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NOMINATIONS OF RITA HAYES, KENNETH S.
APFEL, NANCY-ANN MIN DePARLE, OLIVIA
A. GOLDEN, DAVID A. LIPTON, TIMOTHY F.
GEITHNER, GARY GENSLER, AND NANCY
KILLEFER

WEDNESDAY, SEPTEMBER 10, 1997

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Chafee, Grassley, D'Amato, Nickles,
Gramm, Moynihan, Rockefeller, Breaux, Conrad, and Kerrey.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. The committee will please be in order.
Today we will review eight nominations to fill positions in the

area of international trade, health care, welfare, and debt manage-
ment.

Our first nominee is Rita Hayes, who is currently serving as our
Chief Textile Negotiator. She has been nominated to the position
of Deputy U.S. Trade Representative in Geneva. In that capacity,
she would represent the United States at the World Trade Organi-
zation.

At this time I am very pleased to recognize Senator Thurmond
and Senator Hollings, who have asked for permission to introduce
the nominee.

Senator Thurmond.

STATEMENT OF HON. STROM THURMOND, A U.S. SENATOR
FROM SOUTH CAROLINA

Senator THURMOND. I am pleased to attend before this distin-
guished committee to introduce Rita Hayes. Ms. Hayes is from my
home county of Ashville, SC, originally. I have known her family
for many years.

She has had an outstanding tenure in her current position as
Chief Textile Negotiator for the Office of the U.S. Trade Represent-
ative.



Ms. Hayes has proven to be capable and committed to improving

U.S. textile and trade interests. She is a lady of integrity and honor

whom I hold in high esteem.
I not only come today to introduce her to the committee, but also

to strongly recommend that she be confirmed as Deputy U.S. Trade

Representative in Geneva.
She is a sister to the former Congressman Butler Derrick of

South Carolina, who served here so capably for many years, a very

fine gentleman. I think he is here this morning.
We are proud of this family, we are proud of Rita, and we are

confident she will fulfill well the trust reposed in her if she is con-

firmed.
Again, I strongly recommend her to the committee. Thank you

very much, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Thurmond.
Senator Hollings.

STATEMENT OF HON. ERNEST F. HOLLINGS, A U.S. SENATOR
FROM SOUTH CAROLINA

Senator HOLLINGS. Thank you, Mr. Chairman and members of

the committee.
It is a privilege to endorse Rita Hayes here as the Deputy Ad-

ministrator in charge of textile trade at the World Trade Organiza-

tion. I would ask your consent that my full statement be included

in the record.
The CHAIRMAN. Without objection.
[The prepared statement of Senator Hollings appears in the ap-

pendix.]
Senator HOLLINGS. I will summarize, as my senior colleague has

done.
Rita Hayes comes with tremendous experience. She started off as

a school teacher. She worked later on for Governor Riley on his Nu-

clear Advisory Commission, now-Secretary Riley, when he was the

Governor of South Carolina.
She came around and worked as the chief of staff for Congress-

man John Spratt, who is now the Ranking Member of our Budget

Committee over on the House side, also working with former Con-

gresswoman Elizabeth Patterson in South Carolina.

Of course, for the past several years she has worked as a trade

representative in negotiations not only in China, but around the

world in various ways in an outstanding fashion. She has got the

experience, and I am happy to endorse her nomination here this

morning.
The CHAIRMAN. Thank you very much, Senator Hollings.

I know both you gentlemen are very busy men and undoubtedly

have other matters to attend to, but I appreciate your coming forth

today to introduce Ms. Hayes.
Ambassador Hayes, are there any members of your family here

that you would like to introduce?
Ms. HAYES. Yes, Mr. Chairman. Thank you very much.

I have with me today my brother, Congressman Butler Derrick,

who served many years in Congress. I am delighted to have him

here as a brother of support.



Sitting next to him is my sister, Mary Scott Guest, who is from
Richmond, Virginia. To show you how bipartisan we are, my sister
is married to Raymond Guess, who is Minority Leader of the House
of Delegates of Virginia on the Republican side.

Then I have with me one of my children, my oldest son, John
Hayes, who works here on the Hill for a member of Congress. My
two younger daughters could not be here. They are in college. But
they called earlier this morning to wish me luck.

My daughter, Mary Scott. Maybe she is here. College students
sometimes have a way of sneaking in. But I am delighted to have
my family here and many friends of support.

I was delighted to have both Senator Thurmond and Senator
Hollings say such kind words. Thank you very much.

The CHAIRMAN. It is a pleasure to welcome your family on a day
that I know is of great importance to you, as well as to them. It
is a pleasure to welcome them.

I would now swear in the nominee, if you would please rise and
raise your right hand. This is the practice on nominations.

[Whereupon, Rita Hayes was duly sworn.]
The CHAIRMAN. Ambassador Hayes, do you have a statement you

would like to make?
Ms. HAYES. Mr. Chairman, I have a longer statement that I have

given to the committee, but at this particular time I have a brief
opening that I would like to take from that statement.

The CHAIRMAN. Please proceed.

STATEMENT OF RITA HAYES, TO BE DEPUTY U.S. TRADE
REPRESENTATIVE, WITH RANK OF AMBASSADOR

Ms. HAYES. Thank you, Mr. Chairman and members of the com-
mittee. I am honored to be nominated for the post of Deputy U.S.
Trade Representative in Geneva and I am grateful for the oppor-
tunity to come before your committee in regard to my confirmation.

We are almost three years into the implementation of the WTO,
the World Trade Organization, an historical bargain between the
United States and more than 120 nations.

In that bargain each member nation agreed that free trade must
go hand in hand with strong rules and an effective enforcement.

The responsibility of this administration and this Congress is to
ensure that Americans get the benefit of that bargain. The long-
term implications are clear. There are more than 11 million Ameri-
cans now working in jobs supported by exports, and the exports
tend to be high-value goods and service jobs.

America's objective is a rule-based trading system that is open
and fair. As we often say, we want to compete on a level playing
field. If we are to achieve that objective, we have to exert strong
leadership in the WTO.

Before coming to USTR as Chief Textile Negotiator, I served as
Deputy Assistant Secretary at the Department of Commerce in the
Office of Textiles and Apparel and Consumer Goods. In that posi-
tion I served as chairman of CITA, the Committee for the Imple-
mentation of Textile Agreements. These responsibilities have taken
me to Geneva.



I was there also for the end-stage of the Uruguay Round and
helped wrap up the agreement on textiles and clothing, which al-
lowed us to conclude the round.

Since then, as Chief Textile Negotiator, I have dealt extensively
with the World Trade Organization. I have defended our trade deci-
sions before the World Trade textile monitoring body, and also be-
fore the Council on Trading Goods.

I have overseen appeals to dispute resolution panels of the WTO.
In 1996, I launched an initiative within the committee and the
Council on Trading Goods to improve market access for U.S. ex-
ports.

I have also worked at length with the European Union on very
contentious issues such as rules of origin. In addition, over the past
5 years I have negotiated bilaterals with countries in all regions of
the world.

Therefore, I bring to this position five years of experience. I am
the third Chief Textile Negotiator to be nominated to the Geneva
post. My present position has given me experience in a very dif-
ficult sector, but it is experience in the major foundations of the
WTO and those are in opening markets and developing a rule-
based system on enforcing agreements.

My job as deputy in Geneva will be to work with teams that are
experts in the tasks assigned them. I am not an expert in all of
these subjects, but let me give you a quick overview of where we
stand and what we have ahead of us at the WTO.

First, the United States must insist that our trading partners
implement the Uruguay Round commitments. The United States
has upheld its trade agreements too often, only to be met with ob-
stacle courses, foot dragging, and inaction.

We cannot accept that response. Until other countries meet their
commitments, all of their commitments, we are going to stay on
their case.

Once trade laws and rules of the road are in place, we have a
right to see them enforced. The WTO has developed and has de-
manded enforcement, more attention and resources.

From 1995 to 1996, the administration increased the number of
WTO enforcement complaints, from six complaints to 15. In the
first half of 1997, we brought an additional 10 complaints.

We want the members of the World Trade Organization to know
that when the rules of trade are not adhered to, we will seek re-
dress and we will be fair, but we will be effective litigators.

Aggressive enforcement yields results that reach far beyond any
single case. They show that the WTO can be a fair and effective
means of dispute settlement. They set precedents to guide policy
decisions, and they add strength and authority to sanctions when
sanctions are necessary. Perhaps more importantly, they affect the
nations about our word because they underscore the message that
the United States will not allow trade commitments to be taken
lightly.

A second key goal is generating continuous, rather than round by
the round, trade negotiations. The world economy moves too fast
and the stakes are high for nations to put off market openings
until the results of the next rounds are reached.



As you know, Mr. Chairman, on the President's latest initiative
in trade, renewal of fast-track authority, we will ho consulting with
you, members of your committee, and Congress to see that we have
the right legislation that is to be introduced. The President seeks
that authority to meet this goal and to keep trade expanding con-
tinually.

The goals I have outlined, implementation, enforcement, and ex-
pansion, go to the integrity of the WTO trading system. They make
clear why process of accession to the WTO is important. These are
some of the issues that I will be dealing with, not just the high-
profile ones with China and Russia, but the other 29 nations that
we will be dealing with that are seeking accession to the WTO.

There are many other issues that I will be dealing with as Dep-
uty USTR Trade Representative, and some of these I am sure you
will have questions about today, financial services, the world mar-
ket in agriculture, and the negotiations to start in 2000 to expand
trade in services.

There is a built-in agenda for the Uruguay Round, but let me
just close by saying, Mr. Chairman, that I will be glad to address
the questions before the committee. I have the commitment and am
proud to be part of the drive for trade policies that expand market
access and fair competition.

This is a time for great promise for American trade. World trade
is becoming more and more important to our Nation's prosperity,
and the WTO is becoming more and more important to the world
trade, to open a rule-based system in the U.S. firms that can com-
pete and win.

Mr. Chairman, this concludes my prepared remarks and I will be
pleased to answer any of your questions.

[The prepared statement of Ms. Hayes appears in the appendix.]
The CHAIRMAN. Thank you, Ms. Hayes.
I will now turn to the standard questions we ask all nominees

who come before the Finance Committee.
First, is there anything you are aware of in your background that

might present a conflict of interest with the duties of the office to
which you have been nominated?

Ms. HAYES. No, sir.
The CHAIRMAN. Second, do you know of any reason, personal or

otherwise, that would in any way prevent you from fully and hon-
orably discharging the responsibilities of the office for which you
have been nominated?

Ms. HAYES. No, sir.
The CHAIRMAN. Third, do you agree without reservation to re-

spond to any reasonable summons to appear and testify before any
duly-constituted committee of Congress, if you are confirmed?

Ms. HAYES. No.
The CHAIRMAN. Ms. Hayes, as you know, there have been three

very recent articles in the press which raise some serious allega-
tions regarding your negotiations with China earlier this year to
set quotas on Chinese textile and apparel exports. Without objec-
tion, these articles will be placed in the record.

[The articles appear in the appendix.]
The CHAIRMAN. The articles in the September 8, 1997 editions of

Newsweek and Time imply that a major Hong Kong clothing ex-



porter may have used his political connections to influence the out-
come of these negotiations.

These articles also report that this Hong Kong exporter has been
the subject of a criminal investigation by the U.S. Customs Service
for Customs fraud and may have figured in the campaign finance
scandal.

In addition, a September 5, 1997 article in the Opinion section
of the Wall Street Journal states that one of the big beneficiaries
of the quota cuts negotiated with the Chinese was a U.S. textile
manufacturer whose president is the wife of the White House Chief
of Staff.

For the record, I would ask that you please respond to these
points and allegations raised in these articles.

Ms. HAYES. Thank you, Mr. Chairman, and thank you for giving
me the opportunity to respond to those news articles.

I have been constantly asked, who influenced this textile agree-
ment that has been hailed not only by the American Textile Asso-
ciation, but the American Apparel Association, the Northern Tex-
tile Association, all different association lobbyists, lawyers, retail-
ers, importers, as one of the best agreements and an agreement
that benefitted everybody.

It was very discouraging to me in the overall political process,
quite frankly, after this agreement had been negotiated in Feb-
ruary, to see these articles surface the two weeks before my nomi-
nation.

So I would like to take the time to address these point by point
and to say that if you' or any member of your committee has any
additional questions, I will be glad to sit down with them and go
over it.

The Textile Agreement in the textile world is a very complex and
technical agreement. I tried to be very transparent and very open
and accessible to everybody when I was doing this agreement.

If you will let me say before I start that the people who had the
most influence on me in this administration this Textile and Ap-
parel Agreement was the textile and apparel workers here in the
United States, and also the consumers who were represented by
the importers and retailers who had a lot to gain for it.

This is the first time that we have ever gotten a textile and ap-
parel agreement with China that trade was not disrupted. Before,
there were always sanctions slapped on, trade was stopped. It was
hectic and trade was completely disrupted.

But this time I worked and had a delegation that worked very,
very hard to make sure that we got an agreement that was fair to
everybody, but it achieved the two objectives that we wanted.

Those objectives were to make sure that the Chinese realize if
they are going to have an agreement with us and if they are going
to trade with us in this sector, then they are going to play by the
rules. Those rules are that they have to enforce their agreement.

Second, we wanted market access. For the first time we achieved
real market access with China for this sector, and that was very
important for the industry.

But because this has received such wide attention, and not that
I want to take all of the committee's time, but I think it is impor-



tant that I go over just some points that you raised in the News-
week and the Time articles now.

When it became clear that my nomination was going forward for
confirmation, another round of unfounded stories began appearing.
The article, "Cut From Strange Cloth" in the Newsweek, and also
the Time magazine, "The Man in Donagate," and also the Wall
Street Journal, each of these stories turns out slightly different de-
tails, but they have a lot in common and I think it's important that
everybody here in this room today understand the full implication
of where they are leading.

They were written by reporters that do not even know the textile
trade, they do not even cover the issues. Yet they contained details
that can only come from someone who follows the subject continu-
ously.

I think that was shown in some articles that came out later, not
only in the Journal of Commerce, but also in some of the trade
magazines that follow the textile issues. This was just maliciously
done towards my confirmation.

I do not know why anybody would not like me, because I have
been dealing in a sector that everbody likes. Textiles, you cannot
win. I mean, you do something for one side, the other side gets
upset. But I have an executive order to follow by the President.

If you look at the article "Cut From the Cloth," it is only strange
because of the way he writes the facts and the little things that he
puts in there that are not true. So let me just state the facts. We
had three days of round-the-clock negotiations and I felt like we
were finally getting an agreement. I sat down to brief the Ameri-
cans who had come to Beijing to monitor the agreements.

At every trade negotiation you have parties that come who have
a stake. I had 25 and 26 people at different times. Some of them
would be on one negotiation, some of them would be on another.

But in Beijing, we had 25 or 26 people who were interested in
this agreement. We had associations, we had attorneys, we had lob-
byists, we had interested parties coming over from Hong Kong and
other countries just for the negotiations, to see what would happen
and to see what would end up in the details of the agreement.

There is no clear textile advisory system. We have the ISACs, as
you are aware of, and we have ACTON, but there is no clear advi-
sory system. It was done away with in 1994. So there is no con-
fidential information that I give out to these people who are inter-
ested in the Textile Agreement.

As a textile negotiator and head of the delegation, I give snap-
shots, I give an update of where we are. So on this particular occa-
sion I was criticized for meeting at Mofteks because we didn't want
to leave the building and I did not want to risk the momentum of
the talks breaking down.

So I was accused in that article of giving confidential information
to American parties that were interested in the agreement that the
Chinese might not know about, when I had just been negotiating
for three days around the clock with the Chinese. So the Chinese
knew what I was giving in those briefings.

To compare some of the little innuendoes that he did was not
fair. I knew that those levels were not final. Everybody in the room
knew that those levels were not final. I told them at that particular



time that we were ending the end of the negotiation, and to make
sure that they understood that this was not the final.

You - only do quotas until the end, because you go through the
mechanics of the agreement, then the quotas are the very last
thing that you d-al with. I did not want them to leak things that
might raise expectations.

In the article he also talks about, to the dismay of everybody in
that room, Bill Houston, who is a member of a very well-respected
law firm here in Washington who was in attendance.

Mr. Houston's law firm represents 90 percent of the domestic
firms here in the United States, and he also represents foreign, but
they do Customs evaluations, they do Customs seminars.

Mr. Houston, during the Reagan and Bush Administrations, he
had my previous positions. He was Deputy Assistant Secretary,
Chairman of CITA, and he was also the Chief Textile Negotiator.
I had no right to ask him to leave. I did not know that he rep-
resented Mr. Lau.

Mr. Lau, who supposedly in this article, had some sort of influ-
ence on the agreement. Mr. Lau had no influence whatsoever on
the agreement. I could not even tell you what Mr. Lau's business
connections are. I do know that Mr. Lau was introduced to me sev-
eral times, and I spoke to Mr. Lau.

Mr. Lau presented himself as a Chinese advisor. Mr. Lau agreed
to help try to achieve to get a textile agreement. I sent two mes-
sages back to him: we want an agreement that is enforced, and sec-
ond, we want market access. Without that, we do not have an
agreement.

The famous ride in the limousine with Mr. Lau. The Chinese
Ministry sent a limousine for me to pick me up to have a meeting
with Madam Woo Yi, who was one of the Ministers of Trade, which
I think you have met. I have met many of those ministers, Minister
Shir, many of them. They sent the limousine, I got in the lim-
ousine. So did all the members of my delegation. Mr. Lau got in
also.

I am not to tell the Minister of Trade for the Chinese who can
get in the car and who cannot. There was no conversation with Mr.
Lau about the negotiation. There were other people there present.

So who benefitted from this agreement? The textile and apparel
eople, and the consumers here in the United States did. Mr. Lau
ad no influence on this agreement whatsoever. I have no idea

about any of this with Mr. Lau's connections or his alleged busi-
ness, or his donations to anybody. I know nothing about that what-
soever.

Your last question was about the Springs article. I think that is
important to address, very quickly. The reporter talks about one
particular category in the overall agreement. Now, we achieved
what we wanted to. We got cutbacks, but we gained some in-
creases. Overall, we achieved the ability to cut back on China's
trade to the United States in order to tell them that they had to
enforce their agreement.

What did we do? The particular category that was written up in
the Wall Street Journal is an donor, which we call an overhang cat-
egory. That is a category that, when it is not all used, every nego-
tiation we go into, we try to reduce that category. That category



was put on the table in October and December, before the adminis-
tration even had their new people in place.

You know who it was proposed by, and in the records we have
who it was proposed by? It was proposed by the Chinese, because
that was one way of saying across the table to us, do not take this
category, but take a category that we are not using. So we cut that
category. We cut others, too. We cut wool and we cut yarn.

They are called donor overhang categories because it did not
come from the industry, it came from what we do as a government
and what we do in our looking at the agreement and seeing how
we can cut back to make this agreement enforceable.

So it was on the table. It was offered by the Chinese. In the arti-
cle it failed to mention that Springs is one supplier of towels, but
they are only small. You have two or three other large companies
that have a lot larger share.

The truth of the matter is, Springs Industry is one of the oldest
industries here in the United States. I have been working with
them for as long as I have been doing textile issues, even in this
position, the position before it. So there was no connection.

Erskine Bowles has never called my office. He will not even dis-
cuss textile issues. His wife has never talked. I work with ATMI
and I certainly work with Springs' group, and will always be sup-
portive. I should be, they are part of the industry.

Let me close with saying that we brought back a strong bilateral.
Some were not pleased. But nobody is ever pleased with any agree-
ment we do. I will tell you, and I think the committee has seen let-
ters from all over the spectrum, that it is an agreement that was
an agreement that was fair, it achieved what we wanted to achieve,
and these allegations that somebody had some sort of influence, he
had no influence on anything. He set up no meetings. Meetings
were set up by the State Department.

So it is a lot of just little details, very fine details of how you deal
with an agreement. This agreement is led by me and negotiated by
me, but I have a team of people who are on this negotiation. It is
Commerce, Treasury, Labor, State. Everybody contributes to it. I
do not go off and do an agreement by myself.

Thank you.
The CHAIRMAN. Ms. Hayes, I do have some specific written ques-

tions regarding the allegations in these articles, so I would like you
to provide written answers under affidavit. for inclusion in the
record. The reason it is under affidavit is because, on these hear-
ings, they are all under oath and it is just a follow-through on that.

Whatever further action will be taken, we will advise you after
we receive those responses.

Ms. HAYES. I will be glad to. Thank you.
[The responses of Ms. Hayes to news articles appear in the ap-

pendix.]
The CHAIRMAN. I have one further question that I would like to

ask of interest to my State of Delaware.
I am very concerned about the European Union's ban on imports

of poultry from the United States. As you know, Europe is a major
market for the U.S. poultry industry, worth $50 million a year.

What is the administration doing to resolve this dispute and en-
sure full access to the European market for U.S. poultry exports?



Is there any merit to the claim that administration negotiators sac-
rificed the poultry industry in order to conclude a deal with the EC
on mutual recognition of veterinary standards?

Ms. HAYES. Mr. Chairman, it is my understanding that the De-
partment of Agriculture just recently sent a team to France and
they have gotten back. We have not gotten the report, but I can
assure you that the United States and USTR is monitoring this.

Our office is working very closely with the EU, and we will keep
you informed. But there is no way that we would give up for this
important sector, this agricultural sector, on behalf of the American
poultry workers.

The CHAIRMAN. I cannot stress too much the importance to which
I attach this issue.

It is now my privilege to call on our Ranking Member, Senator
Moynihan.

Senator MOYNIHAN. Mr. Chairman, just by way of personal wit-
ness to what Ambassador Hayes has said about textile negotia-
tions, I was one of the three American negotiators of the Long-
Term Cotton Textile Agreement in Geneva in 1962. You were in
high school then, I suppose. I grew a lot older in that year, I assure
you. The French were difficult, the Japanese were not. Hong Kong
was agreeable, and so forth.

But the people who were never satisfied in any respect and who
were everywhere were the textile manufacturers and the garment
trade unions. There was no hotel space left in Geneva by the time
they arrived. So if you found yourself talking to them in taxicabs,
I am not surprised.

Ms. HAYES. Thank you, sir. Senator, you seem to get younger, I
am getting older.

Senator MOYNIHAN. I'm out of textile negotiations.
But just to say that I think you were in the most recent round

of the series that began then and they have always been character-
ized by a large presence of interested American parties. Those are
the facts there. I just wanted to say that. Thank you, Mr. Chair-
man.

Ms. HAYES. Thank you.
The CHAIRMAN. Thank you.
Senator Grassley.
Senator GRASSLEY. You very thoroughly responded to the ques-

tion of Senator Roth, and I would not focus my question on what
Rita Hayes has done, but maybe in the process. Obviously, you
came to the process and it was there before you. Also, in regard to
the transparency that we are calling for in the WTO.

So I kind of want to hook a couple of things together here, but
maybe give you a suggestion how, in the future, the accusations
that could be made could be avoided.

Within the WTO, as I have said, we have argued for greater
transparency. Specifically, Ambassador Barshefsky has called upon
the WTO to be more transparent in both its procedures and avail-
ability of its documents.

Now, you have spent your most recent assignment as Chairman
of the Textile Agreement Implementation Committee. This is an or-
ganization that is not subject to the Administrative Procedures Act
and, as far as I can tell, operates in virtual secrecy.



So- on a policy question, but I want to follow it up with also a
more personal thing that maybe you can do, in your new job, how
will you be able to help the United States argue for more trans-
parency when we have insisted that CITA operate in secret? In
eight of your involvement with CITA, can you then feel you can

argue credibly for transparency with the World Trade Organiza-
tion?

Then let me suggest before you answer that that the questions
that Senator Roth asked, as much not for what you have done but
the process that anybody in your position would be involved in,
when you have so much secrecy it seems to me that it encourages
and fosters the suspicion and the speculation that we get from the
press.

Then I would suggest that maybe one of the things that would
be to have less secrecy, but one of the things that you could specifi-
cally do would be to make public the list of priorities. I know that
you have just stated that the one category came from the Chinese,
it did not come from us.

But the extent to which the minutes of the meetings would be
available, the extent to which the list of priorities would be avail-
able, then you would not have this secrecy. We would not have so
much secrecy, which encourages this sort of speculation by the
press, and what you would probably say is wrong reporting by the
press. I think you just said that.

So I just offer that as a suggestion and say, could you make that
list available, as an example?

Ms. HAYEs. Senator Grassley, thank you. You have followed me
through my last confirmation and we have had the opportunity to
chat.

I know your concerns about CITA. But CITA was created by ex-
ecutive order in 1972 by President Nixon, then again in 1984 Presi-
dent Reagan increased that executive order to add the combat of
transshipment and other issues that CITA needed to deal with.

But I have not been chairman of CITA since 1995. Well, the end
of 1995. Because of my last hearing and because, as CITA, you
have an executive order, you have a charter, and you chair it, but
you have the interagencies that have their input, State, Treasury,
Labor, all of those and they bring to CITA and to the table dif-
ferent viewpoints.

The request at my last nomination was that, could we see min-
utes. I said we would look into that. I have not had one request
from anybody to see the minutes of CITA. I went back and had it
checked.

But I think, as a member of CITA, I certainly brief through
ISACs both constituencies in the domestic industry, then also per-
sonally I have briefings at least once a month with everybody con-
cerned with the trade at USTR.

How do I relate that to what I am doing at the WTO? I think
I will consistently have the openness and the ability for people to
get to me and to have briefings and to let the different sectors
know what is going on. I think we have done a good job of that at
the USTR. I certainly did it in the China bilateral. It was the first
time we ever had joint meetings with everyone there. I had sepa-
rate, but I did have joint.



So I will continue to take your concerns, and any of the concerns
that you have about the agreement or anything like that, I would
be glad to sit down with you and to give you whatever you request.Thank you.The C;HMRMAN. Thank you, Senator Grassley.

Under our early bird rule, Senator D'Amato.
Senator D'AMATO. Thank you, Mr. Chairman.
Ambassador, I am going to ask if you would look into a matter

that concerns us greatly that is parochial for those of us in New
York, with respect to wool products, wool suits in particular, that
we believe are coming in unfairly and in a manner which was
never intended. I know that if you would address your attention to
that issue, I believe we could get some resolve.

So I do not intend to take the time of the committee at this point,
but Senator Moynihan, his office, and mine have been working to-
gether on this and I would hope that you would take that oppor-
tunity to review it. If we had your personal interest, I think maybe
we could have an equitable resolve of that situation.

Ms. HAYES. Thank you Senator. I am aware of the wool TPL sit-
uation with Canada. We have worked very closely with the Canadi-
ans and have really put several proposals on the table and continue
to push to see if we can't get some relief. Thank you.

Senator D'AMATO. That would be deeply appreciated. We will fol-
low up with you at another point in time.

Ms. HAYEs. Thank you.
Senator D'AMATO. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Conrad.
Senator CONRAD. I thank the Chairman, and I thank the witness

as well.
We have on the northern border a very serious ongoing problem

with unfairly traded Canadian grain coming into this country. Over
the past several months there has been a renewed surge of this un-
fairly traded Canadian grain coming into the United States, and
that surge has now breached the limits that were 'agreed to be-
tween the United States and Canada in a tariff rate quota that was
negotiated in 1994 and 1995.

Ever since that TRQ expired in 1995, the United States has for-
mally put Canada on notice that we would not accept market dis-
ruption in the United States and that we would use as our bench-
mark that TRQ level that had been previously agreed to.

Unfortunately, this most recent surge has now breached those
limits. I believe this is clearly a cause for action. We cannot sit idly
by and allow Canada to breach what was an agreement and cause
injury to tens of thousands of farmers in the United States.

We cannot undermine our credibility on trade issues by sending
a clear public signal that we were not going to accept a breaching
of those limits and now permit Canada to breach them and fail to
take action.

The Commerce Department, as perhaps you know, has agreed to
investigate the possible self-initiation of an antidumping case
against Canada. In fact, they are sending a team to my part of the
country in the very near future to begin the fact-gathering re-
quired. Now, that is a good first step, but I believe the United
States should do more.



My question to you is the following. If you are confirmed, will
you support continuation of the U.S. policy of a de facto extension
of the TRQ by putting Canada on notice that we will not accept
market disruption in the United States and by using the TRQ lev-
els previously negotiated as the benchmark? Would that be a policy
that you would support?

Ms. HAYES. Senator, instead of giving you a definitive answer
today, I certainly would like to look into it. I am familiar with what
you are talking about and it is very similar to what both of the
Senators from New York are talking about, where there was a par-
ticular level established, yet we have found that after it was nego-
tiated that it is still disrupting, and we are trying to find a way
to deal with it.

I can certainly give you the commitment that we will not let the
market be disrupted and we will see what alternatives we have to
go back to the Canadians to see that this is stopped.

Senator CONRAD. Well, I appreciate that. I mean, to me it is just
a crystal clear case. We agreed on certain limits in 1994 and 1995.
When those limits lapsed, we put Canada on formal notice that we
would not accept any breaching of those limits. We would consider
that market disruption and we would take action.

Canada in the last three weeks has breached those limits. It is
clear. It is unambiguous. Everybody understands it. We are coming
up on the anniversary of the time to resubmit the notice to Canada
that we will not accept market disruption. I believe it is September
13.

Ms. HAYES. That is right, September 13.
Senator CONRAD. So I am writing today the Trade Representa-

tive, Ms. Barshefsky, and asking her formally, as I have already
asked her informally, to recommit the United States to that posi-
tion. I am hopeful that you would support that. I take it from your
comments that you believe it would be a breaching of the agree-
ments, if they were to continue.

Ms. HAYES. Yes, sir. I also know that we are very concerned
about it at USTR. She has brought it up in meetings before. Now
we have a new agricultural ambassador who has just recently gone
through his confirmation process and is very, very aware of it, and
we have a team that is looking into it and pursuing it. So, it is cer-
tainly a top priority.

Senator CONRAD. I appreciate that. This is causing severe eco-
nomic injury because we get a flood time of these unfairly traded
imports coming into the United States that is suppressing prices at
a critical time. So I appreciate very much that answer.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Conrad.
Senator Breaux.
Senator BREAUX. Thank you very much, Mr. Chairman.
I thank the witness for being here and responding to the ques-

tions. I look forward to working with her in her new capacity at
the WTO.

I have read the article in Newsweek that Chairman Roth ques-
tioned you about. Quite frankly, I mean, I think it is a whole lot
to do about nothing. I used to go to all these trade meetings, and
when I was in the House I got tired of doing it because I always



felt that we had so many people over there arguing, and about a
third of the lobbyists had one position, a third of the lobbyists had
another position, and another third of the lobbyists over there were
looking for clients. [Laughter.]

I mean, I have been to these briefings. When you are giving a
status report of the negotiations you just do not ask people to come
to the briefings that agree with you. The people that disagree with
the U.S. negotiations positions also sit in the briefings and the
briefings tell them what we are doing, where we are going and
what we hope to accomplish. That is what the briefings are ail for.

You hardly can go in and say, all right, do you agree with me?
You can come to the briefing. If you do not agree %vith me, you can-
not come to the briefing. I mean that is why I quit going to them.
I just wish you the very best in that area.

But I think there are some important subject matters that are
relevant and are important about the role of the United States as
ambassador to the WTO. I am concerned about dispute settlement.

I mean, these organizations are only as good as the ability to re-
solve disputes between our country and other countries. If we do
not have a strong dispute settlement in place that we aggressively
pursue, the agreements are not worth anything at all.

I would like you to comment on, how do you look at the dispute
resolution portions of the WTO, how do you envision utilizing those
dispute procedures to protect the U.S. interests?

One area you may comment on, if you have any information on
it, is I think more and more countries now try and pressure their
governments to enact environmental types of procedures in their
countries that are contrary to the trade agreements and say, well,
if you do not catch your products the same way we do, we are not
going to let you export your products to our country. That is hap-
pening in a number of areas right now.

I guess my general question to you is to give us a little discus-
sion on how you view the dispute settlement provisions in WTO,
how would you go about trying to utilize those procedures in order
to protect U.S. interests?

Ms. HAYES. Thank you, Senator. As I said in my opening state-
ment, more and more we bring in cases. They have increased from-
1996 to 1997. We are using the World Trade Organization dispute
mechanism to let countries know that if they do not meet the re-
quirements of the WTO, if we bring these cases-and we have been
very successful. Some we have lost, but we have been very success-
ful on a good many cases.

Take some of the cases recently with the EU. The appellate body
has come back with a very favorable decision on the bananas, and
also on the beef hormone decision. So the question was asked to me
recently, well, what happens if they do not live up to the appellate
decision? Well, we have recourse with that.

That is what you do when you get into litigation and you use the
dispute settlement. If you take these cases before the panel, you
get decisions. Then you expect the countries that participate in this
dispute settlement to live up to their bargain of being a member
of the WTO.

I can give you a personal example of two cases that we had to
deal with in the sector that I am in right now. There were two



WTO cases in the textile and apparel sector. Some might say that
we lost the cases. We did not lose those cases.

The dispute settlement asked us to lift the restraint, which we
did, but we won on the principles of that case. The dispute settle-
ment upheld the program and said we could still implement what
we were doing, we just needed to add additional information. That
is what the dispute settlement is there for.

Senator BREAUX. I appreciate the answer. I think that the num-
ber of industries that support your confirmation, both in agri-
culture and manufacturers and textile industries that have ex-
pressed public support for your confirmation, I think, is indicative
of the job that we expect you to do.

Always remember, you are representing the United States. I
think that you will continue, obviously, to be very strong in that
regard and never to get caught up in the flim-flam of international
organizations.

Be tough and do not hesitate to not bring back agreements if
they are not good agreements. Just say it out front publicly and say
we are not going to accept this. The Senate would never accept it,
Congress will not accept it. Just be very, very tough in that posi-
tion.

Ms. HAYES. Thank you, sir.
Senator BREAUX. Thank you very much.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chair man.
I just have a single question, and I may submit some others, but

for now, anyway.
Some time ago, Senator Roth and Senator Moynihan submitted

a bill which would change the terminology Most Favored Nation to
Normal Trade Relations, which is, in fact, what Most Favored Na-
tion really means.

There is really, I do not think, that much opposition, but the op-
position that comes to that comes from those who have it in for
China, particularly China and MFN. I was the co-sponsor of that
bill and I strongly support it.

I would like to hear your definition, if you agree with this bill,
as to why you think it is important.

Ms. HAYES. Senator, whether we are talking about permanent
MFN, whether we are talking about fast-track, or any of these
other issues, I have consistently said as a negotiator and someone
who knows how much trade means to everyone, that it is better to
be at the table, to have them participate.

When you look at China you want to have normal trading rela-
tionships with China, but there are some people that, of course, do
not want China to have permanent MFN. I think it is very impor-
tant that we do.

Senator ROCKEFELLER. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Gramm.
Senator GRAMM. Thank you, Mr. Chairman.
I have got a couple of questions today. The first question has to

do with your statement about your objective in representing textile
manufacturers, textile workers, and consumers.



Now, as I understand, maybe the numbers are wrong, I have just
seen the numbers that have been used in various articles that have
questioned these negotiations. I am a numbers person myself, or
was in my old life, so I know people sometimes get them messed
up.

But overall, according to the Wall Street Journal, this negotia-
tion that you successfully conducted with the Chinese reduced their
textile quotas by 2.6 percent and reduced cotton towel quotas by 31
percent; is that right?

Ms. HAYES. Right.
Senator GRAMM. Now what I do not understand, I understand

how reducing quotas helps textile manufacturers and helps textile
workers, but I do not understand how it helps textile consumers.
I guess in terms of stability of market, in terms of fairness, one can
argue to be representing both. But I do not see how this agreement
could in any way be portrayed as being a representation of Amer-
ican consumers.

I understand your job and I understand you are not necessarily
setting these policies. What I am trying to do is just simply under-
stand in your mind how it is you are representing consumers.

Ms. HAYES. Well, Senator, that is a very good question. The point
I tried to make was, as Chief Textile Negotiator, I have an execu-
tive order to follow. There was a cutback of overall market access
to the United States by China by 2.6 percent.

The reason for that is something I think you would agree with.
We do not want to have agreements with countries who do not
abide by the agreement. There is no reason for us to have an agree-
ment with any country if they are not going to live up to the agree-
ment. On this particular agreement, they were not abiding by the
agreement at all. I said from the very beginning that we had to en-
force the agreement.

Now, the answer to your question, did this affect the consumers,
I am not denying the consumers the right to anything, but I am
trying, and it is my responsibility, and it is by statute that you give
me that responsibility, to enforce these agreements.

Senator GRAMM. Well, now let me ask you a question. The 2.6
percent reduction, was that a reduction from the previous quotas
or was that a reduction from the actual importation of Chinese
goods?

See, that is what I did not understand. At least the articles read
as if what we had done is we had entered into the negotiations and
that the final outcome had been a 2.6 percent reduction in quotas
that China had had relative to what they have in the new agree-
ment, and then the 31 percent reduction in cotton towels.

Ms. HAYES. The 31 percent cut in cotton towels was part of the
2.6 percent that came into this country. The 2.6 percent was the
overall market access that China has to this country, so it was the
overall cutback.

As I said earlier, there were some increases and some quotas
that some retailers and importers wanted, and there were some de-
creases that some of the domestic industry wanted. So it was a bal-
ance.

One of the things that was suggested, and one of the things that
I said that I kept from happening, in previous textile negotiations



there were unilaterals slapped across the board on everything at 35
percent, and trade completely stopped.

So, yes, there was a 2.6 reduction in the overall trade from China
to the United States, but that was a way of us saying, we want
your trade. China has the United States' largest market. They have
the largest share of our market, other than the free trade agree-
ments that we have.

So it was my responsibility to say, if you have got our market
you have to do two things. You have to enforce this agreement, and
second, we want your agreement. We want your market. So that
is what we did, we got a market access agreement that was hailed
by everyone that had never bee-n gotten before.

Senator GRAMM. Let me ask one final question. The article in
Newsweek raises the question about the briefing that you had in
the conference room of the Chinese Trade Minister where you were
briefing representatives of American interests and they raised two
questions, number one, doing a briefing in that facility, but second,
the obvious presence of a lobbyist who was representing a client
who was himself a representative of the Chinese Government.

Now, what they raised as their question was a statement that
apparently they claim you made about, we are close to completing
the negotiation, you were giving people an update, but that you did
not want them to go out and talk about where you were in the ne-
gotiations.

Newsweek raises, if their facts are right, I think an obvious ques-
tion. That is, if this was, in fact, sensitive data, why did no one ask
the representative of the advisor to the Chinese Government to
leave the room when you were giving the briefing?

Ms. HAYES. There was not, Senator, an advisor to the Chinese
Government in the room. There was no sensitive, confidential infor-
mation given out.

As I said in my earlier statement, we had been negotiating 3
days around the clock. Many interested parties of the industry
were getting ready to return to the United States. We were getting
towards the end of an agreement.

So what I did, was I asked them to come to Mofteks. And when
we had these briefings, even when we have them outside of
Mofteks, they are in the lobby of a hotel. When you give these
briefings, you are only giving a snapshot. You are only saying what
you have just finished negotiating with the Chinese. So why would
that be secretive to the Chinese?

Senator GRAMM. Well, why did you ask people not to talk about
it if it was not secret?

Ms. HAYES. Because I did not want the press to print or for inter-
ested people in that group to go back and tell their CEOs or anyone
in the room that this was the final agreement.

I was asked directly in that briefing if this was the final package.
It had many in the notes, and it has it in the notes that I have.
I said, this is not the final package. I am just telling you where
we are at this particular time.

Senator GRAMM. Thank you, Mr. Chairman.
Senator MOYNIHAN. Mr. Chairman, if I might submit a question

in writing, that would be fine for me. Thank you.



The CHAIRMAN. I believe that completes the questioning for
today, Ms. Hayes. Thank you for being here. We will submit the
questions as rapidly as possible. Of course, I would hope that you
would respond quickly because we want to move as expeditiously
as we can with this nomination.

Thank you very much for being here.
Ms. HAYES. Thank you, Mr. Chairman. Thank you for your pa-

tience, and your committee also, too. Thank you.
The CHAIRMAN. Our next nominee is Kenneth Apfel, who is, of

course, a familiar face to this committee. For almost a decade he
has staffed Finance Committee issues for our former colleague, Bill
Bradley. More recently he has been responsible for Social Security,
welfare, and education issues at OMB.

Mr. Apfel, it is a pleasure to welcome you here again.
Mr. APFEL. It is a pleasure to be here, sir.
The CHAIRMAN. Are there any members of your family here with

you today?
Mr. APFEL. Yes, there are, Mr. Chairman. By order of seniority,

if I may.
The CHAIRMAN. Please proceed.
Senator MOYNIHAN. There is a committee man, by golly.
The CHAIRMAN. That is right. Well put.
Mr. APFEL. I first would like to introduce my mother-in-law,

Katryna Jacobsen.
The CHAIRMAN. It is a pleasure to welcome you.
Mr. APFEL. My wife, Caroline Hadley, and my two sons, Derek

and Dana.
The CHAIRMAN. I know this is a very proud day for your family

and we are pleased to have you before us.
I would now like to swear you in. Would you please rise and

raise your right hand.
[Whereupon, Kenneth S. Apfel was duly sworn.]
The CHAIRMAN. Mr. Apfel, I would ask you now to proceed with

your statement. Your full statement will be included as read.

STATEMENT OF KENNETH S. APFEL, TO BE COMMISSIONER OF
SOCIAL SECURITY

Mr. APFEL. Thank you. Mr. Chairman and members of the com-
mittee, I am honored to be the President's nominee for the criti-
cally important position of Commissioner of the newly-independent
Social Security Administration. I appear before you today to seek
your support or my nomination, and to discuss the key issues fac-
ing the Social Security program.

It is hard to overstate the importance of Social Security in im-
proving the lives of Americans. Social Security has been the most
successful government program in our Nation's history. It has
made a decisive difference in providing financial security for older
Americans.

Social Security is also much more than retirement. Approxi-
mately 6 million disabled Americans and their family members,
and 7 million surviving family members of deceased workers re-
ceive monthly Social Security benefits. Social Security truly has be-
come America's family protection plan.



But Social Security is not immutable to change. As Wilbur Cohen
said, "Each generation should be free to remake and remold it to
its needs and to its liking." People need to realize that Social Secu-
rity is and always has been an evolving program.

In nearly each decade since its creation, major Social Security
changes have been made in response to the needs of the time: Dis-
ability Insurance in the 1950's, Medicare in the 1960's, COLAs in
the 1970's, and numerous changes in the 1980's as a result of the
Greenspan Commission's work.

The changes made over the past decades reflect the Nation's
changing needs, and now further changes are needed if we are to
meet the demographic challenges that face this Nation in the 21st
century.

The first and mc-t critical challenge, of course, is to address the
long-term solvency of the Social Security program while ensuring
that current and future generations of American citizens continue
to be provided with a floor of protection. It is a task worthy of our
very best efforts.

The very good news is that Americans are living longer and
healthier lives. But increased life expectancy, coupled with the
aging of the baby boom generation, will place great strains on
America's retirement system.

The Social Security trust funds will be exhausted in 30 years. At
that point, revenues coming into the program will only account for
approximately 75 percent of the expected benefit payments. Clear-
ly, tough choices must be made, and the sooner the better. We
must act soon, not because we are in a crisis, but because if we act
wisely we can prevent a crisis from ever occurring.

The American people deserve early action to be able to plan for
changes, and Americans of all ages need to have confidence that
this important program will be there for them.

In all candor, Mr. Chairman, critical discussions about the future
of Social Security need to take place not only in Congressional
hearing rooms, but also in family living rooms across America.

As Commissioner, one of my roles will be to help Americans un-
derstand Social Security today so that they will be prepared to help
make the tough choices to ensure the program will be there for
them tomorrow.

I worked for Senator Bradley and with the Senate Finance Com-
mittee in 1983 when the historic Social Security Reform legislation
was enacted. I spent many hours in this room.

That legislation was an example of bipartisan cooperation, good-
will, and wisdom. This administration and this Congress have
shown that they are capable of coming together in a bipartisan way
to fashion solutions important to this Nation.

If confirmed, I give you my commitment that the Social Security
Administration will be responsive to the needs of this committee
and that I will personally work closely with the members of this
committee in a bipartisan way on this important endeavor.

While the long-range solvency of the program is the most critical
issue facing Social Security, it is by no means the only issue. Social
Security and SSI Disability programs have grown significantly.
With the aging of the baby boom generation, we can expect still



further increases in the number of disability claims and the agen-
cy's workloads.

There are inherent administrative difficulties involved in judging
health and work capacities of disability claimants. The agency has
alread undertaken efforts in the past few years to redesign and
to modernize this process.

I believe these efforts are a positive first step, but they are not
sufficient to resolve all problems. I am personally committed to
finding ways to better manage the system, to fairly review the eli-
gibility of those on the rolls, and to return a greater number of in-
dividuals with disabilities to productive employment.

Furthermore, I believe that the Nation has a responsibility to
provide children with disabilities, and their families, with the re-
sources needed to prepare themselves for full participation in soci-
ety.

Toward that end, if confirmed, one of my first priorities will be
to carefully review the Social Security Administration's implemen-
tation of the eligibility changes that were adopted last year to de-
termine if the intent is being realized and if the regulations are
being applied fairly.

In addition to the issues of long-range solvency and disability is
the management challenge, how to provide effective leadership for
the Social Security Administration.

The agency's independent agency status means that it now en-
joys a higher profile than it ever did during its many years within
the Department of Health and Human Services.

Social Security touches the lives of nearly every American. For
many people, the agency and its employees represent their closest
contact with the Federal Government. More than 25 million Ameri-
cans walk into SSA offices each year. More than 60 million call the
800 number. Within 3 to 4 years, over 100 million people will be
receiving annual statements of their benefits.

With the aging of the baby boom generation, these numbers will
increase dramatically. In order to imprc "e customer service, SSA
will have to rely on new technology to meet the demands of the fu-
ture. The agency will need leadership on these challenges and, if
confirmed, I intend to provide it.

In conclusion, Mr. Chairman, Senator Moynihan, and other mem-
bers of the committee, let me say that I was deeply honored to be
nominated by the President to guide Social Security into the 21st
century. I appear before you today with humility to the task before
us, but with the firm conviction that I am ready for that challenge.

Mr. Chairman, I have spent my entire life preparing for this mo-
ment. My educational background is in social policy, rehabilitation,
and public management. I know the complexities of developing
tough public policies from the years I spent working with this com-
mittee, and my years in the administration. I gained strong man-
agement and executive leadership skills during my tenures at HHS
and at OMB.

But perhaps more significant, my wife and I are both baby
boomers, with aging parents and young children. I know and un-
derstand the importance of Social Security to the fabric of our soci-
ety.



Henry David Thoreau once wrote that, "It is not enough to be
busy the question is, What are you busy about?" I thought long
and hard about that quote after being nominated by the President
for this position.
I For me there can be no higher calling and no more significant
life's work than to guide the Social Security Administration into
the next millennium and to help ensure economic security for fu-
ture generations.

I am ready and eager to begin that work, and I ask each of you
today for your support for my nomination. Thank you. I would be
happy to answer any questions that you have.

[The prepared statement of Mr. Apfel appears in the appendix.]
Senator MOYNIHAN. Sir, there is a vote on. Chairman Roth has

run off to vote and asked if I might ask a question. I think my col-
leagues might want to as well.

Senator ROCKEFELLER. Mr. Chairman, can I just ask a question
of you. After the vote, and I think, in fact, there will be several of
them, I cannot come back, which I am very upset about. I just want
to say that I am particularly sorry to miss Nancy-Ann Min DeParle
and Olivia Golden. I have strong feelings about both, but I have
very, very strong feelings, positively, about Nancy-Ann Min
Derarle.

Senator MoYNIHAN. I understand.
Senator ROCKEFELLER. I will have questions to submit.
Senator MOYNmAN. That is fine.
We do, indeed welcome you. You know what support you will

have in this committee. I have a letter which I would ask the
Chairman to put in the record from Bill Bradley, just congratulat-
ing you and speaking so highly of you, as you would imagine him
to do.

[The letter follows:]
OFFICE OF SENATOR BILL BRADLEY

SEPTEMBER 9, 1997
Dear Senators Moynihan and Roth:

[ am writing to indicate my strong support for the nomination of Ken Apfel to
serve as Commissioner of the Social Security Administration. I have known Ken for
over 16 years and recommend him both personally and professionally.

Ken worked on my Senate staff from 1982 to 1989 as the chief aide for health
& education. He then served as my Legislative Director from 1989 to 1993. Hard
work, insightful analysis and a commitment to sound public policy characterized his
time in my office.

President Clinton recognized Ken's talent anIl nominated him as Assistant Sec-
retary for Management and Budget at the Unked States Department of Health and
Human Services in 1993. He was subsequently confirmed by the Senate and did an
excellent job in this challenging position.

Ken will be an outstanding Commissioner or thp Social Security Administration.
His background prepares him for the challenges facing Social Security and I am con-
fident that if confirmed, Ken will strengthen Social Security and ensure that it is
sound as we head into a new century.

I highly recommend Ken to you on both a personal and professional level. Thank
you for your consideration of this recommendation.

Please contact me if I can provide further information.
Best regards.

Sincerely,
BILL BRADLEY

Senator MoYNIHAN. I would make the point that I think you
would perhaps agree with, but I do not ask you to say a word.



You speak about the newly-independent Social Security Adminis-
tration. Sir, that law was passed three years ago. You are the first
commissioner to come before us, in effect. It is inexplicable, the
marginalization of Social Security in the affairs of contemporary
American administrations.

I introduced the legislation in October of 1993. At that time,
under the Congressional Directory listings, you turn to the Depart-
ment of Health and Human Services. You had to read through 22
pages before you reached the Social Security Administration; some
800 assistant secretaries, deputies, and this and that, before you
Kot to the single most important domestic program in the Federal

vernment. It had been marginalized, it had been sent out to Bal-
timore.

When the bill became law it took the administration 6 months
to nominate a person, by which time this committee was not pre-
pared to confirm. That person stayed on under a provision in the
statute which we did keep that said, in the absence of a commis-
sioner of the new agency, the old arrangement would be in place.
Even then, that job has been vacant for six months, and you have
just arrived. Thank goodness you are arrived, sir. I do not expect
you to say anything, but how could it have been three years?

As you say, we are on the verge of real decisions. Last year, we
repealed the Title 4A of the Social Security Act, which was the pro-
vision for dependent children, something that would have been un-
thinkable years ago, happened.

The proposal is still very much around that we begin to replace
Social Security. As you know, the Advisory Commission that was
created two years ago came in split three ways, but with a majority
for doing away with the present arrangement. You have not to
2030, sir, you have to 2012. That is when the cash flow ceases, as
you know. You are agreeing.

Are you going to get some support in the administration for
doing the things that have to be done, Medicare as well as retire-
ment benefits?

Mr. APFEL. Senator, the legislation for the independent agency
was a centrally important piece of legislation. It does change the
dynamic. All I would ask is for you, I hope, three years from now
to look back on the role of the Social Security Administration, both
within this administration and with this body. We now have, being
separated from Health and Human Services, new responsibilities.

Second, the policy debate that we are about to enter is a major
one. It is, in my belief, the most fundamental debate we will have
in the next several years. The future of this program and of retire-
ment security, disability, and survivor's benefits is central to the
Nation.

Senator MOYNIHAN. But we have to face up to some things. Last
July, this committee unanimously reported to the floor a proposal
to raise the eligibility age for Medicare to be in synchronization
with Social Security and to make a larger contribution to Part B,
a wholly publicly financed health care provision.

No support was forthcoming from the administration. The stand-
ard organized Washington interests said do not do it, so it was not
done. Ten more years of that and there will not be a Social Security
system. You can say what you want, please.



Mr. APFEL. I think it would be a- major mistake for the country
if, 10 years from now, efforts have not been made to reform the So-
cial Security system. This is an issue that we need to act on quick-
ly for two or three different reasons.

One, Social Security receives enormous support across all genera-
tions, but there is a lack of-

Senator MoYNIHAN. But sir, a majority of non-retired adults do
not think they will get Social Security.

Mr. APFEL. That is right.
Senator MOYNiHAN. And if they do not think they will get it, they

will not miss it when it is taken away.
Mr. APFEL. That is right. There is a great degree of uncertainty

about the future. The way to eliminate that uncertainty is to fix
the problem, and to fix the problem soon.

One, we need to have a major public debate in this Nation about
the choices that we have to confront; two, we need to take those
actions quickly and convincingly; and three, we need to do it in
time so that people can plan for any changes that have to be made
in their lives.

Senator MOYNIHAN. I have been told I really have to leave for a
moment. We will all be back.

But can I ask you one thing about, you said first the debate. Will
you be part of that debate?

Mr. APFEL. Oh, Senator, I will be part of the debate.
Senator MOYNIHAN. That is all I wanted to hear.
The committee will stand in recess until we return from our vote.
[Whereupon, at 11:20 a.m., the hearing was recessed to recon-

vene at 11:26 a.m.]
AFTER RECESS

Senator GRASSLEY. Senator Roth's staff has asked me if I would
convene the meeting, and I would like to do that.

I would now ask of Mr. Apfel the standard questions that we ask
all nominees that come before this committee.

First, is there anything that you are aware of in your background
that might present a conflict of interest with the duties of the office
to which you have been nominated?

Mr. APFEL. No.
Senator GRASSLEY. Second, do you know of any reason, personal

or otherwise, that would in any way prevent you from fully and
honorably discharging the responsibilities of the office for which
you have been nominated?

Mr. APFEL. No.
Senator GRASSLEY. And third, do you agree without reservation

to respond to any reasonable summons to appear and testify before
any duly-constituted committee of Congress, if you are confirmed?

Mr. APFEL. I will, yes.
Senator GRASSLEY. The Chair recognizes Senator Gramm.
Senator GRAMM. Thank you.
Ken, first of all, let me congratulate you. Someone who is sup-

ported by his mother-in-law is a candidate that has great support,
and I am always impressed when somebody's mother-in-law is for
them.



We had the opportunity to talk yesterday, and I raised an issue
which we are in agreement on, but I wanted to do it publicly. Obvi-
ously, the big debate in this country for the next 25 years is going
to be the long-term future of Social Security and Medicare.

There is a growing body of thought that believes that we need
to move toward individual ownership of retirement and security in
retirement by basically moving from a system which is a transfer
payment from one generation to another to a system where work-
ers would be allowed, in a mandatory, supervised program, to build
up assets that they would own and they would generate security
from.

There is research going on all over the country by some of the
best minds in the country on this issue, but all of this research is
hampered by an absence of data.

As we discussed, in trying to bring both ends of the political spec-
trum together in this debate, one of the things that we have to do
is to have a body of knowledge that is available so that both sides
of the debate are constrained, those who say leave everything alone
by the cold reality of the financial problem you have outlined, those
who say change it dramatically by the very large transition costs
that are involved.

So I wanted to ask you if you would be willing, to the maximum
extent possible, to make the great reservoir of data at the Social
Security Administration available to the general public so that we
can encourage research in our research institutions, whether they
be the Heritage Foundation, the Progressive Policy Institute, or in
our academic institutions.

We have had some problem in the past with various agencies
about data. We have had a chance to discuss this in private, but
I did want to bring it up here today and I wanted to get your public
commitment that, to the maximum extent possible, protecting the
privacy of the individual retiree, that you will try to move this vast
reservoir of data into the public research domain so that we can
get the best minds in the country thinking about it so we will have
somebody to parrot when we open our mouths.

Mr. APFEL. I agree with that, and I will, Senator, to the extent
practicable. Also, you brought up the issue of privacy. It is cen-
trally important that any data that go out protect privacy. Social
Security information is very private information, so we need to be
very careful about protecting individuals' employment records, et
cetera.

We should take further steps to assure that this data is avail-
able. I will be very candid. I do not know the extent to which data
has not been available that we need to look at, but I will do every-
thing under my power to have an open debate and to have as much
information available to the public as at all possible.

It seems to me we are starting a major debate in this country,
having good information and the implications of various options. It
is one of the central things that Social Security can provide, and
I hope to do that.

Senator GRAMM. Great. Well, I am very pleased by that state-
ment, and Ken, I look forward to working with you in this debate.

Thank you very much, Mr. Chairman.



The CHIIRMAN. Mr. Apfel, I am sorry, but you know better than
most the problems of trying to run a hearing.

In the morning paper in the Washington Post there is a state-
ment about, "Clinton Vows Fight for Campaign Finance Law," but
much of it is dealing with Social Security. He says on Social Secu-
rity, "It is wrong to let people pay into the fund for a benefit they
will never receive. There are problems that revolve around demo-
graphic changes in our society. We owe it to you not to have to face
this burden. That is, the administration will fulfill our responsibil-
ities incurred by costs of Social Security."

I have several questions, and perhaps these have already been
touched upon. But can you summarize the administration's view on
the need to reform Social Security and any plans or time line for
presenting reform for the Congress?

Second, do you expect the administration to propose only conven-
tional fixes, or be more ambitious and allow individuals to own and
invest some or all of their payroll tax?

Third, how might this committee work most effectively with the
administration on Social Security reform?

Mr. APFEL. Senator, the President began yesterday to reiterate
his deep desire to see this issue be resolved during his second term.

There has not yet been in the White House a formal or sub-
stantive plan developed to reform Social Security. Discussions are
just beginning. Most of the push has been to establish an appro-
priate process through which we can work with Congress on a bi-
partiban basis to move this debate forward.

If we would look at the number of big debates we have had over
the course of the last 20 years, when we have entered into an
agreed-to process, usually those results are significantly better.

I talked to Erskine Bowles just last week and I know that he has
started discussions with the leadership, including Senator Lott who
is on this committee, about what to do, and how to move forward
on this on a bipartisan basis. It is the very, very first steps of that
process. We don't know what process we will use to move forward
on yet.

Once we determine with the Congress a process, we are in a
much better position then to determine whether there be a plan ar-
ticulated, whether it instead is a committee or a commission that
is established, and a time line would then follow from that process.

So, one, we are at the very first stages of this process. Two, after
a process is established we will know more on the time line. The
discussion internally on options is really just starting and it is pre-
mature to be able to make any judgments at all about where that
is going. So step one is working with the committee, working with
the leadership on a process.

The CHARMAN. On the question of process, one concern of mine
is that to have the very best nonpartisan efforts for Social Security,
that technical and actuarial staff be available to this committee, re-
gardless of where we may be respectively on policy initiatives.

I have to agree with you that really to do anything significant
it is going to have to be on a bipartisan basis. I would hope that
would be the approach, as that is the only way I think anything
significant will be accomplished.



So can the committee count on the availability of the services of
the actuary and other technical personnel on reform matters, re-
gardless of politics?

Mr. APFEL. Yes, sir. As I said in my opening statement, I intend
to work closely, and have the Social Security Administration work
closely, with both sides of the aisle. Information is centrally impor-
tant in this debate. We have got to have good, solid information
that we share with everyone for us to move forward, and I commit
to do that, sir.

The CHAuRMAN. Let me ask one question on Social Security Dis-
ability programs. Over the past 5 years, despite a good economy,
we have seen substantial growth in the disability rolls. Also, many
advocates for people with disabilities believe the programs do not
address the many barriers to working faced by the disabled.

Can you give us a brief overview of the significant issues facing
the Disability program, what factors you believe are responsible for

rogram growth over the past 5 years, and to what extent do you
elieve providing rehabilitation services is an appropriate program

goal?
The GAO has issued several reports skeptical of the effectiveness

of return-to-work services. Would it be better to provide rehabilita-
tion services when someone first applies for benefits rather than
after they have been awarded benefits?

Mr. APFEL. Well, Senator, the growth in the disability rolls is due
to a number of factors: including changes in law and from court
cases such as the Zebley decision, which was an important court
case which found that many disabled children were not receiving
services who should have received services. There was growth that
was due to those court cases.

Also, the aging of the population. As people age, there is a higher
incidence of disability. So if we look at the future, in the next 10
and 15 years, as the baby boomers get up into their 50's and early
60's, you are going to see an increase in the incidence of disability
there, too.

In addition, Senator, the number of women in the labor force has
gone up significantly, as you know, in the last 30 years. That
means that those workers are now eligible for Social Security, and
when they become disabled they can go on the disability rolls.

Lastly, people are going on the disability rolls at younger ages.
That means that they are staying on disability for longer periods
of time, so fewer people are leaving the disability rolls and are on
the rolls for longer periods of time. So, there are a whole series of
issues here that have led to an increase.

It seems to me that there are four things that we have got to un-
derstand to move from here. One, we have to do a much better job
at understanding the prevalence of disability in our society and I
think we have got to do a fair amount of pure, straight-out re-
search on what is going on here relative to other countries.

Two, once people come on the disability rolls we have got to do
good reviews of whether people are still disabled. This is something
that we worked with this committee on 2 years ago in a major way,
to increase the number of disability reviews, and we are now going
to be doubling and tripling them over the next few years. We have



got to review more frequently people who are on the rolls to deter-
mine whether they should stay on the rolls.

Three, and this really is central because it gets to the issue that
you raised about rehabilitation. Right now, we spend too much of
our time looking at a person's disabilities and not enough at their
abilities. We have got to focus more on returning people to work,
and put more focus on what capabilities they stillhave that we can
build on.

You specifically mentioned whether, at an earlier stage, we could
intervene for people with disabilities to provide rehabilitation serv-
ices. Under current law, we cannot. I think you are aware of this,
Senator. Until a person is on the rolls, formally on the rolls and
not just applying for benefits, we cannot provide rehabilitation
services.

The demonstration authority that is now pending before this
body, one of the provisions in the Administration's proposal, would
enable the Social Security Administration to conduct a demonstra-
tion pilot which would provide rehabilitation services to people
while they are applicants, before they are determined eligible.

I think we need some serious research and some serious dem-
onstrations to determine whether this will help us move people off
the rolls and into work.

The CHAIRMAN. Thank you, Mr. Apfel.
Senator Moynihan.
Senator MoYNiHAN. Yes. Thank you, Mr. Chairman. Eunice Ken-

nedy Shriver, as you know, is very much concerned about disability
issues and has asked that a number of questions be addressed to
Mr. Apfel in writing, and I will submit them, if I may do, sir.

The CHAIRMAN. Written questions can be provided at any time,
up to 7:00 p.m.

Are there any further questions?
Senator GRASSLEY. I have not had any questions.
The CHAIRMAN. All right. Well, that was deliberate.
Senator Grassley.
Senator GRASSLEY. In just 13 years we are going to see the great-

est graying of America that we have ever seen in the history of our
country as baby boomers begin to retire and become eligible for So-
cial Security and Medicare.

You, Mr. Apfel for Social Security, and our next witness, Ms.
DeParle for HCFA, are going to be playing very major rolls in the
challenges that we face. The retirement of baby boomers is going
to require very dramatic improvement in how the Social Security
Administration and how HCFA administers these critical pro-
grams. I think it is going to take an extraordinary response from
these agencies to meet the challenges.

We will be confronting a 30 percent increase in the number of
Social Security recipients, and the insolvency of Medicare is still
pending. We recently learned that HCFA is spending $23 billion a
year it should not be spending, and we have reason to believe that
the year 2000 computer glitch will not be solved in time, and that
just names a few. So it seems to me that bureaucratic business as
usual will not work.

Many of us in Congress feel that the recent history is not an en-
couraging sign that the job will get done, so obviously we are look-



ing to you two nominees to answer some crucial questions, and
they basically would revolve around what you are going to do to
prepare the programs for the current crunch.

Now, I would have asked as my first question what Mr. Moy-
nihan and Senator Roth have already pointed out, and that is what
you are going to do about the long-term solutions of Social Security.
I am glad to see that you plan to play a very major role in that
issue.

So let me then go on to another question that has not been
asked. The Social Security Advisory Board created by the Act of
1994 is to advise the commissioner, the President, and the Con-
gress on policy changes for programs at the Social Security Admin-
istration.

Are you aware of the fact that the meetings of the Advisory
Board are not open to the public?

Mr. APFEL. Yes, sir, I am.
Senator GRASSLEY. All right.
Mr. APFEL. -You mentioned this to me during our courtesy visit.
Senator GRASSLEY. Do you see any reason that the board meet-

ings that are funded by the American taxpayer should not be open
to the public, as a matter of course?

Mr. APFEL. No, sir, I do not. I think that sunshine is almost al-
ways good.

Senator GRASSLEY. All right. Am I correct that only the chairman
of the Advisory Board has the authority to open meetings to the
public?

Mr. APFEL. I believe that is correct, Senator. I do not think that
the Social Security Commissioner has the ability to open the meet-
ings to the public.

Senator GRASSLEY. Looking to the delivery of services in the 21st
century, as I have said, we have a problem getting down the road
here. The work load of your agency will increase substantially,
probably in an era of diminished resources.

In addition, customer expectations are also changing.Your agency
will likely need to restructure how it does business to cost effec-
tively meet changing customer preferences and high demands of
service. For example, just relying on less paper and more tech-
nology. At this time do you have any plans or ideas about how to
restructure or reorganize the agency to accommodate these increas-
ing demands and changing preferences?

Mr. APFEL. Well, Senator, I think there are two or three big chal-
lenges for Social Security. One is the major policy debate, and we
have discussed that. The management challenge is a major one. If
we look at the increase in the number of persons receiving benefits,
the projection is nearly a 50 percent increase in the next 20 or so
years.

There has got to be focus on being able to deal with that major
workload issue in a way that is not just a pure cost driver. We
have got to find a continued way to rely on technology and to stay
even with technology to provide services to the public in a more ef-
ficient manner.

If we go back to the 800 number, there was some resistance to
the establishment of an 800 number, which was major new tech-
nology, several years ago because it would move away from the



local offices. We now get 60 million calls a year to that 800 num-
ber. That is an important function. What we have got to be able
to do is implement more technological advancements in the years
ahead.

One of the things that I would like to be able to do as Commis-
sioner would be to start a longer range planning process. The Gov-
ernment Performance and Results Act requirements authored by
Senator Roth, is centrally important to accountability in a planning
process. We need to have a planning process for 2010 and 2020 to
deal with the long-range issues. If we do not start thinking now
about the technology changes that we are going to need, we are
going to be overwhelmed in the long run, given the number of
beneficiaries that we are discussing.

So, I think we need an internal GPRA-like planning process. I do
not know whether it should be part of the strategic pl an itself or
separate, frankly. I do not know that yet. But it is looking at the
long-range work-load implications and ways to use technology.
Technology, I think, is one of the key drivers here, both in terms
of accountability and in terms of reducing overpayments and fraud.

We have got to be able to use technology to link up databases
with, say, state workmen's compensation systems so that we can
determine whether people are receiving both benefits. Linked up,
clearly, with the IRS. There are some databases now that are
working here.

Automation and technology is going to be one of the major keys
to these improvements for the course of the next 15 years. What
I would like to do is establish that long-term process to get that
moving.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Grassley.
Senator Conrad.
Senator CONRAD. Thank you, Mr. Chairman. Thank Mr. Apfel for

being here. I very much appreciated the meeting we had in my of-
fice in preparation for this hearing today.

I would like to turn your attention to the question of SSI kids.
You may recall that Senator Chafee and I had worked to protect
SSI kids in the welfare reform legislation, and we had worked out
an agreement that was memorialized in an exchange -on the floor
with Majority Leader Bob Dole.

Unfortunately, that agreement that was worked out was altered
in conference committee by language that was added by staff. Un-
fortunately, that hap pens all too frequently around here. The staff,
who are not elected by anybody, alter legislative outcomes by lan-
guage they inject. That happened in this case.

That has -resulted in 120,000 kids being denied eligibility for SSI.
I think everyone acknowledges there needed to be reform with re-
spect to the designations of SSI eligibility, and that was part of the
agreement Senator Chafee and I worked out.

Unfortunately, what we have been left with goes well beyond re-
spnsible reform. We are seeing children denied eligibility in cases
that I think are just unconscionable.

In New York, for example, a 13-year-old girl with a history of se-
vere and debilitating psychotic disorders was terminated. The girl
is on extremely strong anti-psychotic medications and had been in
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an inpatient mental hospital for a week shortly before she was ter-
minated from SSI. In North Carolina, an 8-year-old boy who was
confined to a wheelchair and who has an IQ of 45 was terminated.

I would ask you, if you are confirmed, will you undertake to im-
mediate suspend benefit terminations in order to give SSI employ-
ees guidance to ensure that no more children are wrongfully termi-
nated and review those cases that have already been terminated in
order to ensure that those wrongfully terminated are returned to
eligibility?

Mr. APFEL. Senator, the two cases that you outlined, based on
the knowledge that I have of the disability law, should not have
been terminated and should have been continued.

One of my concerns here is the administration, as I said in my
statement, and the implementation of the SSI law. There are State-
by-State variances, and I cannot say that I fully understand why
they are as varying as they are. There are cases that have come
to my attention that have been faxed to me of children who have
been terminated, and one of the areas of biggest concern is the
mentally retarded.

As I sit here, what I do not know, Senator, is whether these are
individual problem cases, because when you review 200,000 cases
over a fairly short period of time, there will be mistakes. What I
do not know is whether these are mistakes or whether there are
structural oversight management problems in terms of the review
of these cases. I believe that it is the latter. It may very well be
the latter, given the State-by-State variations.

Senator CONRAD. There are huge variations, by the way. I mean,
we are seeing a variation of 300 percent from State to State. We
go from terminations that run from 27 percent to 82 percent, so
something is radically amiss here. The data suggests that 67 per-
cent of the cases that were appealed were overturned. That tells
me there is a pattern here.

That is why I asked you, if you are confirmed, will you take im-
mediate steps to ensure that there is a review of those who have
been terminated and that people have been given proper instruc-
tion before making these termination decisions.

Mr. APFEL. Senator, since I have not had the opportunity of
being at the Social Security Administration yet, I would be reluc-
tant to make that commitment today.

My commitment would be that, if confirmed, within 30 days I
would require the Social Security Administration to do a top-to-bot-
tom review of the structures that are there so that I have the infor-
mation available to me to be able to make the choice about whether
remedial action is-necessary, and whether suspension is necessary.

So, I would like to be able to have a 30-day window from the
date of confirmation to try to get every bit of information available,
a top-to-bottom scrub of these policies that have been implemented,
to determine what action should be taken.

Senator CONRAD. Well, Mr. Apfel, let me just say that I person-
ally believe there is enough evidence that something is amiss when
we get 300 percent variation State to State, when we see 67 per-
cent of the cases that are appealed overturned, when the normal
overturn rate is 5 to 10 percent, that things are not going well. I



have a fistful more of examples that I think just scream out that
something is wrong.

Mr. APFEL. I have seen many of them too, Senator. Of particular
concern are the mentally retarded. Basically, it is my understand-
ing of the law that if a mentally retarded child has functional capa-
bilities consistent with that definition of mental retardation, that
that child should be on the rolls. If they are not, it does not sound
to me that the system is working correctly. So, there is a need to
go back in and determine what needs to be fixed.

Again, since I am not yet the Commissioner, and that is up to
this body, I would like to reserve the right to do this top-to-bottom
scrub during the first 30 days and then determine what remedial
actions are necessary.

It may very well be during that 30 days, even before that time,
that major actions would be taken, but I would like to have the op-
portunity to learn, to see the comments on the regulations, to un-
derstand better what those changes are.

Senator CONRAD. All right. I understand that. I would just ask,
will you make that report available to this Senator and this com-
mittee?

Mr. APFEL. Yes, sir.
Senator CONRAD. I thank the Chairman.
The CHARMAN. Senator Kerrey.
Senator KERREY. Thank you, Mr. Chairman.
Mr. Apfel, both the questions of Senator Grassley and Senator

Conrad are of interest to me as well and they sort of get at the
question of how independent you are going to feel as the Commis-
sioner of the Social Security Administration.

Do you feel like your performance is going to be rated by the Sec-
retary, by the President; to whom do you feel you owe your primary
responsibility? In other words, by statute, who could remove you
for cause?

Mr. APFEL. Well, that is the only way I can be removed: for
cause.

Senator KERREY. By the President? Do you perform for the Sec-
retary, do you perform for the President? How independent will you
be, Mr. Apfel?

Mr. APFEL. Well, the independent agency legislation established
a very unique relationship in government and one that I am very
excited about taking on.

Basically, the 6-year term, although it is now a 3-year term, as
Senator Moynihan has pointed out-

Senator MOYNmHAN. Three years having elapsed without any
Commissioner having been appointed.

Mr. APFEL. The 3-plus year term that remains requires the Com-
missioner to report directly to the President. There is no Secretary.
Social Security is no longer part of Health and Human Services.
There is a direct report to the President as an advisor to the Presi-
dent, although, as you point out, the Social Security Commissioner
is only removable for malfeasance.

Senator KERREY. You would not consider a policy disagreement
to be malfeasance.

Mr. APFEL. No. It is not just cause. Basically, it is for very griev-
ous actions.



Senator KERREY. I presume you will commit no grievous actions,
but there will be time to time where it may seem grievous to the
person who disagrees with you. [Laughter.)

Mr. APFEL. Well, there may be some sizable policy disagreements
that take place in the course of the next 3 years, but the new legis-
lation establishes independence for the Social Security Commis-
sioner, of-

Senator KERREY. My set of concerns, Mr. Apfel, and I am inter-
rupting only because I am conscious that there are other nomina-
tions and I am trying to get through before the light goes off.

My set of concerns are, number one, having to do with the edu-
cation that is necessary both in Congress, and with the American
people about what Social Security is. It is a simple program and
it is, quite simply, one of the most misunderstood programs that
we have in the Federal Government.

My hope is that, in addition to providing good documents which
the agency is currently providing, that you will actually test to find
out, what is the general level of understanding amongst bene-
ficiaries and those currently eligible and those who will be eligible
in the future, and as well members of Congress. If we are out edu-
cating the people based upon inaccurate understanding ourselves,
we are obviously not going to do a very good job.

So I hope one of the things you will do with this independent sta-
tus is determine whether or not the people understand the pro-
gram. The people to include their representatives and beneficiaries,
future and current.

Second, I would say that as a part of the education effort that
I hope that you will come forward and begin to talk about the dif-
ferent nature of the 30-year crisis. It is different than 1983. One
of the things that happens in democracy altogether too often is that
we wait until there is a crisis before we solve it.

I would assert that if we wait until 2029 to solve this problem,
we are going to have a much larger crisis than the one we had in
1983. Indeed, there are two big speed bumps along the way, one
in 2012 and another in 2017, where we are going to have signifi-
cant budgetary problems and as we start to have to redeem bonds
in order to make payments.

So I hope that one of the things that you will do with this inde-
pendent status is come to this Congress, come to this committee es-
pecially, and say to us, Senator Kerrey, here is the problem that
is going to be created with delay. This is why delay is dangerous.

This is why complacency and a presumption that we can wait
until 2030 to solve this problem is going to create a very, very dan-
gerous situation, especially for beneficiaries who are currently 37
years of age and under who will not be eligible at that point in
time who are going to pay the price for our delay.

So use that independent status, Mr. Apfel. It is not malfeasance
for you to be bringing us bad news. I hope you will bring us the
news accurately, honestly, and in a way that will cause us to take
action sooner rather than later.

Mr. APFEL. That is very much what I perceive my job to be, Sen-
ator.

Senator KERREY. Good.



Mr. APFEL. If I could say, there are three main functions that I
think must be accomplished by the Social Security Commissioner.
One, is the public policy debate, the big debate, which will include
both the new relationship with the President and the new relation-
ship with the Congress as well as the independent Social Security
agency.

Senator KERREY. Mr. Apfel, one of the reasons the commissioner
is necessary, is previously commissioners have not been feeling
that they are independent enough to come and tell us.

You are the one that understands the cash flow urgency of Social
Security checks, that I have got 37 million people out there whose
lives depend on it. If they do not get their check, their lives are un-
alterably changed.

Senator Conrad talked about the trauma that occurs when I have
got a child who is obviously disabled and dependent upon SSI.
When that check goes away, that is terribly traumatic. So you un-
derstand the urgency, and I have great respect for you and great
respect for the commission.

One of the reasons the commission was created was that the
commissioner previously was not sufficiently independent. So I
hope that you do not pass off to the commission things that you do
not need to pass off to the commission.

If you have the understanding and if you have the recommenda-
tion and you have a perception that needs to be brought to this
committee, I hope that you will bring it to the committee and not
presume that the commission has to do it for you.

Mr. APFEL. Well, Senator, the public education role is central to
this. If we go back to look at the budget deficit issue, there was
a fairly long period of time of public education about the implica-
tions of the budget deficits that took place. That public education
helped frame the debate that helped lead to the bipartisan choices
that have been made over the past several years.

If we look at 1983 and the Social Security reform legislation, it
was a different issue at that point in time. But there was a 2-year
debate that took place before that about the choices that needed to
be made, and that debate, the American debate, public opinion de-
bate that took place, helped frame the debate so that changes could
be made in 1983.

Senator KERREY. Well, fortunately for you there is not time
enough for me to respond to that statement, but I will do it with
you privately.

Mr. APFEL. Well, if I could also say, Senator, I think as we have
met privately, you have heard my views and I will continue.

Senator KERREY. Sure. I have. Thank you.
Senator MOYNiHAN. Mr. Chairman, could I just say to Senator

Kerrey that while we were all out voting and I was here Mr. Apfel
mentioned the three things he had to do, of which the first was the
public policy debate. I asked him, will you take part in that debate,
and you said, sir?

Mr. APFEL. I think I said, "absolutely."
Senator MOYNiRAN. Yes. I mean, he is an independent, respon-

sible for the most important domestic program we have. He reports
to the President and the Congress. Absent enormous missing ac-



counts, which I cannot imagine, he will be there for the full three
years, and I hope another six years afterwards.

Mr. APFEL. Maybe nine.
Senator MOYNIHAN. Thank you, sir.
The CHAIRMAN. Senator D'Amato.
Senator D'AMATo. I have no questions, Mr. Chairit an.
The CHAIRItnu. Well, Mr. Apfel, again, we want to thank you for

being here today. We look forward as a committee to working with
you in this critical area to the American people. Thank you very
much.

Mr. APFEL. Thank you, Mr. Chairman. Thank you.
The CHAIRMAN. Now I would like to ask both Nancy-Ann Min

DeParle and Olivia Golden to join us at the table.
Ms. Deparle has been nominated to the position of Administrator

of the Health Care Financing Administration at the Department of
Health and Human Services. In this capacity she would be respon-
sible for administering the Medicare and Medicaid programs.

Dr. Golden has been nominated to the position of HHS Assistant
Secretary for Family Policy, which is responsible for oversight of
the Welfare Reform law, among other things.

We are very pleased to have Senator Frist here, who will intro-
duce Ms. DeParle.

STATEMENT OF HON. BILL FRIST, A U.S. SENATOR FROM
TENNESSEE

Senator FRIsT. Thank you very much, Mr. Chairman.
It is a distinct honor and a pleasure for me to have this oppor-

tunity to introduce a friend and colleague in many ways, Nancy-
Ann M DeParle to the U.S. Senate, through this committee.

I have known Nancy-Ann for several years and have known of
her work, being a fellow Tennessean, for many, many more years.
We share very many personal, as well as professional, friends.

Nancy-Ann Min DeParle is, to my mind, one of the most out-
standing people to come out of our State, the great State of Ten-
nessee. As a physician in Tennessee where I practiced for the 10
years prior to coming to the United States Senate, I had the oppor-
tunity to witness many, many of her accomplishments as they af-
fected health care throughout Tennessee. I want to welcome her
formally in this new capacity as a leader of the Medicare and Med-
icaid programs.

She has distinguished herself in many, many capacities in many,
many ways. She was the first woman elected as University of Ten-
nessee student body president; she was a Rhodes scholar; a Har-
vard law school graduate; the youngest member of Tennessee Gov-
ernor Ned McWhorter's cabinet in the 1980's where she was Com-
missioner of Human Services; partner in a law firm which rep-
resented State interests in many Federal programs, a unique per-
spective, I believe, for the task she is about to undertake.

The Medicare/Medicaid programs are something that are criti-
cally important to the future of this country, and I can think of no-
body with whom I have come into contact with over the past years
who is better positioned to lead Medicare and Medicaid in what
will be a very challenging time over the next several years.



I cannot think of a more experienced person, a more impressive
person to fill this slot, to be selected by the President to oversee
these programs.

Mr. Chairman, I am proud to introduce to this committee and to
the U.S. Senate, Nancy-Ann Min DeParle.

The CHAIRMAN. Thank you for that very warm endorsement. I
know you are busy and have other commitments, but we appreciate
your taking the time to be here to introduce Ms. DeParle.

Ms. DeParle, are there any members of your family here that you
would like to introduce?

Ms. DEPARLE. Yes, Mr. Chairman, there is. Jason DaParle, my
husband, is here with me today.

The CHAIRMAN. Welcome. It is nice to have you here.
Ms. Golden, do you have any family members here?
Ms. GOLDEN. I do, my mother Hilda Golden, who has joined me

from Massachusetts.
The CHAIRMAN. Well, we are very pleased to welcome her.

-We will now swear in both the nominees.
[Whereupon, Ms. DeParle and Ms. Golden were duly sworn.]
The CHAIRMAN. Thank you. Please be seated.
Ms. DeParle, we will now proceed with your statement.

STATEMENT OF NANCY-ANN MIN DePARLE, TO BE ADMINIS-
TRATOR OF HEALTH CARE FINANCING ADMINISTRATION OF
THE DEPARTMENT OF HEALTH AND HUMAN SERVICES
Ms. DEPARLE. Thank you very much, Mr. Chairman.
I would like to thank Senator Frist for his kind words of intro-

duction to this committee and to the Senate.
Mr. Chairman, Senator Moynihan, and members of the commit-

tee, my name is Nancy-Ann Min DeParle and I am honored to be
here today as President Clinton's nominee to be the Administrator
of the Health Care Financing Administration at the Department of
Health and Human Services.

For more than three decades, Medicare and Medicaid have met
the basic health care needs of elderly, disabled, and low-income
Americans. Today, one in every four Americans relies on these im-
portant programs.

The focus of the Health Care Financing Administration must be
to work with the Congress, the States, and our provider partners
to ensure that Medicare and Medicaid are strong and well-man-
aged. This will be my goal as Administrator.

Working together, this Congress and the President have set the
agenda that will help us achieve this goal. Last month in a spirit
of bipartisanship, Congress enacted the Balanced Budget Act which
took an important first step to reform Medicare, strengthen Medic-
aid, and establish the ground-breaking new Children's Health Pro-
gram.

It is with this same bipartisan and cooperative spirit that we
plan to work with the Congress and our stakeholders in imple-
menting this major legislation.

With respect to Medicare, the law changes many of our payment
methodologies to make them more efficient and less susceptible to
abuse. It offers beneficiaries important new preventive benefits and
new health plans from which to choose.



It begins to address the short-term challenges faced by Medicare,
extending the life of the trust fund for 10 years. It establishes a
bipartisan commission- on the future of Medicare to develop long-
term solutions to meet the challenges of the baby boom generation.

The changes embodied in the Balanced Budget Act are the most
significant so far in Medicare's history. Now their successful imple-
mentation will be one of my top priorities.

Another top priority is to implement the new State Child Health
Insurance program, which represents our country's commitment to
reduce the number of uninsured children.

We must be sure that this new program is integrated with Med-
icaid and other State child health programs, and we must ensure
that it reaches eligible children with the right balance of Federal
standards and State flexibility. This will be a major challenge, to
which I am very committed.

Finally, we must continue and sharpen our focus on fraud, waste
and abuse in Medicare and Medicaid. The Balanced Budget Act
gave us some new weapons to use in that fight, but it is clear that
we must become even more aggressive in our program integrity ef-
forts. Tougher oversight will protect taxpayers' money, it will in-
crease public confidence and guard the trust fund, and it is the
right thing to do.

Mr. Chairman, if confirmed by the Senate I will bring to this ef-
fort the knowledge, management skills, and perspectives I have
gained in State and Federal Government and in private law prac-
tice.

Those who have worked with me in the past, including the mem-
bers and staff of this committee, know that I believe this country
and our program beneficiaries are best served through bipartisan
collaboration.

If confirmed, I intend to work closely with this committee and
the Congress to achieve our mutual goals of strengthening Medi-
care and Medicaid and ensuring that the best possible care is deliv-
ered in the most efficient manner possible to our beneficiaries.

Thank you very much.
[The prepared statement of Ms. DeParle appears in the appen-

dix.]
The CHAIRMAN. Thank you very much, Ms. DeParle.
Ms. Golden, we would ask for your statement now.

STATEMENT OF OLIVIA A. GOLDEN, TO BE ASSISTANT SEC.
RETAIRY FOR FAMILY SUPPORT OF THE DEPARTMENT OF
HEALTH AND HUMAN SERVICES
Ms. GOLDEN. Thank you. Mr. Chairman, Senator Moynihan, dis-

tinguished members of the committee, my name is Olivia Golden.
It is an honor for me to appear before you this morning as Presi-
dent Clinton's nominee to be Assistant Secretary for Family Sup-
port in the U.S. Department of Health and Human Services.

As you know, if I am confirmed for the statutory position of As-
sistant Secretary for Family Support, I will also serve as Assistant
Secretary for Children and Families, which is a position created in
an administrative reorganization of HHS programs in 1991.



The Administration for Children and Families brings together a
range of programs that assist families in moving towards self-suffi-
ciency and support children's healthy development.

It is the lead agency for implementation of three titles of last
year's welfare reform legislation: Temporary Assistance for Needy
Families; Child Care; and Child Support Enforcement.

If confirmed, I am deeply committed to working with State and
community partners to achieve the goals of these reforms: moving
families from welfare to work; ensuring parental responsibility for
children through an effective system of child support enforcement;
and protecting and promoting children's well-being and healthy de-
velopment.

If confirmed, I will bring to ACF a breadth of experience and
leadership that I believe has prepared me to accomplish these
goals. My career has combined State and Federal level public man-
agement, scholarship, teaching, and community leadership in the
fields of child and family policy, employment policy, and welfare
policy.

I began my career in State government in Massachusetts as a
budget analyst with the State Department of Public Welfare, and
I later returned to serve as budget director for the State Depart-
ment of Human Services.

I taught and wrote for four years at the Kennedy School of Gov-
ernment at Harvard University, and directly before joining HHS in
1993 I was for two years the director of Programs and Policy at the
Children's Defense Fund, where I provided technical assistance and
public education to State and local policy makers around the coun-
try.

These experiences culminated in my appointment as Commis-
sioner of the Administration for Children, Youth and Families here
at HHS in 1993. During my tenure as ACYF Commissioner, there
are several accomplishments, achieved in partnership with States,
with grantees, with this committee and the Congress, and others
in the administration of which I am particularly proud.

We worked together to ensure quality in Head Start programs
across the country and to design and implement the new Early
Head Start program, with a focus on infants and toddlers. We cre-
ated the new and streamlined Child Care Bureau, with its capacit
to reach out to States, to child care providers, and to parents with
expertise and information.

We worked to refocus our National child welfare system on re-
sults by reshaping Federal monitoring and technical assistance,
and we laid the groundwork for the administration's commitment
to double adoptions from the public child welfare system by the
year 2002.

ACF's goals are ones to which I am deeply committed and to
which I hope to make a contribution. Mr. Chairman, if confirmed
I will continue to work on a bipartisan basis with you, the mem-
bers of this committee, and the Congress to achieve our mutual
goals and to make a difference for children and families in Amer-
ica.

I want to thank you for this opportunity to testify, and I would
be delighted to answer any questions that you may have.

[The prepared statement of Ms. Golden appears in the appendix.]



The CHAIRMAN. Thank you, Ms. Golden.
I have three standard questions we ask of all nominees. I think

what I will do is pose the question and then ask each of you to an-
swer. That will save a little time that way.

First, is there anything you are aware of in your background that
might present a conflict of interest with the duties of the office to
which you have been nominated? Ms. DeParle?

Ms. DEPARLE. No, sir.
The CHAIRMAN. Ms. Golden?
Ms. GOLDEN. No, sir.
The CHAIRMAN. Second, do you know of any reason, personal or

otherwise, that would in any way prevent you from fully and hon-
orably discharging the responsibilities of the office for which you
have been nominated? Ms. DeParle?

Ms. DEPARLE,. No.
The CHAIRMAN. Ms. Golden?
Ms. GOLDEN. No, sir.
The CHAIRMAN. Finally, do you agree without reservation to re-

spond to any reasonable summons to appear and testify before any
duly-constituted committee of Congress, if you are confirmed? Ms.
DeParle?

Ms. DEPARLE. Yes.
The CHAIRMAN. Ms. Golden?
Ms. GOLDEN. Yes.
The CHAIRMAN. Next, I would like to ask you, Ms. DeParle. If

confirmed, you will, of course, be head of HCFA during a very, very
crucial time for stabilizing the Medicare Hospital Insurance trust
fund.

While we have known for some time of the danger the trust fund
is in, I think it is fair to say dramatic change has never been as
urgent as it-will be during your tenure at HCFA.

So my question is, What do you recommend as the next step in
expanding upon the Medicare down payment and reforms just
passed and signed in the Balanced Budget Act of 1997?

Ms. DEPARLE. Thank you, Senator.
Mr. Chairman, I would say, the first thing that we have to do,

and this is clearly what is on my mind right now, is to implement
the Balanced Budget Act that the Congress enacted last month. It
gives us time to work on the longer term challenges that we are
facing which, I agree with you, are major challenges.

But we have to get that implemented successfully in order to get
the 10-year extension of the solvency of the trust fund and to make
some of the changes that I think we both agree will lay the ground
work for future structural changes in the Medicare system. So that
would be the first thing I would do.

Second, I was very encouraged by the way that the administra-
tion and the Congress worked together this year in looking at pol-
icy changes to the Medicare program.Things that would not have
been discussed in the past were discussed, and I know you are
aware that the President has said how much he respects the work
that this committee did in that regard.

All of those issues that have been discussed up here in the last
couple of months need to be looked at now by the Commission as



they address the future of Medicare. I think that is the next place
we need to go.

In the meantime, I think we at HCFA need to be working very
hard, both to implement the Balanced Budget Act and to do a bet-
ter job of combatting fraud and abuse. I think this is a fertile
ground for us to move forward together on.

The CHAIRMAN. Well, I agree. I am very concerne& about the
high rate of fraud and abuse. I think that is a matter that needs
careful attention.

On the long-term problem, of course, I think the sooner we are
in a position to act, the better off we will be. The tendency here
in Washington is to wait until the last minute, which often makes
it that much more difficult to do what is necessary.

Ms. DeParle, you indicated in the materials that you submitted
to the committee that you have recused yourself from any enforce-
ment actions relating to Medicaid provider tax issues against
States that were your former client. You indicated this recusal
would be in effect until you received opinions from the Tennessee
and Washington, DC Bar authorities.

The opinions from the Bar authorities have just recently been re-
ceived. Could you please tell the committee, in light of these opin-
ions, your intentions regarding your participation in these enforce-
ment actions?

Ms. DEPARLE. Yes, sir. As Senator Frist alluded, when I was in
the private practice of law I represented some States in submitting
comments to the interim final rule that was issued in 1993 about
the provider tax issue. So, pending a decision from the DC Bar
Council, I have recused myself from involvement in any enforce-
ment discussions about that rule.

But last Friday I did receive an opinion from the DC Bar Council
stating that I could assess each of the States on a case-by-case
basis, just to ensure that I did not learn any confidences or secrets
from the client that need to be protected, before deciding to go for-
ward with enforcement actions. So now I am in a position to in-
volve myself fully in the enforcement of that law and that statute.

The CHAIRMAN. I will turn, for the moment, to you, Ms. Golden.
This past May the Department of Labor issued a policy guidance

which states, "Federal employment laws, such as the Fair Labor
Standards Act, the Occupational Safety and Health Act, Unemploy-
ment Insurance, and anti-discrimination laws apply to welfare re-
cipients as they apply to other workers."

Is it your understanding of that policy that placing a welfare re-
cipient in a community work experience program, such as with the
Salvation Army, or a community action committee, or the local So-
cial Security office, that an employer/employee relationship has
been create d?

Ms. GOLDEN. Senator, thank you for raising that important issue.
I guess the first thing I want to do is assure you of my commitment
to ensuring that we will work with the States to enable families
to move from welfare to work. That is our critical goal here.

As you note, the Department of Labor has determined that the
Fair Labor Standards Act applies to welfare recipients who are en-
gaged in work, and they have a set of tests about when someone
is engaged in work. That means that welfare recipients who are en-



gaged in work are protected by the minimum wage and by a range
of basic worker protections.

We think that that is consistent with enabling families to con-
tifiue to move from welfare to work, and the history of State
workfare programs suggests that they have operated with the mini-
mum wage.

There are, I think, some particular issues that have been raised
by the States. For example, regarding tax issues, we think that
there is some more work to be done, and we should try to address
those.

The CHAIRMAN. I have a copy of a letter from a Democratic Gov-
ernor which states that many potential sponsors who would offer
work experience placement would withdraw from the program, and
that without these work experience slots available, the Governor
contends that many people will not have the opportunity to receive
such experience. In essence, if this happens, we all lose and welfare
reform could well fail.

As the top administration responsible for welfare reform, are you
willing to let this policy remain in place and take the risk that wel-
fare reform will fail, or will you use your office to try to resolve this
major problem?

Ms. GOLDEN. Senator, I am committed to ensuring that welfare
reform succeeds and that families move from welfare to work. I
think that the history of workfare programs, community work expe-
rience programs, have suggested that States can succeed in operat-
ing those programs, while enabling people to receive the minimum
wage and basic worker protections.

I do think that it is going to be very important to work individ-
ually with the States around particular issues. I also know that
some Governors, and I do not know the particular one that you are
quoting, have raised a number of issues separate from the mini-
mum wage that we need to address.

For example, they have raised the concern that there might be
an obligation to pay FICA on behalf of people in workfare programs
and that that would be a problem. I think the administration does
share the view that we want to work on that set of concerns with
Congress and the Governors in order to make sure that both goals
happen, that welfare reform succeeds and that people who are
working receive the minimum wage and basic protection. So, we
want to work on those issues.

The CHAIRMAN. Are you saying that this is, in effect, still an
open question then?

Ms. GOLDEN. I am identifying as an open question, Senator, the
set of issues around payment of FICA. The administration has
noted that there is a set of specific, detailed issues around taxes
in particular. We have heard about this from the Governors as a
concern, and that we would seek to work with Governors and the
Congress on this isgue.

The CHAIRMAN. Let me ask you this. If a county uses Federal
and State funds to contract with a local organization for a work ex-
perience position, who is the employer and who assumes the re-
sponsibilities and liabilities for that welfare recipient?

Ms. GOLDEN. Senator, in my experience so far, as we work with
States and counties on the development of work experience pro-



grams, is that a variety of detailed questions come up, some of
which you have raised. Some of them come up in relation to State
labor or other laws.

In general, I need to ensure that States, counties, and commu-
nities get the best and most localized information on their specific
situations from both the Department of Labor and their State labor
agencies.

The CHAIRMAN. Senator Moynihan.
Senator MOxwNmA. Mr. Chairman, we have two exceptionally

gifted and promising candidates before us, nominees before us, and
we have a whole panel still to go. So, I will not do more than con-
gratulate the nominees.

I would say to Ms. DeParle, you are very supportive of the ad-
ministration, as you ought to be and will be, saying how interested
they were on the things we did in this committee on Medicare last
August, indeed, by unanimous vote.

In this committee we proposed that the Medicare age be raised
to 68, in tandem with Social Security, and also that there be a
higher rate of contribution for Part B, which is not a contributory
system at all, it is financed with public monies.

That then passed the Senate in a most wonderful way. It got 88
votes, or some such. Something that was not supposed to happen,
happened. Then it all died. The standard interest group said, do
not do that, so the administration and the House said, no, we will
not. Last year, we began to repeal the Social Security Act. We re-
pealed Title 4A, providing for dependent children.

I do not think there is anything immutable any longer. We have
commenced now to repeal Social Security provisions. Medicare will
not survive if it cannot be paid for, and it cannot be paid for if it
does not make some of those changes.

I do not think I should ask you to respond. You are nodding very
generously. But I would note that we did something that you were
not supposed to do, was not supposed to be possible, yet it was.

So a lot of other things might be possible. Just because the peo-
ple who get paid to say no do what they are paid for does not mean
you cannot do it.

Ms. DEPARLE. Well, Senator, I want the committee to know that
I am committed to working with this committee and with the Con-
gress on all the options that we all think need to be on the table
and examined. I also want to assure you that the Health Care Fi-
nancing Administration will provide the resources and the analysis
required to enable us to make the kind of choices that need to be
made. I want to strengthen Medicare.

Senator MOYNiHAN. You are very kind to say so. My colleague is
going to have another subject to raise with you.

So I would just say to Ms. Golden, you are the first person, and
all your predecessors have resigned on the grounds of their dis-
belief in what happened in the last Congress when we repealed
Title 4A of the Social Security Act. So we welcome you for having
the willingness to come in and to see what you can do with the new
legislation.

We spoke about this, and I will just repeat it for the record, Mr.
Chairman. In 1994, we passed the Welfare Indicators Act of that
year to establish an annual report on welfare dependency.



This now becomes exceptionally important as we enter an age
with time limits. You can find in no time at all we have no problem
at all because nobody is on welfare, and everybody is sleeping in
cellars, although you are not responsible for it.

We had our first big study by a good advisory panel last year.
The next one, the first proper one-this was an interim study-will
be October 31. You are going to work with the people involved in
this and encourage. The idea was that we would produce a docu-
ment comparable to the Economic Report.

We dealt with the crisis of a half century ago and it has done
wonderfully well. We have a crisis of dependency today, and I hope
you will continue to make sure that our national statistics do not
hide failure if failure comes about, or difficulties, which will surely
come about.

Ms. GOLDEN. Yes. I appreciate, Senator, the chance to talk a lit-
tle bit about that indicators issue, as you raised it yesterday. I
share completely the view that research and tracking key indica-
tors are going to be a critical part of ensuring that we succeed. I
want to thank you and the members of this committee for their
leadership on that range of issues.

Senator MOYNIHAN. That is very generous to say.
Thank you, Mr. Chairman. Congratulations to you both.
The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. You are probably tired of hearing about the

$23 billion from the Inspector General, but you are in a good posi-
tion through your leadership to correct some of these problems.

It is my understanding that HCFA has several efforts under way
to evaluate the use of information technology in detecting and pre-
venting waste, fraud and abuse in Medicare claims processing,
things like Correct Code Initiative, testing commercial off-the-shelf
fraud detection software and an interagency agreement with the
Los Alamos National Laboratory to detect patterns of fraud and
abuse.

So my question is, simply, has HCFA prepared an overall plan
and strategy that articulates how these efforts will be integrated
into the department's efforts to help prevent waste, fraud and
abuse in the Medicare program so we -do not waste $23 billion of
the taxpayers' money?

Ms. DEPARLE. I think we have, Senator. You and I had a very
productive discussion about this yesterday. A 13 or 14 percent error
rate in claims payment is not acceptable to me, and I know it is
not acceptable to this committee, nor to the President or the Sec-
retary, so we have to do something about it.

We do have a strategy in place and a corrective action plan. It
is clear that the long-term solution is to start paying right the first
time, and that has to be our goal. Some of the tools, such as the
Los Alamos contract and the new technology that they can make
available to us, will help us there.

In the meantime, we have got to engage the provider community
because, as you and I discussed yesterday, part of this problem was
that providers just did not respond to requests for documentation.
We do not know that it was fraudulent. We do not know that they
did not provide the services. They just did not bother to respond.
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We have to engage the provider community. This accountability,
the accountability that you and that the American people expect
out of us, goes both ways. We have to make sure that there is ac-
countability on the part of providers. Also, we are going to have to
do many more medical reviews and audits to make sure that we
are catching the abuse and the overpayments.

I think we are making progress, but we have a long way to go.
I look forward to the guidance of this committee in moving aggres-
sively in that area.

Senator GRASSLEY. You can see the chart I put up. It refers to
some deadlines that are in the Balanced Budget Act as a result of
some very major policy changes that we have made, both in Medi-
care and Medicaid. One of these is a policy change that you only
have three weeks to make use of, and January 1 for some others.

So, very simply, a question is whether or not you can assure us
that HCFA, under your leadership, will be able to meet these dead-
lines, and what will you have to change at HCFA in order to en-
sure that the deadlines are met? If there are some deadlines that
you cannot meet, I hope you will be candid with us and tell us.

Ms. DEPARLE. Well, Senator, your chart is a lot prettier than the
one I have. I have one that is about 20 pages long, with I think
237 provisions that were in the Balanced Budget Act just for Medi-
care. That does not even include Children's Health and Medicaid
provisions that you have up there.

There is no question that it is going to be an enormous challenge.
It is one to which I am very committed. I think that the changes
in the Balanced Budget Act are very good for Medicare and we
need to get them implemented on a timely basis.

I would love to sit here and tell you that I can assure you right
now that we are going to meet every single deadline in that law,
but prudence tells me thatis not a good thing to say.

So what I am going to say to you is that I am committed to mak-
ing sure that this committee and its staff are aware of what we are
doing. If we are not going to meet a deadline, you will know about
it and you can work with us in deciding whether there are other
priorities or whether we need to change something to make it
work.

You asked about what changes would need to be made at HCFA
to enable us to meet the deadlines. As you know, and we discussed
this yesterday, there has been a reorganization of the agency over
the past year that, in fact, streamlined it in some ways. For exam-
ple, Medicare managed care and fee-for-service are placed together
so that they can work more closely together and one is not an out-
post of the other. I think the reorganization has made some
changes that will actually smooth the way toward implementation
of the Balanced Budget Act provisions.

There will also need to be a discussion about resources because
we have been downsizing over the last couple of years. It may well
be that we need to discuss with you and your colleagues whether
more resources are needed to implement the position in the Bal-
anced Budget Act.

But I am committed to making- sure that this committee is aware
of where we are and where we are not, and that we do everything
we can to meet the deadlines.



Senator GRASSLEY. Ms. Golden, there are a lot of changes that
are probably going to pass on foster care. We have had a major ex-
plosion in the cost of foster care. The number of kids going into it

ave skyrocketed, and the number of children that are finding per-
manency has remained the same. Nearly half the States, including
the District of Columbia, are directed by consent decrees.

As Assistant Secretary for Family Support you will oversee the
Foster Care and Adopted Assistance programs. How will you guar-
antee that the States comply with their original call, the consent
decrees, and any other Federal directives?

Ms. GOLDEN. I think the issues of child welfare, of foster care,
and of adoption are among the most important issues we have be-
cause the children are so vulnerable. I want to thank you for rais-
ing the issue and for the conversation that y.u and I had around
foster care and adoption.

There are several things that I would do if confirmed as Assist-
ant Secretary, and in fact we have already begun.

As you know, the President has made a commitment with us to
double the number of children adopted from the child welfare sys-
tem by the year 2002. There has been a tremendous bipartisan
Commitment in the Congress, with leadership from this committee,
to pass some legislative changes that will make that easier.
- But I also think that we can do a great deal on the administra-
tive side. We are in the process right now of setting goals with the
States, of sitting down State-by-State and saying, make this com-
mitment and let us talk about it.

A second thing that we have begun, and that I will make a com-
mitment to complete, is to revamp our Federal approach to mon-
itoring. One of the things that this Committee and others have ex-
pressed concerns about in the past is that Federal review of State
child welfare programs focused way too much on paperwork and
not on the results for children.

We have been redesigning our approach to focus on children's
safety, on finding them permanent setting, and on their well-being,
and we will be moving ahead with that. So for me, there is no high-
er priority.

Senator GRASSLEY. What about the reduction of Federal help to
the States when they are not meeting these guidelines, or decrees,
and everything that goes with it?

Ms. GOLDEN. Right now there are a variety of approaches to Fed-
eral enforcement. Once we get those new monitoring regulations
out, we will be in a position to enforce based on results, whereas
before it has been just about paperwork.

Senator GRASSLEY. Would you support a reduction in incentives
to the States?

Ms. GOLDEN. The Administration would support and has sup-
ported the provision in the bipartisan legislation that just passed
the House that would, for the first time, tie reimbursement of
adoptions to States' success in meeting the goals. So that is tying
dollars to success.

As the members were deliberating in the House and as we have
been deliberating, we came to the conclusion, which was shared on
a bipartisan basis, that we would support that tie to results. That
is a critical thing. Reducing resources for foster care payments for



children would not be a good idea because of the vulnerability of
those children.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHARMAN. Senator D'Amato.
Senator D'AMATO. Thank you, Mr. Chairman.
First, let me say I am very encouraged by the breadth of experi-

ence that the two nominees possess who are before us today, and
I certainly wish them every good wish in their very, very important
undertakings and posts.

Ms. DeParle may I ask you, when you informed the committee
with respect to certain limitations, as in dealing with provider tax
issues on provider tax, does that cover the State of New York?

Ms. DEPARLE. Yes, sir, it did. Just last week, however, as I men-
tioned in the discussion with Chairman Roth, the DC Bar Council
has rendered an opinion that it is permissible for me, under the
Professional Ethics Standards, to deal with those issues. Further,
I need to assess on a case-by-case basis whether I gained con-
fidences with respect to a given State. With respect to New York,
sir, I do not believe that I did.

Senator D'AMATo. All right. Then let me, if I might, as quickly
as I possibly can ask you, are you familiar with the overall di-
lemma as it relates to New York and the provider tax situation
that exists at the present time not only in the President's line item
veto, but the fact that we have pending now for a number of years
going back to the 1980's, but for now two-plus years, a request for
clarification as it relates to our program. Are you aware, generally,
of that?

Ms. DEPARLE. I am generally aware of it. I became aware of the
waiver request that you are referring to, sir, from reading a com-
ment that you had made. I asked about it after I learned that.

Senator D'AMATo. First of all, let me say that the characteriza-
tion of the legislation that has been reported, that which Senator
Moynihan and I and this entire committee supported with respect
to New York and the provider tax, I think in some cases was ex-
tremely at variance with the facts.

It was introduced not as a special interest, but rather to move
a process forward so that New York can continue to use dollars,
which it has been, and we can tend properly for the health care
needs of those who have no insurance, who are poor.

In one instance, let me just say, this year over $109 million is
being used to provide insurance coverage for 140,000 youngsters
who otherwise have no insurance. It is one of the great programs.
The Governor intends to expand that program. We talk about tak-
ing care of the needs of children who are uninsured.

These are basically from working families above the area where
they are taken care of with Medicaid, but yet the family and/or
their employers do not give to the mom or dad insurance coverage
for the children. We have half a million in New York. So this pro-
gram takes care of 140,000 of those youngsters, and the goal is to
expand it up to 500,000.

Senator MOYNIHAN. To a quarter of a million by 1999.
Senator D'AMATO. Yes. And that is what these dollars are being

used for. As it relates to the 1991 legislation which both Senator
Moynihan and I voted for to stop low States who were scamming



the system, and they literally were. Let me give an example. They
would have a tax that, let us say it was $5,000 that it amounted
to Well they would then go to Washington and say, look, we have
collected $5,000 to be utilized for taking care of the needs of the
sick, the poor, et cetera.

The Federal Government would then give them their matchin
share, $5,000, in some cases more. They would then reimburse and
give the $5,000 back, never spend it, and just use the Federal
money. That is scamming the system. We have not done that. That
has not been the case with our State.

Senator MOYNiHAN. No.
Senator D'AMATO. Nor did we use these monies inappropriately

to build highways or send an orphan to some other area. It has
been used to insure the uninsured, to take care of the elderly, the
impoverished, et cetera.

That being the case, I honestly believe that those who advise the
President did not give him the totality of this problem, nor the fact
that we have been waiting for years. We have not had a request
answered that goes back to 1995, when we responded to HCFA's
request for clarification as of 9/10/97.

Now, I am not saying as of yesterday. You know what I am say-
ing to you because we knew this hearing was coming up, that
somebody did not say, we just sent the State-nobody has done
anything.

Now, the question is, Do you believe maybe we need legislation
that says that where we ask for a clarification or for a waiver-
because you were a representative of a State you ran into this be-
fore, right?

Ms. DEPARLE. Yes, sir. I have dealt with disallowances and error
rates and similar matters before as a State administrator. There is
no question in my mind that we need to engage a process to move
forward quickly or New York and the other States. It is not con-
structive to have this hanging over their heads. I can remember
well how that felt when you are trying to run a program. We need
to deal with this quickly.

Senator D'AMATo. And hundreds of millions of dollars that are
put into question and people not knowing what to do, and lives-
not only money, lives-and programs that affect people. That is
why I believe, and I do not mean to be speaking for my colleague,
the senior Senator, but we share a sense of frustration in saying,
by gosh, give us some answers so we can go forward. That is not
to even mention the fact that our reimbursement formulas which
Senator Moynihan had spoken to-

By the way, in the budget, I think it is interesting. Fourteen
States received help from this committee consciously, deliberating,
in aiding with problems that exist because of lack of funding for
Medicaid or because of cutbacks to States who actually got their re-
imbursement formulas picked up from 50 percent in one case, to
59.8 in the other, to 60, District of Columbia and Alaska. When
these formulas were designed they did not take into account the
poverty rate. New York has got the fourth highest poverty rate in
the Nation.

Senator MOYNIHAN. Could I correct my good friend?
Senator D'AMATO. Certainly.



Senator MOYNIHAN. Third.
Senator D'AMATO. Third. We have moved to third. The General

Accounting Office, in its report to Senator Moynihan and myself,
has indicated that those factors have not been taken into account.

The fact is, we are absolutely being treated unfairly by two
things, and it is not your fault. But HCFA has not responded in
a timely fashion. This is not new. This is rather incorrigible.

Second, when legislatively we have attempted to do what was
done for 14 other States and the District of Columbia who actually
had their formulas changed, I believe, again, that I do not think
that people gave to the President the totality of this thing. You
know what I really think?

I think some administrators and some people in the administra-
tion got their nose out of joint, some assistance and whatnot, be-
cause we went around them to do what should have been done a
long time ago to get this resolved.

So now I understand that the President is-writing to the Gov-
ernor. Are you aware of that?

Ms. DEPARLE. I understand the same thing, Senator.
Senator D'AMATO. In trying to resolve this issue.
Ms. DEPARLE. I apologize for the fact that the State has been

waiting for a response.
Senator MOYNIHAN. Well, you do not have to apologize.
Ms. DEPARLE. If I am confirmed, I intend to get this process

moving. I think the President is sympathetic to some of the things
that you just said described. I know he has expressed concern
about the FMAP before. In fact, it was for that reason that the Ad-
ministration proposed a commission to look at the Medicaid match-
ing rates because, as you know, it is complicated.

It is either a zero-sum game where some States lose and some
gain, or it is a very expensive proposition. It is certainly something
we would be happy to work with the Committee on.

Senator D'AMATo. Well, let me say this to you. I am, in this very
short period of time, very heartened by the fact that the Adminis-
tration has sent someone of your caliber, your knowledge, your
background, your expertise to undertake this tremendously impor-
tant position.

I take your word for what you say, and the sincerity. You have
seen these things in the past from your past life working on the
State level, and I hope that you could get an appreciation for the
sense of frustration and the difficulty in attempting to meet the
needs of the poorest of the poor, and our children in particular.

So I really look forward to working with you, along with Senator
Moynihan and the rest of the committee but, in particular, with re-
spect to this problem. I do not think that you bring to the table the
sense of, oh, we are going to show you because you guys did what
you did.

I think some people advised the President on that basis. I cannot
believe that the President, given his longstanding commitment and
record of attempting to take care of the needs of children in par-
ticular and those who do not have adequate coverage, not the total-
ity of this, because this was not something that enriched a State
or special interest group at the expense of others.



So I look forward to working with you and I am tremendously
pleased that the administration has sent two, I think, outstanding
and distinguished individuals to undertake these very important
positions. I thank the Chair.

The CHAIRMAN. Senator Conrad.
Senator CONRAD. Thank you, Mr. Chairman.
First, to Ms. DeParle. I have had a chance to be in the room

many times when you have provided briefings and answered ques-
tions and I have always thought that your powers of expression
and the clarity of your thought are really quite remarkable.

I know that many times I have thought that you were able to
make very complex matters understandable, or at least relatively
understandable. So I wanted to just commend you for the talent
that you bring to this position.

Ms. DEPARLE. Thank you Senator.
Senator CONRAD. Ms. Golden, I have not had a similar chance to

hear from you other than this morning, but I was similarly im-
pressed by you this morning. I think we have two outstanding
nominees that I will be proud to support.

I am, Mr. Chairman, going to withhold questions because I think
the Chairman and Ranking Member have the additional panel and
the time is really extended here.

I have a number of questions that I would like to put to the
nominees, but I am going to withhold them for now.

The CHAIRMAN. I thank the distinguished Senator for doing that
because we do want to proceed and it is very helpful.

Let me thank each of the nominees for being here today. As you
have heard, we are very impressed indeed with your background
and wish you well. Thank you very much.

Ms. DEPARLE. Thank you, Mr. Chairman.
Ms. GOLDEN. Thank you, Mr. Chairman.
The CHAIRMAN. I would now ask the remaining nominees from

the Treasury Department to join us at the table. Mr. Li ton, to be
Under Secretary of the Treasury for International Aairs after
having served as Assistant Secretary for International Affairs for
two years.

Mr. Timothy Geithner has been nominated to be Treasury Assist-
ant Secretary for International Affairs, the position now held by
Mr. Lipton.

Mr. Gensler has been nominated to be Treasury Assistant Sec-
retary for Financial Markets, a position that is responsible for
managing our Nation's debt obligation.

Finally, we are pleased to have Ms. Killefer, who has been nomi-
nated to be Treasury Assistant Secretary for Management and the
Chief Financial Officer for the Treasury Department.

Senator MoYNIHAN. Mr. Chairman, the time being such and
votes coming up, I will not be down at the witness table, but I par-
ticularly want to welcome two New Yorkers.

Mr. Geithner, we welcome you, sir. Mr. Gensler. I would note, if
I may, that Mr. Gensler continues an exceptionally important tra-
dition at Goldman Sachs of sending very able executives to help out
a bit with the finances here in Washington, which seem to be al-
ways more complicated than they do in New York. We are pleased
to have you.



I know there are a lot of children. I see an awful lot of kids out
there, do you not?

The CHAIRMAN. Yes. We are very pleased to have you here.
Let me ask you, Mr. Lipton, are members of your family here?
Mr. LIPTON. Yes. My wife, Susan, my daughter Anna, and my

daughter Sasha are be ind me. My son Gabriel, who is four, stayed
at home in order to keep the disruptions to a minimum.

The CHAIRMAN. A very handsome family.
Mr. LIPTON. Thank you.
The CHAIRMAN. Mr. Geithner.
Mr. GEITHNER. Yes. I am fortunate to be joined by my wonderful

wife Carol, and my children, Elise and Benjamin, and my father is
here too, and my brother, ably representing the rest of my family.

The CHAIRMAN. It is a great pleasure to welcome each and every
one of you.

Mr. Gensler?
Mr. GENSLER. Yes. I am joined here today by my wife Francesca,

my three daughters, Anna, Lee, and Isabel. I hope Isabel stays a
little quiet for us here.My parents, Sam and Jane Gensler, my
brother David, and I believe I have other members of my family,
a great-aunt and uncle, cousins, nephews, and so forth. [Laughter.]

The CHAIRMAN. It is a great honor to have all of them here.
Ms. Killefer.
Ms. KILLEFER. Yes. I have my husband here, Bob Cumby, and

my two children, Jamie and Robbie who are back there, and my
mother, Mrs. Constance Killefer.

The CHAIRMAN. We want to welcome each and every one of them.
They are, indeed, very good looking families.It is a pleasure to have
them here.

I will now swear in the nominees.
[Whereupon, Mr. Lipton, Mr. Geithner, Mr. Gensler, and Ms.

Killefer were duly sworn.]
The CHAIRMAN. Thank you.
Well, now I will turn to the standard questions we ask. I will just

read them once and then ask each of you to answer.
The first question is, Is there anything you are aware of in your

background that might present a conflict of interest for the duties
of the office to which you have been nominated?

Ms. Killefer?
Ms. KILLEFER. No, sir.
The CHAIRMAN. Mr. Geithner?
Mr. GEITHNER. No, sir.
The CHAIRMAN. Mr. GENSLER?
Mr. GENSLER. No, Mr. Chairman.
The CHAIRMAN. Mr. Lipton?
Mr. LIPTON. No, Mr. Ch airman.
The CHAIRMAN. Second, do you know of any reason, personal or

otherwise, that would in any way prevent you from fully and hon-
orably discharging the responsibilities of the office for which you
have been nominated?

Ms. Killefer?
Ms. KILLEFER. No, sir.
The CHAIRMAN. Mr. Geithner?
Mr. GEITHNER. No, sir.



The CHAIRMAN. Mr. Gensler?
Mr. GENSLER. No, Mr. Chairman.
The CHAIRMAN. Mr. Lipton?
Mr. LIPTON. No, sir.
The CHAIRMAN. Finally, do you agree without reservation to re-

spond to any reasonable summons to appear and testify before any
duly-constituted committee of Congress, if you are confirmed?

Ms. Killefer?
Ms. KILLEFER. Yes, sir.
The CHAIRMAN. Mr. Geithner?
Mr. GEITHNER. Absolutely. Yes, sir.
The CHAIRMAN. Mr. Gensler?
Mr. GENSLER. Yes, it would be my honor.
The CHAIRMAN. Mr. Lipton?
Mr. LIPTON. Yes, sir.
The CHAIRMAN. Mr. Lipton, would you please proceed with your

statement? I would say, to the extent you can consolidate, your full
statement will be included as if read.

Senator MOYNIHAN. Mr. Chairman, we do have three votes in
very short order. I have to tell you that.

The CHAIRMAN. That is right. We are trying to expedite the proc-
ess.

Mr. LIPTON. I will try to be brief.
Senator MOYNIHAN. And we would like you all. [Laughter.]

STATEMENT OF DAVID A. LIPTON, TO BE UNDER SECRETARY
OF THE TREASURY FOR INTERNATIONAL AFFAIRS

Mr. LIPTON. Mr. Chairman, Senator Moynihan, I am honored to
be here today in connection with my nomination to be Under Sec-
retary for International Affairs at the U.S. Treasury. I am honored
that President Clinton and Secretary Rubin have expressed their-
confidence in me with this nomination.

For the past four and a half years I have served at the Treasury
Department, most recently as Assistant Secretary for International
Affairs, and before that as Deputy Assistant Secretary for Eastern
Europe and the Former Soviet Union.

The past four and a half years have been a period of robust
growth and low inflation worldwide, and thus a very satisfying
time to have been at the Treasury.

Perhaps most important, officials in most of the countries of the
world now adhere to the Washington consensus of sound fiscal poli-
cies and market and outward-oriented economic policies. That
being said, there have been, and will continue to be, many chal-
lenges ahead. The current financial turmoil in Asia is just one re-
minder.

If confirmed as Under Secretary, I will work to advance the ad-
ministration's goals, the goal, first and foremost of maintaining
U.S. leadership on global economic issues.

That work will include, first, working with our G-7 partners to
pursue macroeconomic policies consistent with strong rates of
growth and low inflation.

Second, pressing the international financial institutions to sup-
port sound macroeconomic policies, strong market-oriented struc-



tural reforms, and good governance in all of their operations with
their member countries.

Third, using the multilateral fora in which the United States
participates to encourage countries to maintain sound policies.

Fourth offering technical assistance to the key developing coun-
tries implementing important economic reforms.

Lastly, we will work to press our trade partners to reduce bar-
riers to trade and investment, particularly through negotiations to
conclude a strong WTO Financial Services Agreement.

I believe that these activities are important to the United States
of America because growth and stability abroad mean growth and
stability at home.

If I am confirmed as Under Secretary, I will do all I can to see
that this work will be undertaken with professionalism and integ-
ritlook forward to working with the Congress and at the Treasury

with Secretary Rubin and Deputy Secretary Summers to further
these goals.

Thank you, Mr. Chairman. I would be happy to answer ques-
tions.

[The prepared statement of Mr. Lipton appears in the appendix.]
The CHARMAN. Mr. Geithner.

STATEMENT OF TIMOTHY F. GEITHNER, TO BE ASSISTANT
SECRETARY OF THE TREASURY FOR INTERNATIONAL AF.
FAIRS
Mr. GEITHNER. Mr. Chairman, Senator Moynihan, I am honored

to appear before you today as you consider my nomination to be As-
sistant Secretary of the Treasury for International Affairs.

As a career civil servant at the Treasury for the past 9 years, it
has been my privilege to serve in the administrations of President
Reagan, President Bush, and President Clinton in a number of po-
sitions involved with promoting our interests in the global economy
and the international financial system.

I am deeply honored by the confidence expressed by the Presi-
dent and by the Secretary in me, and in the career civil service at
the Treasury by nominating me for this position.

I currently serve as Senior Deputy Assistant Secretary of the
Treasury for International Affairs, and in this capacity I have
worked to strengthen our economic relations with the major indus-
trial countries in the nations of Asia to explore ways to promote fi-
nancial stability and to expand opportunities for trade around the
world.

In this capacity, I have been part of an active and meaningful
process of consultation with the Congress and I am committed to
working closely with this committee and with the entire Congress,
if I am confirmed for this position.

If I am confirmed, I will work to uphold the formidable standards
set by David Lipton and his distinguished line of predecessors in
this position.

Thank you. I would be happy to answer any questions.
[The prepared statement of Mr. Geithner appears in the appen-

dix.]
The CHAIRMAN. Mr. Gensler, please.



STATEMENT OF GARY GENSLER, TO BE ASSISTANT
SECRETARY OF THE TREASURY FOR FINANCIAL MARKETS

Mr. GENSLER. Mr. Chairman, Senator Moynihan, I am honored
to appear before you here today as the President's nominee for As-
sistant Secretary of the Treasury for Financial Markets. I particu-
larly want to thank Senator Moynihan for those kind words of in-
troduction.

When I was asked earlier this year to join the Treasury I sought
the advice of those closest to me, and we decided as a family to ac-
cept the opportunity and obligation of government service. I want
to thank them for their support over the last few months and, if
confirmed, their support in the years to come.

The prospect of public service is, for me, an exciting one. I see
my service at Treasury as a way in which I can return something
to our country which has given me so much. I consider myself very
fortunate.

I grew up in Baltimore, surrounded by a strong extended family.
I received a first-rate education in the public schools in my home
State of Maryland and at the University of Pennsylvania.

I have worked as an investment banker during a period of
unparalled growth in the scope, speed and complexity of financial
markets. I am determined to use my skills and experiences in ways
that promote and protect the public interest. I cannot stress this
point enough.

The broad matters of Federal, State, and local finance for which
the Assistant Secretary for Financial Markets is responsible, may
seem esoteric. They can, indeed, be highly technical.

I am acutely aware, however, of their importance to the fiscal
health of the Federal Government and our economic well-being as
a Nation. I assure that, like the President and Secretary Rubin, I
am committed to these objectives.

The trust placed in me by the President and Secretary Rubin is
a great honor and I intend, if confirmed by the Senate, to discharge
this trust in a way that will fully justify their confidence, and
yours.

I now look forward to answering your questions and, if con-
firmed, to working closely with this committee, its members, and
your staff. Thank you.

[The prepared statement of Mr. Gensler appears in the appen-
dix.]

The CHAiRMAN. Thank you, Mr. Gensler.
Ms. Killefer.

STATEMENT OF NANCY KILLEFER, TO BE ASSISTANT SEC-
RETARY OF TREASURY FOR MANAGEMENT AND CHIEF FI-
NANCIAL OFFICER

Ms. KILLEFER. Mr. Chairman, Senator Moynihan, it is a distinct
honor to come before the Senate Finance Committee to be consid-
ered for the position of Assistant Secretary of Treasury for Manage-
ment and Chief Financial Officer. I am also honored that the Presi-
dent and Secretary Rubin have seen fit to submit my nomination
for your consideration.
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The principal responsibility of this position in the Treasury De-partment is to provide strong management support and oversightfr all the bureaus that make up Treasury.
In addition, and no less important, the job of Chief Financial Of-ficer brings together the overall financial interests of the Secretary

and the operating officers of the bureaus.
When I look at the scope of work that the Treasury employeesperform each year, their involvement in every aspect of our societymake it important that we do everything we can to enable eachperson in each bureau to perform at their best.It is the Secretary's commitment to performance improvementthat makes me feel that I can make a contribution by seeking this

job.
In preparation for my business career, I graduated with a bach-elor's degree in economics, and after working for a microeconomicsfirm I went on to get a master's degree in finance.During the past 13 years I have specialized as a managementconsultant, and was privileged to work with the senior manage-ment of some of America's largest corporations on a full range ofmanagement issues that include strategy, organization, marketing,

and systems.
My work has really focused on how to improve performance with-in the financial and human resource constraints that all organiza-tions will have to face, whether they be private business, nonprofit,

or the government.
Congress and the past two administrations have provided broadguidelines for improving government performance. For example,the Chief Financial Officers Act of 1990, and the Government Per-

formance and Results Act of 1993.
Because of this environment and Secretary Rubin's commitmentto change and improvement of all Treasury's bureaus, I have beeninspired to seek this position to help make that commitment a re-

ality.
I will use my experience to fill in the specific details to the guide-lines developed by Congress. My husband and our two childrenhave encouraged me to make this leap and, with the help of thiscommittee, I hope to fulfill some part of all of our hopes for makinggovernment work better for the American people.
I would be happy to answer your questions.
[The prepared statement of Ms. Killefer appears in the appen-

dix.]
Senator MOYNIHAN. Mr. Chairman, I would note the vote hasbegun. I want to just congratulate all of the nominees before us.I want to say to Ms. Killefer, there is a range. Gensler there,thanks to you, sir, has a debt ceiling of $5.85 billion, so he doesnot have anything to do for the next two years. But Ms. Killefer,I believe your hearings on the Internal Revenue Service start next

week, do they not?
The CHAIRMAN. That is correct.
Senator MOYNIHAN. That is the luck of the draw, fellows. Con-

gratulations.
The CHAIRMAN. Let me ask a very quick question of each of you,and then any other questions I have I will submit to you in writing.



Mr. Lipton, after much delay the President is preparing to sub-
mit his proposal to reauthorize fast-track authority for negotiating
trade agreements.

How has this delay affected U.S. leadership on international, eco-
nomic, and trade policy? What will be the impact if this proposal
does not secure a quick reauthorization of fast-track?

Mr. LITO. Well, the fast-track initiative is extremely important
tv the United States for quite a number of administrations, led by
both parties. There has been progress towards opening up markets
fr U.S. goods, for U.S. companies, and it is vital to maintain that
p.-ogress in the interests of our firms and the interests of our work-
ers.

I believe that the extension of fast-track by the administration is
vital to making further progress in that respect. I think that if
there are delays, not only does it delay progress, but it undermines
the ability of the administration to project our economic values and
our economic approaches around the world.

Senator MOYNIHAN. Mr. Chairman, you will not mind my com-
menting that you and I were saying that last spring.

The CHAIRMAN. That is absolutely correct, Senator Moynihan.
Senator MOYNIHAN. Right here, to Treasury.
The CHAIRMAN. To Treasury. I think it is a very important piece

of legislation, Senator Moynihan, but the longer it gets delayed the
more difficult it is going to be to get it done.

I would like to ask you, Mr. Geithner, the European Union will
introduce, of course, a single currency, the Euro, in 1999. What
does European Monetary Union mean for the U.S. in terms of our
own monetary and economic policies?

Mr. GEITHNER. Thank you, Mr. Chairman. We at the Treasury
haue -mde quite a substantial investment in making sure we have
the capacity to watch these developments in Europe closely and as-
sess their implications for the United States and respond appro-
priately.

Our view has been for some time as a country that the United
States had a great interest in seeing a strong, stable, integrated
European economy, and that remains our view. I think that a suc-
cessful EMU would pose no threat to the United States and it
would be strongly in the interest of all of Europe's trading part-
ners.

The CHAIRMAN. Mr. Gensler, some economists have suggested
that there is a ceiling of 2.5 percent in healthy annual economic
growth. You, of course, have had a lot of experience with financial
markets, Asia in particular. Do you subscribe to a notion of a 2.5
percent ceiling?

Mr. GENSLER. Mr. Chairman, I believe that our economy today
is quite strong, as we all know, with the lowest unemployment in
close to a quarter century and relatively benign inflation, strong
consumer confidence.I think this administration is committed to a
strong economy and, with this Congress, has worked on strong fis-
cal police and there is the help of strong monetary policy.

I think to the specific of your question of a ceiling, I think it is
really largely dependent on what is driving growth. We have had
periods in our own country here and a period when I was born and



raised in the 1950's and 1960's that we had strong growth in excess
of 2.5 percent, with relatively benign inflation in that period.

So at the risk of being a bit optimistic, hopefully there is not nec-
essarily a ceiling, but it is more dependent on whether that 2.5 per-
cent growth is where it is coming from.

The CHAIRMAN. I like to hear people who are optimistic.
Senator MOYNIHAN. Do not feel like it is forbidden to be optimis-

tic even though you are in the Treasury.
Mr. GENSLER. Thank you, Senator. Thank you.
The CHAIRMAN. Finally, let me ask you, Ms. Killefer. As you well

know, being Chief Financial Officer of the Department of Treasury
is an extremely critical position.

Budgetary challenges on the horizon include the ongoing IRS
computer modernization plan, as well as the critically important
year 2000 computer problems facing not only IRS, but all of the

Trasury.- How dlo you address this problem, what do you think need to be
done?

Ms. KILLEFER. Mr. Chairman, you are right that this is a critical
issue across all of Treasury bureaus. It will reveal itself in its larg-
est form, obviously, in IRS just because of the size of that agency
and its dependency on technology, but it will be true of each one
of the bureaus. It is also true in private industry, as I have experi-
enced in working with my clients.

If confirmed, what I think we need to do, and I know Treasury
has begun the process, is carefully outlining all of the needs. But
I really think it takes senior management attention and will re-
quire constant vigilance.

I plan to hold weekly and bi-weekly updates for the Secretary on
this issue, and we will be in constant conversation with this com-
mittee about where we stand in our efforts and the magnitude of
the needs that we have.

I think this is going to be true across government, so I believe
your vigilance on this issue is greatly needed.

Senator MOYNIHAN. Mr. Chairman, could I say it is true, but I
do not think we have seen the response in the Federal Government
that we need. Somebody down there might get it clear that by the
time the year 2000 arrives, it is too late.

Ms. KILLEFER. In some of our agencies, by the time 1999 arrives
it is too late.

Senator MOYNIHAN. Of course. Yes.
The CHAIRMAN. Thank you, Senator Moynihan.
Well, the hour is growing late. I want to thank each of you for

being here today. I think you will face some very challenging, but
fascinating, opportunities in the weeks and months ahead.

I particularly want to say what a pleasure it is to have the fami-
lies, with so many young children. Thank you very much.

The committee is in recess.
[Whereupon, at 1:14 p.m., the hearing was concluded.]





APPENDIX
ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF KENNETH S. APFEL

Mr. Chairman and Members of the Committee. I am honored to be the President's
nominee for the critically important position of Commissioner of" the newly inde-
pendent Social Security Administration. I appear before you today t') seek your sup-
port for my nomination and to discuss the key issues facing the Soci'il Security pro-
gram.

It is hard to overstate the importance of Social Security in impro,4ng the lives
of Americans. Social Security has been the most successful domestic government
program in our Nation's history. It has made a decisive difference in providing fi-
nancial security for older Americans. The poverty rate among our 30 irtillion older
Americans today is 12 percent, down from more than 25 percent 30 year ago.

Social Security is also much more than retirement. Approximately 6 million dis-
abled Americans and their family members, and 7 million surviving family members
of deceased workers receive monthly Social Security benefits. The Socia, Security
program has become America's family protection plan.

But Social Security is not immutable to change. As former HEW Secretixy Wilbur
Cohen said, "each generation should be free to remake and remold it tc its needs
and liking."

People need to realize that Social Security is, and always has been, an evolving
program. In nearly each decade since its creation, major Social Secwity changes
have been made in response to the needs of the time: disability insurance in the
1950s, Medicare in the 1960s, COLAs in the 1970s, and numerous changes in the
1980s as the result of the Greenspan Commission's work.

The changes made over the past decades reflect the Nation's changing needs. And
now, further changes are needed if we are to meet the demographic challenges that
face this Nation in the 21st century. The first and most critical challenge, of course,
is to address the long-term solvency of the Social Security program while ensuring
that current and future generations of America's citizens continue to be provided a
floor of protection. It is a task worthy of our best efforts.

The very good news is that Americans are living longer, healthier lives. But in-
creased life expectancies, coupled with the aging of the Baby Boom generation, will
place great strains on America's retirement system. The Social Security trust funds
will be exhausted in 30 years. At that point, revenues coming into the program will
only account for approximately 75 percent of the expected benefit payments.

Clearly, tough choices must be made, and the sooner the better. We must act-
not because we are in a crisis-but because if we act wisely we can prevent a crisis
from ever occurring. The American people deserve early action to be able to plan
for changes. And Americans of all ages need to have confidence that this important
program will be there for them.

In all candor, Mr. Chairman. critical discussions about the future of the Social Se-
curity program need to take place not only in congressional hearing rooms, but also
in family living rooms all across America. As Commissioner, one of my roles will
be to help Americans understand Social Security today, so that they will be pre-
pared to help make the tough choices to ensure the program will be there for them
tomorrow.

I worked for Senator Bradley and with the Senate Finance Committee in 1983
when the historic Social Security reform legislation was enacted. It was an example
of bipartisan cooperation, goodwill and wisdom. This Administration and this Con-
gress have shown that they are capable of coming together in a bipartisan way to
fashion solutions important to this Nation. If confirmed, I give you my commitment
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that the Social Security Administration will be responsive to the needs of this Com-
mittee and that I will personally work closely with the members of this Committee
in a bipartisan way on this important endeavor.

While the long-range solvency of the program is the most critical issue facing So-
cial Security, it is by no means the only issue.

The Social Security and SSI disability programs have grown significantly. With
the aging of the baby-boom generation, we can expect still further increases in the
number of disability claims and the agency's workloads.

There are inherent administrative difficulties involved in judging health and work
capacities of disability claimants. The agency. has undertaken efforts in the last few
years to redesign and modernize the decision-making process and to improve the
consistency of the decisions rendered at all levels of the process.

I believe these efforts are a positive first step, but they are not sufficient to re-
solve all problems. I am personally committed to finding ways to better manage the
system, to fairly review the eligibility of those on the rolls and to return a greater
number of individuals with disabilities to productive employment. While we have
done much to remove the barriers facing Americans with disabilities, I believe that
we still have much to do to turn these advances into real opportunities for disabled
beneficiaries to be productive members of our society.

Furthermore, I believe that the nation has a responsibility to provide children
with disabilities and their families with the resources needed to prepare themselves
for full participation in society. Towards that end, if confirmed, one of my first prior-
ities will be to carefully reviewer the Social Security Administration's implementa-
tion of the eligibility changes that were adopted last year to determine if the intent
is being realized and if the regulations arc! being applied fairly.

In addition to the issues of long-range solvency and disability, however, is the
management challenge--how to provide effective executive leadership for the Social
Security Administration. The agency's independent agency status means that it now
enjoys a higher public profile than it ever had during its many years within the De-
partment of Health and Human Services. Independent agency status also means
that closer liaison is needed with both the White House and with Congress t0 assure
consistency of policy direction and accountability for actions taken by the agency.
Insightful, decisive and effective leadership is needed to guide the agency in this ex-
panded role.

Social Security touches the lives of nearly every American. For many people, the
agency and its employees represent their closest contact with the Federal govern-
ment. SSA has more than 1,300 offices across the country, and with its 800 number
service, is as close as the nearest telephone.

More than 25 million Americans walk into SSA offices each year and more than
60 million call the 800 number. With the aging of the baby boomers, these numbers
will increase dramatically. In order to improve customer service, SSA will have to
rely on new technology and automation to meet the demands of the future. The
agency will need leadership to take on these challenges, and if confirmed I will pro-
vide it.

In conclusion, let me say that I was deeply honored to be nominated by the Presi-
dent to guide Social Security into the 21st century. I appear before you today with
humility to the task before us, but with the firm conviction that I am ready for the
challenge. Mr. Chairman, I have spent my entire life preparing for this moment. My
educational background is in social policy, rehabilitation and public management. I
know the complexities of developing public policy from the years I spent working
in the Senate and in the Executive Branch. I gained strong management and execu-
tive leadership skills during my tenures as Assistant Secretary for Management and
Budget at HHS and as the Associate Director for Human Resources at OMB. But
perhaps more significant, my wife and I are baby boomers with aging parents and
young children; I know and understand the importance of Social Security to our so-
ciety.

Henry David Thoreau once wrote that "it is not enough to be busy; the question
is, what are we busy about?"

I thought long and hard about that quote after being nominated for this position.
For me, there can be no higher calling, no more significant life's work than to guide
the Social Security Administration into the next millennium and to help ensure eco-
nomic security for future generations. I am ready and eager to begin that work and
I ask each of you for your support of my nomination. Thank you.
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Kenneth S. Aptel, of Maryland, to

be Commissioner of Social Security for the term expiring

January 19, 2001. (New Position)
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0I1ice oftthe Prc'.s Se'retar'

For Immediate Release May 23. 1')97

PRESIDENT NAMES KENNETH S. APFEL AS COMMISSIONER OF
THE SOCIAL SECURITY ADMINISTRATION

[he President today announced the nomination of Kenneth S. Apfel to serve as Commissioner of
the Social Security Administration.

Kenneth S. Apfel. of Takoma Park. Maryland. has seyved since 1995 as the Associate Director
for Human Resources at the Office of Management and Budget in the Executive Office of the
President. Mr. Apfel's responsibilities include budget. policy and management review of all the
human resource agencies of the Federal government, including the Social Security
Administration. the Departments of Labor and Education, and elements of the Departments of
Agriculture and Health and Human Services. Prior to his appointment at OMB, Mr. Apfel was
Assistant Secretary for Management and Budget at the Department of Health and Human
Services. where he served as the Department's senior budget official and chief financial officer.
From 1989.1993. Mr. Apfel was legislative director to Senator Bill Bradley, and from
1982.1989. he was the Senator's chief staff person for federal social policy. Mr. Apfel also
served a Presidential Management Internship at the Unit,.J States Department of Labor and as
committee staff for the Untied States Senate Budget Committee.

Mr. Apfel earned a Bachelor's degree from the University of Massachusetts, a Master's degree
from Northeastern University, and a Master's in Public Affairs from the LBJ School of Public
Affairs at the University of Texas. He is married to Caroline Hadley and has two sons. Derek
and Dana.

The Social Security Administration manages the nation's social insurance program and
administers the Supplemental Security Income program for the aged, blind and disabled. In
1996. approximately 144 million people made contributions to Social Security. At the end of

1996. 48 million received Social Security retirement. disability or survivors benefits or
Supplemental Security Income benefits, about I in 5 Americans.

-30-30-30-
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KFNNEFH S. APFEL

Kenneth S. ApI iI is currently the Associate Director for I luman Resources at the Office ofManagement and Budget in the Executive Office of the President. where he has served since 1995.His responsibilities include budget, policy and management review of all the human resourceagencies ofthe Federal government, including the Social Security Administration, the Departmentsof Labor and Education and parts of the Departments of Agricultue and Health and Human Services.

Prior to his appoinhnnt at OMB, Apfel served as Assistant Secretary for Management andBudget at the U.S. Department of Health and Human Services. He was nominated by PresidentClinton in March 1993 and-was subsequently confirmed by the U.S. Senate. In this capacity, Apfel-served as the senior budget official and chief financial officer for HHS. He formulated and executedthe third largest budget in the world - a $700 billion budget for a department staffed nationwide by125.000 people, with half of HHS resources in support of the Social Security Administration.During his tenure, Apfel served as a principal on the Secretary's task force to elevate the SocialSecurity Administration to independent agency status.

Before joining the Clinton Administration, Apfel had worked for the prior two decades inthe area of social policy. From 1989-1993 he served as legislative director to Senator Bill Bradley,overseeing the formulation and development of all aspects of congressional policymaking. During1982-1989. he was the Senator's chief staff person for federal social policy, with particular focus onprograms under the jurisdiction of the Senate Finance Committee. He served as the Senator's keystaff person for the Committee's actions on the historic 1983 Social Security reform legislation.

Between 1980-1982, Apfel was committee staff for human services, education, training andincome security programs for the U.S. Senate Budget Committee. From 1978-1980, he served aPresidential Management Internship at the U.S. Department of Labor. He was a collegeadministrator from 1973-1976 at Newbury College in Massachusetts, coordinating a grant from theDepartment of Health, Education, and Welfare to provide outreach and remediation to veterans.

Apfel was born in Worcester, Mass.. October 12, 1948. He received his bachelor's degreefrom the University of Massachusetts, Amherst, 1970; a master's in rehabilitation counseling,Northeastern University, 1973; and a master's degree in public a' fairs from the LBJ School of Public
Affairs. University of Texas, 1978.

Apfel is married to Caroline Hadley and tas two children, Derek and Dana.

47-616 98.3



SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRA PICAL INFORMATION

1. Name(include any former names used): Kenneth Stephen Apfel

2. Position to which nominated: Commissioner, Social Security Administration

3. Date of nomination: May 22,1997

4. Address (list current residence, office and mailing addresses):
Home. 7118 Cedar Avenue, Takoma Park, Maryland 20912
Work- Office of Management and Budget, 260 Old Executive Office Building,

Washington, DC 20503

5. Date and place of birth: October 12, 1948, Worcester, Massachusetts

6. Marital status (Include maiden name of wife): Married to Caroline Standish Hadley

7. Names ar.d ages of children: Two sons: Derek Apfel (age 14) and Dana Apfel (age II)

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

University of Texas at Austin, TX. 1976.78 M.P.A.(8/78)
Northeastern University, Boston, MA. 1972-73 M.Ed (6/73)
Univ. of Massachusetts at Amherst, MA. 1968-70 B.A.(6/70)
Worcester Jr. College, Worcester, MA. 1966-68 A.A.(6/68)
Shrewsbury High School, Shrewsbury, MA. 1962-66 (6/66)

9. 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):

2/95-present Office of Management and Budget, Executive Office of the President,
Washington, DC. Associate Director for Human Resources.

3/93-2195 US Department of Health and Human Services, Washington, DC.
Assistant Secretary for Management and Budget.

10/82-3/93 Senator Bill Bradley's Office: Washington, DC. Legislative Director
1989-93 and Legislative Assistant 1982-88.



180.10,2 US Senate Budget Committee: Washington, DC. Budget Analyst for
Human Resources.

6,78-2'80 US Department of Labor Washington, DC. Presidential Management
Internship.

6,77-0i?7 Austin Community Mental Health Center Austin, Texas. Internship.
&73-6,76 Newbury College: Boston, Massachusetts. Director, Veterans Affairs

Office.
673-8173 Watertown Youth Center. Watertown, MA. Counselor.
1/73-6/73 Boston State Hospital, Boston. Massachusetts. Internship.
9172.12/72 Massachusetts Department of Public Welfare, Boston, Massachusetts.

Internship.
6/72-8t72 Tomlinson Builders, Amherst, MA. Laborer.
1/71-5/72 Firematic Sprinkler Co., Worcester. Mass. Production controller and

shipper.

10. Government experience (list all jobs held since college, Including the title or
description of job, same of employer, location of work and dates of employment):

All government experience listed in #9 above.

]I. Business relationships (list al 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.

12. Memberships (list all memberships and offices held I professionaL fraternal,
scholarly, civic, business, charitable and other orpizations):
Old Town Takoma Civic Association (community association)
Sherwood Forest Club (community assiation)
Mayvale Elementary School PTA

13. Political affiliations and activities:

a* List aD public offices for which you have been a candidate.
None.

b. List an memberships and offices held In and services rendered to all
political parties or election committees during the Last 10 years.
None.

e. Itemize all political contributions to any iasividual, campaign,
orpnztioe, political party, political action Committee or similar

entity of S50 or more for the past 10 years.
$50 to Democratic National Committee- 9/88
S50 to Democratic Senatorial Campaign Committee 9/88
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$50 to Democratic Senatorial Campaign Committee 10i89
$2,000 to Bill Bradley for US Senate- 12/94

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):
Phi Kappa Phi Honorary Fraternity: 1977
Phi Theta Kappa Honorary Fraternity: 1967
LBJ School of Public Affairs Merit Fellowships: 1976-78

IS. Published writings (list the titles, publishers and dates of all books, articles, reports

or other published materials you have written):
-Co-author of Policy Research Project on 'The Transition of Public Service Employment

Participants to Unsubsidized Employment', funded by the US Dept of Labor and carried

out by the LBJ School of Public Affairs. Austin, Texas: 1977-8.
-Master's Degree Report, "Elderly Services in Austin: Policy Options for the City",
LB, School of Public Affairs, 1978.
-Co-author of Policy Research Project on "Alternate Care Services for the Elderly'.
funded by the Texas Dept. of Human Resources and carried out by the LBJ School of

Public Affairs, Austin, Texas: 1976 - 1977.
-"Learning Experiences, Educational Reform, and Free Universities', R UMass,

vol. III, no. 3, 1970.

16. 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):

No formal speeches given over past five years; several short presentations have been

made to various groups in my capacity as a senior official in the Clinton Administration

and as a professional staff member for Senator Bradley.

17. Qualifications: (state what, in your opinion, qualifies you to serve In the position to

which you have been nominated).
I have two and a half decades of experience in US social policy, including solid

background in Social Security. I have served in senior executive positions in the federal

government and understand the workings of both the Congress and the Executive Branch.

In my current capacity at the Office of Management and Budget, my responsibilities

include budget, policy and management review of all the human resource agencies of the

Federal government, including the Social Security Administration. I also served as

Assistant Secretary for Management and Budget at the U.S. Department of Health and

Human Services, the senior budget official and chief financial officer for the

Department, with half of HlIS resources at that time in support of the Social Security

Administration. During my tenure, I served as a principal on the Secretary's task force to

elevate the Social Security Administration to independent agency status.
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Before joining the Administration, I served for many years as a professional staff
member in Vie United States Senate, most recently as Legislative Director to Senator Bill
Bradley. My primary policy responsibilities related to the social programs under the
jurisdiction of the Senate Finance Committee. I served as Senator Bradley's principal
staff person for the 1983 Social Security reform legislation. I also served as committee
staff for human resource programs for the U.S. Senate Budget Committee under the
Chairmanships of Senator Muskie and Senator Hollings.

Earlier in my career. I received a Presidential Management Internship at the U.S.
Department of Labor and worked as a college administrator in Massachusetts. My
academic background in social policy, public administration and rehabilitation help to
prepare me for the management challenges as well as the aging and disability issues
facing the Social Security Administration.

B. FUTURE EMPLOYMENT RELATIONSHflF

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.

Not applicable. My only present connection is to OMB; this connection will be
terminated immediately after confirmation.

2. 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.

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.

No.

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.

Yes. The Commissioner's full term runs through January 2001 (the next
Presidential inaugural).

C. POTENTIAL CONFLICTS OF INTEREST



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

None.

2. 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.

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 legilation 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.)

If anything I am currently unaware of is perceived to be a conflict of interest, I
will take actions to resolve it, consistent with government ethics rules.

S. 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.

Copies of opinions will be provided directly to the Committee.

6. The following information is to be provided only by nominees to the position, of the
United States Trade Representative and Deputy United States Trade
Representative:
Have you ever represented, O-vised or otherwise aided a foreign government or a
foreign political organization with respect to any International trade matter? If so,
provide the eame 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

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,
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administrative agency, professional association, disciplinary committee, or other
professional group? If so, prof ide details.

No.

2. 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.

3. Have you ever been Involved as a party In Interest in any administrative agency
proceeding or civil litigation? If so, provide detail..

No.

4. Have you ever been convicted (including pleas of guilty or nolo conlendere) of any
criminal violation other than a m!nor traffic offense? If so, provide details.

No.

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

Nothing.

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.

2. [U you are confirmed by the Senate, are you willing to provide such information as is
requested by such committees?

Yes.



September 24, 1997

Honorable William Roth
Chairman
Senate Finance Committee
Washington, DC 20510

Dear Mr. Chairman:

Thank you for your consideration and support during my
confirmation hearing before the Senate Finance Committee on
September 10, 1997.

Enclosed herein are answers to the questions submitted for
the record. Questions I through 3 were submitted by you and
Questions 4 through 7 were submitted by Senator Moynihan.

I look forward to working with the Committee.

Sincerely,

Kenneth S. A fel

tc: Honorable Daniel Patrick Moynihan
Ranking Minority Member
Senate Finance Committee



Question N1

Section 709 of the Social Security Act ("Recommendations by the Board
of Trustees to Remedy Inadequate Balances in the Social Security Trust
Funds") requires that whenever the Social Security Trustees "determine at any
time that the balance ratio of (the Old Age, Survivors, and Disability Insurance
(OASDI) Trust Funds] for any calendar year may become less than 20 percent,
the Board shall promptly submit to each House of the Congress a report
setting forth its r commendations for statutory adjustments ... necessary to
maintain the balance ratio of such Trust Fund at not less than 20 percent...."

Please provide your interpretation of this provision. Do you believe that
such recommendations are currently required of the Commissioner and the
other Trustees given that the Trustees' latest report projects a balance ratio of
less than 20 percent (i.e., insolvency) of the OASDI trust funds for many of the
75 years of the long-range actuarial estimate? What recommendations might
you suggest be made to Congress to restore the balance ratio for each of these
75 years?

I understand that the working assumption and practice since enactment of the
Section 709 requirement has been that the Board issued such reports only if the
assets of the Trust Fund in question were estimated to become less than 20 percent
of the annual outgo in the short term (i.e., within ten years). Since the Trustees
already issue an annual report (required by section 201) on the short and long term
status of the funds, an additional report on the balance ratio could cause, over time,
the 709 report to lose its intended identity as a declaration of urgency.

Concerning recommendations to restore the balance ratio of the Trust Funds for
each of the next 75 years, I would re-emphasize that it is premature for me to be
making specific recommendations at this time. The first step in my opinion is the
establishment of a mutually agreeable bipartisan process. The sooner we begin a
bipartisan process, the sooner we will restore long term solvency and confidence in
the system.



Question #2

Mr. Apfel, in April, the Chairman and other members of the Finance
Committee called for shutting down Social Security's PEBES Online Internet
page until a number of privacy and security problems could be fixed. PEBES
Online certainly provided important information for financial planning, but
was not worth the risk of disclosure of sensitive personal information. To its
credit, the Social Security Administration quickly recognized the problem and
acted on this request.

Last week, the Social Security Administration announced PEBES would again
be on the Internet later this year- but with important changes. Social Security
seems to have addressed many of the concerns raised earlier, but what kind of
testing will Social Security undertake before it reopens this service?

The Social Security Administration from its earliest days has given the highest
priority to protecting the confidentiality of the records it maintains. In fact, this was
the subject of the first regulation ever issued by the agency, and is known within
Social Security as "Regulation One".

The challenge confronting the Social Security Administration is to maximize the
benefits of new technology and, at the same time, to protect the personal privacy of
an individual's sensitive information.

It is my understanding that the Social Security Administration follows an established
test protocol for all Internet transaction services, including the new modified version
of Online PEBES now under development. This test protocol includes formal
functional and operational testing and validation of the programs developed for
Online PEBES. The test protocol includes additional rigorous testing by internal,
Agency employees who actually use the system and by controlled groups of external
users outside SSA at specific companies or organizations which have agreed to
evaluate the system from a user perspective. In past tests, banks, libraries and
public access Internet organizations have been test partners. SSA then conducts
unannounced, staged testing on the full Internet without publicity to enable stress-
testing of the system and a wider range of customer feedback.



Question #3

Mr. Apfel, as the new Social Security Commissioner, what are the first steps
you would take related to management of the agency? What would you like to
accomplish by the end of your term?

I have three initial management objectives which cut across SSA's functions.

The policy development process at SSA needs strengthening if SSA is to provide the
necessary support to the American people, the President and the Congress to engage
in a bipartisan process to address the future of the Social Security program. It is
also a critical component to providing the necessary attention to the SSI program.

Another core management objective concerns updating the use of technology and
the use of innovative technology as it becomes available to provide customer-
responsive, world class service. The demographic changes in our Nation require
that this receives attention from the highest level of SSA. Workloads will be
increasing in the new century. If the technological basis for addressing these
changes is not laid in the next few years, then it will be quite difficult for SSA to
meet these challenges.

Lastly, the disability program needs attention. As Commissioner, I will begin a
detailed review of the disability redesign and its implementation because this is one
of critical components to reduce the backlog in disability processing.

Each of these three objectives are critical for SSA not only for the next few years
but also for the next century.
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Question #4

Do you consider the regulations and process implementing the changes in SSI
eligibility for disabled children to be consistent with the congressional intent of
"fine-tuning" the program?

I know that the interpretation of this bill was controversial and some Members
disagreed with it. Some read the legislation to be more, or less, restrictive than the
interim regulations. I understand that SSA is reviewing the comments on the
regulations and if confirmed, I will look very closely at that review and analysis. I
plan to monitor the effect of these regulations very carefully to make sure that they
are in keeping with Congressional intent as expressed in the statute and legislative
history. I will not hesitate to take remedial action if it is warranted and within the
authority of SSA. SSA must, however, follow the law as written.

I am greatly concerned with the issues that have been raised concerning the
implementation of this law. In particular the reported variations between States in
the proportion of children denied benefits, and the examples of obvious errors in
case determinations cited in the media are troubling. As I indicated at my
confirmation hearing, I will ask SSA to do a thorough review of this issue within
the first 30 days of my tenure. I will use that information as a basis for taking
corrective action. I can assure you that I am extremely concerned that this law be
administered fairly and this will be my first priority as Commissioner.

Question #5

We have seen state-by-state figures from SSA on the termination of SSi
benefits for children as last year's law is implemented. Could you provide
similar data on the basis of race and ethnic origin?

I understand that SSA maintains some data on race in their archival data files, but
that this data is not routinely compiled. I do not believe that SSA collects data on
ethnic origin. As Commissioner, I will ensure that any data that can be provided
will be provided.



Question #6

As part of your promised 30-day review of the Implementation of the SSI for
disabled children changes, will you address the system of quality assurance?
Does it provide adequate information on whether eligibility redeterminatk, ns
are based on adequate documentation of the child's disability?

I understand that SSA's quality assurance activities do provide information on
whether a case was properly developed under SSA's rules as well as information as
to whether the reviewer agreed with the ultimate decision to allow or deny the case.
However, I certainly intend to include the quality assurance system in the overall
review of the issues surrounding the implementation of the changes to the childhood
disability policy. The quality assurance system must be effective in bringing to light
systemic problems so that these problems can be corrected. While the role of
quality assurance will be included in the 30-day review and analysis, given the size
and complexity of this issue, it may take longer than 30 days to fully address it.

Question #7

I understand that fewer parents than projected are appealing the termination
of SSI benefits received by their children. What steps has SSA taken to ensure
that parents who wish to appeal are aware of their rights to do so?

Data compiled through the first week in September show that about one half of
parents of children whose 60-day period to file an appeal has expired, have filed
appeals. I understand that this figure is comparable to other similar workloads,
such as continuing disability reviews where current eligibility is proposed to end.

SSA has issued revised instructions and clarified notices to ensure that parents fully
understand their rights. I believe, however, that this issue should be looked at again,
specifically for those children who were denied before these improvements were put
into place and who have not pursued appeals. I intend to include this issue in the
analysis I will ask SSA to complete and to take additional action if needed.



Grassley Questions I and 2

As the population begins to age. the number of people receiving
retirement and survivors benefits %%ill grow dramatically in (he near future.
As these numbers mill be Increasing, the ratio of contributing workers (o
beneficiaries mill be declining. The end result Ls that the program mill not
be able to pay all benefits after 2029. In 2012. however. Incoming payroll
taxes wili not cover beneficiary paynients.

Some of the Advisory Council proposals "ould reduce Social
Security's role as a social Insurance program. in part. in order to achieve
higher returns on retirement investments. What Is your viewt of the
appropriate role of the federal government in providing social Insurance in
the 2 11 century?

Should Social Security be transformed from a pay-as-you-go system to
a fully-funded system?

As I mentioned in my statement. Social Security has been the most successful
government program in our Nation's history. It has made a decisive difference
in providing financial security for older Americans, It is much more than an
investment program for retirement and has truly become America's family
protection plan.

But Social Security is not unchangeable. In nearly every decade since its
creation, major Social Security changes have been made in response to the needs
of the time. As Wilbur Cohen said. 'Each generation should.be free to remake
and remold it to its needs and to its liking." Changing Social Security to a
fully-funded system is one proposal that could be considered as part of the
process of addressing the long range solvency problems. faced by the program.
There are very serious tradeoffs to all of the proposals tinder consideration,
including those that advance fund the system. These tradeoffs need to be
carefully reviewed prior to making any changes.

These kinds of questions--thc appropriate- role of the federal government in
providing social Insurance in the future and -he appropriate kind of financing
system--are issues that need to be addressed on a bipartisan basis. It would be
premature for me to make specific recommendations at this time. The first step.
in my opinion; is the establishment of a mutually agreeable bipartisan process.
The sooner we begin a bipartisan process. the sooner we will restore long term
solvency and confidence in the system.



Grassley Question 3

Results rrom annual surveys conducier' over the past several years
show that public confidence in Social Security is low; people do not believe
that Social Security will be there for them when they rctire. What actions
can the agency widertake to increase and sustain confidence In the
program?

Public confidence will be high once' the program has been played on a more
stable financial footing. Only if ihe public's understanding of the issues is
clear, can the American polidcl process work to resolve the long tcrm financial
issues. As head of the Social Security Administration I intend to be part of that
debate and can assure you that the agency and its expertise will be available to
educate the public about the program and the challenges we face.

Social Security is the most successful domestic program in the nation's history.
Yet it is true that the most recent survey by the American Council of Life
Insurance shows that only 39 percent of those surveyed say they are confident
about the future of the Social Security sysem.

At the same time, public opinion surveys consistently show that between 80 and
90 percent of Americans agree with the statement that *Social Security is vital
to the financial security of older Americans.' And public opinion surveys by
the American Association of Retired Persons show that nearly 90 percent of
Americans support the goals of the program.

The dichotomy between strong public support and lack of public confidence has
been studied by the National Academy of Social Insurance. ,They believe that
public understanding needs to be enhanced -so that public support and
confidence can become more aligned.'

That is our goal . . . and it is an important one. Public dedication is a
paramount concern of mine. I believe it is the first step we need to take in our
endeavors to restore long term solvency.



Grassicy Question 4

SSA is currently facing its most critical systems challenge: the urgent
need to complete Year 2000 Information systems compliance. Compounding
SSA's Year 2000 elfort is the need to ensure that its systems intertacesand
data exchanges with thousands of private businesses and federal and state
agencies. are also Year 2000 compliant.

Recently, during a briefing conducted by the GAO regarding the
progress of the SSA In ensuring that Its Information systems are Year 2000
compliant-it became abundantly clear that SSA ill not be ready in time.
Could you tell us what contingency plans you %vill Implement immediately to
ensure that a "crash" is avoided as we enter the 2 1" century?

It is my understanding that SSA has been actively working on the Year 2000
problem and has made significant progress. The SSA initiative has been
underway since 1989 and the master schedule provides that oil systems will be
converted by December 1998. As of August 31. 1997. 791 of mission-critical
software slated to be repaired was already renovated. validated and
implemented.

The plan is for all of SSA's mission-critical software, including state DDS Case
Processing applications for which SSA has assumed responsibility, to be
certified as Year 2000 compliant and implemented by Januar 1999. This will
give SSA a year to run Year 2000 compliant software in prouction and conduct
post.-implementation reviews.

I agree that data exchanges are very important, and, upon confirmationI will
ensure that there is expeditious completion of Year 2000 compliance
coordination with all data exchange panners.

It Is centrally important to me to make sure that SSA rystems are year 2000
compliant. If confirmed, this wi)l be one of my most important priorities.



Grassley Question 5

The Office of Program and Integrity Revlews (OPIR), was recently
criticized by the SSA Inspector General for poor management controls and
a lack of policies and procedures needed to ensure accountability for special
studies.

OPIR has a staff of 1,500 and spends $90 million annually. Its
function is to evaluate and assess the Integrity and quality of SSA's
programs. During a meeting with the Aging Committee. the independent
consultants that were hired by SSA to examine OPIR (Riso &Lnd Riso)
confirmed much of the OIG's findings with regard to the operation and
activities of OPIR, noting that OPIR failed to properly document studies.
failed to document the value of Its work and utilized imperfect standards.
In addition, we were advised by the consultants that SSA has several other
programs that perform the same or similar functions to that of OPIR.

With this information in mind, do you plan to review these duplicative
programs? Can we count on you to do away %ith government duplication
and waste by eliminating, consolidating or doing whatever it takes to run a
viable evaluation program?

How do you intend to address the problems identified by the Inspector
General In order to boost confidence in OPIR's work? Can you give us a
time frame within which you will accomplish this task?

I believe it is important that SSA have a strong evaluation and assessment
operation under its direct control, as well as a strong and independent Inspector
General.

OPIR provides continuous invaluable support evaluating-and assessing the
integrity and quality of the programs administered by SS:'icluding day-to-day
monito."ing of service delivery and special studies intended to meet specific
needs. OPIR studies are often "predecisional" in nature and 'OPIR studies
provide "early warnings" which can head off potential problems.

The Inspector General Act, by contrast, mandates audits and investigations to
promote efficient and effective program administration. The Inspector General's
mission is directed at the detection and prevention of fraud, waste and abuse.
The 10 focus Is cn oversight through a search for weaknesses in internal
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controls. The IG also has unique reporting responsibilities. serving both the
Congress and the agency heaJ. In its report. Riso & Riso concluded that the
key to resolving the issue of conflicts in 010 and OPIR roles and
responsibilities is for both panics to accept that neither has an exclusive claim to
jurisdiction over the pursuit of inefficiency, waste and abuse. Both
organizations have legitimate roles in assessing Agency activities and both
provide critical information to combat waste and abuse in our programs.

The concept of internal assessment units along with an 0iG is customary il
other Federal agencies. Some degree of overlap is inevitable and not unusual
in these circumstances.

I believe that OPIR's special studies are a reliable tool for Agency management.
It is clear that there is room for improvement. OPIR needs to renew its focus on
management control by refining its existing tracking systems to provide more
detailed and comprehensive management information on study issues and status.
In addition, OPIR needs to document its standard- in the form of a wrlittn guide
which addresses from start to finish all aspects of study conduct.

I believe that the IG. OPIR and other appropriate components of SSA must join
together in an effort to more clearly define their respective ro,-s and
responsibilities, and to establish a coordinated set of evaluation plans. If
confirmed, I plan to take steps along these lines.



Grasslcy Question 6

SSA has been criticized for not undertaking the policy and research
activities needed to respond to critical issues racing Its programs, such as
long-term financing and disability Issues. SSA has only recently begunto
take steps to address this problem. As a result, SSA has not positioned
itself to provide policy makers -vith Information needed to make key
decisions.

What steps do you plan to take to ensure that SSA Is well-positioned
to provide the Information necessary to support policy makers In even the
most controversial issues?

I intend to make strengthening SSA's policy and research components one of my
first priorities. The agency needs a stronger policy-making process to ensure
greater coordination and consistency in addressing the many issues ith which it
must deal in the next few %ears. I agree with the overall thrust of the recent
repon of the Social Security Advisory Board and I %%ill take steps to strengthen
SSA's policy presence in both Baltimore and Washington.

SSA had begun to address this problem before I became Commissioner and I
will be reviewing the adequacy of these actions. The Agency established a new
Office of Policy and Planning headed by an Associate Commissioner with
extensive policy experience in social security programs to furnish broad
leadership in the areas of policy analysis, policy integration and policy planning.
This is a start on what needs to be done.

I believe that SSA should pursue the development of a poliCy'dnd research
consortium with a group of universities to stimulate coordinated research and
analysis in critical areas of SSA policy. SSA also needs to explore the
development of micro-simuladoo models to assist in the.joalysis of complex
policy proposals such as those proposed to address long-range solvency.



Grassley Question 7

In low a the percentage of children who were getting SSJ and who
have had their benefits terminated Is pretty high. While the national
average rate of termination is 58%, In Iowa it's 76%. That concerns ue
greatly.

I have promised to conduct a top-to-bottom review of the implementation of the
provisions changing the standard of disablitn, for children's SSI benefits.
Included in that report will be an analysis of state variances. Some of these
variances can be explained. Others cannot. If remedial action is necessary. it
will be done.

Among States there are differences in termination rates. Thtst differences can
be due to several factors including the age and medical condition of children
beine redetermined, and the basis and level of review at which the case was
originally allowed. These factors vary greatly from State to State and might be
contributing to the observed differences.

Differences in rates can also be attributable to different approaches in processing
workloads. For example, some States screened through their workloads to
identify obvious continuancis and worked them first resulting in higher
continuance rates in the earlier stage of case processing. Not all state%
conducted this initial screening.

Grassley Question 8

How do you explain the low percentage of appeals? Only 44% of
families are appealing terminations,

Data compiled through September 6. 1997 show that about one half of parents
of' children whose 60-day period to ile an appeal has expired. have filed
appeals. I understand that this figure is compaiable to other similar workloads.
such as continuing disability reviews. where current eligibility is proposed to
end.

SSA has issued revised instructions and clarified notices to ensure that parents
fully understand their rights. I believe. however. that this issue should be
looked at again, specifically for those children who were ceased before these
improvements were put into place and who have not pursued appeals. I will
include this issue in the topto-bottom review of the SSI childhood
implementation and, based on the results of this review. I will take additional
acdon if needed.



Grassley Question 9

How do you explain the fact that In cases that are appealed, benefits
are reinstated 72% of the time?

As I understand it. the "reinstatement" rate is artificially high because it reflects
very early results that include an abnormally large proportion of favorable
decisions. When the State agency that makes disability determinations receives
a request for reconsideration, it first reviews the file to see whether the case
should be continued based on the evidence in the file.

If the State agency is unable to make a favorable decision on this so-called"paper review," the child and his or her family are offered an opportunity for a
face-to-face hearing in the State agency. These hearings take much longer to
process, and very few have been held to date. Early reconsideration data
consisted almost entirely of favorable decisions based on this paper review. As
disability hearings are held in larger numbers, the reversal rate may fall.

Grassley Question 10

Why are 56% of the terminated families %%ho did not appeal for some
reason? Aren't there potentially 72% of those families (44,813 kids) who
might have been reinstated?

Although the appeal rate is consistent with traditional rates for comparable
workloads. I will Include a complete review of this issue in the top to bottom
review of SS1 childhood disability determinations. Based on that review, I will
take additional actions as warranted.

Note that the "reinstatement* rate of 72% is to some extinct artificially high
because favorable decisions are processed more quickly. This rate had already
dropped to 64% by September 6. 1997.



Moynihaii Question I

The Social Security Administration. like many other Federal agencies.
faces enormous technology related problems from the Year 2000 computer
problem to privacy concerns related, for example, to (he use of the Internet
for obtaining personal benefit and earnings information.

How would you propose to deal with these technology related
problems? And how do you recruit and train the personnel needed to run
these computer systems?

The Social Security Administration plans to have all it systems Year 2000
compliant by the end of 1998. This will give the agency a full year for
contingency purposes. SSA is working not only with all State Disability
Determination Services to ensure completion of Year 2000 computer compliance
but also with all of their data exchange partners.

While the Year 2000 and internet related privacy issues pose rather unique
challenges, SSA needs to deal with them As it would any other technology
related challenge. SSA must make sure sufficient resources are provided to
maintain a well trained systems staff with thrnecessary technological skills.
The agency also must make use of private sector expertise, as necessary. to
complement its in-house staff.

I understand that SSA has an ongoing systems training program that provides a
variety of opportunities for staff to refresh and continually develop necessary
skills. These include rotational work assignments. training in new technical
disciplines, and participating in graduate trainihig programs. "6rdate. over 100
SSA staff have earned Master of Science degrees in computer technology from
the Johns Hopkins University, the University of Maryland and Loyola
University through SSA's graduate level training program.,The'agency also
maintains a number of support services contracts with private vendors. This
allows SSA to supplement in-house expertise and to acquire specialized skills
that are not readily avaiable in-house.

I am fortunate to have a very competent In-house systems staff at SSA. In
some areas (e.g. Year 2000 conversion activities and data center management).
SSA Is recognized as a technology leader in the Federal sector, as well as in the
private sector.



Rockefeller Question 1

I am troubled by reports from advocates and parents that the
Administration imposed the most stringent. severe eligibility standard
possible for SSI children, and wonder why?

When the Congressional Budget'Office estimated the effct of this new law. it
projected that as many as 180.000 children would lose their benefits as a result
of the stricter definition of disability for children.

When it promulgated its regulations-last February, SSA estimated that about
135,000 would lose benefits because of the definition. I understand that the
results of the redetermination so far indicate (hat SSA's estimate will be close to
the actual results.

The regulations appear to me to generally reflect congressional intent but I have
not yet examined the comments from the public on the interim regulations on
the eligibility standard.

I want to assure the Members of this Committee that one of my first goals will
be to ensure that the new definition of disability for children is implemented
fairly and equitably. I also commit to carefiilly review all public comments
prior to issuing final regulations.

The children affected are among the most vulnerable in the nation and deserve
nothing less.

Rockefeller Question 2

I am troubled by reports that ramilles in West Virginia and across the
country were not fully advised of their rights for appeals or their cases, and
wonder why?

This issue will be included in the top-to-bottom review of the SSI childhood
disability determination implementation. Since July 1997. SSA has issued at
least 2 reminders to its adjudicators emphasizing that each individual must be
informed fully of his or her due process rights. But issues have been raised that
need to be examined that some individuals may not have received accurate
information regarding their appeal rights.

I commit to you that I will look closely at this issue. if the top-to-bottom
review indicates that rrnedial action is warranted in this area. I can assure that
I will make corrections.



Rockefeller Question 3 and 4

How can we ensure fairness nationwide for disabled children and SSI
benefits? How can we double check terminations in States that are
exceedingly high?

Prior to the initiation of the top to bottom review. SSA had already iniplemented
a heightened quality review of childhood disability cases to ensure d.cisional
accuracy and consistency under the new law and regulations. The goal of this
approach was to assure uniformity throughout the country.

Given the differences in termination rates among states, it may very well be
that further steps need to be taken. While I do not want to prejudge the
outcome of my top-to-botom review, we may need to review some decisions
made in certain States.

Nickles Question I

Beginning in FY 2000, the Social Security Administration will begin
sending the Personal Earnings and Benefit estimate Statements (PEBES) to
every eligible worker. This statement is estimated to reach 123 million
Americans.

Since this is one of the most valuable tools in educating Americans
about their retirement Income, do you believe that It effectively
communicates the most accurate and useful information available to future
retirees?

I know that SSA developed the PEBES as a very important tool that workers
can use to assure that their Social Security record is complete and accurate, to
help them understand the full range of protection that Social Security provides.
and to give them benefit estimates that they can use in planning for their
financial future. I think it generally does these things effectively, but there is a
always room for improvement.

The personal data and explanatory information provided on the form evolved
from SSA's experience with the questions they are most frequently asked. Prior
to the PEBES' Introduction in 1988 and several times since then, SSA has
subjected the statement to focus.group testng and mail surveys to get public
input into both the format and content. Thus. PEBES recipients continue to
help modify the statement to make it more usable and responsive to their needs.



Nickies Question 2

Do you have any suggestions on ways to improve the PEBES?

There is always room for improvement in a document like the PEBES. I know
that SSA contantly reviews it for necessary changes and receives many
employee and public suggestions for modifications.

In 1996. the General Accounting Office (GAO) audited the PEBES and found it
a useful document for the public. However, they were highly critical of the
complexity of the form and the volume of information it tries to convey. GAO
recommended a number of changes to simplify the. PEBES and make it easier to
read and understand.

I know that SSA is currently redesining-the PEBES form to incorporate GAO'.s
recommendations. I understand that here again the various redesign options are
being tested with the public through focus groups and a mail survey. The
current plan is to introduce the redesigned form in FY 2000 when annual
PEBES issuance is implemented for all eligible workers.

Nickles Question 3

The taxpayer-financed Report of the 1994-1996 Social Security
Advisory Council cited data projecting that workers with average earnings
who were born after 1955 can expect to receive Social Security benefits that
represent an average annual real rate of return of between 1.38 percent and
3.85 percent. The Council states that the historic real rate of return on
private investment is 7 percent. All of the recommendations of the
Advisory Council included reforms which depended on the-use of the
private market in order to secure the future solvency of Social Security
while maintaining current benefits.

With that In mind, what Is your view on Including information on the
PEBES regarding the rate of return of a worker's Social Security taxes and
Information on the historical rate of return in the private market?

Do you agree that it would serve working Americans well to have
some context In which to judge the rate of return on their Social Security
taxes?

1 think the intended uses of the PEBES should be kept in mind. In line with
GAO's recommendations, redesign efforts generally should move toward a
simpler, easier-to-read, less detailed PEBES format for recipients of all ages,
economic levels and educational backgrounds. I believe that adding personal
and historical rate-of-return information--and the detailed explanations necessary
to make that information understandable to large segments of the PEBES
audience--would be counterproductive to this "effort. Finandial'plarnlng would
not be enhanced.



I recognize that the rate of return on Social Security taxe.qnay be a major
element of the coming public debate on the future of Social Security. However.
there Is as yet no consensus that a social insurance program such as .ocial
Security can or should be judged on the same basis as private investments.
Until the debate resolves that issue, I do not believe the PEBES is an
appropriate vehicle for providing the information you mentioned.

Nickles Question 4

Section 709 of the Social Security Act stipulates that whenever the
Board of Trustees determines at any time that the balance ratio in Social
Security (or Medicare) Trust Funds In any year may become less than 20
percent, "the Board shall promptly submit to each House or the Congress a
report setting forth its recommendations for statutory adjustments affecting
the receipts and disbursements of cash Trust Fund necessary to maintain
the balance ratio of Trust Fund at not less than 20 percent." Please
provide your Interpretation of this language. %iith emphasis on whether you
believe that such recommendations are currently required of the
Commissioner and the other Trustees as a consequence of the Trustees'
latest projections regarding the solvency of the funds referenced in section
709.

I understand that the working assumption and practice since enactment of the
Section 709 requirement has ben that the Board issued such reports only if ite
assets of the Trust Fund in question were estimated to become less than 20
percent of the annual outgo in the short term. defined as within ten years. Since
the Trustees already issue an annual report. required by section 201. on the
short- and long-term status of the funds. an additional report on the balance
ratio could cause, over time, the 709 report to lose its intended identity as a
declaration of urgency.

Nickles Question 5

It is my understanding Social Security will begin paying out more
than it takes in by the year 2012 and Is expected to be exhausted by 2029.
What are your recommendations to keep Social Security solvent?

As I mentioned at the hearing, it is premature for me to be making specific
recommendations at this time. The firs, step in my opinion is the establishment

" of a mutually agreeable bipartisan process. The sooner we begin a bipartisan
process, the sooner we will restore long term solvency and confidence in the
system.

Part of that process must include the American public's participation in the
upcoming debate. The options mutm be discussed by all Americans. The tough
choices will necessitate full engagement of all our constituents. I intend to be
part of that debate and to help bring the debate to the public.



Graham Question 1

I am looking forward to working with you and the Social Security
Administration to help Americans prepare for their years In retirement. I
envision the need to reach out to the .ounger generation, as soon as they
begin their careers and reinforce the need for personal savings and careful
planning. What role do you envision the SSA taking to accomplish this?

SSA has always emphasized the f'att that Social Security is intended to be pan
of a "three-legged stool" on which individuals can build a comfortable
retirement. The other two "legs" of that stool are pensions and savings.

Unfortunately, individual savings are far below what they should be. And more
businesses are establishing defined contribution plans instead of defined benefit
plans. This makes it more difficult for a worker to intelligently plan his or her
financial future.

l believe that SSA, in concert with the Departments of Labor and Treasury.
needs to do a better job in educating people on the importance of retirement
planning. I don't have yet concrete suggestions on how to do this. but I look
forward to working with the Senator from Florida on how to accomplish this
goal.

I believe that the Personal Earnings and Benefit Estimate Statement SSA will
send all workers age 25 and older beginning in FY 2000 is an excellent start.
The Statement will provide workers with a record of their earnings history and
an estimnate of how much they have paid in Social Security taxes, as well as
estimates of benefits they and their families may be eligible for'now and in the
future.

The PEBES will make clear to younger workers in very.personal financial terms
the fact that Social Security Is only a foundation for re.rei.ent planning and that
they will be expected to supplement this income with savings, investment or
pension income.



Graham Question 2

Disability benefits are of vital Importance to workers who become
disabled and are unable to provide for themselves and their families. My
omce receives many complaints from Florida residents because their claims
for disability benefits take so long. What Is SSA doing about streamlining
the process to prevent Inordinate delays in making timely decisions on their
applications?

SSA is engaged in a long term endeavor to redesign the disability process to
--make better use of technology, eliminate fragmentation and duplication, and

promote more flexible use of resources. It is expected to significantly reduce
the time and resources needed to process disability cases through the hearing
stage. This will be one of my highest priorities if confirmed by the Senate.

The ultimate goal is to transform the disability program into a program that
works better and costs less. Specific goals of the procc.s are: providing a user.
friendly process for claimants and those who assist them, allowing claims that
should be allowed at the earliest possible level. making and effectuating
decisions quickly, developing an efficient process by reducing the administrative
appeals steps, ind providing employees with a satisfying work envirorunent.

Eliminating the delays will no be easy. We may need to take further actions in
this area. Bu' I am fully committed to providing quality in both of t'e
programs that SSA administers and the services it delivers. Efforts to
streamline the disability process must be aimed at significantly improving
service delivery in the disability claims area and reducing thc delays that
claimants have unfortunately experienced. % "0



PREPARED STATEMENT OF NANCY-ANN MIN DEPARLE

Mr. Chairman. Senator Moynihan, and Members of the Committee, my name is
Nancy-Ann Min DeParle, and I am honored to be here today as President Clinton's
nominee to be the Administrator of the Health Care Financing Administration at
the Department of Health and Human Services. I would like to introduce my hus-
band, Jason DeParle. who is with me this morning

For more than three decades, Medicare and Medicaid have met the basic health
care needs of elderly, disabled. and low-income Americans. Today, one in every four
Americans relies on these important programs. The focus of the Health Care Fi-
nancing Administration must be to work with the Congress. the States, and our pro-
vider partners to ensure that Medicare and Medicaid are strong and well-managed.
This will be my goal as Administrator.

Working together, Congress and the President have set the agenda that will help
us achieve this goal. Last month, in a spirit of bipartisanship, Congress enacted the
Balanced Budget Act, which took an important first step to reform Medicare,
strengthen Medicaid, and establish a ground breaking new children's health pro-
gram. It is with this same bipartisan and cooperative spirit that we plan to work
with the Congress and our stakeholders in implementing this major legislation.

With respect to Medicare, the law changes many of our payment methodologies
to make them more efficient and competitive, and less susceptible to abuse. It offers
beneficiaries important new preventive benefits and new health plans from which
to choose. It begins to address the short-term challenges faced by Medicare, extend-
ing the life of the Trust Fund for ten Years. And it establishes a Bipartisan Com-
mission on the Future of Medicare to develop long-term solutions to meet the chal-
lenges of the baby boom generation. The changes embodied in the Balanced Bud get
Act are the most significant so far in Medicare s history. Now their successful imp e-
mentation will be one of my top priorities.

Another top priority is to implement the new State Child Health Insurance Pro-
gram, which represents our country's commitment to reduce the number of unin-
sured children. We must be sure that this new program is integrated with Medicaid
and other state child health programs. And we must ensure that it reaches eligible
children with the right balance of Federal standards and State Flexibility. This will
be a major challenge to which I am very committed.

And finally, we must continue-and sharpen--our focus on fraud, waste, and
abuse in Medicare and Medicaid. The Balanced Budget Act gave us some new weap-
ons to use that fight. but it is clear that we must become even more aggressive in
our program integrity efforts. Tougher oversight will protect taxpayers money. It
will increase public confidence and guard the Trust Fund. And it is the right t'ing
to do.

Mr. Chairman, if confirmed by the Senate, I will bring to this effort the knowl-
edge, management skills, and perspectives I have gained in State and Federal Gov-
ernment, and in private law practice. I am a graduate of the University of Ten-
nessee and Harvard Law-School, and I hold a master's degree in politics and eco-
nomics from Oxford University, which I attended as a Rhodes Scholar. As you know,
from 1987 to 1989, 1 served as the Tennessee Commissioner on Human Services.
where I administered a budget of $500/million and managed 6.000 employees. And
from 1993 to July of this year. I served as Associate Director for Health and Person-
nel at the White House Office of Management and Budget. where I oversaw budget
and policy issues relating to all Federa health programs.

Those who have worked with me in the past, including the Members and staff
of this Committee. know that I believe the country--and our program bene-
ficiaries-are best served through bipartisan collaboration. If confirmed, I intend to
work closely with this Committee, and the Congress, to achieve our mutual goals
of strengthening Medicare and Medicaid, and ensuring that the best possible care
is delivered in the most efficient manner to our beneficiaries.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. 1OGRAPHICAL INFORMATION

1. Name: (Include any former names used.)

My name is Nancy-Ann Min DeParle. Before I married on March 22, 1997, my
name was Nancy-Ann Min.

2. Position to which nominated:

Administrator, Health Care Financing Administration (HCFA).

3. Date of nomination:

My nomination was forwarded to the Senate on June 27, 1997.

4. Address: (List current residence, office, and mailing addresses.)

Residence: 1707 S Street, N.W.
Apartment B
Washington, D.C. 20009

Office: Office of the Deputy Administrator
Health Care Financing Administration
200 Independence Avenue, S.W.
Room 314-G
Washington, D.C. 20201

5. Date and place of birth:

I was born in Cleveland, Ohio, on December 17, 1956.

6. Marital status: (include maiden name of wife or husbands name.)

I mwied JasoaIDeParle on March 22, 1997.
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7. Names ard ages of children:

None.

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

'igh School: Rockwood High School, Rockwood, Tenn ssee
September 1970-June 1974
Received diploma June 1974

College: University of Tennessee, Knoxville, Tennessee
September 1974-June 1978
Received Bachelor of Arts degree June 1978

Gra,!uate School: Balliol College, Oxford Uriversity, Oxford, England
September 1979-June 1931
Received Bachelor of Arts degree in June 1981; Master of

Arts confered in 1986

Harvard Law School, Cambridge. Maisachusetts
September 1978-June 1979 (orilerrupted studies to attend

Oxford University)
September 1981-June 1983-
Received J. D. degree June 1983

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

Staff Assistant to Joseph Ebersole, Deputy Director
Federal Judicial Center
Washington, D.C.
June 1978-Sepember 1978

Summer Associate
Sewell & Riggs
Houston, Tex"
June 1979-July 1979
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Staff Assistant
Office of Sarah Weddington, Assistant to the President for Political Liaison
The White House, Washington, D.C.
July 1979-October 1979

Staff Assistant
Office of Sarah Weddington, Assistant to the President for Political Liaison
The White House, Washington. D.C.
June 1980-October 1980

Summer Associate
Miller & Martin
Chattanooga, Tennessee
July 1981-August 1981

Research Assistant to Professor Clark Byse. Byrne Professor of
Administrative Law

Harvard Law School
Cambridge, Massachusetts
October 1981-June 1982

Summer Associate
Hale & Dorr
Boston, Massachusetts
June 1982-July 1982

Summer Associate
Bass Berry & Sims
Nashville. Tennessee
July 1982-August 1982

Judicial Clerk to the Honorable Gilbert S Merritt

United States Court of Appeals for the Sixth Circuit
Nashville, Tennessee
September 1983-October 1984

Get-Ou* .the-Vote Coordinator
Tennessee Democratic Party
Nashville, Tennessee
October 1984-November 1984
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Associate
Bass, Beny & Sims
Nashville, Tennessee
November 1984-January 1987

Commissioner, Tennessee Department of Human Services
Nashville, Tennessee
January 1987-October 1989

Associate
Bass, Berry & Sims
Nashville, Tennessee
October 1989-September 1990

Adjunct Professor
Vanderbilt Law School
Nashville, Tennessee
January 1990-June 1990 and January 1991-June 1991

Partner
Bass, Berry & Sims
Nashville, Tennessee
September 1990-September 1991

Associate
Covington & Burling
Washington, D.C.
September 1991-February 1993

Associate Director for Health & Personnel
Office of Management & Budget, The White House
Washington. D.C.
February 1993-July 1997

Deputy Adminiftrator
Health Care Financing Administration
Washington, D.C.
July 1997-present

10. Government experieno: (List any advisory, consultative, honorary, or other part-
time service or position s with Federal, State or local governments, other than
those listed above.)
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While serving as Commissioner of Human Services in Tennessee, I was
appointed by the Governor to several commissions, including the Cabinet
Council on Indigent Care and the Cabinet Council on Services to Children and
Youth. In addition, after I left State government, I was appointed to serve as a
member of the State of Tennessee Information Systems Council from 1990 until I

left Tennessee in 1991. This Council was responsible for overseeing and
approving all major information systems investments undertaken by the State
government. I also served as a member of the Tennessee Historical
Commission from 1989-1991.

11. 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.)

I am currently a director of the Association of American Rhodes Scholars and of

the Franklin and Eleanor Roosevelt Institute, both of which are non-profit

educational institutions. I also hold a 1/9th interest in C & M Realty, a

Tennessee partnership holding real property (a family homeplace originally

owned by my maternal grandfather) in Harriman, Tennessee. My two brothers

and I succeeded to our mother's 1/3 interest in this property sometime after she
died in 1974.

12. Memberships: (List all memberships ana offices held in professional, fraternal,

scholarly, civic, business, charitable, and other organizations.)

As mentioned above in response to question # 11, currently, I am a member and

a director of the Associatton of American Rhodes Scholars, and a director of the

Franklin and Eieanor Roosevelt Institute. I am also a member of the Tennessee

Bar Association and the District of Columbia Bar Association. In the past, I have

been active in various other civic, professional, charitable, and educational

organizations, primarily when I lived in Nashville, Tennessee.

13. 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.

Member, Tennessee Federation of Democratic Women

1984-1991
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Treasurer, Friends of McWherter (Committee to Re-Elect Tennessee
Governor Ned McWhorter)
1990

Member, Tennessee Democratic Party Selection Committee for
Tennessee Supreme Court Candidates
1990

At-Large Delegate, Democratic National Convention
1988

In addition to the activities listed above, I provided volunteer assistance to
the Clinton-Gore campaign in the summer and fall of 1992, in the form of
legislative research to be used for preparing the Vice Presidential
candidate for debates. I also volunteered for the Clinton-Gore campaign
in my home state of Tennessee during a vacation there last October.

c. Itemize 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.

In attempting to compile information responsive to this question. I have
reviewed cancelled checks for years that I have available, 1991-1997. I
also reviewed the records of the Federal Election Commission from
1987-1997. The following is a detailed list of all contributions I could
locate ,hrougn this search, supplemented by my recollection of
contributions I made for the years from 1987-1990, for which I do not have
complete records available:

1987

John Tanner for U.S. House of Representatives $100

Jim Sasser for U.S. Senate $100

Tennessee Democratic Party $300
($25/month)

1988

Gore for President $100
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Tennessee Democratic Party $300
($25/month)

Dudley Taylor for U.S. House $100

Tennessee Democratic Party $225

Friends of McWherter (Committee to Re-Elect Governor) $500

Tennessee Democratic Party $300
($25/month)

Penny Harrington for Circuit Court Judge (Nashville) $50

Karl Brooks for Idaho State Senate $50

Friends of Tennessee Speaker Jimmy Naifeh $100

Friends of State Representative Matt Kisber $50

1991

Clinton for President $100

Ronnie Steine for Metro Council (Nashville) $100

Tennessee Democratic Party $225

Committee to Re-Elect State Senator Anna Belle $100
Clement O'Brien

im~

Clinton for President $450

DNC Victory Fund $500

Committee to Elect Carol Moseley-Braun $100
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1993

No contributions

1994

Bart Gordon for U.S. House $100

Jeff Whorley for U.S. House $63

1995

No contributions

1996

Friends of Mark Warner $100

Ruth Katz for Congress $100

Elaine Furlow for Arlington County School Board $100

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.)

Honors and awards I have received include the following:

College: University of Tennessee-B.A with highest honors, 1978; elected
Student Body President, 1977; elected Student Body Vice-President,
1976; Torchbearer (highest honor awarded to undergraduates); Omicron
Delta Kappa *National Leader of the Year award; Phi Beta Kappa;
Andrew D. Holt Scholarship; Phi Kappa Phi Scholarship; Senior
Fellowship, McClure Foundation for International Affairs; Mortar Board;
Chancellor's Citation for Extraordinary Campus Leadership and Service.

Graduate School: Oxford University-Rhodes Scholar, Balliol College,
Oxford University, 1979-1981. Harvard Law School-Semifinalist, Ames
Moot Court Competition; graduate student associate, Harvard Center for
International Affairs; third-year paper selected for inclusion in collection at
Harvard Law School Library.
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Other: Selected by IimA in 1994 as one of 'America's 50 most promising
leaders age 40 and under." Selected for *Leadership Nashville" program
in 1987. Received AIDS Action Council "Public Policy Award' in
1997.

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

Article, The Role of the Executive Branch, in The Resurgence of State
Government, Vanderbilt Institute for Public Policy Studies Summary Policy
Papers (1988)(Clifford S. Russell & Tari P. Hunt, eds.)

Book Review, The American Oxonian (1988)(reviewing J. Kozol, Rachel and Her
Children and J. McLeod, Ain't No Makino It)

Article, Toward More Intelliulent National Security Decision Making: The Case
for Reform of Arms Control Impact Statements, 54 George Washington L. Rev.
177 (1986)

Book Review, 18 Harvard Civil Rights-Civil Liberties Law Review 315 (1983)
(reviewing W. Ryan, Equality (1981))

In addition, as Secretary of my Rhodes Scholars class, I write a class letter"
compiling information from other members of our class that is published in the
American Oxonian, a publication of the Association of American Rhodes
Scholars, on an annual cr semi-annual basis. In addition, I wrote two op-ed
pieces while I was Commissioner of the Tennessee Department of Human
Services: one appeared in the Tennessean on June 23, 1988 (title: 'Ignoring
Child Support Obligations Taxes Society as Well as Children'), and the other
appeared in the Nashville Banner on May 29, 1989 (tile: 'State Is Upgrading,
Creating New Options in Foster Care System').

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.)

In my role as Associate Director of the Office of Management & Budget, I have
spoken to groups a number of times over the past four years about
Administration policy in areas I worked on, including Medicare, Medicaid, and
other health issues, and related budget and appropriations issues. These
presentations have almost always been extemporaneous, or, on occasion,
based on handwritten notes I have jotted down immediately before the event. I
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have reviewed my records and can locate only 3 copies of formal speeches.
Those speeches are as follows: (1) Remarks to AIDS Action Council at Awards
Ceremony, April 1997; (2) Remarks to Health Care Forum of Tennessee
Business Roundtable, January 1994; and (3) Remarks to National Network of
Runaway and Youth Services, Inc., February 1994. 1 have attached two copies
of each of these speeches at Tab A.

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

As the Associate Director for Health & Personnel at the Office of Management
and Budget for the past four years, I have worked closely with Secretary Donna
Shalala and HCFA Administrator Bruce Viadeck on budgetary and policy matters
affecting Medicare and Medicaid. I have also consulted with members of
Congress, States, beneficiaries, and outside groups with particular interests in
the operations and future of these critical programs. I believe I have the policy
knowledge, open-mindedness, and tenacity to provide leadership, vision, and
direction for HCFA. My main goal is to ensure that these important programs are
operated efficiently, wisely, and with compassion for the people we serve.

I have also had substantial experience in managing a large government agency.
From 1987-1989, 1 was Commissioner of the Tennessee Department of Human
Services. In that capacity, I administered a 6,000 employee agency with a $500
million budget, which provided social services, rehabilitation services, and
welfare benefits to more than 1 million Tennesseans annually. The agency also
administered the eligibility determination processes for Medicaid, SSI, and SSDI.
During my tenure as Commissioner, we increased child support collections,
reduced error rates in the Food Stamp program and maintained consistently low
error rates in the Medicaid eligibility determination process, designed a central
intake and assessment process that eventually transformed the child welfare
system in Tennessee, and developed the first on-line, interactive, integrated
eligibility determination system in the country for the Food Stamp, AFDC, and
Medicaid programs. We accomplished these things while undergoing a 5%
reduction in the size of the Department's work force.

I would be honored to have the challenge of serving as the Administrator of
HCFA, an agency with immensely important responsibilities and missions. If
confirmed, I would work with the Congress to improve the effectiveness of the
agency's operations by continuing the strong emphasis on combating fraud and
abuse, developing and implementing new strategies that will make HCFA a
more prudent purchaser of services, and improving customer service,
communication, and quality for beneficiaries.
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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.

Not applicable-my present employer is the Department of Health and Human
Services.

2. 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.

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.

No.

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.

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.

I have reviewed my investments, obligations, liabilities, and other relationships
to determine whether there were any potential conflicts of interest. After
concluding that review. I filed the SF 278 Public Financial Disclosure Report with
the HHS Office of the General Counsel, and a copy of that report has been
transmitted to the Director of the Office of Government Ethics. The HHS Office
of the General Counsel has certified that the information contained in the report
does not indicate any potential conflict of interest that would affect my service as

HCFA Administrator, if confirmed. I understand that letters containing this

information have been forwarded to the Committee by Edgar M. Swindell, Acting
Associate General Counsel for Ethics and Alternate Designated Agency Ethics
Official at HHS.
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While I believe there are no potential conflicts of interest in my serving as HCFA
Administrator, I want to advise the Committee that I have also reviewed the work
I did while I was engaged in the private practice of law at Covington & Burling, aWashington law firm, from 1991-February 1993, to ensure that there are no
potential professional ethics issues that would affect my service. In 1993,
before I joined the Office of Management & Budget, I was a member of a team oflawyers at Covington & Burling who advised several States on the submission of
comments to an interim final HCFA rule implementing the Medicaid Voluntary
Contribution and Provider-Specific Tax Amendments of 1991. I have requested
an opinion from the bar counsels in the jurisdictions in which I am licensed to
practice law-the District of Columbia and Tennessee-as to whether I should
recuse from future enforcement actions, if any, against my former clients under
this final rule. I will abide by the terms of the advice I receive from the bar
counsels, and in the meantime, if the matter arises, I will recuse from
involvement in this small category of actions.

In addition, as a result of this professional ethics review, I have decided to
recuse from participating In decisions relating to the State of Tennessee's waiver
under section 1115 of the Medicaid law. In 1992, while I was a lawyer at
Covington & Burling, I did legal work on behalf of the State of Tennessee in
conducting preliminary research and providing advice on issues relating to the
State's eventual decision to seek this waiver. I left the firm in February 1993,
and did not work on the State's waiver application. Nevertheless, in view of my
direct involvement with the client on this matter, and in the interest of avoiding
any appearance of loss of impartiality, I will recuse from participating in
decisions on Tennessee's Medicaid waiver.

2. 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.

The HHS Office of General Counsel has certified to the Office of Government
Ethics that there we no potential conflicts of interest in my serving as HCFA
Administrator, if confirmed.

As described more fully in my reponse to que #1 above, I have raised a
potential professional ethics issue as a result of my review of the work I did while
I was engaged in the private practice of law before I entered government service
in 1993. I have sought the opinion of bar counsels in the juisdictfts in which I
am licensed to practice on this matter and, in the mantkm, I will recuse from
any involvement in this small category of potential actions. I will also recuse
from particpating in decisions on Tennessee's Medicaid waiver.
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I am not aware of any other situations that could result in a possible conflict of
interest. -

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 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.

As described in response to question # 1 above, while I was working at
Covington & Burling, a Washington law firm, I worked on a team of lawyers
representing several States in the submission of comments to an interim final
rule issued by HCFA. I also worked on a team of lawyers representing several

States with respect to error rates and quality control issues in the Food Stamp
program. I represented those States in some negotiations with the Food &
Nutrition Service concerning the settlement of penalties that were likely to be
assessed against the States in connection with Food Stamp error rates, as well

as potential changes the States were advocating in quality control measurement
for that program.

In addition, as Commissioner of the Tennessee Department of Human Services
from 1987-1989, I often testified before the Tennessee General Assembly about
issues affecting the Department or its broad areas of jurisdiction, including child

welfare, AFDC, rehabilitation, and other programs. In that capacity, I
represented the McWherter Administration in advocating positions consistent
with the Governor's programs and policies.

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.)

As described in my response to question # 1 of this section, the HHS Office of

the General Counsel has certified that there is no potential conflict of interest in

my serving as HCFA Administrator, if confirmed. Nevertheless, based on my

additional review of potential professional ethics issues that might arise from my

prior representation of group of States in submitting comments to an interim final

rule issued by HCFA four years ago, I have sought the advice of the bar

counsels in the District of Columbia and Tennessee as to whether I should

recuse myself from a small set of potential enforcement actions involving my

former State clients under this one rule. Furthermore, I have decided to recuse

from decisions about Tennessee's Medicaid waiver because of my involvement

in representing the State in matters relating to its decision to seek the waiver.

I have attached at Tab B two copies of memoranda I wrote on July 17, 1997, to
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Secretary Donna Shalala and to Edgar M. Swindell, Acting Associate General
Counsel for Ethics and Alternate Designated Agency Ethics Official at HHS,
outlining this professional ethics issue and describing the actions I have taken to
resolve it.

5. 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.

I understand that two copies of letters dated June 30, 1997 and July 22, 1997
from Edgar M. Swindell, Acting Associate General Counsel for Ethics and
Alternate Designated Agency Ethics Official at HHS, have been forwarded to the
Committee.

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

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.

2. 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.

14 of 20
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3. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? if so. provide details.

I was the plaintiff in uncontested divorce proceedings filed in Nashville,
Tennessee, in 1987. I am not aware of any other lawsuits or administrative
proceedings in which I have been a plaintiff, defendant, or third party, with the

exception of litigation or administrative proceedings that may have designated
me as a party in my official capacity as Commissioner of the Tennessee
Department of Human Services, where I served from 1987-1989.

4. 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.

5. Please advise the Committee 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.

2. 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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QUESTION 1 FROM SENATOR GRAMM

QI: As HCFA continues to develop guidelines for implementation of the State Children's
Health Insurance Program in the BBA, states are beginning to develop their state plans.
What is the current timetable for approval of state plans, and what protections do states
have should HCFA alter or develop rules after a plan has been submitted or approved?

A:

As this question recognizes, HCFA must work very hard with the States to be in a position to

advise them as they develop the State Plans required by the new law. HICFA began working on

this process almost immediately after the law was enacted, and has provided a significant amount

of information to the States to guide them in the process, including the following:

On August 27th, HCFA sent a letter to State officials providing an overview of the new

program, describing its implementation plans, and enclosing a detailed summary of the

law.

On September 10th, HCFA published a Federal Register Notice that set forth the fiscal year

1998 allotments available to States, Commonwealths, and Territories for expenditures on

the new program. This Notice also provided State-by-State information on the enhanced

Federal .matching available to States.

In conjunction with the NGA meeting on September I Ith, HCFA provided States with the

first set of responses to the highest priority, most frequently asked questions about the

program Additional sets of questions and answers will be provided to States on a regular

basis.

On September 12th, HCFA provided States with a draft template and instructions to

provide information on the requirements and options in the law to assist States in

submitting their plans and relieve them from having to search through the law to ensure

that they have made the proper assurances.

HCFA also created a World Wide Web site to hei States (and others) answer immediate

questions about the new law and its implementation. (The address is

http://www.hcfa gov/init/children htm).

The timetable for approval of State Plans is defined in the statute. In order to be eligible for

payment under this new law, each State must submit a Title XXI plan that details how the State

intends to use the funds and meet other requirements specified under the law. The statute

provides that a State Plan is considered approved in 90 days unless the Secretary notifies the State

in writing that the plan is disapproved or that specified additional information is needed. If a State

wishes to use Medicaid to expand coverage through Title XXI, it must submit a Medicaid plan

Responses for :he Record:
Confirmation of Nancy-Ann Mi) DeParle 2
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QUESTION 1 FROM SENATOR GRAM CONTINUED

amendment for an eligibility expansion in adition to a simplified Title XXI Plan. In order to
access the FY 1998 funds, which will be available on Octobei 1, 1997, a State must have an •
approved State Plan no later than September 30, 1998.

HCFA is working with States as it develops rules and procedures for both the application and
approval process. I believe that this collaboration process will help to keep States fully informed.
I do not anticipate requiring States to meet additional requirements after their State Plans are
approved, and I would not expect that these rules or procedures would entail retrospective
actions.

Based on HCFA's contacts with States, it appears that most States are planning to submit Title
XXI State Plans in the spring, after they have had an opportunity to work with their State
legislatures and other interested parties in developing the Plans.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 2 FROM SENATOR GRAMM

Q2: Budget Neutrality has been a key consideration in the granting of Medicaid waivers.
What is your position? Will you provide in a timely manner appropriate data and
economic analysis to the Committees ofjurisdiction in order that Congress can understand
your decisions granting or denying state waivers?

A:

The Administration's position continues to be that demonstrations conducted under Section 1115
waiver authority be budget neutral. In other words, a State may not receive more Federal Title
XIX matching funds under its demonstration than it would have received without it.

The Secretary has approved 18 comprehensive Section 1115 Medicaid demonstrations since
1993. If confirmed, I will ensure that HCFA provides information about the budget neutrality
analysis and other facets ofthe waiver approval process to the Congress upon request.
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QUESTION 3 FROM SENATOR GRAMM

Q3: How will you as HCFA Administrator ensure that states have the flexibility within the
law to cover as many children as possible under the State Children's Health Insurance
Program?

A:

In the new State Children's Health Insurance Program, I think Congress struck the proper balance
between providing significant flexibility for States to allow them to cover as many children as
possible in a manner consistent with other State programs, while ensuring that certain minimum
Federal statutory requirements and standards are met so that each State's program meets the basic
health insurance coverage needs of eligible children. If I am confirmed, I will work with the
Congress and the States and do my best to see that this balance is maintained.

Responsesfor the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 4 FROM SENATOR GRAMM

Q4: Will it be your intent to promulgate rules that have the effect of providing basic
services for as many children as possible or will you seek to provide a broader range of
services for fewer children?

A:

If I am confirmed, my intent would be to promulgate regulations and guidelines that reflect the

statute. As I have indicated, I believe the law Congress enacted struck the proper balance

between providing States with significant fleibility, while setting forth certain minimum standards

to ensure that the basic health coverage needs of eligible children are met. For exampe, with

respect to benefits, the law provides States vAth five options -- "benchmark" coverage;

"benchmark"-equivalent coverage; existing comprehensive state-based coverage; other coverage

approved by the Secretary; or coverage through Medicaid under the Medicaid rules. At the same

time, the law is very specific that, at a minimum, one of these options must be met for a State Plan

to be approved. Some States may choose an option that will provide more comprehensive

coverage, while others may choose to offer coverage that meets one of the minimum standards

but is less comprehensive. Either of these approaches is permissible under the law.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION S FROM SENATOR GRAMM

Q5: Most administrative expenditures under Medicaid are matched at 50%. Will states

receive matching funds for administrative expenditures at the enhanced rate, regardless of

whether they exercise the Medicaid expansion option in Implementing the Children's

Health Insurance Program?

A:

Administrative and program expenditures under Title XXI are available at the Title XXI enhanced

matching rate, regardless of whether a State chooses to expand Medicaid or to pursue a private

insurance option. Under the statute, total administrative expenditures are capped. A State can

spend up to ten percent of estimated or actual Federal expenditures for certain expenses, including

State administrative costs associated with running the program.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION I FROM SENATOR ROTH

QI: Have you considered a communication plan of action that includes assuring future

beneficiaries that HCFA has their interests in mind as we work to reform the Medicare

program so that it will remain solvent for future generations?

A:

Educating the public -- including both current and future beneficiaries of Medicare -- about the

strengths of the program, the challenges we face in financing it, and the actions we are taking are

important tasks.

The great budget debates of the past two years, culminating in the enactment of the Balanced

Budget Act of 1997 with its significant Medicare savings and policy changes, have set the stage

for a broader national discussion of these issues. HCFA can certainly contribute to that discussion

through its communications with beneficiaries, and the National Bipartisan Commission on the

Future of Medicare should play a critical role in communicating with the public about the long-

term challenges Medicare faces. If confirmed, I would look forward to working with the

Commission and Congress on these issues.

Re mes for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 2 FROM SENATOR ROTH

Q2: Medicare+Choice plans cannot begin contracting with Medicare until certain
regulations are published. The BBA specifies that solvency regulations for provider-
sponsored organizations be issued by April 1, 1998, and that other non-solvency regulations
for Medicare+Choice plans be issued by June 1, 1998. Are you prepared to meet these
deadlines?

A:

Although the time frames for issuing the regulations are challenging, HCFA is committed to
meeting the April 1, 1998 and June 1, 1998 issuance dates. On September 23, 1997, HCFA
published a Notice in the Federal Register to inform the public about and begin the negotiated
rulemaking procedures required by the statute. The agency has also established an internal
regulation team to develop the general Medicare+Choice regulations. These efforts are on
schedule so far, and if confirmed, I will keep the Committee informed of HCFA's progress and
will provide advance notice if HCFA anticipates problems in meeting the effective dates.

Responsesfor the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 3 FROM SENATOR ROT.q

Q3: The deadline for States to implement slate alternatives to the Federal individual
market rules specified in the Health Insurance Portability and Accountability Act (HIPAA)
is January 1, 1998. HCFA will be in charge of enforcing standards in those States choosing
to use the Federal "fall-back" standards. This is a very new role for IICFA: in your
estimate, is the agency prepared?

A:

As your question suggests, HIPAA gives a State two options to assure that "eligible individuals"
have access to health insurance in the individual market. Under the first option, States may simply
enforce the Federal statutory provisions. Under the second option, States may choose to
implement an "alternative mechanism."

Federal "fall back" enforcement is triggered if a State fails to implement either option or fails to
substantially enforce the option it chose to implement. During the development of HIPAA, it was
generally not anticipated by Congress or by the Administration that the Federal "fall back"
provisions would be triggered. To date, however, three State legislatures (Missouri, Rhode
Island, and California) have adjourned without enacting all of the legislation required to conform
t:,o-ir existing law to HIPAA requirements. As a result, HCFA is now responsible in these States
for implementing and enforcing some or all aspects of both the individual and group market
provisions.

There is no question that this new role has presented a challenge for HCFA that the agency had
not anticipated. In order to implement and enforce HIPAA provisions, HCFA must collect and
review documentation regarding policy forms for compliance, regulate certificates of prior
creditable coverage, and monitor marketing of individual policies. HCFA has been working
closely with State officials to set up mechanisms to meet these requirements. I believe that HCFA
is prepared to meet the current challenges of enforcing HIPAA standards, but if Federal "fall

back" enforcement becomes more than a transitional role or more States avail themselves of this

option, I would want to assess the implications of such enforcement responsibilities and the need
for additional resources. If confirmed, I will keep the Congress fully informed of developments.

Respomsesfor the Record:
Confirmation of NancA Mn DePark 10
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QUESTION 4 FROM SENATOR ROTH

Q4: HCFA has had to invest a lot of resources in dealing with Medicaid waivers. How do
you envision the enactment of the Medicaid reforms in the Balanced Budget Act will affect
the work load of HCFA with regard to waivers, and what are your plans for reallocating
resources that will now be freed?

A:

With the enactment of the Balanced Budget Act (BBA), it will be easier for States to implement
managed care programs under Medicaid, since some of the administrative burdens of the prior
managed care waiver process have been reduced. At the same time, however, the BBA also
established additional requirements for Medicaid managed care plans intended to protect
beneficiaries and promote high quality care. The BBA requires HCFA to develop quality
standards for State managed care plans and provide ongoing monitoring and oversight of the
quality of care in managed care networks.

In addition, HCFA continues to receive a steady stream of applications from States that wish to
implement comprehensive Medicaid waivers under Section Il15. States with approved 1115
waivers also continue to request amendments, and several States are seeking extensions of their
waivers.

Many of the HCFA staff members who currently work on Medicaid waiver issues will also be
charged with working with the States to implement the new State Children's Health Insurance
Program established by the BBA. If there is any reduction in HCFA's workload relating to
Medicaid waivers, I think it would make sense to direct these resources to the administration of
the new State Children's Health Insurance Program.

Responses for the Record:
Confirmation of Nancy'-Ann Min DeParle
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QUESTION 5 FROM SENATOR ROTH

QS: As the new State Children's Health Insurance Program is being implemented, it is
important to understand that Congress did not create this new program to simply mirror

or repeat the experience of Medicaid. Congress specifically and intentionally gave the
states flexibility and choices in how they elect to participate. Where Congress was silent, it
should generally be assumed that the States, not the Secretary, have the authority for
determining policy.

Congress for example, has generally left the mechanics of administering the program up to
the States.

We also are concerned that over-regulation will slow the States' ability to be participating
in the new program.

Funding for the new State Children's Health Insurance Program is available for States
beginning October 1, 1997. As one of the leading Administration officials responsible for
this program, please share your view of how you intend to proceed with implementation of
this State program. What is your estimate of the number of States who will be ready to
begin their programs on October I? How long do you think it will take before most all
States have programs up and running?

A:

As your question suggests, HCFA has faced an enormous challenge over the weeks since the
State Children's Health Insurance Program was enacted in August. HCFA's goal has been to
provide States with as much information as possible to guide them as they develop the State Plans

that are required by the law. So far, HCFA has provided States with detailed summaries of the

new law and an outline of how implementation will work, State-by-State information on FY 1998
allotments and enhanced Federal matching rates, responses to the most frequently asked
questions, and a draft template and instructions to use in formulating a State Plan submission.

At this point, based on HCFA's discussions with States, it appears that no State will be ready to

begin its program by October 1. Only one State, Missouri, has submitted a State Plan (on

September 29th). It does appear that some States will submit child health plans for approval

during the first quarter in which the funding is available (i.e., October - December 1997). A State

Plan will be considered approved unless the Secretary notifies the State in writing within 90 days

after receip: of the plan that the plan is disapproved or needs further information. As the existing

children's health program in New York, Florida, and Pennsylvania were all "grandfathered," I

expect they may be among the first to submit their plans. It is possible that a State that submits a

plan in October could be up and running by the first of the year.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 12
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QUESTION 5 FROM SENATOR ROTH CONTINUED

Most of the other States have set up formal work groups to develop their plans, but they do not
appear to have definite schedules for submitting their State Plans. All States say they plan to
access their Fiscal Year 1998 funds, which means that they must have an approved Plan by
September 30, 1998.

HCFA is actively working with States as they develop their plans and will evaluate them within
the timelines allowed in the law.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 1 FROM SENATOR ROTH
ON BEHALF OF CONGRESSMAN DUNCAN

QI: Congressman Duncan has raised a question on the floor of the House of / -

Representatives in regard to problems encountered with HCFA's policy on reimbursing for
a product that has shown great healing qualities for victims of diabetes. If you are
confirmed, would you be willing to look into these problems?

A:

Congressman Duncan has asked whether, if I am confirmed as the Administrator of the Health
Care Financing Administration (HCFA), I would be willing to look into some problems
encountered by DeRoyal Industries, the manufacturer of Multidex, a wound care product used
for the treatment of diabetic foot ulcers. If I am confirmed, I would be willing to look into these
issues and work with the Congress to address them.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle



121

QUESTION I FROM SENATOR ROCKEFELLER

Q: The recently passed Balanced Budget Act (BBA) includes an incredible array of
Medicare reforms. You are taking the helm of HCFA at a very critical time. Do you
anticipate any problems in meeting the many deadlines that were imposed by this
legislation? Are there any provisions of the recently enacted budget bill that may be
especially problematic?

A:

There is no question that the implementation of the BBA is going to be an enormous challenge.
With respect to Medicare alone, the BBA includes some 250 policy changes that HCFA must
implement, ranging from simple notices and studies to developing new prospective payment
systems for skilled nursing facilities, home health agencies, and rehabilitation hospitals. I am
concerned that HCFA will need additional resources to implement some of the provisions of the
BBA, and if confirmed, I intend to work with the Congress on this issue.

I am committed to making sure that this Committee and its staff are aware of HCFA's progress in
implementing the BBA. If confirmed, I will do my best to ensure that HCFA meets the BBA's
deadlines, and, in situations where this will not be possible, the agency will inform all appropriate
Committees and determine how best to proceed.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 15
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QUESTION 2 FROM SENATOR ROCKEFELLER

Q2: In particular, as author of the legislation allowing PSOs to participate in the Medicare
program, I am interested in HCFA's implementation of the PSO legislation. HCFA has
very ambitious deadlines to meet. Do you anticipate having any problems in meeting these
deadlines?

A:

The deadlines for implementing the PSO and Medicare+Choice provisions are challenging, but
HCFA is committed to meeting the April 1, 1998 and June 1, 1998 issuance dates specified in the
law. On September 23, 1997, HCFA published a Notice in the Federal Register to inform the
public about the negotiated rulemaking procedures which are to be followed for the PSO solvency
regulation. HCFA also established an internal regulation team to develop the general Medicare
+Choice regulations. These deadlines are very tight, particularly considering that the negotiated
rulemaking process can be very time-consuming and resource-intensive. However, if confirmed, I
will keep you and the Finance Committee fully informed of HCFA's progress and of any problems
that arise.

Responsesfor the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 3 FROM SENATOR ROCKEFELLER

Q3: As we discussed, Senator Mack and I remain committed to legislation we authored last
year that would clarify current Medicare law regarding payment of patient care costs for
Medicare beneficiaries enrolled in cancer clinical trials.

As you know, CBO scored our legislation at an unrealistically high cost. CBO and tlCFA
actuaries assume that many Medicare beneficiaries are paying for their own patient care
costs associated with participation in a clinical trial or that doctors are absorbing these
costs. Does this sound reasonable to you?

I would be interested in knowing if IICFA had any data or other evidence to substantiate
the belief that significant numbers of Medicare patients are not seeking payment for their
cancer care under the current system.

I would also be interested in a clarification of IICFA's current policy on payment for
routine patient care costs for patients enrolled in a clinical trial. What sorts of procedures
are used by the Medicare program to monitor whether a Medicare patient is enrolled in a
clinical research trial?

CBO's analysis assumed that the patient care costs of participating in a clinical research
trial were no more expensive than standard cancer therapy. If there is no incremental
expense for persons enrolled in clinical trials, why would Medicare not want to reimburse
for this care, given that it will advance medical research and provide HCFA with data on
the types of medical therapies that are beneficial to Medicare beneficiaries with cancer?

A:

I am interested in exploring approaches that will improve access for Medicare beneficiaries to
high-quality cancer clinical trials and to assist in advancing medical research through the inclusion
of Medicare beneficiaries in these trials. I understand that in your work on this issue over the past
few years, you have been concerned that both the HCFA actuaries and CBO's analysts have
suggested that allowing Medicare reimbursements for clinical trials is very costly. I have not had
an opportunity to gain a full understanding of the actuaries' assumptions or analysis, but I want to
work with Congress on this issue in the next year in order to try to reach a common ground.

Medicare's current policy, which is based on the statutory reasonable and necessary requirement,
does not cover routine patient care costs associated with items or services received as part of a
clinical trial. As you know, there has been much discussion about the extent to which this policy
is actually enforced and the extent to which Medicare is already paying claims for clinical trials for
cancer. As is the case with many other statutory requirements, voluntary compliance is assumed.
Medicare does not have explicit editing procedures in place for monitoring the enrollment of a
Medicare beneficiary in a clinical trial.

Responses for the Record:
Confirmation of Nanc),-Ann Min DeParle 17
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QUESTION 1 FROM SENATOR MACK

QI: In my state of Florida, I understand that health care providers have an option to pay

for a technology that is comparatively inexpensive when they need to verify eligibility for

Medicaid recipients. In fact, I am told that Medicaid programs allow any authorized

provider to use a qualified vendor to verify eligibility. On the other hand, this service is not

available for Medicare. It would appear that as the Medicare+Choice program is

implemented and beneficiaries have different plan options and benefit packages, that the

ability to determine plan participation and benefits would be of the highest priority to

ensure quality of care and ease of administration. What are your thoughts?

A:

Florida and most other States have systems in place that enable Medicaid providers to verify

immediately whether a patient they are treating is enrolled in Medicaid. By giving provider access

to this information -- ie, whether their services for a particular patient will be paid by Medicaid --

the system removes what used to be an administrative hassle that discouraged providers from

participating in the Medicaid program.

I agree that the ability of providers to determine plan participation and benefits will promote ease

of administration of the Medicare program, and I am pleased to report on September 29, 1998,

plans will be given access to Medicare entitlement information.

This is similar to the information that hospitals, SNFs and HHAs can accesss through their fiscal

intermediary on an on-line basis. Physicians can also request comparab!e information through

their carriers with a response time of 24 to 48 hours, depending on whether the carrier already has

, inf.wmation about the beneficiary or has to request this information from the common working

file. HCFA hopes to be able to improve the service to physicians in the future as part of its

modernization efforts

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 19
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QUESTION 2 FROM SENATOR MACK

Q2: What do you consider to be the greatest opportunity to improve quality of care for
Medicare and Medicaid patients and still rein in the rising costs of both programs,
especially Medicare?

A:

HCFA has defined quality of care as the degree to which health services for individuals and
populations increase the likelihood of desired health outcomes and are consistent with current
professional knowledge. One way to improve health status and to reduce overall long-term costs
is by promoting covered preventive services. The BBA offers some new opportunities in this area
through its coverage of new preventive benefits such as increased coverage of mammography
services and coverage of colorectal cancer screening services. These new services have the
potential to improve quality of care for our beneficiaries and also to reduce costs over the long
run if they prevent more costly diseases.

The BBA provides HCFA with new authority to test competitive bidding for certain Part B items
and services, and competitive pricing for paying Medicare+Choice plans. Under both authorities,
HCFA seeks to save trust funds dollars by using market-based pricing mechanisms to establish
payment. A key part of both demonstrations will be to assure that the lower payment does not
have a negative impact on the quality of the items or services provided to Medicare beneficiaries.

An opportunity to improve quality of care for Medicaid patients is to bring beneficiaries into
managed care plans that meet the new quality provisions in the Balanced Budget Act of 1997.
States are implementing large-scale Medicaid managed care programs because they believe it is an
effective way to obtain better value. If executed properly, this can promote better health care and
save money as the economic power of State Medicaid programs combined with Federal matching
funds is channeled through managed care contracts that must meet specific goals to maintain and
improve the health status of the enrolled Medicaid population.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 20
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QUESTION 3 FROM SENATOR MACK

Q3: What do you consider to be the key ingredient to improve quality of care within this

expanding managed care environment?

A:

Beyond value measured in dollars and cents, managed care plans have the potential to provide

value that can be achieved when services are coordinated and when the focus of care is on

prevention and "wellness." Other key ingredients that will help improve the quality of care

delivered by managed care plans are providing beneficiaries with full information about their rights

and responsibilities in managed care, offering them a choice among plans, and ensuring that plans

are accountable.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle
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QUESTION 4 FROM SENATOR MACK

Q4: The exchange of Information between the attending physician, either at the hospital or
in the office, and the Medicare eligibility and benefit coverage file is important to successful
management of the Medicare+Choice program. Is this information available at the time
that it is most needed by the physician or hospital - In other words, at the time of
scheduled appointment?

A:

As I indicated in response to your earlier question, providers (hospitals, SNFs and HHAs)
currently have on-line access to enrollment status information. Physicians have access to the same
information but with a 24-48 hour response time. HCFA hopes to improve this service as the
agency updates its contractor and central office computer systems.

Responses for the Record:
Confirmation of Nancy-Ann Min DePwle
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QUESTION I FROM SENATOR BREAUX

QI: How do you plan to carry out the competitive bidding demonstration project
authorized in the BBA so that competitive bidding can be tested in a truly meaningful
way?

A:

The BBA specifies the process that HCFA should follow in implementing the competitive pricing
demonstration project, and if confirmed, I would ensure that HCFA follows that process. The
first step is the creation of a Competitive Pricing Advisory Committee. The agency is currently
developing a list of potential candidates for the Committee. As the statute provides, HCFA plans
to appoint individuals with expertise in competitive health plan pricing. Consistent with
Congress' intent, HCFA will then await the Advisory Committee's initial recommendation before
proceeding with the implementation. The law specifies that HCFA should have two sites
operational by January 1, 1999. Although this deadline will be a challenge, HCFA will do its best
to meet it.

Responses for the Record-
Confirmation of Nancy-Ann 1,fin DeParle
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QUESTION 2 FROM SENATOR BREAUX

Q2: What do you plan to do to ensure that this demonstration project has a different
result from those tried in Denver and Baltimore?

A:

First, I think that the fact that the demonstration project is mandated by Congress ensures from
the start that this demonstration will have different results from Denver and Baltimore. The
Congressional mandate both serves to clarify issues of statutory authority and indicates that both
the Administration and Congress believe this is an approach worth testing.

Second, the Competitive Pricing Advisory Committee structure prescribed by the law, both at the
national and area level, ensures that there will be greater input from all affected parties on the
design of the demonstration. In fact, site selection will be taken out of HCFA's hands and instead
will be determined based on the recommendations of the Advisory Committee. I believe that
these competitive bidding demonstrations are critical to obtaining the kind of information HCFA
needs to develop more efficient payment methodologies, and if confirmed, I will do everything I
can to ensure their success.

Responsesfor the Record:
Confirmation of Nancy-Ann Min DeParle 24
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QUESTION 3 FROM SENATOR BREAUX

Q3: HCFA has recently published a new set of comprehensive regulations regarding

coverage for ambulance services. As I understand it, HCFA's policy is to consider coverage

issues and reimbursement issues separately. However, it would make more sense to

consider both at the same time since you are completely reforming this system and these

two issues go hand in hand. I have joined the Louisiana delegation in a letter to 111S on

this issue. What is HCFA's intention regarding the rulemaking process at this point?

A:

The proposed ambulance regulation (published on June 17, 1997) was designed to clarify and

update current Medicare policies and regulations that are seriously out-of-date. It was also

intended to address long-standing concerns raised by the HHS Inspector General and members of

Congress about inappropriate payment for ambulance services. Under current policy, Medicare

reimburses for ambulance services based on the type of vehicle used, rather than on the needs of

the beneficiary. This results in Medicare paying more than it should for ambulance services. The

HCFA Actuary estimates that in 2000 (the year the new fee schedule will take effect), Medicare

will be paying $65 million more than it should be paying if the current payment policy is

maintained.

From my discussions with you and other members, I have become aware that some of the policy

changes included in the proposed regulation are controversial and that questions have been raised

about the relationship between the proposed rule and the negotiated rulemaking established by the

Balanced Budget Act, which requires tHCFA to develop an ambulance fee schedule by January 1,

2000.

I appreciated hearing from the Louisiana delegation and other members of Congress who are

concerned about this issue. In response to those letters, the agency is reviewing both the

proposed rule and the Balanced Budget Act to identify possible areas of overlap. Based on that

review, if confirmed, I will decide how to proceed with the proposed rule and with the negotiated

rulemaking, which is expected to begin in the Spring of 1998. My goal would be to see if there is

some way to preserve and harmonize the most important aspects of the proposed rule -- to

address Medicare's overpayment for ambulance services -- in the context of the negotiated

rulemaking process.
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QUESTION I FROM SENATOR MURKOWSKI

QI: Now, more than ever, HCFA needs to compile concrete analysis and data on the
efficiency of Medicare telemedicine reimbursement. In the Senate reconciliation bill, the
Senate Finance Committee strongly recommended that HCFA extend the demonstration to
at least three additional sites located In ru-al regions of the Western United States. If
confirmed, would you commit to such an expansion of the current HCFA telemedicine
demonstration project?

A:

I believe that telemedicine holds much promise for improving access and quality of care for
Medicare beneficiaries living in rural areas. If I am confirmed, I will work to ensure that HCFA
implements the BBA provision requiring two analytic reports on the cost, quality, and access
effects oftelemedicine. With the expansion of telemedicine provided in the BBA, underserved
rural areas throughout the United States will have access to telemedicine, not just those areas that
have been covered by the HCFA demonstration.
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Q2: The BBA also included a Medicare pilot program that established six test sites in the

U.S. to test the feasibility of HCFA reimbursing the Dept. of Defense for care they provide

Medicare eligible military retirees. Alaska offers an opportunity to test this concept in an

atypical location. Alaska has no lIMOs (similar to overseas where there is either no liMO,

or where a foreign medical system provides contract support or where the Military

Treatment Facility must operate on its own). No other sites in the U.S. offer this

opportunity. If confirmed, would you seriously consider Alaska as a test site for this pilot

program?

A:

The statute requires that the two Secretaries designate six sites after reviewing all DoD Tricare

regions I understand that DoD is currently conducting this review to assure that the sites meet all

the demonstration criteria, including the ability to meet data collection requirements and the

necessary capacity to serve the enrolled dual-eligible population, and that DoD will make

recommendations following its review. If confirmed, I will encourage DoD to consider Alaska as

well as other sites that would benefit Medicare-eligible military retirees.
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QUESTION I FROM SENATOR KERREY
QI: This summer, the Finance Committee supported several significant changes --such asmeans-testing Medicare benefits for wealthier enrollees and gradually raising the eligibilityage to 67. Do you support requiring more amuent Medicare enrollees to pay more for theirMedicare Part B benefits?

A:

I am not opposed to the concept of an income-related premium, although I would want to makesure that if Congress decided to adopt such a policy, it were designed so that the Part B subsidy isnot completely eliminated, and the premium can be efficiently administered. I am concerned thatif the subsidy for Part B was eliminated completely, the highest income beneficiaries would have astrong incentive to opt out of Part B, which could eventually weaken the risk pool. If confirmed,I would work with the Congress and the Bipartisan Commission on the Future of Medicare toprovide the data and analysis required to assess the merits of this and other proposals, and amcommitted to providing this Committee and the Congress with the information it needs toevaluate such proposals.

Responsesfor the Record..
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QUESTION 2 FROM SENATOR KERREY

Q2: What are your views on raising the Medicare eligibility age?

A:

I am not opposed to the concept of raising the Medicare eligibility age, so long as it does not

create a hardship for beneficiaries who were depen6ing on Medicare eligibility or result in an

increase in the number of uninsured Americans. Raising the Medicare eligibility age to conform

with the phase-in of the Social Security eligibility age might make sense if we could ensure that it

did not adversely affect seniors who have made retirement plans expecting to have their health

care needs covered by Medicare. If confirmed, I would work with the Congress and the

Bipartisan Commission on the Future of Medicare to provide data and analysis that would assist

in evaluating the merits of this and other proposals.
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QUESTION 3 FROM SENATOR KERREY
Q3: What other strategies would you pursue to ensure the long-term health of the
Medicare program?

A:

If confirmed, the first thing I would focus on is the timely and successful implementation of the
Balanced Budget Act. The BBA includes not only savings provisions that help to extend the life
of the Medicare III Trust Fund by more than a decade, to 2010, but also establishes new
Medicare plan choices that could encourage more beneficiaries to choose managed care, new
preventive benefits that could, over time, save money by preventing more expensive diseases, and
structural changes that reform Medicare's outdated payment methodologies and permit us to
experiment with competitive bidding for many seniors. I will also continue and sharpen
Medicare's focus on combating fraud and abuse, which I think can contribute a great deal to
improving the long-term health of the program.

The Bipartisan Commission on the Future of Medicare offers an important opportunity for
additional efforts to strengthen Medicare's long-term health, and I am eager to work with the
Commission and the Congress on any ideas that could contribute to strengthening the program.

Responsesfor the Record:
Confirmation of Nancy-Ann Min DeParle 30



136

QUESTION 4 FROM SENATOR KERREY

Q4: I also believe that we cannot maintain Medicare as a discrete program, separate from
other government health care programs and subsidies - including Medicare, the income-
tax exclusion for employer-provided health benefits, and VA benefits. Ultimately, we need
to guarantee health coverage for every American, without eligibility categories or income
level. What are your views on universal coverage? Do you agree that our current subsidy
system is Byzantine and unfair?

A:

As you know, this Administration did not achieve its objective of guaranteeing health insurance

coverage to every American. Although I agree that there are problems and gaps caused by our
current system, I think it is appropriate that our focus now is on strengthening the programs
we have -- including Medicare, Medicaid, Veteran's health benefits, the Federal Employees
Health Benefits Program, and DoD's CHAMPUS -- and building upon them. Through the
Section I 115 waiver program, we have worked with some 18 States in expanding Medicaid
coverage to previously uninsured workers and their families. And of course, if confirmed, one of
my top priorities will be the successful implementation of the BBA's State Child Health Insurance
Program, which sets up a Federal-State partnership through which millions of uninsured children
can obtain coverage.

Responses for the Record:
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QUESTION 1 FROM SENATOR GRAHAM

Q1: According to the recently published Chief Financial Officer's audit by the Inspector
General, Medicare does comprehensive audits on only 3 out of every thousand providers.
Two days ago, Senator Harkin and I sponsored an amendment to the Labor/HHS bill
which would provide that HHS spend no less than $50 million on provider audits.
Although this will double the number of provider audits, this is still less than ten percent
per one thousand and is in my opinion, still woefully inadequate. What do you plan to do
as Administrator of this agency to step up the pressure on fly-by-night providers?

A:

If confirmed, one of my top priorities as HCFA Administrator will be to combat fraud and abuse
in the Medicare program. My strategy for attacking fraud and abuse is based on the simple
concept of "paying right the first time." My approach includes: prevention, early detection and
use of innovative technology, and operation with states and law enforcement...

By guaranteeing the initial accuracy of both claims and payments, we avoid having to "pay and
chase," and we can prevent opportunities for fraud and abuse. Using the best technology
available gives us the tools to detect those fraudulent providers as soon as possible and ensure
that they are no longer abusing the Medicare Trust Fund.

Finally, a lesson learned through Operation Restore Trust is the importance of collaborating
closely with our partners at the state level, at the Department of Justice, the FBI, the Inspector
General, and in the private sector to share information and tactics about fighting fraud and abuse.

Given that prepayment technologies are not at the point where they can solve the problem, I agree
that we also need to do more provider audits and medical reviews to detect fraud and abuse, and
appreciate the work you and Senator Harkin have done to focus attention on the need for more
resources. If confirmed, I intend to seek and devote more of HCFA's resources to these
activities. HCFA's recent actions to combat fraud and abuse in the home health program are an
example of the kind of approach I am willing to use if it is necessary. Our home health action plan
included the redirection of $10 million in Medicare Integrity Program resources to double the
number of home health audits, as well as a moratorium on certification of new home health
agencies and tougher requirements for existing Medicare home health agencies.

Effective September 15, 1997, the moratorium is expected to last about six months. During this
time, HCFA will develop new regulations that target the fraud, waste, and abuse in the home
health industry. HCFA also will implement the safeguards in the 1997 Balanced Budget Act, such
as requiring surety bonds and requiring agencies to bill Medicare based on the site of service,
rather than on the agency's location. Home health agencies typically are located in an urban area
which often receives a higher reimbursement rate than the site of service, the patient's home.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 32



138

QUESTION 1 FROM SENATOR GRAHAM CONTINUED

The new regulations include a requirement that home health agencies supply HCFA with
information about related businesses they own. Often, unscrupulous home health providers funnel
fraudulent activities through subsidiaries or front companies that do not actually exist This new
requirement will make those types of scams harder to carry out.

Home health agencies will also be required to re-enroll in Medicare every three years. As part of

the re-enrollment process, agencies will have to submit an independent audit of their records and
practices. If the agency does not meet the strict new enrollment requirements, it will not be
renewed as a Medicare provider.

Additional measures under the new regulations require that home health agencies serve a
minimum number of patients prior to seeking Medicare certification and that new agencies have

sufficient operating funds on hand for the first three to six months. Serving private-pay patients

will demonstrate experience and expertise in the field before an agency is allowed to serve
Medicare and Medicaid's vulnerable- populations.--The cash requirement will establish the financial

stability of home health providers. All of these new requirements have been recommended by our

Inspector General and I believe they will help to increase pressure on unscrupulous providers and

weed out the "bad apples" before they get into the Medicare program.
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QUESTION 1 FROM SENATOR GRASSLEY

Financial Statement Audit of IICFA

QI: It is my understanding that HCFA has several efforts underway to evaluate the use of
information technology in detecting and preventing waste, fraud and abuse In Medicare
claims processing. These efforts include 1) a Correct Coding Initiative, 2) testing
commercial-off-the-shelf software, and 3) an agreement with Los Alamos Laboratories to
detect patterns of fraud and abuse.

Who at HCFA has overall responsibility for ensuring that these are appropriately managed
and coordinated; efficiently and effectively implemented; technically, operationally, and
economically feasible; and complement rather than duplicate each other?

A:

If confirmed to be the Administrator of HCFA, l will have the ultimate responsibility to ensure

that our Medicare- aid Medicaid programs have effetive, comprehensive program integrity
initiatives that balance resources devoted to promising new technologies-with resources focused

on the tried-and-true post-payment audit and medical review approaches. The efforts that you
have described as well as other strategies against fraud and abuse in HCFA are coordinated by

Linda Ruiz, Director of the Program Integrity Group in the Office of Financial Management. I

have provided more information about each of these initiatives in response to the question that
immediately follows this one.

Responses for the Record:
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QUESTION 2 FROM SENATOR GRASSLEY

Financial Statement Audit of iCFA

Q2: Does IICFA have any ether efforts underway to use information technology to prevent

waste, fraud, and abuse in the Medicare program? If so, what are they, what will they cost

and how do they complement the initiative discussed above?

A:

HCFA is implementing many new anti-fraud and abuse initiatives and expanding several current

initiatives, placing a particular emphasis on technology investment. HCFA's anti-fraud and abuse

technology investment plan has three components: national initiatives; local (primarily contractor

level) initiatives, and research and development initiatives to position HCFA for the future. Some

of these initiatives include the following-

National Initiatives:

HCFA Customer Information System (HCIS): HCIS is a comprehensive interactive

_-aUaF -h---a b - w Tkey A6- thet ucess -f-programintegrity projects like ORT-and
provides rapid access to national, regional, state, and provider level data. This system is

currently used by HCFA, its contractors, and law enforcement agencies. I would note that

in FY 1998, improved access to the OIG and DOJ is a top priority in addition to

enhancements that will allow linked analysis of Medicare Part A and Part B data.

Correct Coding Initiative: Implemented in 1996, this initiative began with a contract to

evaluate all physician CPT codes and recommend policy for how codes should be billed,

including which codes should be bundled prior to payment when separately billed. These

policy recommendations were turned into more than 80,000 coding edits that were

mandated by HCFA to be added to carrier standard claims processing systems. This effort

is ongoing and as policy recommendations come forth, HCFA will continue to implement

those recommendations through our standard systems. This project has resulted in

approximately $200 million in savings in FY 1996.

Fraud Investigation Database (FID): Also implemented in 1996, the FID is a

comprehensive nationwide system devoted to accumulating fraud and abuse information.

It represents the computerization of information sharing across government agencies and

contains the status of all fraud cases, chronology of events for each case, disposition of

each case and access to the OIG excluded provider list. Currently this database is

available to HCFA, the FBI, OIG, Justice Department, U.S. Postal Inspector, Medicaid

Fraud Control Units.
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Statistical Analysis Contractor: Since 1993, HCFA has supported a dedicated statistical
analysis contractor to support its four Durable Medical Equipment Regional Contractors
(DMERCs). This contractor produces ongoing analysis of trends, utilization rates, billing
patterns, referral patterns and more at the national and regional levels. For example, this
comprehensive view of the data has led to numerous discoveries of duplicate billing across
multiple carriers. Based on the success of this model, HCFA is planning to award another
such contract in FY 1998 with the intention that this contractor would be positioned to
support the dedicated program integrity contract that is planned for FY 1999.

Commercial-off-the-Shelf Software for Claims Editing: In 1996 ItCFA selected GPG,
formerly GMIS, Inc., to test a commercially available software application known as
"Claim Check" which is designed to evaluate physician claims and reduce erroneous or
abusive billing on a prepayment basis. HCFA is currently testing this software at one of its
contractors to evaluate the underlying policy of edits, customization needs, savings, and
installation and integration issues. HCFA plans to have enough information by November
1997 to begin exploring whether to use it nationally.

_ _- Local Initiatives: .....

HCFA's development of tools at the national level has been complemented by continuing
investment in analytic tools at HCFA contractors. HCFA has intentionally not endorsed
or directed the purchase of specific commercial software because by allowing our
contractors to explore and acquire a variety of softivare, market forces will promote
competition and continuing improvements to analytic software available to analyze HCFA
data. For example, one such proprietary software currently used by a number of
contractors is the Service Tracking, Analysis and Reporting System (STARS).
STARS is a user friendly tool that interfaces with utilization data, both Part A and Part B.
Its allows the user a lot of flexibility in determining which data best identifies potential
fraud and abuse.

Another example of a local initiative is Super Operator (SuperOP), which is a user
controlled rule based system that interfaces with current claims processing systems and
allows the user to test, implement, and track edits that would normally be outside the
capability of the standard system.

Future Initiatives:

Research and Development of New Methods: The Medicare Fraud Project with Los

Alamos National Laboratories is HCFA's ground breaking technology to spot
suspicious claims earlier. The primary product of this project is a prototype methodology
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of dynamic new mathematical models and algorithms which uses provider and beneficiary
profiles containing "features," or pieces of information that reliably pinpoint fraud and
abuse from the incredible volume of data The work of Los Alamos to date has been to
determine and construct the features of each type of profile, conduct massive statistical
and mathematical analyses, write exploratory computer code, and perform verification
work with contractors to see if the complicated models match up with reality. By its work
with Los Alamos, HCFA hopes to build an automated prepayment mechanism that can
identil and rank suspicious claims.

Other Initiatives:

* The National Provider Identifier (NPi) is an industry-wide unique identifier for
providers and suppliers created under the authority of the Health Insurance Portability and
Accountability Act of 1996. This identifier will be used to create databases that will
contain a record of all providers and suppliers who are certified to bill Medicare. The
newly acquired authorization to require social security numbers from those who bill the
program will enhance our ability to fight fraud by flagging in the database a provider who

... .has been formally excluded from the Medicare or Medicaid program or otherwise has been - ...
identified as being an abusive biller. This database will then be available to the contractors
who are processing claims and accessing the database to automatically deny or give
greater scrutiny to associated claims.
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QUESTION 3 FROM SENATOR GRASSLEY

Will the Current Reorganization Delay
Implementation of the Balanced Budget Act Provisions

Q3: When will the reorganization be fully implemented? Is the reorganization going to

slow down implementation ofthe BBA? How many posts are still empty?

A:

The HCFA reorganization was fully implemented on July 6, 1997 for the Central Office and
August 17, 1997 for the Regional Offices.

I believe that the implementation of the BBA will be enhanced by the new organizational
structure. The reorganization of the agency was designed to better serve beneficiaries by
streamlining the operation to enhance communication among the individuals working on similar
issues. This enhanced communication will make the implementation move more quickly.

Of the 14 senior positions that report directly to the Admiuiistrator, there are currently two
.. .positions being filled on an acting basis, the Director of the Center for Beneficiary Services and

the Director of the Office of Clinical Standards and Quality.

In an organization as large and diverse as HCFA, there ar,. always some vacancies. As of June,
HCFA had an FTE ceiling of4085. There were 4018 s.aff on board at that time representing
3923 FTEs.
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QUESTION 4 FROM SENATOR GRASSLEY

Will tke Current Reorganization Delay
Implementation of the Balanced Budget Act Provisions

Q4: Is the reorganization moving HCFA in the same direction as the BBA? The Act
emphasizes principles of choice and competition. It's trying to get away from HCFA's
traditional role as a bill-payer and move toward being an intelligent purchaser. The BBA
also emphasizes working with state and consumers to develop new programs, rather than
simply promulgating regulations from on high. Does the HCFA reorganization move the
agency in these directions?

A:

I believe that HCFA's recent reorganization does move the agency in the direction promoted by
the BBA. The concepts your question highlights -- moving HCFA to become a beneficiary-
centered purchaser of health care instead of simply a payer of claims and working cooperatively
with States and consumers -- were at the heart of the philosophy of the reorganization.

The new organization emphasizes a beneficiary-centered approach to delivering health care
-'ic--f-sed--r do- -- ii6- ii' e-- such a-. Center for Beneficiary Services, ihf - -__

Center for Medicaid and State Operations, and the Center for Health Plans and Providers. The
Center for Health Plans and Providers centradizes all Medicare provider activities, whether
managed care or fee-for-servze, so managed care is no longer a small ouirost within HCFA's
organization.

The reorganization solidifies HCFA's aim to become a beneficiary-centered purchaser of health
care services, an approach that will actively use purchasing strategies, including market presence,
to obtain high quality health care for beneficiaries at an affordable price. This new approach
includes providing beneficiaries with ready access to information about program benefits, health
plan choices, treatment options, appeal rights, and taking advantage of competitive bidding and
other more efficient payment strategies. Thus, for HCFA, part of becoming a more effective
purchaser of care will be assisting beneficiaries and their families to become better informed
purchasers of care.
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QUESTION 5 FROM SENATOR GRASSLEY

Medicare Transaction System

Q5: How much has HCFA spent on the MTS project, including MTS contractor costs,

HCFA development costs, and ali contract termination costs?

A:

Total MTS project costs as of July 3, 1997, are S79 million -- approximately $45 million for the

GTE software development contract, and $4 million for other small contracts for independent

verification and validation, project management consulting services and software testing and

support; and approximately $30 million for HCFA development costs including staff, travel and

training costs.

HCFA is in negotiations with GTE at this time to determine the close-out costs for the contract.

As soon as the negotiation3 are complete, cost information will be provided to the Committee.

Money remaining from the GTE contract close-out negotiations will be returned to the Medicare

Trust Fund.
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Medicare Transaction System

Q6: Has HCFA received any benefits from this effort? If so, what products have been
delivered? How will they be used to improve the Medicare system?

A:

HCFA has also received products from the GTE effort that will be useful in improving the
Medicare system. The following are 9 major products that HCFA has received:

1. A system design that would meet the needs of a completely redesigned
managed care and fee-for-service transaction system. The design is determined
based on system performance requirements (how many transactions, how fast they
have to be done, who needs access to data), as well as the functions that the
system needs to perform (making payments). Included in the design are solutions
for security of the system and telecommunication processes.

-- 2- High level requirements for-theatir ystem-.whathe system must do to -- .
support current and future functions for managed care and fee-for-service. This is
useful as HCFA determines how to move forward with actual systems development, and
would provide critical information to any contractor HCFA engages to write new
software

3. Most of the specific current and future requirements for what the
managed care part of the system must do. This is critical information that is
needed by any follow on contractor HCFA may engage to write the software for
the managed care system.

4. For targeted areas In the managed care application, complete sets of
requirements and nearly-complete design specifications. This level of detail gets us
very close to the step where actual programming (writing software) can begin. It

would provide valuable information to any contractor HCFA would engage to write
software for managed care.

5. Nearly complete business rquirements for consolidated financial
processing. This provides HCFA with important information about what a
consolidated financial system must do, and could be used by a contractor as the
basis for developing a financial system for HCFA that will meet the requirements
of the CFO Act.
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6. Nearly complete set of requirements for the fee-for-servdee beneficiary and
insurer databases. This provides HCFA with important information about what
the system must do to support many of the Balanced Budget Act provisions which
are focused on what type of coverage a beneficiary has elected. These requirements
would form the basis for future system development in this area.

7. Reusable hardware and software originally purchased by GTE for the
development environment. HCFA is in the process of physically moving this
equipment and software to HCFA's offices in Baltimore.

8. A catalogue of the kind of hardware and software that would be needed to
support an operating site. This will be useful information as HCFA analyzes its
future need for an operating site for managed care and/or fee-for-service
processing.

9. A plan for building a test facility to support managed care. This is crucial
information HCFA will use as it analyzes its needs related to how it should test
any new managed care software.

HCFA originally hoped to obtain complete software for the new system from its contract with
GTE. Although that did not work out, it is my understanding that GTE did complete much of the
work that was necessary to define the requirements for information technology to improve
Medicare claims processing. This will be useful to HCFA in whatever way it chooses to proceed,
because the requirements provide the basis for further development of a system (next is detailed
specifications, then writing the software). One of the difficult lessons HCFA learned through the
MTS effort is that defining the requirements for the system is the most difficult part of the systems
development process, and one that is critical before further development work is undertaken.

Separately, during the time while work was proceeding on the GTE software development
project, HCFA moved ahead aggressively to fix one of the problems that has plagued
Medicare and that needed to be addressed before a new system could be designed. As part of the
MTS implementation, HCFA is currently transitioning its Part A, Part B and DME contractors to
standard software. HCFA has already selected standard software systems, and transitions are
scheduled to be completed by May 2000.
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QUESTION 7 FROM SENATOR GRASSLEY

Medicare Transaction System

Q7: Who were the senior HCFA officials responsible for managing the NITS effort? Have
they been held accountable for this poorly managed project? If so, how? Which, if any, of
these officials will have similar positions and responsibilities for any future automation
efforts? What role did the OMB play in monitoring this effort, if any?

A:

MTS project management began in 1992 under the guidance of the Director of the Bureau of
Program Operations (BPO), Carol Walton. Ms. Walton was supported in her management of the
project by an MTS Management Board consisting of Dr. Regina McPhillips, Director of the
Bureau of Data Management and Strategy and Barbara Gagel, Director of the Bureau of Health
Standards and Quality. Ms. Walton, Dr. McPhillips and Ms. Gagel reported to David Bu,,er,
Acting Associate Administrator for Operations (AAO). Mr. Butler, in turn, reported directly to
HCFA Administrator Bruce Vladeck until the Administrator reorganized AAO, creating the
Associate Administrator of Operations and Resource Management (AAORM) under the
leadership of Steven Pelovitz.

By 1996, Mr. Vladeck had decided that MTS development required greater involvement by
HCFA's operational leadership and asked Mr. Pelovitz to take charge of MTS oversight, starting
with a reconfiguration of the project management team. Mr. Pelovitz, in consultation with the
Administrator, enhanced the MTS senior management team to include Jared Adair, Director of
the Office of Analysis and Systems in BPO; Elizabeth Cusick, Senior Advisor, AAORM; and
Michelle Snyder, Director of the Office of Financial and Human Resources.

Under HCFA's reorganization, which became effective in July 1997, automation and technology
efforts are under the direct authority of a new Chief Information Officer. After a national search,
HCFA has recently hired Dr. Gary Christoph, formerly of the Los Alamos National Laboratory's
Computing, Information, and Communication Division as its Chief Information Officer. The
Chief Information Officer will report to HCFA's Chief of Operations, Steven Pelovitz, and
Deputy Chief of Operations, Michelle Snyder. In addition, based on GAO's recommendations,
the Chief Information Officer will have direct access to the Administrator.

The Information Technology Management Reform Act, which became law in 1996, changed the
nature of OMB's responsibilities for oversight of information technology projects. In addition to
OMB's traditional financial oversight, technology oversight responsibilities that had previously
been with GSA were given to OMB. Thus, in the summer of 1996, OMB began monitoring the
progress of MTS very aggressively. In fact, although HCFA originally requested some $267
million for MIS in the FY 1998 budget, OMB supported only $89 million, and specified that
these funds could not be used for further MTS software development.
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Medicare Transaction System

Q8: What actions has HCFA taken to ensure that future development efforts, such as

MTS, will not end in failure?

A:

Over the course of the MTS project, HCFA received numerous recommendations about the scope

of the project, from sources such as the General Accounting Office (GAO), the information

resource management (IRM) experts at OMB and HHS, and the Information Technology Review

Board (ITRB). The following are some examples of how HCFA has incorporated many of these

suggestions into our contracting and oversight procedures for future technology initiatives:

For HCFA's current projects to transition its contractors to standardized software and to

prepare its systems to handle dates in the year 2000 and beyond,-HCFA is expanding the

use of a systems integrator and an independent validation and verification contractor;

Future projects will not focus solely on software development for a particular purposes,

but will also have an integrated project plan that includes how the software will interact

with other HCFA-critical activities;

HCFA plans on conducting more comprehensive reviews of finished products by

contractors, such as GTE during the MTS project, before proceeding to subsequent steps.

For examl'!e, upon completion of the managed care requirements by GTE, the agency will

review that product in the context of new information and proceed according to the results

of its analysis;

HCFA will evaluate each piece of work relative to its manageability and risk, and to the

resource demands of other work being done by HCFA;

For additional review, the agency will submit the results of its future analyses to the ITRB

for evaluation and feedback.

After a national search, HCFA has just hired a ncw Chief Information Officer, Dr. Gary

Christoph, who was the Chief Information Officer of the Los Alamos National

Laboratory's Computing, Information, and Communication Division. Dr. Christoph will

have direct access to the Administrator as recommended by GAO.

If I am confirmed as HCFA Administrator, I intend to take a very hard look at the objectives of

the MITS project and make some decisions about how best to move forward in achieving these
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objectives while incorporating the recommendations of GAO, OMB and other experts. I have
already solicited GAO's help in these efforts and intend to manage this process aggressively. I
also want to work with the Congress on any new plans for future information technology
investment. And I can assure you that any new investments will fully meet the requirements of the
ITMRA and the 0MB guidance on investments in information technology.

Responses for the Record:
Confirmation of Nancy-Ann Min DeParle 46



151

QUESTION 9 FROM SENATOR GRASSLEY

Medicare Transaction System

Q9: HCFA's objectives for MTS were to provide improved service and reduce operating
expenses; offer better contractor oversight and provide more protection of program funds
from waste, fraud and abuse; and to accommodate managed care and alternative payment
methodologies. Do you plan to meet these objectives by any other means? If so, how? Has
an estimate been made to determine the cost of meeting these objectives?

A:

The primary business needs for a modernized Medicare information system remain unchanged.
HCFA needs a computer system that can make more accurate and appropriate payments; provide
the necessary information for its program integrity activities; support its financial management
responsibilities; and support service to its customers With the recent termination u: jhe GTE
contract, HCFA is currently examining the appropriate way to proceed on the rest of the work
that needs to be done.

HCFA's first priority is to develop a new managed care payment system. The current system was
designed in the 1970's and cannot handle the volume of plans HCFA has today, much less the
volume anticipated in coming years. It was not designed to handle the kinds of alternative plans
or payment methods envisioned in the Balanced Budget Act of 1997. At the present time, HCFA
is looking at alternatives for turning the requirer,,-nts it will receive from GTE into software to
meet its managed care responsibilities

HCFA is continuing to refine and review its strategy for modernizing its Medicare information
system. In developing this strategy, HCFA will consult with GAO and OMB. If confirmed, I
expect to provide Congress with the details of this new strategy later this fall. I am committed to
ensuring that all decisions will be made in accordance with the most advanced system
developn ent methods available. HCFA will analyze alternatives and make decisions based on that

analysis, and any investments in information technology will fully meet the requirements of the
Information Technology Management Reform Act and the OMB guidance on information
technology investments.

Determining the cost of work to be completed is an integral part of analyzing alternatives.
Because the analysis of alternatives has not been completed, I cannot provide cost estimates at
this time. I can assure you that, ifl am confirmed, when HCFA does have a plan for moving
forward with its information system development, each increment of work will be fully justified in
terms of cost, benefit and effectiveness.

Responses for the Record-
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QUESTION 10 FROM SENATOR GRASSLEY

Medicare Transacdon System

Q10: As an interim step, before MTS was to be delivered, HCFA planned to transition all

Medicare claims processing to standard Part A and B systems. Which HCFA organizations

and officials are responsible for ensuring that this effort is completed within specified

schedules and budgets? Is HCFA on schedule and when will this initiative be completed?

A:

Responsibility for transitioning all claims processing to a standard Part A, a standard Part B and a

standard DME processing lies under the authority of HCFA's Chief Information Officer. HtCFA's

current Acting Chief Information Officer is Jared Adair, but after a national search, the agency

recently appointed a new Chief Information Officer, Dr. Gary Christoph, who will begin work in

October 1997. Dr. Christoph comes to HCFA from the Los Alamos National Laboratory's

Computing, Information and Communications Division and has extensive management experience

in computer and network systems which will be of significant value to HCFA.

Transitions to standard software are scheduled to begin in March 1998 and will be completed by

May 2000. To date, 20 Part A intermediaries have been transitioned to the Florida Shared

System and the remaining 20 will be transitioned by next August. Three of the four DME

contractors are using VIPS now and the transition for the fourth will be completed by July 1998.

Eight Part B carriers are using the EDS system now and the remaining 24 will be using the system

by August 2000. Consolidation of contractor systems is an exceptional accomplishment for

HCFA in terms of achieving administrative efficiencies and, if confirmed, I will oversee this

process aggressively to ensure that the transitions take place on schedule and within cost.

Responses for the Record:
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QUESTION 11 FROM SENATOR GRASSLEY

Medicaid Managed Care for People with Special Needs

Q1I: What has HCFA done and how do you intend to proceed with identifying the current
state of the art in the managed care industry and assisting states and beneficiaries to
develop quality managed care programs for special needs beneficiaries?

A:

HCFA is involved in a variety of efforts to identify the state-of-the-art in managed care
programs with respect to special needs beneficiaries, including:

A series of research and demonstration projects ranging from comprehensive State
Medicaid demonstrations to demonstrations specifically targeted to special needs
populations;

Strengthened partnerships with DlHS and state agencies which support services to
special populations to solicit their input in assessing state managed care systems design
and operations;

Beneficiary outreach to improve information dissemination that will be useful to
beneficiaries in making health care choices and for obtaining their input, such as
comprehensive Medicaid demonstrations requiring annual beneficiary surveys;

Working closely with accrediting organizations and DHHS agencies to develop quality
measurement tools;

A Quality Technical Advisory Group made up of State representatives and a Medicaid
Value-Based Purchasing Strategy Team. The team is made up of five members of the

Executive Committee of the National Association of State Medicaid Directors (NASMD)
and five members of the HCFA Quality Council. HCFA Quality Council participation also

provides a forum for HCFA to evaluate both Medicaid and Medicare purchasing strategies

to determine where consistent strategies might be appropriate. The team has already

identified individuals with special health care needs as a special focus area;

Enforcing the recently enacted Balanced Budget Act, which provides a wide range of

consumer protections, and gives the Secretary the authority to establish Medicaid quality

standards, including standards for individuals with special needs. The study of safeguards

for individuals with special needs in Medicaid managed care allows us to proceed with
more deliberation in developing policies around this population.
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QUESTION 12 FROM SENATOR GRASSLEY

Home Health Care - Prospective Payment System

Q12: What steps do you envision taking to assure the successful development and
implementation of PPS for home health benefits?

A:

Development of the national home health prospective payment system is a high priority for
HCFA. If confirmed, I intend to manage this process aggressively to ensure that it is successful.
Many of the agency's resources currently are, and have been, dedicated to developing this
payment system. The main steps to assure the successful development and implementation of
PPS involve work on research and demonstration projects. These projects are providing crucial
information for developing the unit of payment and case-mix adjustments -- the essential features
of a home health PPS. The projects are already underway, and HCFA is continuing its work.

The research and demonstration projects include the following demonstration and studies:

National Home Health Prospective Payment Demonstration

Case Mix Research Study

, Volume Outcome Study

The National Home Health Prospective Payment Demonstration is useful in testing the
appropriateness of specific payment methodologies in advance of full implementation. The
demonstration is also valuable in identifying methods that do not work well, and that HCFA
would not want to implement. The Case Mix Research Study is providing information to develop
a case-mix adjustment system for PPS by examining the relationship between patient
characteristics and home health resource use. The Volume Outcome Study is analyzing the
relationship between the volume of home health services finished and patient outcomes. In
setting a payment rate for PPS, it is important to know, within a range, the appropriate amount of
care needed to produce the best possible patient outcomes.

Responses for the Record:
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QUESTION 13 FROM SENATOR GRASSLEY

Home Hialth Care - Prospectise Payment System

Q13: What other changes to home health benefits would you like to see?

A:

Through the Balanced Budget Act, Congress, the Administration and the industry worked
together to o,'erhaul the home health benefit. These changes include the establishment of a PPS,
the realloco'ion of certain home health visits from Medicare Part A to Part B, and lower payments
to home health agencies under an interim payment system. The reforms will provide HCFA with
needed tools to manage the extraordinary growth in the benefit.

However, other changes -- especially measures focusing on fraud in the home health industry --
are needed. These changes were announced on September 15, 1997, along with a 6-month
moratorium on the entry of new home health agencies into Medicare. One key change is a
requirement that home health agencies supply HCFA with information about related businesses
they own. Oflen, unscrupulous home health providers funnel fraudulent activities through
subsidiaries or "front" companies that do not actually exist. This new requirement will make
those types of scams harder to carry out.

During the moratorium, HCFA will also develop regulations that will require home health
agencies to re-enroll in Medicare every three years. As part of the re-enrollment process,
agencies will have to submit an independent audit of their records and practices. If the agency
does not meet the strict new enrollment requirements, it will not be renewed as a Medicare
provider.

Additional changes include a requirement that home health agencies serve a minimum number of
patients prior to seeking Medicare certification and a requirement that agencies have sufficient
operating funds on hand for the first three to six months. Serving private-pay patients will
demonstrate experience and expertise in the field before an agency is allowed to serve Medicare
and Medicaid's vulnerable populations. The cash requirement will establish the financial stability
of home health providers.

Finally, I believe we need to direct more resources to audits of home health agencies. Effective
September 15th, HCFA re-directed $10 million in Medicare Integrity Program funds to double
home health audits. If confirmed, I intend to work with the Congress to ensure that an
appropriate level of resources is devoted to home health program integrity efforts.
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QUESTION 14 FROM SENATOR GRASSLEY

HIPAA 's Fraud and Abuse Provsions

Q14: What are your thoughts about the current status of HCFA's implementation of the
Medicare Integrity Program? Do you feel It is on an acceptable time frame, or will you try
to speed up its Implementation? How will HCFA target its resources to provide safeguard
activities in the short run?

A:

Under the Medicare Integrity Program (MIP), HCFA is permitted to use competition to obtain

contractors from a broad pool rather than just selecting from among current contractors. This

means HCFA can now hire contractors to perform certain fraud and abuse activities as an

independent third party to its current contractors. This an important new tool in the fight against

fraud and abuse and must be developed carefully.

HCFA is developing regulations for selecting MIP contractors to ensure consistency in its

approach before competition is used to award contracts. Because these contracts are a new way

of doing business for HCFA, regulations must be carefully and thoughtfully developed. The

regulations will address important issues such as identifying the characteristics of entities who can

compete, and clearly defining when a conflict of interest exists. The current schedule balances

HCFA's needs to use competition and ensures that time is available for regulations to be well

constructed.

Although the law does not require HCFA to have final regulations in place prior to completing

these contracts, a new statement of work must be developed for these contracts. The agency is in

the final stages of writing this new statement of work and will initiate competition once the

NPRM is published this year.

HCFA will continue to target MIP funds to support the fundamental activities as specified by

legislation: Medical Review, Audit, Fraud and Medicare Secondary Payment. In FY 1997,

$128.3 million was spent on medical review activities with a return of investment (ROI) of $14

for every dollar spent; $152.3 million for audits (ROI of $7 to $1); $109.3 million for Medicare

Secondary Payer (ROI of $30 to $1) and $51.2 million for program integrity or anti-fraud

activities. HCFA will continue to target MIP funding to scrutinize those services with the highest

numbers of fraudulent claims and providers.

Responses for the Record:
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QUESTION 15 FROM SENATOR GRASSLEY

Without MTS - Cross-Checking Claims

Q15: What will you do to assure that Medicare claims are thoroughly checked under the
current configuration of systems? Do you believe that HCFA will award another contract
to develop an integrated database?

A:

HCFA's contractors process over 800 million claims a year. These claims are subjected to a
rigorous prepayment electronic screening process to verify beneficiary information, provider
information, utilization history, procedure and diagnosis, and coordination of benefits. Each
computer instruction that verifies information on a claim is called an "edit."

These edits are performed to determine whether a particular beneficiary is enrolled in Medicare, and
whether all co-payments and deductibles have been met. HCFA's contractors also perform a series
of edits to determine if the provider is eligible and is in good standing with the Medicare program.
Claims are then edited for utilization history. For example, the contractor's systems will only pay
one claim in a patient's lifetime for an appendectomy. Many claims are also checked to verify if the
procedure being billed for is appropriate for the diagnosis. Finally, the contractors coordinate
benefits to determine if a beneficiary has other coverage that is primary to Medicare. In total,
HCFA's contractors have thousands of these edits in place which perform a comprehensive review
of each claim before Medicare payment is made for a service. HCFA is constantly searching for
ways to update and improve its claims processing technologies. One example of this is the
agency's work with Los Alamos National Laboratory to develop state-of-the-art prepayment
review technology using mathematical models and algorithms.

I do not think that HCFA will award another omnibus contract for development of a single
integrated information system. If confirmed, I would not support such an approach. The agency
has learned that this approach is not manageable, carries great risks, and is not the wisest
investment of resources. HCFA is still in the process of carefully analyzing all alternatives for
proceeding with the automation changes that will ensure that HCFA maintains cutting edge
technology to be able to process claims well into the next century. As GAO and others have
suggested, these changes can be made in a more prudent and manageable fashion by breaking
them down into smaller, more directed contracts. For example, HCFA must develop a new
managed care payment system. The current system was designed in the 1970s and cannot handle
the volume of plans IHCFA has today, much less the volume it anticipates in coming years.
Presently, the agency is looking at alternatives for turning the requirements it will receive from
GTE into software to meet its payment responsibilities. I expect that each new automation effort
will be approached in a similar incremental manner.
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QUESTION 16 FROM SENATOR GRASSLEY

HCFA Monitoring of Health Plans and Enforcement Actions

Q16: Should HCFA do more to monitor health plans' performances when beneficiaries'

abilities to switch plans are curtailed? What type of actions should HCFA take to correct

problems at poor-performing HMOs?

A:

I think there should be a different program response to monitoring health plans' performances

because of the operational disenrollment changes contained in the new Medicare+Choice

legislation. This will apply not only to HMOs, but to all the new managed care provider types

created by the new legislation. It is uncertain, however, if increasing current monitoring activities

based upon existing techniques is the answer. HCFA is reviewing its current compliance

monitoring methods, systems, and policies with the intent to either make the current approach

more efficient or, if it is more appropriate, to approach the issues of quality care assurance and

protection of benef.ciaries from new perspectives. Together with the managed care industry, the

agency will look at the most successful approaches for product quality assurance and consumer

protection in both the private sector and governmental agencies.
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QUESTION 17 FROM SENATOR GRASSLEY

Comparative Information to Aid Informed Choice

Q17: What do you think HCFA should do to make benefits coverage terminology
understandable and comparable for beneficiaries?

A:

Through HCFA's market research, the agency is finding more appropriate ways to target and
tailor its message to seniors. HCFA continues to look for better ways to ensure that all
beneficiaries have access to information that will assist them in making informed health care
choices.

The BBA mandates that HCFA provide comparative information to beneficiaries on their
Medicare+Choice options. The BBA also provides funding for this effort by authorizing ltCFA
to tap contracting plans for the cost of these materials and related activities.

HCFA has already done development work on comparative materials for the competitive pricing
demonstrations. Its contractor for those demonstrations did significant work developing and*
testing formats for conveying comparative information. Draft materials were presented to focus
groups to determine whether the materials were helpful and understandable. Modifications were
then made based on feedback from these sessions and materials were then retested.

In addition to the development work done for the demonstrations, a number of the HCFA regions

have had efforts to make comparative information available for use of local media, beneficiary
organizations, and the aging network. HCFA will soon be making comparative information
available on managed care options nationwide through the Internet.

While well-designed comparison charts will assist beneficiaries in understanding their options,

comparison is hindered by the lack of standardization in regard to additional and supplemental
benefits. The proposal to standardize the most commonly offered benefits would have helped in
this regard, but unfortunately, it was not included in the BBA.
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- QUESTION 18 FROM SENATOR GRASSLEY

Ensuring Regional Consistency in a National Program

QIS: Should the "rules" for Medicare-Choice plans and Medicare beneficiaries be the same

everywhere --regardless of their regional location? How can HCFA establish more

consistency among its regional offices?

A:

The "rules' for the Medicare+ Choice plans flow directly from the statute and from the regulations

that HCFA will be developing in the months ahead. For the most part, the statute does not

provide for regional differences in program rules or policies, and I do not think such differences

are a good idea, There are some exceptions, however:

County payment rates vary based on historic difference in utilization patterns and payment

levels. However, these differences are greatly reduced relative to the variations under the

previous payment methodology for risk plans.

* *The statute mandates lower minimum enrollment requirements for rural areas than for

urban areas.

In situations where there is no national coverage policy in regard to an item or service,

plans follow the local medical policy established by the medical directors of the Medicare

contractors in their geographic area. These local medical review policies reflect local

medical practice.

Historically, HCFA's regional offices have played a major role in the Medicare risk contracting

program and will continue to play a major role in regard to Medicare+Choice. It should be noted,

however, that while regional offices provide much of the oversight of plan operations, all

compliance actions are taken only after central office review.

Finally, one area where some plans have expressed concerns relates to inconsistencies across

HCFA regions in the review of marketing materials. This summer, HCFA issued national

marketing guidelines which were developed in consultation with consumer groups, health plans

and state regulators. These guidelines will help to assure uniform review of marketing materials

across HCFA regions.
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QUESTION 19 FROM SENATOR GRASSLEY

Home Health -HCFA oversight

Q19: What do you think HCFA's regulatory role should be In the Medicare program?

A:

In light of the growth in the home health benefit and the fraud and abuse plaguing the industry,
HCFA's role must be more aggressive than it has been in the past. HCFA should enhance its
oversight of providers, and tighten up requirements for agencies currently in the program and
those seeking entry. The home health initiative HCFA announced on September 15, 1997, which
was more fully described in response to one of your previous questions, outlines HCFA's role in
administering the home health benefit. HCFA will also continue its longstanding efforts in the
survey and certification process to ensure providers arc furnishing beneficiaries with high-quality
care. To this end, HCFA has proposed new Medicare conditions of participation for home health
agencies. The proposed conditions strongly encourage providers to evaluate and continuously
improve the quality of services provided to beneficiaries. The revised standards will also place
greater emphasis on giving consumers information from which they can base their health care
choices.
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QUESTION 20 FROM SENATOR GRASSLEY

Contractor Transitions

Q20: What should be done to encourage good contractors to keep their Medicare business?

A;

There will be changes in Medicare administration and contracting as HCFA moves forward and
addresses the key issues facing the program today, especially the problem of fraud and abuse and
the implementation of the Medicare+Choices in the Balanced Budget Act (BBA). However,
HCFA recognizes that Medicare intermediaries and carriers will continue to play a very important

role in the program over the next few years, and HCFA believes there will be a place in Medicare
for those contractors which have strong track records of integrity and performance.

This question gets to some difficult decisions that HCFA will have to make in the near future,
because the funding issue cannot be left out of the equation. There are contractors who want to

continue to serve as Medicare claim administrators that express concern about a perceived
disconnect between HCFA's expectations and the funding levels appropriated to meet these
expectations. Over the past few years, HCFA has pushed the contractors to meet tough
budgetary goals and the real cost per claim processed has accordingly dropped substantially. This

has largely been achieved by making Medicare the industry leader in the use of electronic
technology for claims submission and payment, and through consolidation of computer processing
functions.

There are limits to the additional savings that can be achieved through these mechanisms, and it

will be very challenging to manage growing claims volume under the current funding scenario. So

one part of the solution to this question will be to engage the contractor community in honest

discussions about the inherent tradeoffs between the underlying cost of service, program

performances and funding

HCFA also recognizes that its contractors consider their participation in Medicare fee-for-service

from a larger business context. HCFA's contractors, who were once simply bill-paying entities,

are today becoming providers of care. In fact, most of its contractors are targeting their business

plans towards lines of business that offer profit potential, including Medicare risk contracts.

At the same time, HCFA must carefully examine the potential for real or perceived conflict of

interest between the Medicare fee-for-service business and the private business interests of

carriers and intermediaries. Congress asked HCFA to address this issue as part of the Medicare

Integrity Program (MIP) legislation enacted last year and the agency will shortly publish proposed

regulations to do so.
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- QUESTION 21 FROM SENATOR GRASSLEY

Contractor Transitions

Q21: What can be done to expand the pool of contractors?

A:

As you know, HCFA has done business with most of the current intermediary and carrier

contractor pool for a very long time, many since the inception of the program. As some of them

have left the program, the work has been assumed by other members of the existing community.

This has occurred because there are statutory restrictions on who may serve as a Medicare

contractor. In recent years, HCFA has submitted contractor reform legislation that proposes to

remove some of these restrictions. If this legislation was enacted, HCFA could move to engage

the business community and try to develop the capacity in capable firms to do its work.

HCFA is currently engaged in this process with respect to contracts for Medicare payment

integrity activities under the Medicare Integrity Program (MIP) established in the Health

Insurance Portability and Accountability Act. The MIP authority states that HCFA may continue

to contract for performance of payment integrity functions through the "traditional" intermediary

and carrier network, but it also provides the agency with the authority to break these functions

out of this network when this makes sense and contract for the functions on a competitive basis.

Based on open meetings HCFA has had with the industry, the agency believes there .s significant

interest in these contracts. HCFA has learned, however, that many companies do their business

planning several years ahead and that they need advance notice of potential opportunities with

HCFA in order to target their capabilities to meet HCFA's needs.

Use of this new authority will expand the contractor pool, but only for payment integrity

functions. Additional legislative authority is needed to use entities other than insurance

companies for claims processing and payment functions, and if confirmed, I would be pleased to

work with the Congress on this issue.
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QUESTION 22 FROM SENATOR GRASSLEY

Contractor Transitions

Q22: What can HCFA do to ensure smooth transitions when work is transferred to a different

contractor?

A:

HCFA's recent performance in managing contractor transitions has been very strong. The agency

has completed dozens of contractor and contractor systems transitions in the last several years

that have been very smooth for beneficiaries and providers. HCFA has developed a staff that

specializes in this activity, "how to" manuals that address the issues raised by contractor

transitions and the work that needs to be done, and strong protocols and standard operating

procedures for ensuring that all the handoffs that need to be made are done timely and effectively.

In managing contractor transitions, the critical contractor-side issues are to ensure that the

incoming contractor builds its organization and gets up to speed quickly, that the outgoing

contractor maintains productivity and departs the program in orderly fashion, that operational

differences between the new and old contractor are identified and addressed, and that everyone

communicates a consistent message to beneficiaries and providers. The HCFA role is to be

proactive, to require good transition plans from all the parties involved, and to monitor progress

and ensure that problems are addressed early in the process.
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QUESTION 23 FROM SENATOR GRASSLEY

Without MTS -Tracking Afedicare+Choice Plans

Q23: Can HCFA's existing data systems handle the new data collection and reporting
requirements of the BBA? What is HCFA doing to assure that it can provide the required
information and meet the timetables of the BBA?

A:

The current information system will need to be modified to begin the implementation of the
Medicare+Choices program. Progress has been made in finalizing the requirements for the data
information systems that will be needed from the GTE contract. This will position the agency to
improve its existing managed care information system, and the next step is to analyze the data and
design the new system.

HCFA is now reviewing the requirements of the new BBA legislation to determine precisely what
changes need to be made and by when.

HCFA expects to meet the statutory implementation time frames for the Medicare+Choices
program and, if confirmed, I will keep you and the Finance Committee informed of the agency's
implementation progress:
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QUESTION 24 FROM SENATOR GRASSLEY

ACR Proposal Process and Profits of Medicare+Choice Plans

Q24: What steps should HCFA take to ensure that Medicare+Choke plans do not earn

excess profits an the Medicare contracts?

In general, neither the law governing the risk contract program nor the Medicare+Choice

provisions in the BBA provide for any explicit limit on plan profits. Projected profits are,

however, included in the plan's Adjusted Community Rate (ACR) proposal which is reviewed

annually by HCFA. The ACR is used to determine the value of additional benefits that a plan is

required to provide.

The ACR includes components for both administrative costs (including profit) and benefit costs

derived from the plan's commercial premium rate. In computing the ACR, plans adjust benefit

costs included in their commercial premium to reflect the difference in utilization between the

commercial and Medicare populations (adjustments are also made for differences in benefits).

Under the risk contract program, plans were allowed to adjust administrative costs by the same

factor used to adjust benefit costs. Thus, if Medicare utilization is generally 4 times greater than

commercial utilization, the amount of profit built into the ACR was 4 times the dollar amount of

profit built into the commercial premium.

In general, plans did not actually earn these higher profit levels since they provided "free" benefits

separate from the additional benefits that they were required to provide under the law.

The ACR process under the risk program had been criticized by GAO and PPRC and HCFA had

been exploring options for improving the accuracy of ACRs. These efforts will now be

incorporated in BBA implementation. Among other steps, HCFA is considering:

* placing more reliance on data from actual plan experience during a previous 12 month

period;

* separating profits from adrhtnistrative costs; and

* using the new BBA audit authority to assure the accuracy of the ACR submission.
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QUESTION 25 FROM SENATOR GRASSLEY

Availability and Use of Health Plans' Disenrolment Statistics

Q25: What efforts are being made to assure that comparative disenrollment data are
available in a useful form by the mandated date? How closely should HCFA monitor
plans' disenrollment rates?

A:

HCFA has been piloting various types of disenrollment statistics and is evaluating which will be

the most useful and understandable for its beneficiaries when comparing rates across plans. The

first version should be available for release in November, 1998. HCFA has been working with

SSA to expand the reporting category on the reasons why a beneficiary is disenrolling for those

beneficiaries who elect to disenroll through the SSA District Office. This expanded data will

provide HCFA with better information on the reasons for disenrollment and serve as an dert for

possible plan problems. HCFA is also examining a protocol that tracks the disenrollment
behaviors of a cohort of new enrollees over the course of a year. This method promises to give us

highly accurate information on plans' relative retention and loss of members.

Disenrollment rates should be monitored very closely. Rapid disenrollment (less than 3 months)

may be an indication of marketing problems and beneficiary misunderstanding of managed care.

Disenrollment after a year or more in a plan may be linked to quality and access problems.
Therefore, HCFA intends to look at all of these aspects ofdisenrollment over time for each plan.
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QUESTION 26 FROM SENATOR GRASSLEY

HIPAA 's Requirements for Health Data Automation and Standards

Q26: What do you think HHS's long-term strategy and schedule for developing these

standards should be? What are the major roadblocks to developing these standards?

A:

The Administrative Simplification provisions of the Health Insurance Portability and

Accountability Act cf 1996, or P.L. 104-191 (HIPAA) are aimed at reducing cost and

administrative becden in the health care industry. This Act requires the Department of Health and

Human Services to adopt uniform national standards for the electronic transmission of certain

health information. The electronic transmissions covered by HIPAA include: transactions

(including claims, enrollment, claims status, and 7 others); unique identification numbers for

health providers, health plans, employers and individuals; and standards for code sets, security,

and privacy.

The development of the mandated standards has been managed through a three level process

within the Department: 1) the HHS Data Council provides senior level policy guidance and serves

as the contact point for the National Committee on Vital and Health Statistics, 2) the Data

Council's Health Data Standards Committee is comprised of agencies within HHS, the Office of

Management and Budget, DOD, VA and other government agencies, and is responsible for the

management of all standards activities; and 3) six implementation teams, with representatives from

HCFA, the Department and other federal government agencies, are responsible for the research,

analysis, and development of the national standards

In addition, HCFA has implemented an aggressive outreach program which includes meeting with

the health care industry, other affected organizations and groups, and the public.

The following table outlines the implementation schedule of the Administrative Simplification

mandates:

Recommendations for initial standards
completed (except security and identifiers for
individuals and employers).

The Secretary's recommendations for privacy
legislation were sent to Congress.

Draft regulations are to be published in the
Federal Register; a 60-day comment period
begins

June 1997

September 1997

October 1997
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QUESTION 26 FROM SENATOR GRASSLEY CONTINUED

February 1998 Final Regulations will be issued.
February 2000 Deadline for health data standards to be

implemented; for small health plans, the
deadline is February 2001.

HCFA and the Department have worked hard to meet with health care industry representatives,
members of the public, and others who will be affected by this important legislation
Nevertheless, there are a number of major issues associated with these standards that HCFA
continues to work on

There are significant cost and privacy issues involving the recommendation of an individual
identifier. The HIPAA law recognized the importance of protecting confidential health care
information. At the request of the National Committee on Vital and Health Statistics and the
HS Data Council, the Department is currently studying whether the standard for an individual
ident;.:r should be selected at this time, or whether the selection should wait until privacy
legislation is in place,

The consultative process with the health care industry leads HCFA to conclude that it will receive
a large number of comments on the proposed rules and many of those comments will deal with
the perceived brevity of the law's 2-year implementation time frame. In light of this, HCFA is
exploring options and alternatives for promoting a smooth industry transition to the standards,
and at the same time, meeting the statutory deadlines.

Governance responsibility, start-up resources, and responsibility for ongoing operations of the
infrastructure are major issues. In some cases, the government may be the appropriate place to
provide the infrastructure; in other cases, the private sector may be appropriate. Still in other
cases, a public-private partnership may be desirable. The available options are being explored and
will be released for public comment in the NPRMs.

HCFA continues to explore the issues surrounding proprietary standards. Existing coding
systems historically have been used to support payment processes, and typically "ere not
designed to evaluate outcomes, determine quality care, or evaluate health plan performance In
order to address these deficiencies, it may be possible to propose a general framework within
which proprietary responsibility can be managed and integrated with public domain and federal
standards.

Responsesfor the Record:
Confirmation of Nancy-AmMin DeParle 65
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QUESTION 27 FROM SENATOR GRASSLEY

Develo --nent of Health Status Risk Adjustors

Q27: Do you think HCFA can meet the March 1999 reporting date specified by the BBA?
Will the encounter and other data collection requirement for risk adjustment be tied to the
data standards required in HIPAA?

A:

Risk adjustment models incorporating hospital data only, as well as models that include hospital,
inpatient, and outpatient data have already been completed Aralyses of different payment
approaches are underway. These efforts should ensure that HCFA will be able to meet the March
1999 reporting date specified by the BBA. These data efforts are consistent with HIPAA
standards

Responses for the Record:
Confirmation of Nancy-Ann Mitt DeParle
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PREPARED STATEMENT OF TIMory F. GEITHNER

Mr. Chairman, Senator Moynihan, and Members of the Committee, I am honored
to appear before this distinguished committee as you consider my nomination to be
Assistant Secretary of the Treasury for International Affairs. I am pleased to be
here with my family: my wife, Carole; my children, Elise and Benjamin; and my fa-
ther and brother; as well as a number of close friends.

As a career civil servant at the Treasury for the past nine years, it has been my
privilege to serve in the Administrations of President Reagan, President Bush, and
President Clinton in a number of positions involved with promoting our interests
in the international economy and global financial system. I am deeply honored by
the confidence expressed by the President and Secretary Rubin in me, and in the
career civil service at the Treasury, by nominating me for this position.

I currently serve as the Senior Deputy Assistant Secretary for International Af-
fairs. In this capacity, I have been involved in strengthening our economic and fi-
nancial relations with the major industrial countries and the nations of Asia, pre-
moting international financial stability, and expanding opportunities for trade.

The United States now faces a number of important challenges in the world econ-
omy. Our most important priorities include promoting global growth through co-
operation in the G-7 and other fora, strengthening the international financial -ys-
tem, supporting sustainable development and market-oriented reforms in the transi-
tion and developing economies, and expanding opportunities for trade. If confirmed
as Assistant Secretary, I will have the honor of continuing to contribute to the poli-
cies pursued by Secretary Rubin in response to these challenges.

These objectives are important to the economic strength of our nation, because as
our economy and our financial markets become more integrated with the rest of the
world, growth and stability abroad become more important to growth and stability
at home.

Leadership by the United States is important to advancing our interests in these
areas, and we cannot lead effectively without the involvement and support of the
American people and the United States Congress. For this reason, I have been part
of an active and meaningful process of consultation with the Congress in my tenure
at Treasury. I am committed to working closely with this Committee and the entire
Congress, if I am given the opportunity to serve in this position.

If confirmed as Assistant Secretary, I will work to uphold the formidable stand-
ards of professionalism and integrity set by David Lipton and his distinguished line
of predecessors.

Thank you, Mr. Chairman. I would be happy to answer any questions.
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DRAFT DRAFT

THE WHITE HOUSE

Offce of the Press Secretary

For Immediate Release July 11, 1997

PRESIDENT CLINTON NAMES TIMOTHY F. GEITIUNER TO BE ASSISTANT
SECRETARY FOR INTERNATIONAL AFFAIRS AT TUE

U.S. DEPARTMENT OF TFE TREASURY

President Clinton today announces his intent to nominate Timothy F. Geithner to be

Assistant Secretary for International Affairs at the Department of the Treasury.

fr. Geithncr of New York, serves as the Senior Deputy Assistant Sccretzy for

International Affairs. Prior to serving in that position, he served as the Deputy Assistant

Secretary for Inteartional Monetay and Financial Policy. Mr. Ocithncr has been an employee of

the Department of the Treasury for nine years. He received a BA. in Government and Asian

studies from Dartmouth College In 1993, and a N(A. In International Economics and East Asian

Stuidies from Johns Hopkins University in 1915.

The Assistant Secretary for Intematiorid Affairs advises end assists the Secretary, Deputy

Secretary and the Under Secretary for Interationai Affairs in the formulation and

inplementation of U. S. international ecommic policy. Specirlcally, this office formulates,

evaluates and Implements Department policy concerning internaflonal economics and financial

diplomacy; maintenance and operation of a smoothly fAnctioning international monetary

system; coordination of economic policy among Industrial nations (0-7); economic, financial

and environmental Isswes pertaining to U.S. partdcipation In the multilateral development

banks; and policy regarding International tmde financing.

-30-30-30-



174

Timothy F. Geithner

SENATE FINANCE COMMITTEE

STATEMENT OF INFORMATION REQUESTED OF NOMINEE

1. Name:-(lnclude any former names used.)

Timothy Franz Geithner

2. Position to which nominated:

Assistant Secretary of the Treasury for International Affairs

3. Date of nomination:
July 11,14997

4. Address: (List current residence, office, and mailing addresses.)

5706 Harwick Road
Bethesda, MD 20816
301/320-6053

Department of the Treasury

Room 3221
1500 Pennsylvania Avenue, NW

Washington, DC 20220

2021622-656

5. Date and place of birth:

August jS, 1961
New York, NY, USA
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Timothy F. Geithner

6. Marital status: (Include maiden name of wife or husband's name.)

Married to Carole Marie Sonnenfeld Geithner

7. Names and ages of children:

Elise M. Geithner, 5 (dob 6/23/91)
Benjamin N. Geithner, 3 (dob 47/94)

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

Johns Hopkins, School for Advanced International Studies, 9/83 to 5185; Masters
degree in International Economics and East Asian Studies awarded May 1985.

Dartmouth College, B.A. in Government and Asian Studies, 9f79-/83;
June 1983.

Beijing Normal University, PRC, Summer 1982

Beijing University, PRC, Summer 1981

9. 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.)

Senior Deputy U.S. Treasury Washington, DC 2/97 to Present
Assistant Secretary
(Intemational Affairs)

Deputy Assistant U.S. Treasury Washington, DC 3/94 to 2/97
Secretary
(International
Monetary and
Financial Policy)

Special Assistant to U.S. Treasury Washington, DC 4/92 to 3/94
the Under Secretary
for International Affairs
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Timothy F. Geithner

Special Assistant to
the Assistant
Secretary for
International Affairs

Assistant Financial
Attache

Assistant to the U.S.
Financial Services
Negotiator

International
Economist, Office of
International Trade

Research Associate

International
Economist

U.S. Treasury

U.S. Treasury

U.S. Treasury

U.S. Treasury

Kissinger
Associates, Inc.

OPIC

Washington, DC

Tokyo, Japan

Washington, DC

Washington, DC

Washington, DC

Washington. DC

10. 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.

11. 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.)

None.

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

Council on Foreign Relations, Term Member since 1996.

13. Political affiliations and activities:

490 to 4/92

6/90 to 4/90

8189 to 6/90

7/88 to 8/89

8/85 to 7/88

6/84 to 6/85
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Timothy F. Geithner

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. Itemize 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.

14. Honors and Awards: (List bli scholarships, fellowships, honorary degrees,

honorary society memberships, military medals, and any other special

recognition for outstanding service or achievement.)

Asia-Pacific Young Professionals, 1987
Association of Diplomatic and Consular Officers, Retired Fellowship for

Graduate Study in International Affairs, 1994

Mobil Oil Corporation Grant, 1981
Xerox Corporation Grant, 1981

15. Published writings: (List the titles, publishers, and dates of all books, articles,

reports, or other published materials you have written.)

None.

iS. 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.)

I have delivered a number ofspeeches in my official capacity at Treasury, but,

until my promotion to Senior Deputy Assistant Secretary, all have been informal,

off the record, and without released text. The speech as U.S. Governor to ADB

was made after that time. Attached is a copy of that speech.

Speech as U.S. Governor to ADB 5112197 Japan



178

Timothy F. Geithner

17. Qualifications: (State what, in your opinion, qualifies you to serve in the position

to which you have been nominated.)

I have served with distinction in a wide range of positions for eight and a half

years as a career civil servant In the Office of the Assistant Secretary for

International Affairs, including the most senior positions available to a career

civil servant at the Treasury, Deputy Assistant Secretary of the Treasury for

International Monetary Affairs and Financial Policy (since March 1994) and

Senior Deputy Assistant Secretary of the Treasury for International Affairs (since

February 1997).

B. FUTURE EMPLOYMENT RELATIONSHIPS

1. Will you sever all connections with your present employers, business firms,

associations, or organizations if you are confirmed by the Senate"lf not

provide details.

Not applicable, since my sole employer at present is the U.S. Treasury

OepartmenL

2. 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.

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.

No.

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.

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.
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2. Describe any business relationship, dealing or financial transaction which you
have had during the last 10 years, whether for yourself, on behalf of a cent, 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.

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 legslation 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.)

I do not believe that any of my responses to the items in this questionnaire raise
the issue of a conflict of interest. However, if I become aware of any potential
conflict of interest in connection with the performance of my official duties
following my appointment as Assistant Secretary, I will consult promptly with
Treasury's ethics counsel in order to comply vith all applicable laws and
regulations.

5. 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.

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

Have you ever been the subject of a complaint or been Investigated, disciplined,
orqterwise cited for a breach of etl':ics for unprofessional conduct before any

couK administrative agency' professional association, disciplinary committee, or

other professional group? lf so, provide details.
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2. 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.

3. Have you ever been involved as a party in interest in any administrative agency

proceeding or civil litigation? If so, provide details.

No.

4. Have you ever been convicted (including pleas of guilty or no/o contenders) of

any criminal violation other than a minor traffic offense? If so, provide details.

No.

5. 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

1. 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.

2. 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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Question I for Assistant Secretary Timothy Geithner

In 1995, the United States decided not to sign a WTO agreement on trade in financial services
because other countries had not offered sufficient commitments to open their markets. Negotiations
on trade infirxmcial services have been renewed and are schedided to conclude in December. What
is the Atbninistration doing to ensure better access to foreign markets for US. financial providers?
What are the prospects for getting a good agreement in December?

For the United States, a successful WTO financial services agreement must address certain
fundamental principles. We want U.S. firms to be assured non-discriminatory market entry and the
right to own and control their own investments in foreign markets. Existing rights and activities U.S.
firms may have in a market must be grandfathered and U.S. firms must be accorded market access
and national treatment with respect to the business activities they are permitted to undertake in a
given foreign market.

This is an ambitious agenda. To encourage key emerging markets to bind open their markets to U.S.
firms, Secretary Rubin has written to our negotiating partners to underscore our willingness to work
creatively in the negotiation to address the fullest range of legitimate emerging market concerns. We
will consider phased commitments over agreed time frames as well as other measures which we
believe can smooth the transition to a more open economic environment. In addition, at all levels
including the most senior, in Geneva as well as in Washington and foreign capitals, we are engaging
foreign governments and U.S. industry to identify and resolve individual country problems.

Nevertheless, this is a difficult negotiation. To reach a successful conclusion, it is essential that our
trading partners, especially a number of key emerging markets, make substantial improvements to
their offers before the December 1997 negotiating deadline.
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PREPARED STATEMENT OF GARY GENSLER

I am honored to appear before you today as the President's nominee to be Assist-
ant Secretary of the Treasury for Financial Markets.

I am particularly pleased to have my family with me on this very special day: my
wife, Francesca; my three daughters, Anna, Lee and Isabel; my parents, Sam and
Jane Gensler; and my brother, David. When I was asked earlier this year to join
the Treasury, I sought the advice of those closest to me. And we decided, as a fam-
ily, to accept the opportunity-and obligation--of government service. I want to

thank them for their support over the last few months and, if confined, their sup-
port in the years to come.

The prospect of public service is, for me, an exciting one. I see my service at the

Treasury as a way in which I can return something to our country which has given
me so much.

I consider myself very fortunate. I grew up in Baltimore surrounded by a strong

extended family. I received a first-rate education in the public schools of my home
state of Maryland and at the University of Pennsylvania. I have worked as an in-

vestment banker during a period of unparalleled growth in the scope, speed, and

complexity of financial markets.
I am determined to use my skills and experience in ways that promote and pro-

tect the public interest. I cannot stress this point enough.
The broad matters of federal, state and local finance for which the Assistant Sec-

retary for Financial Markets is responsible may seem esoteric. They can, indeed, be

highly technical. I am acutely aware, however, of their importance to the fiscal

health of the Federal government and to our economic well-being as a nation. I as-

sure you that, like the President and Secretary Rubin, I am committed to these ob-

jectives.
I believe that I come well prepared for the position to which I have been nomi-

nated. After studying finance and accounting at the Wharton School, I joined Gold-

man Sachs, my professional home for the last 18 years. As an employee and later

as a partner, I have had broad experience, both direct involvement and as a man-

ager, in domestic and international financial markets. I have participated in trad-

ing, merger advisory work and financial control.
The trust placed in me by the President and Secretary Rubin is a great honor.

And I intend, if confirmed by the Senate, to discharge this trust in a way that will

fully justify their confidence-and yours.
I now look forward to answering your questions and, if confirmed, to working

closely with this committee, its members and your staff.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHICAL INFORMATION

Name: Gary Gensler

2. Position to which nominated: Assistant Secretary of the
Markets

Treasury for Financial

3. Date of nomination: June 27. 1997

4. Address: Current Residence:

Maryland Residence:

Office:

115 Central Park West
Apartment 19F
New York, NY 10024

105 E. Melrose Street
Chevy Chase, MD 20815

85 Broad Street
New York, NY 10004

5. Date and place of birth: October 18, 1957, Baltimore, MD

6. Marital status: Married to Francesca Danieli

7. Names and ages of children: Anna (7 years old), Lee (5 years
months old)

8. Education: Pikesviile Senior High School (Baltimore, MD), 1972 - 75, High
School Diploma, 1975; The Wharton School, University of Pennsylvania
(Philadelphia, PA), 1975 - 78, Bachelor of Science in Economics, summa cum
laude, 1978; The Wharton Graduate Division, University of Pennsylvania, 1977 -
79, Master of Business Administration, 1979

old), & Isabel (8
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9. Employment record: I am a partner of The Goldman Sachs Group, L.P.
("Goldman Sachs') I was elected to the partnership in 1988. I joined Goldman
Sachs as an associate in 1979 and was promoted to vice president in 1983. A
summary of my experience at Goldman Sachs follows:

Co-Head of Finance, New York 1995- 1997
Oversee aln Treasury and Controller functions worldwide. Manage 500 employees. Serve
on firm's Budget Credit, Diversity, Finance, Global Compliance, and Risk committees.

Chief Financial Officer, Asia 1994-1995
Headed all control and support divisions in Asia. Managed 400 employees in seven
countries.

Co-Head, Fixed Income Division, Tokyo 1992- 1994
Led fully integrated fixed income and currency trading businesses. Managed 100 sales,
trading, research, and underwriting professionals. Achieved two record years. with
annual revenues surpassing $300 million.

Head of Media Group, Mergers and Acquisitions, NY 1984 - 1991
Managed the media and communications effort Clients included the Newhouses, Cap
Cities/ABC, Westinghouse, Knight-,Ridder and the NFL. Closed individual transactions
with values of up to $1.6 billion. Partner responsible for all fairness and valuation opinions
for the firm.

Member, Mergers and Acquisitions, NY 1979- 1984
Analyzed, structured and negotiated a broad range of merger transactions including
exclusive seller projects, hostile takeover defenses, buyer projects, leveraged buy-outs,
and general corporate advisories.

10. Government experience: None

11. Business relationships: I am a General Partner in the following affiliates of
Goldman Sachs: Advisory Mezzanine Partners, L.P.; Advisory Partners, L.P.;
Aqueous Partners, L.P.; Broad Street Contract Partners; Brook-Cadman
Partners; GS Alliance Partners, L.P.; GS Red Tail Partners; GSEJV Investors,
L.P.; GSEM Partners; MTGLQ Investors, L.P.; PIA Partners I; PIA Partners II;
Sable Partners, L.P.; Stone Street Contract Partners; and Switchback Ventures.
I am a Class B Partner in the following Goldman Sachs affiliates: Goldman
Sachs (AO) L.L.C.; Goldman Sachs Argentina L.L.C.; Goldman Sachs (Asia
Pacific) L.LC.; Goldman Sachs (Asia) Finance Holdings L.L.C.; Goldman Sachs
(Asia) L.L.C.; Goldman Sachs Australia L.L.C.; Goldman Sachs (China) L.L.C.;
Goldman Sachs (India) L.L.C.; Goldman Sachs Research L.L.C.; Goldman
Sachs (UK) L.L.C.; and J. Aron Resources L.L.C. I am a Limited Partner in The
Goldman Sachs Group, L.P. I am a stock holder in the following affiliates of
Goldman Sachs: Goldman Sachs (Mauritius) L.L.C. and SSII, Inc. I am a
Managing Director of the following affiliates of Goldman Sachs: Goldman Sachs
(Asia Pacific) L.L.C.; Goldman Sachs (China) L.L.C.; Goldman Sachs (India)
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L.L.C.; and Goldman Sachs & Co. I am a Director of the following affiliates of
Goldman Sachs: Goldman Sachs (Asia) Finance; Goldman Sachs (Asia)

Securities Limited; Goldman Sachs (Cayman) Holding Company; and Goldman

Sachs Rea!ty Management Corp. I am an Executive Vice President of the

following affiliates of Goldman Sachs: The Goldman Sachs Corporation, The

Goldman, Sachs & Co. L.L.C.; and The J. Aron Corporation. I am a Vice

President of the following affiliates of Goldman Sachs: Goldman Sachs Capital

Markets, Inc. and GSMMDPGP Inc. I am also an Assistant Treasurer of the

Goldman Sachs affiliate, Hope Street Corp.

In addition, I am a National Trustee of The Baltimore Museum of Art.

12. Memberships (for the past 10 years & significant memberships for prior 5 years):

The American Museum of Natural History (1992; 1996-97), The Baltimore

Museum of Art (National Trustee, 1996-97), The Baltimore Symphony Orchestra

(1996-97), Congregation B'Nai Jeshurun (1987-92; 1995-97; board member for

one year in 1985 or 1986), The Democratic Party (1987-97), Johns Hopkins

Associates (1996-97), The Jewish Community Center (1993-95), The Museum of

Modern Art, Associates Committee for the Department of Prints and Illustrated

Books (1991-92; 1995-97), The New York Road Runners Club (1990-92; 1996-

97), The NYU Medical Center, 1841 society (1995-97), Reebok Sports Club/NY

(1995-97), Tokyo American Club (1993-95), 200 West 86" Street Co-op.

(President of the Board of Directors, 1985-86)

13. 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:

Democratic Party (no positions or duties)

c. Itemize all political contributions to any individual, carnpagn organization,

political party, political action committee, or similar entity of $50 or more

for the past 10 years.
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Federal Conblbutlons
1996
ClintonGore '96
Democratc Senatorial Campaign
Goldman Sachs Partners PAC
Markey for Congress

Office

President
National Party Committee
MultiCandidate Committee
U.S. House

1995
Democratic Senatorial Campaign National Party Committee
Goldman Sachs Partners PAC Mufti-Candidate Committee

$ 20,000 12/26/95
$ 1,800 3/27/95

19)4
Ben Cardin for Congress
Citizens for Sarbanes
Goldman Sachs Partners PAC
Hoyer for Congress
Mfume for Congress

1993
Goldman Sachs Partners PAC

1992
Ben Cardin for Congress
Goldman Sachs Partners PAC
Elizabeth Holtzman for Senate

1991
Goldman Sachs PAC

1990
Ben Cardin for Congress
Goldmwn Sachs PAC
Hoosiers for Baron Hill
Hoyer for Congress
Harvey Sloane for Senate

1m
Goldman Sachs PAC

State & Local Conbibutions
Goldman Sachs NY PAC
Goldman Sachs PAC U...
Goldman Sachs PAC III
Goldman Sachs PAC III
Goldman Sachs PAC III
Goldman Sachs PAC III
Goldman Sachs PAC III

U.S. House
U.S. Senate
Multi-Candidate Committee
U.S. House
U.S, House

Multi-Candidate Committee

U.S. House
Mulb-Candidate Ccmmittee
U.S. Senate*

Mult-Candidate Committee

U.S. House
Mul-Candidte Committee
U.S. Senate
U.S. House
U.S. Senate

Muli-Candidate Committee

Multio Candidate Committee
Multi- Candidate Committee
Multi- Candidate Committee
Mult- Candidate Committee
Mul- Candidate Committe
Mult- Candidate Committee
Multi- Candidate Committee

Amount

$ 1.000
$ 20.000
$ 1.250
$ 1.000

Date

11/20/95
12/19/96

2113/96
6116/9

1,000
1,000
1,800
1,000
1,000

$ 1,150

1,000
1.000

500

$ 750

1.000
500
250

1,000
250

$ 500

$ 1,250
s 80
$ 2,500
$ 2.750

$ 1,250

11/'2J94
11/3/94
4/4/94

8/25/94
11/4/94

10/28/93

6/17/92
4/16/92

11/21/91

2/28/91

10/90
3/25/90
6/27/90

10/90
6/20/89

6/14/89

2/13/96
10/28/93
10/28/93

4/8/92
2/28/91
3/25/90
6/14/89
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14. Honors and Awards: Whle at the University of Pennsylvania, I received the
Joseph W. Yardley Award for outstanding senior thesis and was selected as a
member of the Beta Gamma Sigma National Honor Society, the Beta Alpha Psi
National Accounting Honor Society and the Sphinx Service Honor Society. In
addition, while attending the Wharton Graduate Division, I received a teaching
fellowship from the Department of Accounting under which I taught
undergraduate accounting.

15. Published writings: None

16. Speeches: None

17. Qualifications: I have spent the last 18 years as a partner or employee of
Goldman Sachs, an international investment banking firm. During this time, I
have had broad experience, both directly and as a manager, In domestic and
international financial markets. I have participated in trading, merger advisory
work and financial control. I look forward to applying my experience to assist the
Federal Government in its debt management, other matters of finance and
management of the Department of Treasury.

B. FUTURE EMPLOYMENT RELATIONSHIPS

1. 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, other than continuing to serve as a National Trustee of The Baltimore
Museum of Art.

2. Do you have any plans, commitments, or agreements to pursue outside
employment, with or without compensation, during your service with the
government? None

3. Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? 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? Yes
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C. POTNIAL CONFU'' OE INTEREST

Indicate any Investment, obligations, 111,4tI tft, or ofter retationships which Could Involve

potential confilds of interest In the poalion to which you have been nominated.

Prior to serin as Assistant 8Swelary, on the date of my departure from Goldman
Sache, I will enter into an agreement with Goldman Sachs to redeem my partnership
Interest. As Goldman Sachs will need tme t close Its books related to the current year
accounting period for which I will have been a partner, I wiU not receive a final pay-out
from Goldman Sachs until approximately two to three months after my departure. The

amount of the fal pay-out will be calculated by Goldman Bachs as prescribed in the

above referenced agreement. Although my pareship interest will not be consideed

redeemed for accounting and tax purposes until the final pay-out Is determined and

made to me, -under the terms of the agreement I will relMulsh all rights and obligations

as a partner in Goldman Sachs and I wil cesse to participate In the profits as of the date

of my departure except for Interest on my capital from the date of my departure until the

final pay-out. Upon my appointment as Assistant Secretary and until the time of the

final pay-out. I will recuse myself from participation In any particular matter which

directly and predictably would affect the abl~ty or the willingness of Goldman Sachs to

satisly ite obligation to me.

In addition, I will continue to be a participant In the Goldman, Sachs & Co. Employees'

Pension Plan (the 'Plan'), which Is a defiod benefit pension plan. My benefit under the

Plan (which was frozen as of November 30. 198) Is approximately $8,700 per year,

which Is payable to me In the form of a straight life annuty at the age of 65 or In a

reduced from at the age of 55. Th3 Plan Is currently overfunded by approximately $30

million or 38%, and as a defined benefit plan Is guaranteed by the Pension Benefit

Guarantee Corp. Upon my appointment u Assistant Secretary, I wi recuse myself

from participation In any particular matter which directly and predictably affects the

ability or fte Wlgns of te Plan to pay such benefit.

2. Describe any business relatlonshOp, dealing or financial transacIon which you have had
during the Ist 10 years, whether for yourself, on behalf ofa client. or acting as an

agent, that could in any way constitute or result In a possile conflict of interest in th.

poton to which you have been nominated.

None known, except for that described In response to question 1 above.
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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 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

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.)

Apart from the recusal I have described in response to question 1, above, if,
following my appointment, I become aware that the potential for a conflict of
interest might arise In connection with the performance of my official duties, I will
consult promptly with ethics counsel at the Department of Treasury.

5. 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.

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.

D. LEGAL A ND 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? None

2. 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? None

7

47-616 98-7
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3. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation?

My wife and I brought a suit in 1988 against a general contractor, Lyons-
Minskoff, Inc., regarding a dispute involving the renovation of our apartment. The
related claims were settled in 1989. In addition, my wife and I commenced an
action in 1989 against Christopher Hyland and Christopher Hyland, Inc. relating
to the assault by Mr. Hyland of my wife. The claim was subsequently settled.

From time to time, Goldman Sachs and various affiliates have been subject to

administrative agency proceedings or civil litigation.

4. Have you ever been convicted (including pleas of guilty or noo contendere) of

any criminal violation other than a minor traffic offense? None

5. Please advise the Committee 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

2. 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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PREPARED STATEMENT OF OLIVIA A. GOLDEN

Mr. Chairman, Senator Moynihan, distinguished Members of the Committee, my
name is Olivia Golden. It is an honor for me to appear before you this morning as
President Clinton's nominee to be Assistant Secretary for Family Support in the
U.S. Department of Health and Human Services (HHS). As you know, if I am con-
firmed for the statutory position of Assistant Secretary for Family Support, I will
also serve as Assistant Secretary for Children and Families, a position created in
an administrative reorganization of HHS' human services programs in 1991.

Today, I am pleased to be accompanied by my mother, Hilda Golden.
From 1993 to 1996 I had the privilege of serving at HHS as Commissioner of the

Administration on Children, Youth and Families (ACYF). In September of 1996 1
became the Acting Assistant Secretary for Children and Families, and I currently
serve as the Principal Deputy Assistant Secretary in the Administration for Chil-
dren and Families (ACF).

The Administration for Children and Families brings together a range of pro-
grams that assist families in moving towards self-sufficiency and support children's
healthy development including the Temporary Assistance for Needy Families
(TANF) program, child support enforcement, Head Start, child care, child welfare
and many other vital services. ACF is the lead agency for implementation of three
titles of last year's welfare reform legislation, TANF, child care and child support,
and it will also play an important role in partnership with the Department of Labor
in carrying out data collection and evaluation responsibilities for the $3 billion wel-
fare to work jobs challenge enacted as part of the Balanced Budget agreement. If
confirmed, I am deeply committed to working with state and commumty partners
to achieve the critical goals of these reforms: moving families from welfare to work,
ensuring parental responsibility for children through a tough and effective system
of child support enforcement, and protecting and promoting children's well-being
and healthy development.

If confirmed, I will bring to ACF a breadth of experience and leadership that I
believe has prepared me to accohfplish these goals. My career has combined state
and federal-level public management, scholarship, teaching and community leader-
ship in the fields of child and family policy, employment and training policy, and
welfare policy. I began my career in state government in Massachusetts as a budget
analyst within the state's Department of Public Welfare, and later returned to serve
as the Budget Director for the Massachusetts Executive Office of Human Services.
I taught and wrote for four years at the Kennedy School of Government at Harvard
University, focusing on employment and training policy, child and family policy, and
public management. Before joining HHS, I was the Director of Programs and Policy
at the Children's Defense Fund for two years, where I provided technical assistance
and public education to state and local policy makers and community leaders
around the country. My special interest as a public administrator and as an aca-
demic has been to determine what makes human service programs work for real
people-an interest that has led me to a variety of research rojects on the charac-
teristics of innovative and effective programs, and a continuedcommitment to public
administration that improves the delivery of human services to children and fami-
lies.

These experiences culminated in my appointment as ACYF Commissioner in
1993. During my tenure as ACYF Commissioner, there are several accomplish-
ments-achieved in partnership with states, grantees, the Congress and many oth-
ers in the Administration-of which I am most proud. We worked together to ensure
quality in Head Start programs across the country and to design and implement the
new Early Head Start program which focuses on the healthy development of infants
and toddlers. We created the new and streamlined Child Care Bureau with its ca-
pacity to reach out to states, child care providers and parents with badly needed
expertise and information. We refocused our national child welfare system on re-
suits--on children's safety, permanence and health development-by reshaping fed-
eral monitoring and technical assistance, and we laid the groundwork for our com-
mitment to double adoptions from the public child welfare system by the year 2Q02.

ACF's goals--family economic independence, the healthy development of children,
and providing high-quality, integrated services to needy families and special popu-
lations-are ones to which I am deeply committed and to which I hope to make a
contribution. If confirmed in this position, I would bring a breadth and depth of
knowledge and experience, a clear focus on results, demonstrated skill as a leader
and a manager, a track record of partnership with states and communities, and a
commitment to openness In policy decis. ons and implementation.

Mr. Chairman, if confirmed, I will continue to work on a bipartisan basis with
you, the Members of this Committee, and the Congress, to achieve our mutual goals
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and make a difference for children and families in America. Thank you. I am
pleased to answer any questions that you right have.

Olivia A. Golden, of the District

of Columbia, to be Assistant Secretary for Family Support,

Department of Health and Human Services, vice Mary Jo Bane,

resigned.



193

DRAFT DRAFT

TH WBTE HOUSE

M111e of the 1rem Scaqtasr

For Immediate Release AprJ 14, 1W7

PRESDLNT NAMES OLIVIA A. GOLDEN AS ASSISTANT SECRETARY FOR
CHILDREN AND FAMILIES AT THE DEPARTMENT OF

HEALTH AND HUMAN SICRVICES

The Pesident todly announced his intent to nominate Olivia A. Golden to serve as
Assistant Secretary for Children ad Fmn es at the Department of Health and Hurnn Svioes.

Olivia A. Golden, of Wahngton, D.C. and Camnbridge M-aschusetts, has served In
several positions at the Depanmmc of Health and Human Services since Novenber 1993. She
has saved as Acting Assistant Secretary for Children and Families, and currently ser as
Principal Deputy Assistst Secretary f r Children and Familie" Pr to her s a Principal
Deputy Assistant Secretury, Dr. golden was Com issioner on Children, Youth, and Fanilies in
the Administration (or Children and Families, where she was responsible (or oversight of social
progr am such as Hed Stan, the Chlldren's Bureau, the Famiy an Youth Services Bureau, the
National Center on Child Abuse and Negect, and the Child Care Bureau.

Before coning to the Department of Helth and Human Services, Dr. Golden was doctor
ofprogram and policy for the Chidren's Deten Fund in Wasington, D.C., wiee de was
responsible for policy development advocacy, and research regarding health. Income, child care,
child welae, adolescent pregnancy prevention, youth development, and integrated service to
children and faniles. From 1987.1991, Dr. Golden was a lectrer in public policy at Harvaid
University's Kennedy School ofOoverninent, fbusing on child aind milypolicy, empioym -
and training, and public masanas She has aso held several positons in sta governmt,
including Budget Directr for the Executive Ofmo of Human So-Amce in the Conmmonwealth of
Massachusetts. Dr. Golden tmed a B.A. degee ftm Harvard Universiny, ad a M. deree
and Ph.D. in Public Policy from the Kaney School of Govarnent at Harvard Univerity.

The mission of the Administration for Children and Families is to ensure the economic
self.sufficiency of families and the healthy development of children and youth. Key program
include Head Start, Temporary Assistance to Needy Familes (TANF) cld support enforcement,
child abuse and neglect, taly preseration and nl suppon service and Low Incone Home
Energy Assistance Program (',HEAP), the JOBS program, and the Social Services Block Grant
(SS9G).

-more-
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Senate Finance Committee
Statement of Information Requested of Nominee

A. Biographical Information.

1. Name: Olivia Ann Golden

2. Position to which nominated: Assistant Secretary for Family
Support.

3. Date of nomination: April 15, 1997

4. Home Address:
2601 Woodley Place, NW #103
Washington, DC 20008

Office Address:
Principal Deputy Assistant Secretary
Administration for Children and Families
Suite 600
370 L'Enfant Promenade, SW
Washington, DC 20447

5. Date and place of birth: 5/23/55, New York, New York.

6. Marital status: single.

7. Names and ages of children: none.

8. Education:

Oxford High School for Girls, Oxford, England, 1968-69.

Amherst Regional High School, Amherst, MA, 1969-72; high
school diploma, June 1972.

Harvard University, Cambridge, MA, 1972-76; BA, magna cum
laude, June 1976.

John F. Kennedy School of Government, Harvard University,
1979-81; Master's in Public Policy, June 1981.

Harvard University, 1981-83; PhD in Public Policy, June

1983.

9. Employment record:

1976-78. Budget and Management Analyst, Massachusetts
Department of Public Welfare, Boston, MA.

1978-79. Director, Monthly Income Repoecing Pilot Project,
Massachusetts Department of Public Welfare,
Boston, MA.
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1979-80. Part-time consultant, Massachusetts Department of
Public Welfare, Boston, MA.

1980. Summer and part-time consultant on budgeting,
Boston Housing Authority, Boston, MA.

1980-83. Teaching Fellow and Teaching Assistant, Kennedy
School of Government, Harvard University,
Cambridge, MA.

1983-85. Budget Director, Executive Office of Human
Services, Commonwealth of Massachusetts, Boston,
HA.

1985-87. Adjunct Lecturer in Public Policy, Kennedy School
of Government, Harvard University, Cambridge, MA.

1986. Candidate, Massachusetts State Senate, Cambridge,
MA.

1987-91. Lecturer in Public Policy, Kennedy School of
Government, Harvard University, Cambridge, MA.

1991-93. Director of Programs and Policy, Children's
Defense Fund, Washington, D.C.

1993-96 Commissioner, Administration on Children, Youth,
and Families, DHHS, Washington, D.C.

1996-97 Acting Assistant Secretary, Administration for
Children and Families, DHHS, Washington, D.C.

1997 Principal Deputy Assistant Secretary,
Administration for Children and Families, DHHS,
Washington, D.C.

10. Government experience (other than that listed above):

1986. Member, North Cambridge Stabilization Committee.
1987-88. Chair, North Cambridge Stabilization Committee.
1989-91. Member, Mental Health Area Board, Cambridge-

Somerville Area.
1989. Member, Cambridge Advisory Committee on Children

and Youth.
1990-91. Chair, Cambridge Advisory Committee on Children

and Youth.
1987-91. Occasional consulting or training activities while

I was on the faculty of the Kennedy School of
government. For example, participated in training
for Mass. state employees conducted by the Kennedy
School of Government (1988); conducted a session
at a training conference for Midwestern women

2



196

state legislators hold at the University of
Missouri (1990).

11. Business relationships: None.

12. Memberships: No offices held. Memberships include Sierra
Club, Appalachian Mountain Club, Potomac Appalachian Trail
Club, D.C. Road Runners Club, REI, Amnesty International,
CARE, Oxfam, International Rescue Committee, ACLU, Civil
Liberties Union of the National Capitol Area, NARAL, Planned
Parenthood, APPAM, ASPA (honorary and only for one year),
American Automobile Association.

13. Political affiliations and activities:

a. List all public offices for which you have been a
candidate.

I was a candidate for the Massachusetts State Senate in
1986.

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

1984-89. Elected member, Cambridge (MA) Democratic
City Committee.

1986-89. Elected delegate, Massachusetts State
Democratic Convention (Alternate 1984).

1987-89. Member, Finance Committee, Alice Wolf City
Council Campaign (Cambridge, MA).

While I lived in Massachusetts (through May of 1991), I
did a variety of minor volunteer work (stuffing
envelopes, etc.) for Democratic candidates for
statewide office and U.S. Senate, for the Michael
Dukakis Presidential campaign, and for a number of
local (nonpartisan) races in Cambridge and Boston.

c. Itemize 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.

Note: This represents the most complete reconstruction
of campaign contributions that I can make from my
records.
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(Records not available for first part of 1987.1

6/25 Larkin Committee $ 50
8/02 Alice Wolf Campaign 100
8/04 Dukakis for President 500

1/31 Dukakis for President $200
3/24 Committee to Elect Jonathan Myers 50

(City Council)
6/10 Tom Birmingham for State Senate 50

5/29 Committee to Elect Jonathan Myers 50
6/09 Alice Wolf Election Committee 100
6/16 The Larkin Committee 50
6/16 Tom Birmingham for State Senate 50
6/21 Rosengren for Assembly I00

7/29 Committee to Elect Rosaria Salerno 50
7/30 Committee to Elect Evelyn Murphy 50
9/24 Alice Wolf Election Committee 50
10/14 Committee to Re-Elect Rosaria Salerno 100
10/25 Paul Leif Rosengren for Assembly 50
10/25 Committee to Elect Rena Leib 50

1990.

2/19 The Evelyn Murphy Committee 50
2/19 Committee to Elect Marc D. Draisen 50

6/6 Dick Kraus for Treasurer 50
7/30 The Evelyn Murphy Committee 100

8/20 Campaign for Massachusetts' Future 100
8/20 The Evelyn Murphy Committee 100

10/07 Campaign for Massachusetts' Future 250
10/07 Kerry for Senate in 0900 100
10/07 Campaign to Elect Marc D. Draisen 50

12/23 Committee to Elect Rosaria Salerno 50

1/07 The Kraus Committee 50
5/30 Citizens for John Olver 100
7/21 Alice Wolf Election Campaign 100
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1*992.

7/19 Clinton for President 250
10/25 Clinton/Gore Compliance Fund 250

N193

None.

None.

1995.

11/18 Clinton/Gore '96 Primary Committee 1000

1996,

2/11 The Kerry Committee 150

5/12 Emily's List 100
5/12 The Kerry Committee 100

6/09 Alice Wolf Election Committee 100

7/07 Committee to Elect Philip Johnston 125

8/04 Freedman for Congress 100
8/04 McCarthy for Congress 100
8/04 Carson for Congress 100

9/07 McBurney for Congress 100
9/07 Sabenow for Congress 100
9/07 Hooley for Congress 100

10/13 DCCC 100
10/13 Tauscher for Congress 100
10/13 Stabenow for Congress 100
10/13 The Kerry Committee 50

12/01 Phil Johnston for Congress 50

14. Honors and Awards:

While I was Commissioner of the Administration for Children,
Youth, and Families, we were selected as a semi-finalist for
the Ford Foundation's 1995 Innovations in American
Government Awards Program, for our work on the consultation
and policy design of the Family Preservation and Support
Services program.
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Manuel Carballo award for the Kennedy School's outstanding
teacher, June 1991.
Honorary membership in the American Society of Public
Administration, 1992.

Phi Beta Kappa (junior year) 1975.

Lucy Paton Award for the Outstanding Radcliffe junior in the
humanities, 1975.

Best graduate or undergraduate essay in political
philosophy, Harvard University (awarded for senior thesis),
1976.

Presidential Scholar, Massachusetts, 1972.

National Merit Scholar, Massachusetts, 1972.

15. Published writings:

Books.

Golden, Olivia. Poor Children and Welfare Reform LGreenwich, CT: Greenwood Publishing Group, Auburn House
Press, 1992.

Papers and Articles.

Golden, Olivia, "Comments on "What Could $10 Billion or $40
Billion Do For Children?"" Security for Anerica's Children:
Proceedings of the Fourth Conference of the National Academy
of Social Insurance, Paul N. Wande*ater and Lisbeth Schorr,
editors. Dubuque, Iowa: Kendall-Hunt Publishing Company,
1992.

Golden, Olivia, "Collaboration as a Means not an End:
serving Disadvantaged Families and Children," ZLfoaiix
Services for Youna Children: Reort of a Worksho2. Lisbeth
B. Schorr, Deborah Both, and Carol Copple, editors.
Washihrton, D.C.: National Academy Press, 1991.

Golden, Olivia, Poor Children and Welfare Reform: Executive2zaaa.L New York: Foundation for Child Development, Fall
1991.

Golden, Olivia, "Innovations in Public Sector Human Service
Programs: The Implications of Innovation by 'Groping
Along'," Journal of Policy Analysis ad Management, April
1990.
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Golden, Olivia, "Innovations in Public Sector Human Services
Programs: The Implications of Innovation by 'Groping
Along'." In Alan A. Altshuler and Robert D. Behn,
Innovations in American Government: ODortunities.
Challenges. and Dilemmas. Washington, D.C.t The Brookings
Institution, forthcoming, 1997. (Notet This is an
abridgement of the article above.)

Golden, Olivia, "Balancing Entrapreneurship, Line worker
Discretion, and Political Accountability: The Delicate Task
of Innovators in Human Services." Paper presented to the
1988 Annual Meeting of the Association for Public Policy
Analysis and Management, October 1988.

Jenkins, Steve, Dorsey, Cheryl, and Golden, Olivia,
"Characteristics of Service Deliverers: Who Delivers
Services to Poor Children?" Prepared for the Executive
Session, Making the System Work for Poor Children, September
1988.

Dorsey, Cheryl and Golden, Olivia. "Inventory of Services
to Poor Children." Prepared for the Executive Session,
Making the System Work for Poor Children, September 1988.

16. Speeches:

I have made numerous speeches during the past five years to
a variety of audiences, including Head Start, child care, child
welfare, and youth conferences; local, state, and national
technical assistance conferences on a variety of children's and
welfare-related issues; ahd academic and foundation meetings. In
general, I speak from notes rather than a prepared text and an
therefore unable to provide a complete set of copies. Attached
are several examples of speeches where I had a copy typed up
afterwards from my notes.

17. Qualifications:

My career has combined scholarship, teaching, public
management at the state and Federal levels, and community
leadership in the fields of child and family policy, employment
and training policy, and welfare policy. I have a deep
commitment to improving the circumstances of Americals children
and families and a considerable base of knowledge and experience
to bring to that task.

Most recently, from 1993 to late 1996, I served as the
Commissioner of the Adiinistration for Children, Youth, and
Families at the U.S. Department of Health and Human Services.
Among other accomplishments of those years, I am proud of our
work, in partnership with states, grantees, the Conqress, and
many others in the Administration, to ensure quality in Head
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Start programs across the country; to design and implement the
new Early Head Start program, with its focus on the healthy
development of infants and toddlers; to create the new and
streamlined Child Care Bureau with its capacity to reach out to
states, child care providers, and parents with badly needed
expertise and information; to refocus our national child welfare
system on results -- on children's safety, permanence, and
wellbeing -- by reshaping Federal monitoring and technical
assistance; and to lay the groundwork for our commitment to
double adoptions from the public child welfare system by the year
2002.

Among the most important qualifications that I believe I
would bring to the position of Assistant Secretary for Family
Support are breadth and depth of knowledge and experience, a
clear eocus on results, demonstrated skill as a leader and a
manager, a track record of partnership with states and
communities, and a commitment to openness in policy decisions and
implementation.

B. Future Emolovment Relationshios.

1. Will you sever all connections with your present employers,
business firms, associations, or organizations if you are
confirmed by the Senate?

I severed all connections with prior employers upon
confirmation in my previous position at-the U.S. Department
of Health and Human Services, as Commissioner of the
Administration for Children, Youth, and Families.

2. Do you have any plans, commitments, or agreements to pursue
outside employment, with or without compensation, during
your service with the government?

No.

3. Has any person or entity made a comitment or agreement to
employ your services in any capacity after you leave
government service?

No.

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?

Yes.
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C. Potentil CoIIicts of interest.
1. Indicate any investments, obligations, liabilities, or otherrelationships which could involve potential conflicts ofinterest in the position to which you have been nominated.

I know of none.

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

None.

3. Describe any activity during the past 10 years in which youhave engaged for the purpose of directly or indirectlyinfluencing the passage, defeat, or modification of anylegislation or affecting the admAnistration and execution oflaw or public policy.

As Director of Programs and Polic- at the Children's DefenseFund (1991-93), I advocated on behalf of policy positionsthrough a variety of means: publications, public education,technical assistance and training, speaking opportunities,and the provision of advice to policy-makers andlegislators. I engaged in very little direct lobbying butassisted in framing CDF's positions on Head Start,immunization, services to vulnerable families, and othermajor child and family policy issues.

As a faculty member at the Kennedy School of Government, Iwrote on topics of human services implementation with thehope of affecting the administration of human servicesprograms and contributing to their greater effectiveness.My work focused on eliminating barriers to innovation,service quality, and service integration. During this time,I also conducted occasional training and consultingactivities with public sector audiences, and I served on andchaired an Advisory Committee to the Mayor of Cambridgeregarding the city's policy on children and families.
4. Explain how you will resolve any potential conflict ofinterest, including any that may be disclosed by yourresponses to the above items.

I will seek and follow the advice of the General Counsel inresolving any conflict of interest that might arise.
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D. Legal and Other Hatters.

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?

No.

2. 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?

No.

3. Have you ever been involved as a party in interest in any
administrative agency proceeding or civil litigation?

No.

4. Have you ever been convicted (including pleas of guilty or
nolo contendere) of any criminal viciation other than a
minor traffic offense?

No.

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

None.

E. Testifvina Before Congress.

1. 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.

2. 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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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Questions for the Record - Senator Rockefeller

Question I

I am very interested in the report by HHS on changing the incentive formula for
child support enforcement to promote key outcomes like paternity
establishment, establishing child support awards, and collecting child support
payments.

I know that Senators Grassley and Graham are also interested in this issue, and
it is always good when we can work on child support enforcement
improvements in a bipartisan manner as we have in the past.

As we look at the issue of incentives, I support the tremendous effort on this
report, but I want to raise two additional issues:

How can we do more to track medical support to ensure that non-custodial
parents are providing health care coverage?

Answer

Medical support is a critical component of providing support to children. The
Federal/State Incentives workgroup decided it was not appropriate at this time
to attach incentive funding to a medical support measure of State performance
because of complex requirements for enforcing medical support when the
employer is self-insured. However, changes to the Employees Retirement
Income Security Act (ERISA) in the Balanced Budget Act of 1996 should
eliminate many obstacles to securing health insurance for children. Therefore,
we will begin work on an incentive measure. In the interim, the Office of Child
Support Enforcement (OCSE) will collect medical support enforcement data and
will track State performance.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 2

If we shift millions of dollars of federal incentive payments to
outcome measures, how can we be sure that the information and data used for
distributing funding is accurate and reliable?

Answer

This issue is very important to us. We are addressing it through training and
technical assistance, and we are also prepared to take a tough enforcement and
auditing approach. OCSE auditors and State self-assessments will provide
important checks on data reliability. Under changes made by the Personal
Responsibility and Work Opportunity Reconciliation Act of 1996 (PRWORA), a
penalty may be assessed against a State for unreliable data. In addition, OCSE
will withhold incentive funds if it determines that data is unreliable or
unavailable for a particular State.

OCSE is revising data reporting requirements in anticipation of the new
incentive measures. State staff will receive training in the new reporting
requirements.

Question 3

Is it true that the audit penalties come from the welfare
reform block grant, and not the child support enforcement system?

Answer

Yes, according to section 409(a)' 8) of the Social Security Act, penalties based
on a State's performance in child support enforcement will be taken out of
amounts otherwise payable to a State under the IV-A program.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 4

Isn't it true that in some States, child support enforcement is in a different State
agency than welfare -- wouldn't it be better to develop a reasonable penalty
system for child support enforcement rather than taking money from welfare
systems for problems in child support?

Answer

Historically, audit penalties taken against the IV-A program have been effective
in getting States to take corrective actions to improve their child support
programs. In most States the child support and welfare programs are in the
same cabinet agency.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Questions for the Record - Senator Graham

Question 1

Senator Grassley and I currently have a bill drafted which would restructure the
child support enforcement incentives payment structure in accordance with
recommendations made by a federalfstate working group as mandated by last
year's welfare reform bill. The legislation would create performance measures
by which State child support programs would be assessed and incentive
payments awarded. The five measures recommended are: establishment of
paternity; establishment of child support orders; collections on current child
support due; collection on past :hild support due; and cost effectiveness. Our
bill, for practical purposes, deviates from the Working Group's
recommendations with respect to the manner in which and the length of time
provided for the program to be phased in.

The goal is to provide States with the appropriate tools and incentives to
establish and enforce child support orders. We want to ensure that parents will
fulfill their obligations of providing their children with the support ordered by
the courts.

I was pleased to hear that the working group's recommendations have been
generally well-received by States, directors of child support programs, and child
welfare advocates. That is why I, along with Senator Grassley, have drafted
legislation which would codify the essential elements of the working group's
recommendations. I know that your staff has had an opportunity to review the
bill. It is my understanding that you cannot take an official position until the
Office of Management and Budget has had the opportunity to review it.

What is the Administration's position on the recommendations made by
the working group regarding the child support enforcement incentive payment
structure, and how important is it to keep the major elements of the working
group's recommendations intact?
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Answer

The Administration fully supports the workgrou-p's incentive recommendations,
as stated in the Secretary's Report to Congress on Incentives. The major
elements of the incentive funding formula -- pecformance measures, standards
of performance, the collection base or source of incentive funds, and
reinvestment of incentive funds -- were carefully considered by State and
Federal officials and are critical to retain. Significant changes could adversely
affect the level of State support for the new incentive formula. The report's
recommendation of a two-year phase in for the formula was a compromise
among States that wanted no phase in and some that preferred a multi-year
phase in. The Administration fs willing to work with the Congress to address
the concerns of States in making the transition from the current incentive system
to the proposed performance-based formula.

Question 2

Based on what you and your staff have already seen, what comments do
you have regarding the legislation drafted by Senator Grassley and I that
seeks to codify the Working Group's recommendations?

Answer

Federal staff have been providing technical assistance to the staffs of Senators
Grassley and Graham on legislation to implement recommendations in the
Secretary's Report to Congress on Incentives. The draft bill is very close to the
original State/Federal work group's recommendations. The Graham/Grassley
proposal is also similar to H.R. 2847, the Child Support Incentives Act, which
was passed by the U.S. House of Representatives on September 29, 1997. H.R.

2847 was introduced by House Ways and Means Subcommittee on Human
Resources Chairman, E. Clay Shaw, Jr. and Representative Sander Levin.
The major difference among the three proposals is the method and length of
phase-in. We are eager to work with the Senate and the House toward
enactment of legislation that is mutually agreeable.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 3

Overall, understanding that some changes concerning the phase-in may be
enacted, will legislation such as ours, which incorporates the working
group's major recommendations, have a positive impact on the federal/state
partnership in child support enforcement?

Answer

Absolutely. The proposed legislation will have a positive impact on the
Federal/State partnership in the child support program. The legislation will
make a much needed change in the financial structure to reward States based on
the real outcomes of the program. In addition, the process for development of
the new incentive system will serve as a model of how federal and State
partners can work together to bring about better results for children who are
owed support.

Question 4

What is the status of federal regulations related to TANF block grant to States?
In particular, what is the status of regulations regarding participation and the
use of funding in distinguishing activities that carry time limits and activities
that do not?

Answer

We anticipate publishing a notice of proposed rulemaking very soon. We have
revised our original draft to reflect recent statutory changes contained in the
Balanced Budget Act of 1997. In addition, on January 31, 1997, we sent a
policy announcement to States, which addressed the definition of assistance and
other issues of interest to the States. This guidance should be helpful on the
;ssue of what is subject to the time limit.
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Response to Questions Submitted
by Olivia Golden. Assistant Secretary
for Family Support-Nominee

Question 5

Of particular concern to the State of Florida is the potential of being subject to

penalties retroactively once the regulation process is completed. As Assistant
Secretary for Children and Families, do you intend to impose penalties in

regard to participation rates during the July-September, 1997 quarter?

Answer

We will examine each S'ate's situation individually on this question. Any

action we take with respect to penalties during that period will be based solely

on the language of the statute. However, the statute does not give us the
latitude to ignore any penalties States may incur before final regulations have
been published.

It is important to remember that loss of funding is not necessarily the outcome if

we find that a State is not in compliance with the law. Under the statue, a State

may submit a corrective action plan to solve the problem and States may seek
relief for "reasonable cause." At all times, my goals are to assure that States

comply with PRWORA and to operate a fair process for assessing State
compliance.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 6

Recent scientific research highlights the importance of a child's early learning
and development in creating a bright future. With this in mind, the President
has indicated that he intends to make child care a priority issue for the
Administration. Later this year, the White House will be holding a conference
on child care drawing together experts and leaders from throughout the country.
What do you foresee as possibilities for improving the national effort to ensure
safe, dependable, and affordable child care for the children of working parents?

Answer

Each day millions of children are being cared for in out-of-home child care
settings. As the importance of child care has gained national recognition, there
has been increased effort in the public and private sectors, both individually and
in partnership, to improve both the quality and availability of child care
services. These efforts must be sustained and expanded.

Amorg the most critical factors contributing to children's early learning and
development is providing child care settings that are healthy and safe. Young
children in child care require special health considerations such as
immunizations, injury prevention, and safe and developmentally appropriate
environments. Linkages between child care and health will maximize resources
and ensure coordinated services that promote the healthy development of
children.

For example, in 1995, HHS launched the Healthy Child Care America
Campaign, a collaborative, grass roots effort of health care and child care
providers to improve the health and safety of children and families. Using the
Blueprint for Action, communities all over the country are making linkages
between health programs and child care. Campaign activities enhance the
quality and availability of safe and healthy child care for all children, especially
children from low-income families.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 7

Do you foresee a role for the business community in further facilitating the
provision of safe and reliable child care?

Answer

Yes. Private sector support not only improves child care, through increased
resources and private involvement, but also benefits the business community.
By supporting child care, the private sector can improve the business
infrastructure and climate--making it easier to attract and retain employees,
reduce absenteeism, and increase productivity. Support for child care can also
raise a company's profile and improve public relations.
Business involvement can be developed as a partnership with the public sector.
In cooperation, business, government, child care resource and referral, and
community agencies bring together the skills, expertise, and information needed
to identify service gaps, avoid unnecessary duplication, and develop new
solutions to meet the child care needs of working families.

The private sector can support child care in a number of ways, including:

M Leadership and planning. For example, businesses can help examine
child care needs and develop recommendations for improvement.

0 Providing Business Advice. Businesses can provide business advice to
child care providers about the tax code and management practices.

* Funding. Businesses can invest resources and provide loans that
improve the supply or quality of services for the total community or
provide targeted scholarships to help families pay for care.

In the near future, the Administration for Children and Families (ACF) will
announce a contract to provide technical assistance to Child Care and
Development Fund grantees regarding ways to increase private sector support
for child care. Technical assistance under this contract will provide: federal
leadership; linkages between existing public-private partnerships; facilitation of
the sharing of lessons learned from existing and emerging partnerships;
guidance for improving existing partnerships; and impetus for establishing new
partnerships.
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Response to Questions Submitted
by Olivia Golden, Assistant Secretary
for Family Support-Nominee

Question 8

hI your view, how can we reconcile the need to provide affordable child care
with the need to ensure that strong early learning and development needs are
met in a manner that does not cut costs at the expense of children?

Answer

Clearly, both child care affordability and access to strong early learning and
development experiences are critically important. They also are not mutually
exclusive. Given the growing demand for high quality, affordable child care,
ACF is committed to finding ways to use our resources to balance affordability
with quality improvements.

At the federal level, one of our major roles involves sharing information about
effective methods of promoting early learning and development. For example,
we have established a National Child Care Information Center, a clearinghouse
for child care information. The purpose of the Center is to enhance and
promote child care linkages and to serve as a mechanism for supporting quality,
comprehensive services for children and families. In addition, through the
Child Care Technical Assistance Project, ACF provides important technical
assistance to improve and expand the child care delivery systems for low-
income families in States, tribes and territories.
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PREPARED STATEMENT OF HON. ORRIN G. HATCH

Mr. Chairman, I join in the welcome of Ms. Hayes by this committee.
In my judgment, the President has chosen wisely. Ms. Hayes has proven her met-

tle admirably. We should not forget that, at the time she walked into this year's
textile negotiations with China, the U.S. charges against China were substantial.
They included repeated violations of the bilateral trade agreement with the U.S.;
deal of market access to our products; widespread import fraud; counterfeiting of
our copyrighted textile designs and trademarks; and the illegal annual
transhipment by China of $2-4 billion of textiles and apparel to the U.S. These were
not issues that wold be easily resolved.

If I had to point to one generic accomplishment in her negotiations with the Chi-
nese, I would cite her clear message that continued bad behavior risked serious
damage to, if not the destruction of, their U.S. textile and apparel market in the
U.S. This would occur because the U.S. consumer would amply benefit from textile
and import quotas that invite low-cost suppliers from many other sources besides
China.

I was not unhappy with the outcome: market access to China has been liberalized;
Customs compliance and enforcement increased; and China's quota reduced.

As good as this performance was, she has also invited controversy. This is because
of alleged contacts with Clinton Presidential Campaign contributors. One donor, in
particular, was an American business partner of a Chinese exporter. I have exam-
ined the available evidence on this matter, based on the materials collected by my
staff through interviews and from other sources. At the moment, I find nothing in
the evidence to deny Ms. Hayes my endorsement of her nomination.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF RITA D. HAYES

Thank you. Mr. Chairman, Members of the Committee. It is an honor to be here as a nominee, and

I appreciate this opportunity to discuss our trade policy and interests in the World Trade

Organization.

We are almost three years into the implementation of the WTO -- an historic bargain between the

United States and more than 120 nations. In that bargain, each member nation agreed that free trade

could only be sustained and expanded if it is fair and that fairness would require a concerted effort

to deepen, strengthen, and enforce the rules of global commerce.

The responsibility of this Administration and this Congress, put simply, is to ensure that America

gets the benefit of that bargain. The long term implications are clear: one pillar of our nation's

economy will always be its ability to compete and trade in the world economy. But immediate

interests are also at stake: more than 11 million Americans work in jobs supported by exports.

The best way for the United States to advance our interests -- to get fair trade on a level playing field

- is to speak with a strong voice in the WTO and continue being the leading force for a rule.based

system of trade that fosters openness and fair competition.

If you will allow me, I would like to give you just a brief overview of where we stand in the

development of the WTO and the goals we are pursuing.

Foremost, we are concerned with completing what we have started: that is, getting our trading

partners to fully implement the hundreds of trade commitments covered under the Uruguay Round.

The United States has been in energetic in meeting its WTO obligations, and the general trend

among member nations has been a good faith response.
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But many times our inquiries of other nations have been answered with obfuscation, foot-dragging,
reinterpretations, disguised obstacles, or plain silence. That is unacceptable. We expect all countries
to meet their commitments, by the letter of their agreements and in their spirit. Until they do, we are
going to stay on the case.

Once a country's laws and rules of the road are in place, we expect them to be enforced. As the WTO
has developed, enforcement has increasingly demanded more attention and resources in our trade
policy. From 1995 to 1996, the Administration more than doubled the number of its trade
enforcement complaints at the WTO, rising from 6 complaints to 15. In the first half of this year, the
administration has already brought an additional 10 complaints.

We believe an aggressive approach to enforcement produces results that will echo far beyond any
single case. Those results demonstrate to all nations that the WIO can be a fair and effective means
of dispute settlement. They set specific precedents to guide future police decisions and reform

programs. They add strength, impartiality, and authority to sanctions, when sanctions are necessary.

And most important, they shape perceptions and influence how other nations take our word. They
tell other nations that the United States will not allow a binding pledge of trade commitments to be
treated as a dead letter. An agreement is worth nothing if a nation is a not willing to enforce it.

On behalf of American workers, farmers, and industry we are going to continue vigorously
protecting our interests in trade agreements. This vigilance will secure American jobs in trade-
dependent industries. And over the long run, it will reaffirm and improve the integrity of the
worldwide trade system.

Another key goal the United States has is the development of a way to sustain the momentum for
continuous -- rather than round-by-round -- trade expansion and liberalization. The world economy
moves too fast and the stakes are too high for nations to continually postpone market openings in
the hope of a future Round.

Our goal is to build on the regional and multilateral trade agreements that have already been reached.
In addition, we want to continue using the leadership of the United States to expand the coverage
of existing trade agreements to address practices that undermine the benefits achieved through
stronger trade rules and market access commitments: trade distortions created by low labor
standards; excessive regulation; lack of transparency; bribery and corruption; barriers to
environmentally sustainable development; and anti-competitive behavior.

Earlier this year, Ambassador Barshefsky completed the far-reaching Information Technology
Agreement. This agreement virtually eliminates tariffs across a $500 billion industry and gives our
companies more opportunity to compete in this dynamic sector. It also stnds as an example of what
strong American leadership can do to open markets on a regular basis.

I would like to note just in passing that the President's current initiative for additional trade
expansion -- the renewal offasi track authority -- will be considered by the Congress in the coming
weeks. With that authority, we can continue the legacy of forceful American leadership in the world
economy, and American workers, farmers, and industry win. In its absence, we will have less power
to chart the best course for our trade interests. We encourage the Congress to give it favorable

consideration.

The principal goals I have outlined -- implementation, enforcement, and expansion -- are crucial to

the integrity of the complex WTO trading system. In this light, the argument for a very careful and

methodical process of accession to the WTO becomes much more compeling. New members must

be full members, accepting obligations as well as opportunities.
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Some 29 nations have now started accession proceedings. We must ensure that new entrants
reinforce the WTO rules and provide market access on commercially meanin1,ul terms. To do less

would cnlv undermine the support the American people have given our trade volicv. and it would

sow disrespect for the WTO among our trading partners. We have invested too much over the history

of this trading system to let its future be shortchanged now.

The future of the WTO holds great promise for the United States. In addition to the financial services

negotiations now underway, the next four years will see major trade negotiations in agriculture,

services, and the rules for intellectual property rights. In each of these industries, US industries are

ranked as the top global competitors, and they hold these positions at an especially opportune time.

Developing nations are integrating with the global economy and investing in their infrastructure at

an unprecedented pace, and the very products and services these nations need most for their growth

are the ones that America does best. It's a natural fit. But the intersection of our supply and their

demand will not be automatic. There is going to be a direct link between America's leadership on

trade and our ability to prosper.

The list does not stop with those few sectors. There are literally hundreds of products and issues in

which the United States has a significant interest under the WIO. Rather than try to catalogue them

all here, I would like to touch on just a few of them and reserve the balance for your questions later:

As you know Mr. Chairman, the negotiations forfinancial services are well underway. The

US offer, which was tabled on July 14, has been well-received. Along with the Treasury

Department, we have been working very hard to encourage the key nations, especially in the

Asia-Pacific and Latin American regions, to improve their offers. To successfully conclude

these negotiations this year, our trading partners must significantly improve their

commitments based on the GATS principles of market access, national treatment, and MFN.

Given the precedent set by the telecommunications agreement, we hope to see improved

offers and reach a meaningful and comprehensive agreement by the end of the year.

Negotiations to further open the $526 billion global agriculture market are to be initiated in

1999. While the Uruguay Round reduced some of the most difficult barriers to agricultural

trade, helping us to attain a record level of agricultural exports in 1996, our work is far from

done. Removing agricultural barriers wherever they exist is one of our highest priorities of

the next four years, so follow-on negotiations in the WTO are extremely important. We will

work hard with our allies on this issue to move ahead.

Services negotiations to expand this $1.2 trillion global market -- where U.S. firms exported

more than $220 billion in 1996 with a surplus of $74 billion -- are to start in January 2000.

In particular, the TRIPs agreement which protects the interests of fast-growing U.S.

copyright industries exporting over $400 billion a year, is to be reviewed, with key elements

examined before then. We must do everything possible to expand opportunities for such

vibrant industries.

The "built-in agenda" from the Uruguay Round provides other opportunities to open foreign

markets. As traditional tariff barriers become less of a problem, the built-in agenda is in many

respects aimed at clearing away the impediments left by nontariffbarrier, h be they deli.'erate or

the unintended consequence of bureaucracy and inefficiency.

For example, the rules governing technical barriers to trade -- covering product standards,

technical regulations and associated procedures such as testing and certification -- are

scheduled to be reviewed by this December; sanitary and phytosanitary rules affecting trade

in agricultural goods will be reviewed by this coming January. These reviews will play an

important role in our broader efforts to ensure that the development and application of

product standards and environmental, health, and safety regulations are adequately justified

and do not serve as disguised restrictions on international trade.
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Similarly, bringing about the full implementation of the customs valuation agreement by
2000, particularly by WTO members in key emerging markets, will help to ensure that our
exports to those markets are not impeded by improper or incorrect customs valuation
methods that might distort the price of our products and erode the benefits of Uruguay Round
market access gains.

Negotiations for harmonizing the rules of origin are also due to be completed by July 1998.
A harmonization agreement will significantly enhance commercial predictability and reduce
the ability of governments to manipulate these rules as a means of "reclassifying" products
under a higher tariff. For U.S. industries that source their parts and components from around
the world for production in various countries, these rules are critical to their operations and
cost predictions.

The work this year to improve and expand the coverage of WTO rules on government
procurement can facilitate U.S. efforts to improve our access to the lucrative infrastructure
projects now planned or under way in the rapidly growing regions of the world. For
example, we estimate that Asia alone will provide opportunities for up to $I trillion in
business for such projects over the next decade.

The U.S. will push for broader and clearer reporting of state trading activities which will
lead to a better understanding of the relationships between state trading enterprises and
governments and of the types of activities in which STEs engage. Due to our concerns about
the state trading activities of other countries, especially in agricultural products, there is
heightened scrutiny of STEs in the WTO.

Whether by addressing longstanding and systemic issues such as these or by cultivating sectoral
liberalization outside the WTO, as we are doing in APEC, the bottom line will be the same. We are
going to be working to create and protect /rmerican jobs, and and we are going to work to build the
institutions and rules that open markets and bring stability to world trade.

Mr. Chairman. I have been very fortunate to be a part of this Administration's effort, and I look
forward toworking with the members of this Committee and this Congress as we go forward. That
concludes my prepared remarks. I will be glad to take questions if the committee so chooses.
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Rita D. Hayes, of South Carolina,

to be Deputy United States Trade Representative, with the

rank of Ambassador, vice William Booth Gardner, resigned.

~4oA
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Office e1 ta Press Seceftry

For Immediate Release Jy 3, 1997

PRESIDENT CLINTON NAMES RITA D. HAYES AS DEPUTY UNITED STATES
TRAD REPESKNTATIVE GENEVA

President Clinton today amomced his L'tee to nominat Rit D. I wyes to serve as
Deputy United States Trade Rqs utivu for Gmnw. Ms. Hay h. been serving the Clinton
Administration as Cief Taie Ncgotiator for the United SMs Trade Rep tiawe.

Ms. Hayes of South Carolina curretdy saves as Chief Todile Negotiator for the UnitedStates Trade Representtive(USTR). In this cepeitY, 61h1 ans as the principal advisor to theUnited States Trade Representative on hnaonal trade policies nd neotiatons concaiun
textile and apparel. Before coming to USTR Ambasador Hays sved as Deputy Assistant
Secretary for Texes, Apparel and Conwmer Goods Indusuies for the Department of
Commece. Ms. Hayes received a B.A. in Educagon him tto Univesity of Oeorgia.

The Deputy United Sta Trade Repremutive is responsible fr conducting trade
negotiations and assist the United Sta& Trade Represwative in developing aN coordinating
the implementation of Unied States internatonaj trade policy. The Deputy United States Trade
Representatives holds the rank of Affbamador to the World Trade Oranizatio

-30-30-30-
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Senate Finance Committee
Statement of Information Requested of Nominee

BIOGRAPHICAL INFORMATION

Name: (Include any former names used.)

Rita D. Hayes
Rita Kean Derrick

2. Position to which nominated:

Deputy United States Trade Representative in Geneva

3. Date of nomination:

Date of intent to nominate: July 3, 1997.

4. Address: (List current residence, office, and mailing addresses.)

Current residence
and mailing address: 5311 Massachusetts Avenue

- Bethesda, MD 20816

Office Address: Office of the U.S. Trade Representative
600 17th Street, N.W.
Room 300
Washington, D.C. 20508

5. Date and place of birth:

December 17, 1942
Worchester, Massachusetts
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6. Marital status: (Include maiden name of wife or husband's name.)

Divorced . John Calvin Hayes

7. Names and ages of children:

John C. Hayes, IV age 26
Mary Scott Hayes age 22
Frances Green Hayes age 21

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

Anderson College
September 1961 -June 1963
Liberal Arts Degree
June 1963

University of Georgia
September 1963 - July 1969
B.A.
July 1969

Winthrop College
January 1972 - April 1972
Graduate Course in English
April 1972

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

Snyder Intermediate School
Teacher
Richland County School District No. I
Columbia, South Carolina
September 1969 - December 1970

Rock Hill School Distict No. 3
Teacher
Dr. Neeley (Deceased)
Rock Hill, South Carolina
September 1971 - June 1973

47-616 98-8
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York Technical College
Instructor
Dr. Baxterhood
Rock Hill, South Carolina
September 1979- June 1981

Office of Congressman John Spratt
District Administrator
Rep. John Spratt
Rock Hill, South Carolina
January 1983 - January 1987

Office of Congresswoman Elizabeth Patterson
Chief of Staff
Congresswoman Patterson
Washington, D.C.
January 1987 - January 1993

U.S. Department of Comxnerce/ITA
Deputy Assistant Secretary for Textiles & Apparel and Consumer Goods Industries
Raymond Vickery, Jr.
Washington, D.C.
May 1993 - September 1995

Office of the U.S. Trade Representative
Ambassador & Chief Textile Negotiator
Charlene Barshefsky
Washington, D.C.
September 1995 - Present

10. 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.)

Served as Chair'of then-Governor Richard Riley's Nuclear Advisory Committee for the
State of South Carolina.

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

None
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12. Memberships: (List all memberships and offices held in professional, fraternal, scholarly,
civic, business, charitabe, and other organizations.)

Member of the Executive Women in Government
Member of the National Foundation for Women Legislators, Inc.
Honorary Board Member to YMCA
Various offices in the Episcopal Church of Our Savior
President of Junior Welfare League

13. 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.

Clinton.Gore Transition Team, 1993

C. Itemize 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.

No

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

None

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

None
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16. 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.)

Statement before the World Trade Organization Council on Trade and Goods,
Concerning Market Access for Textile and Apparel Products, September 19 1996.
See attached.

17. Qualifications: (State what, in your opinion, qualifies you to serve in the position to

which you have been nominated.)

During my tenure at the Office of the USTR, I have negotiated trade agreements with

many countries in Europe, Eastern Europe, Asia, Africa and Latin America. I have also

defended the U.S. textile program and U.S. policy interests in several meetings before the

World Trade Organization (WTO) Council on Trade and Goods leading up to the WTO

Singapore Ministerial and successfully defended the United States before the W1O

Textiles Monitoring Body including, presenting evidence in a charge of circumvention of

the WTO Agreement on Textiles and Clothing against goods originating in another

Member country. In early 1996, 1 initiated a demand at the Council on Trade and Goods

for fair trade through improved market access for U.S. textiles and apparel products as

well as tight enforcement of existing agreements. During the first year of dte operation of

the WTO, I have had to appear at the WTO for negotiations, meetings, and dispute cases

in order to secure what the U.S. bargained for in textiles and apparel when signing cn to

the Uruguay Round agreements. While my focus at the WTO has been the textile sector,

I have made many associations with other governments in an effort to support a U.S.

industry that has been very volatile and sensitive. In so doing, I have worked out

mutually acceptable solutions; and where that was not possible actively defended U.S.

policy interests. I believe that these skills enable me to promote U.S. interests and

support initiatives for all sectors at the WTO.

B. FUTURE EMPLOYMENTRELATIONSHIPS

Will you sever all connections with your present employers, business finns, associations,

or organizations if -you are confirmed by the Senate? If not. provide details.

No. I will still be employed at the Office of the United States Trade Representative.
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2. 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.

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.

No.

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.

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.

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

None.

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 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.
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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.)

None.

5. 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.

See attached.

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.

No.

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.

2. 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.
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3. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

4. 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.

5. Please advise the Comminee of any additional information, favorable or unfavorable,

which you feel should be considered in connection with your nomination.

None.

E. TIEIFYING BEFORE CONGRESS

I f 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.

2. 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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Responses for the Record to Questions from Senator Roth

Question #1
Are you aware of any efforts directly by Steven Lau, or indirectly on behalf of
Steven Lau, to influence the outcome of the negotiations with China regarding
textile and apparel quotas, which were concluded in January 1997? If so, please
describe such efforts.

Answer
No, I am not.

Question #2
At what time did you first become aware that Steven Lau had been the subject
of an investigation by the U.S. Customs Service for customs fraud?

Answer
I was informed by the media.

Question #3
Are you aware of any efforts by the White House or any other Administration
official, U.S. Government agency, or entit to influence the outcome of the Janu-
ary 1997 negotiations with China regaling textile and apparel quotas to the
benefit of Springs Industries?

Answer
No, I am not.

Question #4
Do you attest that a l written documents you have submitted in the context of
the consideration of your nomination by the Committee on Finance, are true,
accurate, and complete?

Answer
All written documents prepared and reviewed by me that I have submitted are

true, accurate and complete. This includes my response to articles appearing in

The New Republic, The Wall Street journal, Newsweek and Time magazines,
which was submitted by me to the Senate Finance Committee (statement at-

tached).
Question #5

Do you attest that all your responses to the written questions submitted by Sen-

ators Roth, Chafee, Grassley, and Nickles on September 10, 1997, are true, ac-

curate and complete?

Answer
Yes.

I declare under penalty of perjury that the foregoing is true and correct. Executed

on October 7, 1997.

Rita D. Hayes
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t l ro fSS I he U).-Cfnese telextil detis complex and controversiall

I' XCI US IV K

Cut From Strange Cloth
A textile deal widens the Clinton campaign saga

By MASK HosENsAL
T WAS A sTRANCr PLACE TO HOLD A
pnvate bnefing. Last winter American
and Chinese negotiators sat around a :
Bejitng conference table, haggling over

a complex textile deal. One sticking point:
impoir quotas-hpertechnicl riles re-
stricting shipments ofeverysingfrom golf I
trousers to dress shirts. Thousands of
American jobs were on the line. On Jan. 31.
chief U S. textile negotiator Rita Hayes I
gave Amencan lobbyists a satts report AtI
Las the two sides looked as if they were get-
ting close. The Chinese had given in to i
some of the administrad's demands foi
tough new quota she revealed: a final deal
wasn't far off At the end of the meeting
Hayes. concerned a leak could kill the deal.
urged her audience to keep quiet.

Th lobbyists were puzzled. not by
Hayes's request for sience-they'd known
for days that the taks were winding down-
but by the location she'd chosen to pass on I
the sensitive news: a conference room ri- I
side the Chinese Trade Ministry. That's I
aa ous to. say. U.S. arms-control nego-

tiutors' holding a strategy meeting in the
Kremlius But what surprised them even
more was that a lobbyist from the mother tide
sat in on the meeting& Wlliam Houston was

a f-,i face to everyone in the room. The
chief textile negotiator under Presidents
Reagan and Bush. Houston bad left the U.S.
government to set up shop u a private con-
sultant. Among his clients: Stephen Lau. a
wealthy Hong Kong clothing expaoter. LAsu.
who had attended twointmae find-raising
diners with President Clinton. had mil-
lons potentially riing on the treaty's out-
come. To the lismay ofthe American textile
lobbyis Hayes didn't ask her old friend
Houston to leave the meeting, even though
he had told some of the American textile ex-
ecutives that his client Lau was a trade ad-
viser to the C inese government.

Hayes insists that she had no authority to
kkk Houtmon oi and that nobody com-
planed at the time. Houston says be never
passed confidendal inAormation on to Lasu
or anyone else. Sil. later that same night.
the trade talks broke down. The tentative
deal Hay" had reveled just hours before
was in limbo. After yet another round of
talks, a deal was eventually struck. Bu
some of the tough new quotas Hayes had
trumpetedNst days before were watereddown-a blo to erican textile compa-

ies and American workem but precisely
the outcome Lau and the Csinesa govern-
ment wanted. Hayes nonetheless says the

American textile induss, was happy ,th
the ral agreement

Just bow did a Hong Koti entrepreneur
like Stephen Lau come to have such access
to U.S. trade negotiations-and to the
president of the United States? Sen. Fred
Thxsmpson's committee investigating the
campaign-finance mess. which resumes its
public hearings this week. may soon he
asking the same question. A ready the
comattee has begun an investigation.
interviewing Lau's American business
partner about how the Hong Kong ex-
porter-who can't Legally rake campaign
c ntrbutions-attended two flund-rasers
with the president

Given LAu's history with U.S. law en
forcement over the years, the political red
fags about him should have gone up un-
medistely. NrwswnEx has learned that
Lau was a target of an intensive seven-
year investigation by U.S. Customs. sluch
suspected Laa and his company. Syner-
gy Sport Intemational. of systematcay
cheating the agency by falsti i sport
documents. An undercover customs agent
posed as a low-level employee. inf'trating
Lau's New York otce. Incourt documents
obtained by NrwswEx. Justice Depart-
ment prosecutors accused Synerv of mak-
ing "licit payments" to Chinese offices
to help obtain p oy textile visas. The
courts threw out part of the case against
Lasu. but in 1995 be and an Amencan part-
ner agreed to pay a 53 million penalty to
settle the case without admitting guilt. La
told NEwSWzs he paid the ine order
to "get the mones onfsy back." A New
York company t6t represented Lau in
the United States later pleaded guilty to
a felony charge ot customs fraud.

Soon after the settlement Lau embarked
on a camp"in to polish his image. On Nov.
9.1995, Tom Nastos. a business partner of
Lbu's in New York. brought Lau and his
wife as his guests to a small fund-raising
dinner with Clinton at the Hays-Adams
Hotel. across the street from the White
House. According to Nastos. Lau had his
picture taken shaking hands ,ith the pres-
ident That same day. Federal Election
Coenissloc records show, an obscure
New York company beaded by Nastos
called T.J. Highlander concnbuted SO.O00
to the Democratic Party. Nastos admits the
contribution was made to pay his and Lau's
way into the dinner. Ten months later they
were beck at the Hays-Adams for another
meal. s time Nastos poled up $20.000.

If LAu'f connection to Clinton winds up a
public liability. the biggest loser may be Rita
Haves. who is nominated to be ambassador
to &se World Trade OWaios Her Sen-
ate confimabon bearng could ben as
early as this mooth, ad they promise, like
so many things connected to Clnon and
campa.n to be rocky indeed. U

SErpe[ms aa S. 1997 'sWSWEEs 55
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Aew Man O n o rt i
ah~ce: billions of doffatst ttftile anidapred

U tween the U.S;.and Chi a. Wef U.S. negotator.Rt

* tlinbed intoa Chinese lirof& oa k hieetingiksfj"
ani'-was joined for a 20-minutezride by Stephen Lau---ag
Kong textile tycoon and self-described adviser to the Chiee

As an exporter of Chinese goods to the U.S., Lau hi,.dg
financial stake in the talks. What gained hini his unusl~ac-
cess to Hayes? His political connections may haveh.eCTMW
American business partner, Toim Nastos of New Yorklisa-
jor donor to the Democratic Party: he, his wife and o6iio
films havre given $90,000 since late 1995. The White H ui n-
vited Lau to two pre-election fund raisers with Clitb 'nin

4"fiiU.S.trade negotci ewhogl'ied entr~e to Hayes
a~e*01, nefmgsonce reserved f&'U.S.-industi.--

I;;.ijiiig encotnter,:,H:iesacoepted Lau's offer to
-etfaxge a'meiting with China'!s ide minister. Several

aer,.the two sides initiald an agreement criticized by
ftfidukti' figures as a' givieiyto China. Hayes toldTPh

that au ihad no influence on the talks and that she was."total-
lyunaweye" that in 1995 Lau;his companies and a business
associate paid $3 million to settle a federal lawsuit chariing
fhem with making false declartions to Customs. Hayes says

Knows nothing ofLau's linkito the.Democratic Party. Of
her apparetly brief sessions th Lan and his lobbyist this
yW and lst in San Francisc-and Beijing, she simply says,
'Stiphien offered his assistance." -- y * ma WeluJkop and

;tdt= Z11 N Maw

BEST AVAILABLE COPY



2001

Just a Little
Favoritism

Among Friends
White Houe Chief of Staff Erskine

BowIes is by a Accowa a splendid. hod-
orable fellow. So how Is 1t that a textile
deal this yer bewm the U.S. and Chilaa
mwaed t do a larp favor for the cor
pany run by his wife?

That's the question I've been asking as
Ott recently fou d myself Immersed in
the mnid-Dnoblag world of textile trade
protection. This Isl something the pa-
paruW Wi tutw to next. believe me. But
it Is a story of how Washlnr realy
work aM why moat Americans don't
trs It. It's more Proo. It any more were
needed, that government power Is usually
bent to aid the powerful. often subtly end
In secret.

One of the powerful is Springs Indw-
trie. of Fort MI S.C.. whoa president
ad ch.ef operating oflcer Is Crandall

Close Bowi . The Close family owns
about 45% of the 2.2 billion lextile maker.
which sure ewin a big stick in the Belt-
way.

Tat's dea Ifro" the U1±-China textile
pac tat was renegotiated In February for
another iur yeaa. Because China is a big
exporter of fabric and apparel this is al-
ways a l~bbying free-for-all. The U.S. fed
the frenz this time wth an opening pro
I-g to reduce moat ChlneL Import quo
tas by nearly 30%.

Bt. intrigulngly. In the final deal only
three of the 50-or-so quota category that
were adjusled were cul by that much. And
only one o those three was a fi mishd pn
uct: cotton towels. The overall quota cut-
back among all calegoris wj 16%. it
cotton towels wer cud by 311. or aboti
nine mtlon towels a year. worth sboed
39 of the overall cutback's net dollar
valte.

Guess who makes coton towers?
Springs Indantries. At leal it has since

Potomac Watch
By Paul A. Gigot

155. when Springs bought a U.S. lowel
maker named Dundee Mills. The executive
appointed at that time to oversee the new
Spring bath products gipoup that Inckda
towels wu Cranda Dowles.

She helped to boost towel sales to nearly
sm0 million a year and a market share of
about 1%. But he competition is tough. so
yankWng nine MOM towels laboul 5% of
total U.S. Imports) from Ch Inas quota has
lo be a b help to U.S producers ke
Sp'ings, especially with towels now In
tite %upply.

THE WALL STREET JOURNAL FRIDAY. SEPTEMBER 5. 1"?

Could all of this kist be a political o
Incidence. comrade? That's the story
from U.S. textile trade officials. who all
say the ilowkses" preelnenac had noth-
ing to do with their towel snappaig. A
SpiMp spokesman Says U. Bowie wus
merely "brsefed" a the U.S.ChNu Ul.
Mr. Bowles says he's recused hinisef
from eve discussing textile matters.
which one wud expect. tie adds that he
and his wife each do their om epen-
dent professional thing, hke many mod-
er couples.

I'm happy to believe the Bowleses. al-
though the way Washington now works it
really doesn't matter. Sprtnass trade pri-
oritles were clear enough and every
WLnon textile official knows who
ruts Springs. Rta Hayes. the chief U.S.

textile negotiator, is a
South Carolinian
whoa knm Spriga
eecutifo r years.
The mamisSrngs lob
bys Sosn Lord
was one of several In-strype who
joined! Ms. Hayeson
the China textile trip
that cloued the deal In
Doo ibote, Ms.

t~g lBrs Hayes's deai man

on ChIna. acknowledges ta to Ms.
Lord about Spri gas' trada priorities In theput thoul not an that Chla tip. His e a-
planatlon for te towel twist Is that botM
the U.S. textile tudusery and the Chinese
requested It because China wan't filling
Its towel quota. Wht othr sources say.
however. Is that loves werl' on the In-
dustry Woby's piority IM for the China
dell Neither Mr. Foolte or the Industry-o wl giWv ma the rsL

As for Chin,. It was simply leaning
how to play u.& trade politics l Mte
Vamlos Iforeiga deTib). According to a
min r 1amda, with the Chins dee-
ldon's thieskinig. Chin 11gured Its besl
Canc to Incree Its export quotas was In
esle-added products fib eates and
shirts. Bad-K had to giv something In re-
tira, sld the heal candldatea wM ara It
Judged to have the greatest U.. domestic
poelical p. essa-v. Te Chinese were well
aware of both Spriap and Crandall
Bowles, among others.

Bob Thmpnson. the Spring
spokesman. dismisses aS of this as "oWy
titillating specuiatlio arising from the cur-
re )China Fever.' " Ie adds thai If
Springs were so powerfa, then quotas
wouldn't have bee cut on pritcloth.
which It Iports. 'Some infhence. he
says. I think he's too modest. Somehow
Speinps clout helped wis govemment aid
that wig pad Its bottom In.

In ur-ther explua L Ms. Hayes. the
U.S. textile dealmaker. says. 'You could
a9sSay that If I did this fo Springs. I ao
did Kt for FieldcrestCannoa.- a b1gVr U.S.
twem r. She's right. but how is that
opposed to make America payWI more
ftowel uy hppier?.

Maybe someone should ask Us. Hayes
that question at her Senate hearing on her
pending promotion to be U.S. ambassador
to the World Trade Oruaniatixt. At a
hearing last year for her current job.
Seas. Rod Grams ed John Ashacroft
grilled her about opened in trade tolUs.
b she danced around them like Gregory

i her new job. is. Hayes is si5qisped
to encourage more trade. presumably eves
In towels.

BEST AVAILABLE COPY
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Response of Rita D. Hayes

to
Articles in The New Republic,

Newsweek, Time and
the Wall Street Journal

News articles about our bilateral with China began in June, shortly after my nomination

was announced and nearly six months after the agreement was made. Our trade agreement with

China was recorded, like all such agreements, in a memorandum of understanding. The MOU is

not normally made public until it is reduced to writing in the language of both parties and ratified

by an exchange of notes. Mr. Judis of The New Republic claimed that "American textile

manufacturers had demanded that the phase-out of China's texvile quotas begin the day China

enters the WTO, a:ei run a full ten years, rather than ending in 2004." He claimed that I

ri-iotiated a secret deal without their knowledge or advice that prevents them from obtaining

that goal." The industry did want China's textile quotas phased out over ten years after accession

to the WTO. We sought that without success and then moved to the alterative the industry

proposed. Though quotas will end in 2004, the United S:ates will have a "special safeguard"

from 2005-209, allowing us to impose quotas on China textile and apparel imports that "disrupt

our market."

Despite what we told him, Mr. Judis wrote an article in The New Republic ("Trick of the

Trade," The New Republic, June i6, 1997), charging that we misrepresented the China

agreement to the textile and apparel industry. I denied his charges as "outrageous, false,
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unfounded, and absurd" in a statement attached to this statement. The American Textile

Manufacturers Institute and the American Apparel Manufacturers Association both confirmed

my position and vehemently denounced the article. In a couple of weeks, the matter died

because there were no facts to sustain it.

When it became clear that my nomination was going forward for confirmation, another

round of unfounded stories began appearing. Mark Hosenball wrote an article, "Cut from a

Strange Cloth" in Newsweek. Michael Weiskopf and Adam Zagorin wrote "A New Man in

Donorgate" in Time. On September 5, Paul Gigot wrote a column in the Wall Street Journal,

"Just a Little Favoritism Among Friends." Each of these stories turns on slightly different

details, but they all have a lot in common. They are written by reporters who do not normally

cover textile trade issues, yet they contain arcane details that can only come from someone who

follows the subject continuously. On September 8, 1997, John Maggs, writing in the Journal of

Commerce, identified the "source of the charges in Time and Newsweek' as a textile firm not

pleased with our China bilateral. The following day, the Journal of Commerce retracted that.

So, as of now, all the articles come from an undisclosed source.

Whatever the source may be, the stories are unfounded and unfair. Let me take them one-

by-one and explain why.

Mark Hosenball entitles his story, "Cut from a Strange Cloth," ( Newsweek, September

8, 1997). The cloth is strange only because of the way Mr. Hocenball weaves the facts. His

2
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innuendoes about me hinge on a meeting at MOFTEC, China's Ministry of Trade. Here are the

facts about that meeting, facts I explained to Mr. Hosenball but he chose not to report:

After three days of round-the-clock negotiation, I felt that we were finally converging on

a textile trade agreement with China. I sat down to brief the Americans who had come to Beijing

to monitor the negotiations. At every trade negotiation, parties with a stake in the talks send

lawyers, lobbyists, and trade experts to follow the action. There were once "cleared textile

advisors," but the practice was abandoned in 1994. We now give non- confidential status

reports to all comers, knowing that their interest cover the spectrum.

On this occasion, we met at MOFTEC because we did not want to leave the building and

risk a break in the momentum. When the meeting began, I gave everyone a snapshot of where

.hc talks stood--our offers, tiieir counter-offers. I said that for the first time, I thought we were

closing in on an agreement. Hosenball compares this "to U.S. arms-control negotiators holding a

strategy meeting in the Kremlin." That's not just absurd, but grossly unfair. I explained to

Hosenball exactly what happened at our meeting. If the Chinese were listening, all they heard

was what they had heard for the last three days over the negotiating table.

I knew that the quota levels I outlined were not final but I did not reveal our strategy. I

ended the meeting by asking those there not to broadcast the details because they were subject to

change. I knew that we would not wrap up the talks where we stood then, and I did not want

industry representatives or the media to raise expectations that we could not fulfill.

3
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Mr. Hosenball writes that "to the dismay of American textile lobbyists," one person at

our meeting, Mr. William Houston, was not asked to leave. Twenty-six parties were present at

that meeting, and not one raised the issue of Mr. Houston's attendance. During the Reagan

Administrations, Mr. Houston was Deputy Assistant Secretary of Commerce for Textiles and

Apparel, served as Chairman of the Committee for Implementation of Textile Agreements and

also served as the Chief Textile Negotiator at U.S.T.R. He is now a partner at a law firm that

represents importers and exporters, foreign and domestic. It did not occur to me to ask him to

leave since his interest were little different from other importers at the meeting, all of whom

wanted more generous quotas on Chinese textile and apparel so that they could import more into

the U.S.

Mr. Hosenball reports that Mr. Houston includes among his clients Mr. Stephen Lau, who

is said to be a Hong Kong clothing exporter and trade advisor to the Chinese government.

Hosenball accuses Lau of making illegal campaign contributions and of being investigated for

U.S. Customs' violations. I have met Mr. Lau because like many exporters, he followed our

negotiations, but I have never had anything more than superficial conversations with him. Mr.

Houston introduced Mr. Lau to me as a trade advisor to the Chinese government in the lobby of

the hotel where we held negotiations in San Francisco. I have never known what his capacity as

an advisor may be, but on the chance that he did have access to the Ministry of Trade, I told him

that two things must happen for the U.S. to reach an agreement with China: we had to have quota

reductions and we had to gain market access. We insisted on quota reduction because of China's

circumvention and lax compliance with our previous bilateral, and because we wanted cuts in

4
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donor categories (overhang).

Michael Weiskopf and Adam Zagorin write in Time CA New Man in Donorgate,

September 8, 1997) that I "accepted Lau's offer to arrange a meeting with China's trade

minister." Mr. Lau did tell me that he could arrange a meeting with Madame Wu Yi, the

Minister of Trade, and I acknowledged that I wanted to meet with her. But I did not pursue

Lau's offer of assistance. I arranged a meeting with Madame Wu Yi through the State

Department and our embassy in Beijing, and I have a cable to confirm that fact.

On the morning we saw Madam Wu Yi, the Chinese government sent an automobile to

take our delegation to the Ministry of Trade. Mr. Lau appeared and got in the front seat. I was

unaware that Lau would accompany our delegation, but I was not in a position to tell the

Ministry of Trade who could ride in its automobile. In any event, Lau only accompanied our

delegation to the Ministry of Trade; he did not attend the meeting; and we had nothing more than

perfunctory conversation. I have had no other contacts with Mr. Lau, and I know absolutely

nothing about any alleged campaign contributions or Customs' violations. As I have told the

media, Mr. Stephen Lau had no influence whatsoever on our agreement.

The proof of our China negotiations is in the agreement. Mr. Hosenball claims that after

our meeting at MOFTEC, the talks broke apart, and "some of the quotas I had trumpeted just

days before were watered down." The talks did not break down. As I expected, there was more

give and take, but we stood firm on our basic demands. After grueling negotiations, we ended up

5
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with a trade agreement the textile industry as a hole has extolled. While there were some

increases, there was a net decrease of 2.6% in China's quotas or 52 million square meters, and

we held annual quota growth very low while the rest of the world averages 7%. We kept in the

agreement the tough sanctions on transshipment and evasion that we had insisted upon at the

outset; and for the first time, we won access to China's markets for U.S. textile products. Tariffs

will fall from a high of IC% to new levels of tariffs will average 9% for yam, fabrics 22% and

made-ups 21%.

For these reasons, both the American Textile Manufacturers Institute (ATMI) and the

American Apparel Manufacturers Association (AAMA) hailed our agreement. ATMI has said

that our bilateral with China "achieves more benefits for the U.S. textile industry than any

previous agreements."

From this complex agreement with hundreds of product quotas, Paul Gigot extracts one

detail. He raises a question in the Wall Street Journal about a quota reduction of 31% in terry

cloth towels. Gigot suggests that this cut just might have been a favor to Springs Industries, Inc.

He notes that Springs' chief operating officer, Crandall Bowles, is the wife of Erskine Bowles,

the President's Chief of Staff. Though this is a sizeable cut, there were deeper quota cuts in other

categories. For example, wool fabric was cut 5056 and certain yam quotas were cut as much as

40%. Furthermore, Springs has only a small percent of the domestic towel market, and stood to

benefit far less from such a reduction than two other companies. In any event, we did not

originate this cut. It was proposed by the Chinese at our negotiations in San Francisco in
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December 1996. We were looking for quotas that the Chinese did not fill as quotas we could cut,

and China proposed terry cloth towels.

I have never spoken about this or any other textile subject with Erskine Boweles. As for

benefits to Springs, the very purpose of an agreement restraining textile imports is to protect the

domestic industry as a whole. It should not be surprising to find in our bilateral quota cuts that

benefit Springs because Springs is one of the largest textile companies in the country.

Though we brought back a strong bilateral, some were still not pleased. They wanted the

agreement to provide that if China joins the World Trade Organization, quotas on China's

textile/apparel exports to the U.S. will last for ten years after China's accession to the WTO. As

I stated above, when the negotiations began, we sought a ten-year phase-out, but the Chinese

rejected the proposal. As an altemativee negotiated a "special safeguard," the right to impose

restraints on imports that disrupt our market from 2005-2009, after quotas have ended.

Both trade associations, ATMI and AAMA, explained to Mr. Hosenball, Mr. Weiskopf,

and Mr. Gigot that a dissatisfied handful does not speak for the U.S. textile and apparel industry

as a whole, but they ignored what they were told and reported only what they were supplied by a

few dissidents.

In summary, all of these stories stem from an undisclosed but dissatisfied source, and the

claims they make will not bear scrutiny.
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EXECUTIVE OFI'PC OF THE PRESIDENT
THE UNITED STATES TRACK RNP06ENTATIVE

r. MchaeO Kelly, Edtor
'Le-ree to the Editor" Section

NewRepublic
1220 19th Street, NW
Washington, D.C. 20036

Dcea Mr. Kelly:

The recent article by John Judi, (Jnc 16, 1997) provides a maliciously flse account of the
bilatral agreemtent on textiles and apparel between China and the United State& Perhaps most
important, as a starting point, Mr. ludis failed to recognize that the agreement reached this'
January extends the tems of a 1994 accord which has reduced the volume of Chinesc textile and
apparel imports in the United States over the past three year" . -

rn negotiating this agreement, wc actively involved the U.S. textile and appwel'industry atcvery
step in the process. In fact, the industry overwhelmingly supports a key provision we sought that
provides a special "safeguard" mechanism for the U.S, textile indu-try. in the U-. market for
some time after China might become a member of the WTO. To be clear, tids provision
rtpreau the highest levcl-ofenfcrceable trade terms after the ATC runs its course. The
agreement governs textile trade terms among all WITO member countries through 2004.

There are no "scret" elemenrsmof this agreement All provisions of this accord have been fully
disclosed with the U.S. textile and apparel industry. The agreement is now initialed as a
"Memorandum of Understanding" and will be publicly available when the United Stales and
China exchange formal diplomatic notes, normal procedure in trade negotations.

Regrettably, the author overlooks a number of important achievements in tho agreement in
addition to the real story about the safeguard mechanism. We opened the door to China's market
for our exports in this m tor for the first time for U.S. produces and strengthened enforcement
terms against illegal tranishipmerts. Accounts of the agreement in the press confirm broad
industry consultation and disclosure of the term of the agreement, including in the Iginal o
C2=M February 6, .1997 which noted:

U... the pact gives the United Stati.s the right to use bilateral bafeguard mechanisms to regulate
Chinese exports. Th-at would apply even if China becomes a member of the World Trade
Organization aid when worldwide quotas on textiles, negotiated as part of the global Agreement
on Textilis sod Clothin, expires in 2005."

Perhaps, next time Mr. Judis will scck a more complete picture of the terms and conditions of
U.S. trade agreements prior to publLshlng information that is patently misleading and false.

Sincerely.

Rita D. Hayes
AmbaspsAdor

Cief Textiles Negotlator -
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Aic ,i-cAN TIXTII.,

PINNUACTUAEP.$ INSTITUTE

Ione 3, 1997

Mr. Michael Kelly
Editor

he New Republic
1220 19th Stree, N.W.
Washington, D.C. 20036

Dear Mir. KeyXUy

We have rarely seen on article as ir.accurate as "Trick'of the Trad" by John Judis that appeared

in the June 16 issue of your magafne. Without checking the facts, the author maligns the United

States Trade-Represcnutive Office's Chief Textile Negotiator, Rita D. Hay s, and misrepresents
her achievement in successful nr.otiating a landmark U.S/China textile trade bilateral
agreement.

judis discredits this landmark agreement. concluded with CIna in J'anuiyo-f fzs year. Judis
claims access to "a pirated copy" o "an agreement that Hayes signed and the adinistratiorA
refusesto make public-" In fact, th: administration makes every agreement public. Most trade

negotiations conclude with a memorndum of understanding that is made public only when it has

been reduced to a formal agreement in the language of both parties. The latest textile agreement
with China is not yet available because the Chinese are painstakingly slow. When it is
completed and signed, it wili be a public document.

In another factual eror, Judis suggests a "secret deaL' This is ludicrous. Over the months this

agreemet was negotiated; Hay6s conferred with the industry. And during each of the four

rnejotiating sessions, beginning in October 1996 and ending in January of this year, she regularly

briefed us, sometimes as often as tice a day. Her work as chief textile negotiator has been

marked by honesty and openness coupled with a steadftstness to fight onbehalf of U.S. trade

interests. In addition, Hayes disclosed details of the agreement to members of the news media.

Stories outlining the agreement appeared in the February 6 issue of Daily News Record and in
Inside U.S. Trade.

To set the record straight, the administration was not "pursuing two parallel sets of negotiations
with Beijing." When the American Textile Manufacturer Institute (AThI) and the American•
Apparel Manufactures Association (AAMA) set objectivs for the negotiations, we wanted

quotas on Chinese textile and apparel niports to endure and be phased out over 10 years a1ter

China's entry into the World Trade Organization (VTO), even though the 1994 General

Agreement on Tariffs and Trade ends all such quotas in 2004. If this objective Was talnable;"

we proposed a "must-have" alternative - a special right to limit Chinese imports if those

imports caused "market disruption" beginning in 2005. When the Chinese rebuffed our first

FIt 30 ConActicrc Ave. \W Suite 1200 "shk te,% GC 10036-3 5S4
202.8&l-OSO0 " fix 202.62.0570 e http'tl-"'--.tm.org
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ProposAL Hays offered our alterntave and prmaiL She d nort "use y rject the Warposition without consulting or later infm ing us," as juds clas.. 

n brie ing us othe agreement, in speeches on the subject and id news articles, RayepojDW
out that from 2005 through 2009, the China agreement lock in a special safe" Aowing.-the U.S. to impose quotas when certain textile or appzrel imports from echin cause "m.disruOlon." She bas ncver implied that quotas on Chinese impor would l 1 fr 0 ye., and

continue unabated even if Cbhajc-inh the WTO and we have aevW been under this impessioa

We are deeply disappointed that a rAgulzne of Vou ren ttonwould pint such IM article. it isutter nonsense to'compare the QCia bieral agreement to the Cambodian invasion or Ini-
Contra.

We write to set the record sight. There is no "secret textile deal with the Chinese." There is ahard-wrought historic agreement fo- which Hayes des=re s immense credit for ajob well done.

Sincerely.

John C. Adams
President
American Textile Manufacturers Inslitute

Chairman~'
Amncmz Apparel Manufacures Association
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Written Questions of Senator Wlliam Roth
Nomination Hearing for Rita Hayes, Deputy USTR

Senate Committee on Finance
September 10, 1997

The European Union recently lost #wo high profile dispute settlement cases at the
WTO, regarding its banana Import regime and Import restrictions on beef. Nonetheless,
there is concern that the European Commission may cave in to domestic political pressure
in Europe, refuse to Implement the recommendations of paneh in these cases, and will
simply submit to WTO-sanetioned trade retaliation. Our objective in resolving these
disputes is to get the Europeans to change their unfair trade regimes, not for the US. to
undertake tralie retaliation. Do you know what the Administration intends to do to ensure
that the E.U. properly Implements the panel decisions and recommendations?

ANSVER 1:

We entirely agree with you that our objective In resolving these disputes is to get the
Europeans to change their unfair trade regimes. We tried to retaliate before under the GATr and
they didn't change. The panel decisions do helps set a precedence under the WTO which states
that the EU practices are illegal. It will send a message to countries like lapan, to which we
export beef,ihat they cannot impose restrictions on beef inconsistent under WTO rules. The
following is a de zled update on the two cases against the EU. While the Dispute Settlement
Understanding provides for retaliation at the end of the day, we are working rigorously to get the
EU to implement the decisions. We have teams visiting the member states, denarches, press
releases in a diplomatic effort to achieve such compliance. We will also press the EU in various
WTO bodies, in particular the Dispute Settlement Body (DSB) at the time of adopting the
reports, to state its intentions to comply. Once they do, we will begin the process of what will
be appropriate process to Implement The president of the European Commission did announce
recently the EC intention to comply with the Bananas decision. We will still need them to state
this at the DSB. For Hormones, the EC will follow the step of appeal before they considered
they have exhausted all of their present options. The following is a summary on each case.

Bananas

The Appellate Body report on bananas was released September 9. We will request that the panel
and Appellate Body reports on bananas be put on the agenda for adoption at the next meeting of
the VITO Dispute Settlement Body (DSB), which will take place on September 25.

The Appellate Body is the last avenue of appeal under WVTO rules. WTO rules do not permit
losing parties to "block" adoption of panel or Appellate Body report so these reports will be
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adopted on September 25. When the nports are adopted, the recommendations In them become
recommendations of the DSB.

At a DSB meeting held within 30 days afterward, the EU must declare its intentions with respect
to implementatmo. Every WO Membcr that has lost r case so fax bas stated that it plans to
comply with the recommendations.

The EU has an opportunity to propose the period of time it needs to comply with the
recommendations. If that period oftinte is not approved by the DSB, then within 45 days after
adoption of the AB and panel reports, *hc parties to a dispute mMt reach agreement on the period
of time that the losing party will have for implementation. If we fail to reach agreement with the
EU on the implementation period, we = go to arbitration and have the arbitrator set the
implementation period.

If the end of the Implementation perio I arrives and the EU has not yet implemented the
recommendations, then the EU must negotiate with the complaining parties on compensation,
and if it cannot reach agreement on compensation, then the complaining parties may propose
retaliation. The EU then cannot block approval of retaliation against it.

Hormones

The panel reports in the US v. EU dispute and the Canada v. EU dispute were both circulated on
August 18. Wo will request that the r..ort be put on the agenda for adoption at the September 25
DSB meeting, but we expect that the ,3U will file a notice of appeal. EU Agriculture
Commissioner Franz Fischler has already held a press conference denouncing the panel report
and staying that the EU will appeal. WTO appeals normally are completed in 60 days from the
date of the notice of appeal, though ir complicated cases the Appellate Body can take up to 90
days. We suspect the Appellate Bod3 will take close to the full 90 days for this appeal.

We have said that we expect the EU to comply with the panel and Appellate Body -
recommendations.
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Your nomination file include comments submitted by the United States to the
World Trade Organization, dated July 23, 1996, which address the issue of Implementation
of the WTO Agreement on Textiles and Clgtg. On page three of these comments, there
Is a footnote that states, "most exporting Members hae not Integrated any mealngful or
sensitive products In the fabric, appitrel or made-up groups."

How do you respond to criticisms that the United States hu ale dragged its feet In
Integrating Important and sensitive products into the new WTO rules? If foot dragging Is a
problem with ali countries, including, the United States, then bow do we ensure proper
Implementation of the Uruguay Round commitments to integrate textile and apparel trade
into the rules of the WTO and elimbate quotas by the 2005 deadline?

Product integration is only par. of the liberalization of the textile system in the ATC; the
other component of liberalization proded is progressive increases in quota growth rates, which
expands access at faster rates than under bilateral agreements under the Mulifibern Angemant.
The comrment quoted was my respoW3 to criticism from exporting countries that we had not
integrated meaning and sensitive products. My point was first that the criticism was a double
standard; my second was that we wer. following the letter of the ATC, the specific intent of the
ATC negotiators, and our own implementing legislation in selecting products for early
integration.

The ATC and the Uruguay Round Agreements Act, Statement of Administrative Action
instructed us to integrate products froin groups of yam, fabric, made up products and apparel.
Congress instructed us svdficaill to ensure that sensitive products be integrated only at the end
of the transition period, and to follow specific procedural steps in making the selection of
products. suchras public hearings, which we agreed to at the specific request of the Importers
who sought an "open and fair" process. The URAA also provides that the SAA "approved by the
Congress under section 101(a) shall le regarded as an authoritative expression by the United
States concerning the interpretation aid application of the Uuguay Round Agreements and this

Act in any judicial proceeding in whi.-h a question arises concerning such interpretation or
application."

I followed thoso procedures vten I was Chair ofCrTA. Also, at the request of the

importing community, we agreed to maake the selection of products that would be integrated over

the course of the transition period at ihe outset of the trawition period. lhs is an area where we

went above and beyond the requirements of the ATC to help U.S. importers, who made this

request so that they could have certainty over the 10 year period. Ho other country did ths

As such, the Europeans for etanple can decide later what products can be bargained off
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for other concessions the Europeans wnt from exporting countries. If they get the other
concession, then they will integrate products of interest to the exporting countries sooner.
During the CTO meeting held last year. many exporting countries complained about the EU
tactic,

Furthermore, no importing country selected products under quota for integration in the
first stage, with the single exception of work gloves, which were integrated by Canada In the Ar
stage. Selections for the second stage included certain goods under quota, but again, generally
not goods that are considered sensitivea" as a result of our analysis and public comment process.
Nor did exporting countries generally integrate "sensitive" commodities in the first or second
stage. Some countries integrated goods that they did not import; other countries integrated
negligible amounts of apparel. Other countries integrated items such as garden umbrellas,
apparel made of coated fabric, life jaci.ets and felt hats.

This was very much along the :ame lines of the decisions that wore anticipated during the
course of the Uruguay Round negotiations The criticism at the CTG by exporting countries was
also directed at Europe and Canada, notjust the U.S. Again, we followed the letter and intent of

- the ATC. The ATC does not require t~ut a certain percentage of products u a be
integrated earlier or sensitive products. The ATC gives the flexibility to the importing country to
make these on what products are to be integrated at the various stages of the transition period.

Among our trading partners, Ilia has been one of our most vocal critics on the product
integration issue. India has claimed tha we have not selected any meaningful products for early
integration under the textile agreement. India is also subject to the same integration
commitments as we are because even though the do not at present use ATC quotas, they have
retained their rights to use the special textile safLguard during the transition.

As I responded at the Council on Trade in Goods, according to our analysis, India has
chosen, as we have, to integrate what would normally be considered non-sensitive products in the
first stage, including raw materials tluat are used in export production, and products that are not
imported into India. Certainly, India as not integrated very much of "meaningful" export
potential for the U.S. or other countries in the first stage.

The ATC requires that products, whether under quota ornot from a universe of products
in the Annex be integrated into OAT.. 1994 rules. That mean that existing quotas are removed
at that point if them is one, if the prxiuct was not under quota, a quota can be put on only in
accordance with OATT 1994 rules. No longer will the ATC special quota or safeguard rules
apply.

Last year at the WTO Council on Trade in Goods, I also pointed out how many exporting
countries were not living up their cornitment with respect to Article 7 of the ATC, to achieve
improved market access. Instead many of them were finding was to decrease market access
commitments.

For example, we have beougt t a case against Argentina on their WTO inconsistent tariff
and customs practices. Another cowitry had notified its tariff commitments but never

47-616 98-9



246

Implemented them domesticaly. Wheit we brought that to their attention, they sped up the
process of domestic implementation and we did not have to take them to dispute settlement.
Another country (India) has imposed disguised barriers to market access such as additional duties
and restrictions on export and import licenses for American ventures in the host country, which
we are looking Into In the context of India's WrO obligations. The import license ike was
particularly important to retailers and importers doing business in India. We are also taking this
up in the context of WTO examinaion of their BOP (Balance of Payment) practice.

Article 7 of the ATC provides remedies for violations of that Provision. It allows
members to reverse notify; it allows munbers to bring matters of failure to meet market access
commitment under Article 7 before V'7O bodies, which includes a dispute settlement panel; and
it provides a process to withhold accelrated growth. We would make a request to the DSB or
the CTO ifa country is not abiding by Article 7 of the ATC. This is what I addressed at the
CTO last year. Many countries, the Ell and exporting countries alike, approached me afterward
recognizing the completeness of our analysis.
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Of the few instances, in which the United States has lost a dispute .4etlement ca at
the World Trade Orpnlration, two involve decisions by the Committee for the
Implementation of Textile Agreements (CtrA) to impose textile and apparel quotas which
were made when you chaired CITA. It seems to me that these decisions may Indicate some
fundamental flaws in the way the United States administers Its textile and apparel hIport
regime through CITA.

In addition, there have been criticisms that the process by which CITA decides
whether to impose import restrictions on textile and apparel products lacks fandamental
fairness and transparency. Specifcialy, It is alleged that CITA's decisions are not based on
a fully developed record, on which interested parties have an opportunity to comment in an
open public hearing, and that CITA does not issue clearly reasoned decisions supported by
substantial evidence In that record.

As a former chairman of CT'A and Chief Textila Negotiator, please comment on
whether these alleged procedural deficiencies may underie the problems In defending
CITA's decisions at the WTO. Should the CITA process be reformed in order to avoid
future problems at the WTO and allegations of favoritism?

CITA was cratled by Executi c Order 11651 in 1972, by PresideNixon. An Executive
Order (12475) to allow Treasury, with guidance from the Chair of CITA, to promulgate rules
and regulations to combat transshipmnnt was issued by Preident Reagan in 1984. CITA was
created to administer and implement textile agreements.

As you know we have a speci statute - Section 204 of the Agriculture Ad of 1956 that
gives the President broad authority to limit textile and apparel imports. U.S. domestic courts
have upheld that authority. By the enactment of Section 204, the U.S. industry was detrmned
to be sensitive to import surges and castainty with respect to the growth of import. We also had
a special international agreement - t e MFA (Multlfiber Arrangement) - to allow importing
countries, not just the U.S., flexibilit3 with respect to quotas on textile products. Now we hav'e
the Agreement on Texties and Cloth ag under the WTO, which maintains a regime similar to the
MFA. only it includes a phase out schedule for quotas and products that could be placed under
quota outside of GATT 1994 rules.

When I was Chair of CITA we implemented the program in accordance with the
Executive Orders and the statute. There were and are no regulations on meetings mnd procedures
as may be the case with the ITC on dumping and subsidy determinations. If any oue is interested
in father reforms of CITA procedun,, I am sure the Chair of CITA at te Department of
Commerce will be happy to discuss it. I am no longer Chair of CITA. I have been Chief Textile
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Negotiator at USFR since the end of 1'995. Questions were presented to me about CITA
transparency when I was confirmed foi the negotiator position. USTR Is a member of CITA
with four other agencies (State, Treasury, Labor and Commerce).

With respect to safeguard action, the actions taken in 1995 were taken based on market
statements prepared before the Uruguay Round. There has never been OATT panel scrutiny of
any country textile safeguard actions until the WTO came into effect. With respect to WTO
Members, we have received guidance rom the panels on what they expect by way of
documentation of CITA findings. Th-3 Department of Commerce, responsible for preparing the
statements to be voted on by CITA, has greatly Improved the market statements with more
explanation and information. Onie request for safeguard action, made in March 1996 was settled
(El Salvador - 342/642 ) before the WTO dispute cases were finished. We were told that one of
thc reasons was because the market statement was better. This year CITA made two calls or
safeguard requests. The first, involvirg Pakistan, resulted in a decision not to implement the
restraint because conditions improved before consultations were completed.

As Chief Textile Negotiator, I Live supported more transparency and taking guidance
from the panels on the content of the market statement. [ have also been accessible to all parties
in the U.S. with textile interests: domestic manufacturers, workers, retailers, importers, labor
unions, etc. In fact, I have h joint ineetiags of Interested parties so that one side does not feel
the other got better briefed. We are an admLndistration of transparency, as long as we do not
compromise trade strategy and national security positions.

I would not be th: first Chief Textile Ne.jotiator to be norainated for the Geneva post.
There were two before me (Peter Mwphy and Michael B. Smith). In Geneva, as I stated months
ago, we need to engage Congress and U.S. indusry directly. I have already invited Members of
Congress to come to Geneva and participate. [w 11 uphold our standards on transparency, within
the parameters of our laws and expecations.

Interestingly, in the China negotiations, 1 went out of my way to include all U.S.
interested parties. I briefed them on what the Chinese already knew. I did not give one side
more information than the others. "lat is also evidenced by the fact that the briefings were joint.
If anyone had any questions after briefings I was still accessible.
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Written Questions of Senator John Chafe
Nomination Heuring for Rita hayes. Deputy USTR

Semate Finance Committee
September 10, 1997

Question 1

In Rhode Island, we have firms which make the elastic bands used Lot he production of
various men's and women's garments (such as swiuwear and underwear). Our producers
are efficient and competitive, and sell a quality product both at home and overseas.
However, there Is one overseas market that stubbornly is resisting efforts to enter and
compete: India. Apparently, India's tariff on elastics are as high as 87.5 percent - a rate
whkh effectively precludes Rhode Island manufacturers from competing In that market.
That lack of entry Is of special concern to our companies In light of the recent entry into the
US market of Indian elastic producers who are selling their product at very low prices.
The Rhode Island companies officials believe they can compete and win with regard to this
product, but they need to gain access to the Indian market for that to happen.

As Chief Textile Negotiator. you likely are aware of this situation. I confirmed as Deputy
USTR, what will you do to promote Increased market access In India and to this market in
particular?

Answer

I have recently been informed by one Rhode Island company of concerns they have about
obtaining access to India's market for elastic products. We at USTR are reviewing his concerns,
and we intend to pursue opportunities in negotiations with India to open its market for exports of
this product from the U.S. We may have the opportunity to raise our concerns about this product
and others as we consult with India on its practices to limit access to its market through the we
of restrictions maintained under Baaice of Payments WTO rules, and we are looking into this,
as well as the concerns of this firm regarding imports of elastic products into the U.S. from India.
We believe the opening of the Indian market for exports from the United States in the textile and
apparel sector, for the benefit of our competitive products of goods such as elastic, is a high
priority. For that reason, we took the lead in obtaining for the first time in the Uruguay Round of
trade negotiations binding commitme nts from India on tariff levels and liberalization in the
textile sector. We will continue to piess India to go further where we can for the benefit of U.S.
exporters.

Question 2

USTR just won an important M70) case on Intellectual property rights (specifically,
patents) in India - the first IPR case decided by the WTO. Please comment on this case.
WII this win encourage other devil loping nations to meet their TRIPS commitments?
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Answer

This caw represents an ttnruplif di victory for the United States, and will have far-reaching
consequences. I believe that it will indeed encourage other developing countries to meet their
obligations under the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights
(OIRIPS Agreement). The panel's de(ision sends a clear message to these countries that there is
no fre ride under TRIPS.

In the TRIPS Agreement, deveoping countries such as India, that did not provide patent
protection for pharmaceutical and agri.ultural chemicals, were given ten years to establish such
protection. In the meantime, however, taese countries were required to establish a mailbox" system
to receive patent applications, and to assign each application a priority date based on the date the
application was filed. For an inventica to be given patent protection, it must generally be new,
involve an inventive step, and be capable of industrial application. Under the mailbox system,

countries must determine whether an invention is new and involves an inventive step as of the
priority date of the mailbox application. In addition, the TRIPS Agreement requires that countries
grant exclusive marketing rights to cetain products that are subject to mailbox applications.

The panel's final report agreed with the U.S. claim that India has Maled to implement it

obligations under Articles 70(8) and 70(9) of TRIPS to establish mailbox and exclusive marketing
rights systems. India's assertions that ;a unpublished adminisbtive system qualified as a mailbox
system were firmly rejected. All developing countries are now on notice that they must fully and
immediately implement the mailbox and exclusive marketing rights obligations under the TRIPS
Agreement.

In addition, the panel expressed its opinion that India was in violation of Article 63 of TRIPS
because it never notified the WTO o the legal basis for its current administrative system for the

filing of mailbox applications. This portion of the report puts developing countries on notice that

they are obligated under the TRIPS Agreement to notify immediately their implementation of the

mailbox and exclusive marketing provisions. In this way, the panel report will strengthen
significantly the United States' ability to track TRIPS compliance.

Question 3

Finally, you will be headed to Geava, where the US has Important cases before the WTO. I

previously have stressed the Important of having enough resources to ensure that we do the

be4t work possible on those cases. Yet USTR is under funded and understaffed. I am not

referring to political appointees; I am referring to the career lawyers who write the critical

WTO briefs.

As the nominee for the Geneva post, you understand the Importance of having adequate

resources to win these WTO cases. WIll you do what you can to help persuade OMB to give

USTR a more realty budget request?

Answer

I will continue to work with the Olio of Management and Budget to provide adequate

funding to meet our rising caseload.
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Written Questions of Senator Charles Grassley
Nomination Hearing for Rita Hayes, Deputy USTR

Seite Finance Committe
September 10, 1997

Question 1:

In my opinion the most significant action at the World Trade Organization In the next few
years will be the accession of China to the WTO. The terms by which China accedes to the
WTO will have a tremendous Impact on many sectors of our economy. In agriculture, the
terms of accession will determine wexher China Is our number one export market for
agricultural commodities or our biggest trading competitor.

I have been concerned that some members of this Administration, and especially some of
our trading partners, want China In the WTO for reasons other than trade, such as
national security. While this may bc a perfectly legitimate goal, I'm concerned that the
people who take this view may be willing to compromise on the commercial terms under
which China will enter.

Because of this concern, I took the liberty of questioning both Secretary of StateAlbright
and Ambassador Barshefsky at their nomination hearing earlier this year. For the record,
I want to get your rear' jou fo their (.pinion on how the U.S. should handle China's
accession. Please te me Yaether ycu agree with these statements:

Ambassador Barsnb efsky said:

"The Uaited States supports China's accession Into the World Trade Organization
on the basis of a comrwercially meaningful agreement. We expect solid commitments on the
rules of the WTO, Includizg nationsi tre-ot-.nent and trading rights, as well as reducing
tariffs, eliminating non-tariff measures and removing other barriers to trade."

Secretary Albright said:

"We have requested that China make significant commitments to liberalize Its
agricultural trading regime, including reforming its state trading system, making
substantial tariff cuts, eliminating ,injustifled sanitary and phytosanitary measures, and
binding Its subsidy leveL"

"If China Is to join the WrO, we will need to have a commercially acceptable
protocol package of commitments by China to open Its markets in-hand before we will
agree to China's accession. That means real market access for US. goods and services,
including agriculture."

Do you agree with these statements?

Answer, ,

1 can assure you that the Admiristration fully recognizes that we must have
commercially meaningful comraitments from China to be able to support that country's
accession to the WTO. To nccpt anything less would be a mistake from the perspective
of our immediate interest in improved access to China's markets and compliance with

international rules and our longer term bilairal and multilateral trade relations with that
country. Ultimately, Congress must act before the United States can apply the WTO

Agreement to China and many in congress have noted the importance of obtaining a good
accession package.



" The United States has always maintained that the timing of China's accession will be

based solely on the quality of China's offers. As of now, China's offers are simply not

adequate, and do not address citical U.S. concerns in areas such as agriculture and

services.

* Other WTO members are, of course, free to negotiate with China according to what they

deem as In their best Interest, Ie it commercial or otherwise.

" Many countries look to the Urited States to hold the line with China and ensure the

quality of China's commitmrerts. U.S. negotiators, however, will not be pressured into

closing prematurely based on .e decisions of other Working Party members (or by non-

trade factors) and will continue. to seek an commercially meaningful agreement, i.e., an

agreement that addresses the fall range of U.S. interests.

!Question 2:

Another siguflclant action of the WTO In the next few years, in my opinion, will be the

round of agriculture talks to begin in 199.

What Is the administration doing t-) prepare for these negotiations?

What wiH your priorities be In these negotiations?

Answer:

Our principal negotiating objective with respect to agriculture is to achieve, on an expedited

basis, fairer and more open conditions (f trade in agricultural commodities by- (A) reducing or

eliminating tariffs or other charges whih decrease market opportunities for United States

exports; (B) reducing or eliminating subsidies which decrease market opportunities for United

States exports or distort agricultural markets to the detriment of United Slates agriculture; (C)

developing, strengthening and clarifying rules which address practices that unfairly decrease

United States market access opportunities or distort agricultural markets to the detriment of

United States agriculture, including- (i) unfair or trade-distorting activities of state trading

enterprises and other administrative mtchanisms; (ii) unjustified restrictions or commercial

requirements affecting new technologis; and (iii) unjustified sanitary or phytosanitary

restrictions. Wo will work closely with the agricultural community, out agricultural advisors in

the Agriculture Policy Advisory Committee and the Agricultural Technical Advisory

Committees, other government agenci,'s and the Congress to ensure these objectives are met in a

new multilateral trade agreement
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Written Questions of Senator Don Nickle
Nomination Hearing for Rita Hayes, Deputy USTR

Senate Committee on Tiance
September 10, 1997

QULEflQIU:

Why did Ms. Hayes decide to conduct a briefing in the same building and during these sensitive
negotiations? Was this briefing for U S. lobbyists or to be limited to U.S. industry?

ANWE

We wero negotiating basically round-ihq-clock and had not left the building. I felt that we were

finally converging on a textile trade agrement with China and did not want to lose the .

momentum of the talks. So I called ihe U.S. interested parties to MOFTEC for a snap sh t

briefing on information I had already xn discussing with the Chinee. The briefing was for

U.S. lobbyists or interest d parties, net limited to the U.S. domestic manufachuing industry.

Since I have been Chief Textile Negoi iator I have given snapshot briefings. In this case, I

especially had no concern about information in the status report getting back to the Chinese,

since the Chinese alreky had the information. I only cautioned the atendees that the
negotiations were not final and the status report should not be broadcast to the general public,
like the press.

Did Ms. Hayes disclose confidential or privileged information during the briefing or at any time

to Houston when he attended the Beijing briefing?

I did not disclose confidential or privileged information during the briefing or at any time to

Houston when he attended the Beijing briefing. The briefing was a snap-shot status report on

what I had just discussed with the Ch nese across the negotiating table. It was information the

Chinese already had.

Was Ms. Hayes influenced in any wa, in her negotiations by Houston?
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I was not influenced in any way in my negotiations by Houston. The interest parties were

ac.ro-a the spectnm, including representatives of retailers and importers, other than Houston,

who have business contacts with exporters as wil.

Does Ms. Hayes know Stephen Lau, or his New Yock partner Tom Nastos?

During these negotiations, Mr. Houstoa introduced Mr. Lau to re as a trade advisor to the

Chinese government. Mr. Lau portrayd himself as such. I do not know Mr. Nastos.

Did Ms. Hayes ride with Stephen Lau in her limousine last January in Beijing during the treaty

negotiations and if yes, what was discussed?

ANSWER*

On the morning we saw Madame Wu Yi and continued negotiations with the Chinese delegation,

the Chinese government sent an automobile to take our delegation to the Ministry of Trade. It

was not my limousine. Mr. Lau appeared and got in the front seat. I was unaware that Lau

would accompany our delegation, but ( was not in a position to tell the Ministry of Trade who

could ride in its automobile He porttyed himself as an adviser to the Chinese team. In any

event, Lau only accompanied our delegation to the hlnistry of Trade; he did not attend the

meeting; and we had nothing more thim a perfunctory conversation - nothing related to the

agreement I have had no other contacts withMr. Lau.

Did Lau offer Ms. Hayes help in ansi ging a meeting with China's trade minister?

Mr. Lau did tell me that he would like to arrange a meeting with Madame Wu Yi, the Minister of

Trade, and I aknowedged that certainly I wanted to meet with her. But Idid not pursue Lau's

offer of assists. I aanged a meeting with Madame Wu Yi through the State Department and

otr embassy in Beijing, ad the embssy has cnfrme

Was Ms. Hayes aware of Lau's partner, Tom Nastos's -onibutions to the Denocratic Party in

order to get Lau into two events with the President and to meet the President?
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PREPARED STATEMENT OF HoN. ERNEST HOLLINGS
I am pleased to introduce Rita D. Hayes of South Carolina as the administration's

nominee to be Deputy United States Trade Representative and Ambassador to the
World Trade Organization. It is a great honor to appear before you today on behalf
of this nominee. I am confident that she will make an outstanding Ambassador and
will provide strong leadership for the United States before the WTO.

Although I, on occasion have differences with USTR, I am looking forward to
working with Ambassador Hayes on a variety of issues in the years to come.

Ambassador Hayes is currently the United States' Chief Textile Negotiator. In
this post, she is the chief advisor to the United States Trade Representative on all
textile matters.

Ambassador Hayes has negotiated a variety of agreements with many of our trad-
ing partners and has worked to resolve textile disputes in an efficient and amicable
manner. These efforts have received praise from both the textile and apparel indus-
try and the labor unions representing workers in this industry, a truly remarkable
achievement previously, as the Deputy Assistant Secretary for Textiles, Apparel and
Consumer Products at the Department of Commerce, Ambassador Hayes was re-
sponsible for policy initiatives, domestic and international, that assist U.S. busi-
nesses and companies. She also worked to develop programs to improve the domes-
tic and international competitiveness of American fiber, textile, apparel and con-
sumer products.

These experiences will serve her well in her new role in Geneva.
I have known Ambassador Hayes and her family for a number of years. As you

may know, her brother, former Congressman Butler Derrick, represented South
Carolina in the House of Representatives for a number of years. moreover, Ambas-
sador Hayes also worked in the House of Representatives for both Congresswoman
Elizabeth Patterson and Congressman John Spratt. I believe that this experience
will prove invaluably useful as she begins the complex task of negotiating future
trade agreements.

Prior to her political work, Ambassador Hayes was a teacher in South Carolina.
She taught at both the intermediate level and at technical schools. These experi-
ences will also serve her well at the WTO.

Ambassador Hayes holds a degree from the University of Georgia and has done
graduate work at Winthrop College in South Carolina.

I also understand that one of Ambassador Hayes' children is here, John Hayes.
Mr. Chairman, I would like to spend more time articulating my-support for Ambas-
sador Hayes, however, the Commerce Committee is conducting its own confirmation
hearings this morning and I must be present. Thank you.

PREPARED STATEMENT OF NANcY KILLEFER

Mr. Chairman, Senator Moynihan, and distinguished members of the Committee
it is a distinct honor to come before the Senate Finance Committee to be considered
for the position of Assistant Secretary of the Treasury for Management and Chief
Financial Officer. I am also honored that the President and Secretary Rubin have
seen fit to submit my nomination for your consideration. I am accompanied today
by members of family: my husband, Bob Cumby, my children Jamie andRobbie, and
my mother, Mrs. Constance Killefer.

The principle responsibility of this position in the Treasury Department is to pro-
vide a strong management support and oversight for the bureaus that make up the
Treasury Department. In addition, and no less important, the job as the Chief Fi-
nancial Officer brings together the overall financial interests of the Secretary and
the operating officers of the bureaus.

When I look at the scope of the work that Treasury employees perform each year,
their involvement in every aspect of our society makes it important that we do ev-
erything we can to enable each person in each bureau perform at their very best.
It is Secretary Rubin's commitment to performance improvement that made me feel
that I could make a contribution by seeking this job.

In preparation for my career in the business world, I graduated with a Bachelor's
degrree in Economics .Afer working for a micro-economics firm, I went on to obtain
a Master of Science Management in Finance. During the last 18 years, I have spe-
cialized as a management consultant working with senior management at a number
of America's largest corporations on a full range of management issues including
strategy, organization, marketing and systems. My work has focused on how to im-
prove performance within the financial and human resource limits that all organiza-
tions must face, whether private business, non-profit agencies, or the government.



256

Congress and the past two administrations have provided broad guidelines for im-
proving government performance. The Chief Financial Officers Ac 1 of 1990, the Gov-
ernment Performance and Results Act of 1993, the Government Management Re-
form Act of 1994, the, and the Information Technology Management Reform Act of
1996 all point the way to using the experience from business and government to
make the tax dollar work better for our taxpayers.

Because of this environment, and Secretary Rubin's commitment to change and
improvement of all of the Treasury bureaus, Ihave been inspired to seek this posi-
tion to help make that commitment a reality. I will use my experience to fill in the
specific details to the guidelines developed by Congress.

My husband and our two children have encouraged me to take this leap. With
the help of this committee, I hope to fulfill some part of all our hopes for making
our government work better for the American people.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHICAL INFORMATION

1. Name: (Include any former names used.)

Nancy Killefer

2. Position to which nominated:

Assistant Secretary for Management and Chief Financial Officer of the Department of
the Treasury.

3. Date of nomination:

June 27, 1997

4. Address: (List current residence, office, and mailing addresses.)

Home - 3114 44th Street, NW, Washington, DC 20016
Work - 1101 Pennsylvania Avenue, NW, Washington, DC 20004

5. Date and place of birth:

11/16/53, Key West, Florida

6. Marital status: (Include maiden name of wife or husband's name.)

Married to Robert Edward Cumby

7. Names and ages of children:

Jamie Elizabeth - 7 Robert Edward - 5

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

Massachusetts Institute of Technology, 9/77 to 5/79 MSM
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Vassar College, 9/71 to 5/75 BA

9. 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.)

Charles River Associates, Cambridge MA - Associate in economic
consulting firm, 1975 :o 1977
Metropolitan Cultural Alliance, Boston, MA - Associate, summer 1978
McKinsey & Company, Inc., Washington, DC - Associate, 1979 to 1985; Partner,

1985 to present; Director, 1991 to present.

10. 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.

11. 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.)

McKinsey & Company, Inc. partner, June 1985 to present.

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

None other than those that result from making charitable contributions.

13. 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. Itemize 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.

$500 to congressional campaign of Jim Bassett
$1,000 to George Bush presidential campaign
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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.)

Member of Omicron Delta Epsilon Honor Society in Economics
Ruth Hutchinson Gilette Prize for Outstanding Senior Thesis in Monetary Economics
Departmental Honors from Vassar College

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

None.

16. 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.)

"Role of the Chief Financial Officer in Today's Corporation' (no prepared text).

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

I have close to 18 years of experience in consulting for leading private sector
corporations on the full range of management issues. I have an undergraduate degree in
economics and a Masters degree in management with a concentration in Finance.

B. FUTURE EMPLOYMENT RELATIONSHIPS

1. 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, except that assets will remain in my self-directed retirement account with
McKinsey. No additional contributions will be made to that account after my partnership
interest in McKinsey is terminated.

2. 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.

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.
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No.

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.

Yes.

C. POTENTIAL CONFLICTS OF INTEREST

1. 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.

2. 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.

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
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.

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.)

If I were in such a position, I would immediately remove myself from the situation and
seek the advice of the Treasury ethics office. I would take any action(s) that they deemed
appropriate.

5. 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.

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:
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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? 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.

No.

2. 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.

3. Have you ever been involved as a party in interest in any administrative agency

proceeding or civil litigation? If so, provide details.

No.

4. 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.

5. 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

1. If you are confirmed by the Senate, are you willing to appear and testify before any

duly constituted committee of thk Congress on such occasions as you may be reasonably
requested to do so?

Yes.

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

requested by such committes?

Yes.
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PREPARED STATEMENT OF DAVID A. LIPTON

I am honored to be here today in connection with my nomination to be Under Sec-
retary for International Affairs at the U.S. Treasury Department. I am also honored
that President Clinton and Secretary Rubin have expressed their confidence in me
with this nomination. My wife, Susan Galbraith, and my two daughters Anna and
Sasha, are also here with me today. My fou-year old son Gabriel stayed home today
so that this hearing could be conducted without disruption.

For the past four and a half years I have served at the Treasury Department, first
as the Assistant Secretary for International Affairs and before that as the Deputy
Assistant Secretary for Eastern Europe and the Former Soviet Union. Before joining
the Treasury Department, I spent a year as a Fellow at the Woodrow Wilson Center
for Scholars, four years as an economic advisor helping transition countries estab-
lish market-oriented economic systems, and eight years on the statT of the IMF.

The past four and a half years have been a period of robust growth and low infla-
tion worldwide, and thus a very satisfying time to have been at the U.S. Treasury.
Perhaps most important, officials in most of the countries of the world now adhere
to the "Washington Consensus" of sound fiscal policies and market and outward-ori-
ented economic policies. That being said there have been, and will continue to be
many challenges ahead, with the current financial turmoil in Asia as just one exam-
ple.

If confirmed as Under Secretary, I will work to advance the Administration's goal
of maintaining U.S. leadership on global economic issues. That work will include:

-First, working with our G-7 partners to pursue of macroeconomic polices con-
sistent with strong rates of growth, low-inflation, and moderate external imbal-
ances;

-Second, pressing the IFIs to support sound macroeconomic policies, strong mar-
ket-oriented structural reforms, and good governance as conditions through
their lending operations, and to make sure that U.S. exporters are able to bene-
fit from MDB procurement;

-Third, using multilateral fora to encourage countries to pursue sound macro-
economic policies and market-oriented economic reforms;

-Fourth, offering technical assistance to help key developing countries implement
their reforms; and

-Lastly, pressing our trading partners to reduce barriers to trade and invest-
ment, particularly though negotiations to conclude a strong WTO financial serv-
ices agreement.

I believe these activities are important to the United States, because growth and
stability abroad mean growth and stability at home. If I am confirmed as Under
Secretary, I will do all I can to see that this work will be undertaken with profes-
sionalism and integrity.

I look forward to working with the Congress and at the Treasury with Secretary
Rubin and Deputy Secretary Summers to further these goals.

Thank you, Mr. Chairman. I would be happy to answer your questions.
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David A. Lipton, of Massachusetts,

to be an Under Secretary of the' Treasury, vice Jeffrey R.

Shafer, resigned.
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DAVID LIPTON NAMED UNDER SECRETARY FOR INTERNATIONAL AFFAIRS

President Clinton today announced his nomination of Assistant Secretar of the Treasury

for Intemational Affairs David A. Lipton to be Urder Secretary of the Treasury for International

Affairs.

"David has be an important part of ds Administration's international economic team. He

has been a key contributor to our policy toward Russia and the Ukraine and has been instnrenxt

in shaping the ecourc and financial aspects of our policy in Bosnia" Secrtry Rubin said.

As Under Secretay of the Treasury for International Affairs, Lipton will advise and assist

the Secretary and the Deputy Secretary on all aspects of international economic policy. As Assstant

Secretuy of the Treaury for International Affairs since December 199. Lipton focused on

intemtiora and ecoonmic policy coordination; economic and financial relations with both

industrialized and developing countries; foreign investment in the United Sutes and the U.S. policy

with respect to the International Monetary Fund and the multilatera. development banks. Prior to

this position, Lipton was the Deputy Assistant Secretary for Eastern Europe and the former Soviet

Union. During this time, he worked to design and implement a policy of U.S. leadership in support

of comprehensive, market oriented reform in the economies in transition and worked to engage the

G-7 and the international financial institutions in pursuit of multilateral backing for that historic

process.

Before joining the Clinton administration in the spring of 1993. Lipton was a Fellow at the

Woodrow Wilson Center of Scholars. From 1959 until 1992. working under the auspices of the

United Nations Development Program and the World Institute for Development Economics

Rtsech. he was an economic advisor to the governments of Russia. Poland and Slovenia. Lipton

,Yzs an economist at the International Monetary Fund from 1981-1989.

Lipton was born on November 9. 1953 in Boston. Massachusetts. He received a B.A. in

Economics from Wesleyan University and both an M.A. and a Ph D. in Economics from Harvard

University. He is married to Susan Galbraith and has three children.
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A. BIOGRAPHICAL INFORMATION

1. Name: (Include any former names used.)

David Aaron Lipton

2. Position to which nominated:

Undersecretary of the Treasury for International Affairs

3: Date of nomination:

June 27, 1997

4. Address: (List current residence, office, and mailing addresses.)

Residence:
3806 Shepherd St.
Chevy Chase, Md. 20815

Office:
U.S. Treasury Department
Room 3430
1500 Pennsylvania Ave.
Washington, D.C. 20220

5. Date and place of birth:

November 9, 1953
Boston, Mass.

6. Marital status: (Include maiden name of wife or husband's name.)

married: Mary Susan Galbraith
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7. Names and ages of children:

Anna Rose Lipton Galbraith, 11
Sasha Lipton Galbraith, 8
Gabriel Lipton Galbraith, 3

8. Education: (List secondary and higher education institutions, dates attended,

degree received, and date degree granted.)

Wayland High School, Wayland, Mass., 1967-71, graduated 1971

Wesleyan University, Middletown, Conn., 1971-75, B.A. 1975

Harvard University, Cambridge, Mass., 1975-80, M.A. 1979, Ph.d. 1981

9. 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 TREASURY, OFFICE OF INTERNATIONAL AFFAIRS

ASSISTANT SECRETARY FOR INTERNATIONAL AFFAIRS (December 1995 -

present)
-Formulate international economic policy and support Treasury Secretary in his

conduct of international economic policy.
-Manage personnel and administration in Office of international affairs.

DEPUTY ASSISTANT SECRETARY FOR EASTERN EUROPE AND THE

FORMER SOVIET UNION,(June 1993 - December 1995)

-Formulate policy toward Eastern Europe and former Soviet Union.

-Manage technical assistance program for the region.

FELLOW, WOODROW WILSON CENTER FOR SCHOLARS

RESEARCH FELLOWSHIP, (September 1992 - May 1993)

-Conducting research on the economic and political

consequences of the transformation in Poland and Russia.

VICE PRESIDENT, JEFFREY D. SACHS AND ASSOCIATES, INC.

POLICY ADVICE AND RESEARCH IN EASTERN EUROPE, (1989-1992)
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-Senior economic advisor to the governments of Russia, Poland, and Slovenia.
--Conducted research on the economic* of transformation in formerly centrally
planned economies.
--Managed advisory and research teams in Eastern Europe, Russia, and
Mongolia.

POLICY ADVICE IN LATIN AMERICA. (1989)
-Advised the Governments of Bolivia and Venezuela in the design and
implementation of their macroeconomic and debt management policies.

INTERNATIONAL MONETARY FUND

ASIAN DEPARTMENT, SENIOR ECONOMIST (1987-89)
--Analyzed economic policymaking in Japan as part of IMF surveillance of
industrial countries.

EXCHANGE AND TRADE RELATIONS DEPARTMENT AND WESTERN
HEMISPHERE DEPARTMENT, ECONOMIST (1981-87)
-Worked on IMF policy toward the Paris Club and the official export credit
agencies.
--Drafted policy papers for the IMF Executive Board on Issues relating to IMF
conditionality and IMF involvement In the resolution of the developing country
debt crisis.
--Participated in IMF negotiations in ten countries in Africa, Asia, and the
Western Hemisphere.

10. 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.

11. 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.)

Vice President, Jeffrey D. Sachs and Associates, Newtonville, Mass., 1989-92. I
served as vice president of this small consulting firm, specializing in economic
advisory services in Eastern Europe and Latin America. I had no ownership
interest.
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Limited Partner. 2025 Park Rd. Limited Partnership. Washington D.C. I was a
26 percentowner in a limited partnership that owned a house, rented to a
nursery school, during the period 1989-93. The partnership was dissolved upon
the sale of the property in 1993.

12. Memberships: (List all memberships and offices held in professional, fraternal,

scholarly, civic, business, charitable, and other organizations.)

None.

13. 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.

Democratic Party, 1971 - present.

c. Itemize 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.

Don Mooers for Congress, 1996: $96.

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.)

Phi Beta Kappa, elected 1974.

15. Published writings: (Ust the titles, publishers, and dates of all books, articles,

reports, or other published materials you have written.)

-"A New Opportunity for Helping Russia's Economic Reforms Succeed,"

prepared for the Fund for Democracy and Development project United States

Assistance to Russia: A Blueprint for Action, February 1993.

-0Russa: Reforms Endangered," in Foreign Policy Magazine, March, 1993.
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-"The Prospects for Economic Reform in Russia." in Brookings Papers on
Economic Activity, Brookings Institution, 1992(1), with Jeffrey Sachs.

--"The Remaining Steps to a Market-Based Monetary System in Russia,"
presented at Conference on the Transformation of Russia, Stockholm Institute
for East European Economics, Stockholm, June 15, 1992, with Jeffrey Sachs.

--"Poland's Budget and the Economic Transformation," forthcoming in
Conference Volume on Transistion in Eastern Europe, the National Bureau of
Economic Research, Cambridge, Massachusetts, with Alain deCrombrugghe.

--"Privatization in Eastern Europe," in Brookings Papers on Economic Activity,
Brookings Institution, 1990(2), with Jeffrey Sachs.

-"Poland's Economic Reform," in Foreign Affairs, Summer 1990, with Jeffrey
Sachs.

--"Creating a Market Economy in Eastern Europe: The Case of Poland." in
Brookings Papers on Economic Activity, Brookings Institution, 1990 (1). with
Jeffrey Sachs.

-"External Debt and Economic Management: the Role of the International
Monetary Fund," in External Debt Management edited by H. Mehran,
International Monetary Fund. 1985, with K. Burke Dillon.

-"Multiple Shooting in Rational Expectations Models," Econometrica,
September 1982, with J. Poterba, J. Sachs, and L. Summers.

-"The Supply Approach to Oil Shocks and the Slowdown in Japanese Economic
Growth," in Toyo Keizai Shinpo Sha, June 1981, with Jeffrey Sachs.

-"Accumulation and Growth in a Two-Country Model," in Journal of International
Economics, 1981, with Jeffrey Sachs.

16. 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.)

"Central Europe and the World Economy after Six Years of Transition."
conference sponsored by Bank Austria and the Institute for East West Studies,
March 13, 1996, New York.
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"Russian Reform and the Interests of the United States,* before the U.S. Russia
Business Council, April 1, 1996, Washington, DC.

U.S. Governors speech before the Annual Meeting of the European Bank for

Reconstruction and Development, April 15. 1996, Soria, Bulgaria.

U.S. Governor's speech before the Annual Meeting of the African Development
Bank Meetings, May 22, 1996, Abidjan, Africa.

'Banking and Financial Sector Reform in Central Europe: the Challenge of
Growth," conference organized by the Wiliam Davidson Institute of the
University of Michigan, May 31, 1996, New York.

'Economic Development and Prospects in Africa," before the Africa Trade
Forum, July 26, 1996, Washington, DC.

'Economic Reform and Institution Building in Bosnia,' before the Economic

Policy Forum of Sarajevo, January 12, 1997, Sarajevo, Bosnia.

*Trade and Investment Linkages with the Eurasian Econom;es," before the U.S.

Chamber of Commerce, American Business Alliance, March 4, 1997,
Washington, DC.

0 "Russian Reform and the Role of the United States," before conference hosted

by Dow Jones, March 6, 1997, New York.

0 U.S. Governor's speech before the Annual Meeting of the Inter-American
Development Bank, March 17, 1997, Barcelona, Spain. %

* U.S. Governor's speech before the IDB Annual Meeting, March 17, 1997,

Barcelona, Spain.

* U.S. Governors speech before the EBRD Annual Meeting, April 14, 1997,

London, United Kingdom.

a "IFC Activities," before the IFC, May 6, 1997, Washington, DC.

TESTIMONY

0 The Commerce, Consumer and Monetary Affairs Subcommittee of the House

Committee on Government Relations, on importance of trade and investment in

U.S. relations with Russia and the NIS, November 5, 1993.
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* House Committee on Banking and Financial Services-Banking and Finance, ondevelopments in China, Hong Kong and Taiwan, March 20. 1996.

0 Before the Subcommittee on African Affairs-Senate Committee on ForeignRelations, on Africa and our support for African development, May 1, 1996.

0 Before the Senate Committee on Foreign Relations-Harry Wu and the Laogai
Research Foundation (China), on the role of the World Bank in China, July 25,
1996.

* Asia and the Pacific Subcommittee International Economic Policy and Trade-House of Representatives, on International Financial Institution lending in Asia,
September 12, 1996.

17. Qualifications: (St4te what, in your opinion, qualifies you to serve in the position
to which you have been nominated.)

I have extensive experience in the area of inteational affairs, both from my education,prior work experiences before joining the U.S. Treasury, and over the last four years atTreasury. I bring a strong commitment to public service to this job and a belief In theimportance to the United States of leadership in the world in the area of international
economic policy.

B. FUTURE EMPLOYMENT RELATIONSHIP-S

1 . 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 have no relevant connections, as my present employer is the U.S. TreasuryDepartment. I do not belong to any other associations or organizations.

2. 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.

None.
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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.

No.

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.

Yes.

C. POTENTIAL CONFLICTS OF INTEREST

1. 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.

2. 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.

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 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.

During the period 1989-93, I authored or co-authored several articles and papers
(including those listed above) on the subject of the economic transition of the
formerly communist countries of Eastern Europe and the former Soviet Union
that were intended to inform and influence thinking about public policy. I also
participated in a small number of conferences where my remarks centered on
these subjects.
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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.)

If any conflict or potential conflict of interest were to arise, I would seek out the
advice of the Treasury's General Counsel and take steps, consistent with the
law, to ensure that I act appropriately in my job at all times.

5. 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.

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:

Not applicable.

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.

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.

2. 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.
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No.

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

No.

4. Have you ever been convicted (including pleas of guilty or no/o contendere) of
any criminal violation other than a minor traffic offense? If so, rirovide details.

No.

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

None.

E. TESTIFYING BEFORE CONGRESS

1. if jou 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.

2. 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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Question I for Under Secretary Uipton

The comtries of thefornmer Soviet Union and &&SbSwm Africa present some of our most difficult
challenges in international economic policy. What is the current situation andfuture outlookfor
economic andfinanclal reform In those regions?

Six years since the collapse of the Soviet Union, the newly independent states have made
important strides in building the basis for market economies. Nonetheless, the decline in GDP related
to the collapse of the communist system has been protracted and only recently has begun to turn
around with a return to economic growth. Intensive financial and advisory support from the [MF and
World Bank, as well as ongoing, large-scale U.S. assistance, have contributed to these countries'
efforts to achieve macroeconomic stabilization and to undertake fundamental restructuring of their
economies.

• Inflation and fiscal deficits are sharply down throughout the region.
* Trade has recovered strongly and been reoriented toward the w-drld's industrial countries.
• 1996 was the first post-Soviet year of positive GDP growth in Armenia, Georgia, Kazakstan,

Kyrgyzstan, ad Uzbekistan.

The two largest economies in the region, Russia and Ukraine, still have not turned this comer:
Russian GDP shrank approximately 6% in 1996, although projections for this year indicate that GDP
may turn slightly pose. Ukrainian GDP is estimated to have fallen by 10%. last year and expected
to fall 3% in 1997. If these potentially powerful economies can tackle some of their fundamental
challenges, su,:h as improving poor fiscal performance and fostering a market-oriented investment
climate, the outlook for growth in 1998 and beyond should improve significantly.

The end of the Cold War and of apartheid have fundamentally changed the economic and
political landscape in Sub-Saharan Africa. Marxist regimes have collapsed, most post-colonial wars
have ended, and rrore than 25 countries have held generally flee and fair elections since 1990 --
including, most recently, Liberia. The statist economic policies that have been dominant since
independence are seen to have failed, and most African countries appear to have made a real
commitment to mearket-oriented development strategies.

With technical, policy, and financial support from the IMF and World Bank, many African
countries have adopted stn'ctural adjustment programs aimed at freeing exchange rates, reducing the
size and scope of governments, cutting budget deficits, and improving the incentives for private
investment -- including by farmers, who often are among the poorest members of society. The
region's aggregate growth rate has responded, rising from an average of 1.4% in 1991-94 to more
than 4% at present. The Clinton Administration, working with a bipartisan coalition in Congress, is
developing an Africa Initiative designed to encourage faster growth by supporting those countries
willing to open their economies more aggressively to trade and investment. While the depth of the
problems should not be underestimated, we are optimistic that many countries in the region are
moving decisively in the right direction.
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Question 2 for Under Secretary Lipton

What are your vews on the effectiveness of the internationalfinancial Institutions - particularly

the World Bank and the IMF. In what ways can these institutions be improved to work more

effectively -for example, In how they determine which projects tofund, the finnclal viability of

those projects, and any positive and negative impacts those projects will have on local economies

and the environment?

The International Financial Institutions have been, on balance, cost-effective tools for pursuing US

goals of fostering global monetary stability, poverty reduction, the expansion of free markets and

sustainable development. In addition, the United States has been an effective advocate for needed

reforms in the institutions, which have demonstrated an increasing willingness and ability to improve

the quality and responsiveness of their programs.

Worl Bnk

Directing lending to countries who are committed to sound economic policies and the rule of law is

critical. The World Bank has made significant progress in this area - 84% of IDA lending now goes

to countries rt3ed average or above in terms of economic reform -- but more remains to be done.

Since recent Bank studies have shown that development aid is usually only effective when proper

policies are in place we will continue to press for strict economic conditionality in Bank lending and

for measures that curb corruption in borrowing countries. Another important factor in increasing

lending effectiveness is increasing participation from those directly affected by World Bank projects.

A major new Bank reform program, the Strategic Compact, will move more staff into the field where

they can more easily consult with local communities, assess the effect of projects on the environment,

and monitor project implementation. The U.S. Treasury supports the goals of the Compact and is

working closely with World Bank President Wolfensohn to ensure that the reforms are properly

implemented.

International Monetary Fund

In its responses to recent currency crises in Mexico and Thailand, the IMF sought to contain the

damaging effects of sudden systemic instability. Post-Mexico reforms have enhanced this capability

through expanded surveillance efforts, faster response mechanisms and proposals for greater

emergency resources The new Emergency F'nancing Mechanism, which allows fast action, was used

effectively in the Thai crisis, for example, although the crisis also revealed the nieed for even greater

data disclosure to help prevent future imbalances. Through the adoption of governance guidelines

and the example of several specific country programs, the IMF has made anti-corruption efforts an

integral part of its operations by establishing a clear link between economic performance and good

governance. While continued progress is necessary, the IMF has iniproved significantly the

transparency of its work by pirmitting the voluntary disclosure of annual country reviews through

the issuance of Press Information Notices (PINs).
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