
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Since 2001, the Administration:

• Passed comprehensive Medicare reform legislation adding prescription drug
coverage for seniors and modernizing the Medicare program;

• Completed doubling the resources for medical research through the National
Institutes of Health;

• Acquired more than enough smallpox vaccine for every American for use in an
emergency;

• Improved preparedness for a bioterrorist attack, providing nearly $4.5 billion to States,
local governments and hospitals;

• Provided access to health care for an additional three million people through 614 new
and expanded health center sites;

• Created education and training vouchers for foster care youth, securing funding to
provide $5,000 vouchers to 17,400 eligible youth; and

• Provided a $522 million increase in resources to State and local governments and
service providers to expand substance abuse treatment capacity throughout the
Nation.

The President’s Budget:

• Strengthens and improves Medicare, including taking the first steps to implement the
new drug benefits that will become available in 2006;

• Makes Medicare-approved prescription drug discount cards available in 2004, along
with a $600 subsidy for low-income beneficiaries;

• Supports marriage and healthy family development;

• Continues to aggressively improve bioterrorism preparedness, including a new $130
million initiative to more rapidly detect and characterize a bioterrorist attack;

• Enhances enforcement of Federal regulations to prevent the introduction or spread of
Bovine Spongiform Encephalopathy (or mad cow disease);

• Builds on momentum from the doubling of the National Institutes of Health budget
to fund new scientific ideas that can lead to treatments and cures for the world’s
diseases;
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• Improves access to childhood immunizations through enhancements in the Vaccines
for Children program;

• Helps 1.6 million additional people receive health care through 332 new and expanded
health center sites;

• Provides vouchers for substance abuse treatment services to an estimated 100,000
individuals; and

• Leverages the expertise of the Department to successfully implement the President’s
Emergency Plan for AIDS Relief to combat the spread of HIV/AIDS globally.

Secretary Thompson (surrounded by HHS employees) leads the 2nd
Annual Older Americans Month Walk on the National Mall.

Department of Health and Human Services

Tommy G. Thompson, Secretary

www.hhs.gov 202–619–0257

Number of Employees: 67,000

2005 Discretionary Budget Authority:
$66.8 billion

Organization: National Institutes of Health,
Centers for Disease Control and Prevention,
Centers for Medicare and Medicaid Services,
Food and Drug Administration, Indian Health
Service, Administration for Children and
Families.

2004 Medicare Trust Funds financial as-
sets: $275.9 billion

OVERVIEW

The Department of Health and Human Services (HHS) is the Federal Government’s principal
agency for protecting the health of all Americans and for providing essential human services. In
terms of budget and programs, HHS has become the largest department in the Federal Government,
with almost a quarter of total Federal outlays. The Department manages over 230 programs and
60,000 grants, covering a wide spectrum of activities in public health, income support, basic and
applied science, and child development. HHS also handles more than a billion Medicare claims per
year.

In the 21st Century, HHS has special new responsibilities in protecting Americans from terrorism.
Globalization will demand new approaches in many health and social programs. At the same time,
the country is at the dawn of an unprecedented growth in the number and proportion of our older
Americans as the baby boomers age. These trends are creating new and urgent demands and HHS
must adapt. The 2005 Budget recognizes HHS’ evolving role and seeks to ensure that its mission is
fulfilled.
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Implementing Medicare Reform. On December 8, 2003, the President signed historic legislation
making available a prescription drug benefit to approximately 41 million Medicare beneficiaries. The
Budget enables the Administration to reform and modernize this vital program.

Supporting Marriage and Healthy Family Development. The Budget reflects the President’s com-
mitment to healthy families by proposing several initiatives that support marriage, provide tools to
parents, and encourage community and faith-based organizations to support families.

Fighting Bioterrorism. The Budget proposes several initiatives to more quickly detect human ill-
ness and contamination of the food supply from a terrorist attack, expand the Nation’s laboratory
capacity to quickly diagnose biological and chemical contaminants in individuals and food, and con-
tinue to strengthen the ability of States, localities, and hospitals to respond to crisis.

Ensuring Access to Health Care. Through several Presidential initiatives, the Budget seeks to
increase access to needed care. The Budget proposes an increase of $218 million to enable Health
Centers to serve 1.6 million additional people, and an estimated 100,000 individuals will receive
vouchers for substance abuse treatment services. It also proposes to allow individuals participating
in Health Savings Accounts to deduct their premiums and includes a health care tax credit to facili-
tate purchase of health insurance by low-income individuals and families.

Enhancing Public Health. The Budget will continue to invest in Indian Health Service infra-
structure and prevention activities to improve the health status of American Indians and Alaska
Natives; provide a $35 million increase to expand access to treatment for those living with HIV/AIDS;
increase funding by $81 million to enable more local communities to develop innovative approaches
to diabetes, obesity and asthma; work to extend life saving prevention services to underserved pop-
ulations that are low-income, underinsured, or uninsured through a $10 million increase to breast
and cervical cancer screening services; and provide supportive services to the homeless.

HHS PRIORITIES

Medicare

The Medicare Act of 2003 is Consistent with the President’s Principles for Strengthening and
Improving Medicare, which:

• Give all seniors access to affordable drug coverage;

• Provide low-income seniors extra help in paying for their prescription drug needs;

• Allow seniors who are happy with the current system to stay where they are—and still get prescription
drug coverage;

• Modernize Medicare to give seniors more choices and better benefits;

• Update and streamline regulations and administrative procedures while reducing instances of fraud
and abuse; and

• Give more access to comprehensive exams, disease screenings, and other preventive care.

On December 8, 2003, the President signed into law the Medicare Prescription Drug, Improve-
ment, and Modernization Act—the most significant improvement in health care coverage for senior
citizens and those with disabilities in nearly forty years. This historic legislation makes available
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a prescription drug benefit to all 41 million Medicare beneficiaries, helping them afford the cost of
their medicines, and offers other significant improvements as well.

This legislation keeps a national promise to help America’s seniors and people with disabilities
find affordable medical care in the later years of life. President Lyndon Johnson established that
commitment by signing the Medicare Act in 1965. And now, by reforming and modernizing this vital
program, the Administration is honoring the commitment of Medicare for this generation of seniors,
and for all who follow.

The President signs the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003.

Provisions of the Medicare Act

Prescription Drug Discount Card and
Transitional Assistance. Beginning this
spring, beneficiaries will be able to save 10-25
percent off the cost of most medicines through
a Medicare-approved drug discount card.
Seniors would be able to choose a card that
they may use at a local pharmacy or through
the mail and receive the discount. Since the
typical senior spends $1,285 annually on his
or her medicines, the card could save a senior
who lacks drug coverage as much as $300
annually. The card will provide immediate
assistance in reducing the cost of prescription
drugs until the full drug benefit goes into
effect. Beneficiaries with incomes below 135 percent of the Federal poverty level will receive $600
in transitional assistance to help them with the cost of their prescriptions.

Prescription Drugs. Beginning in 2006, beneficiaries will be able to enroll in the new voluntary
drug benefit. Beneficiaries could see their drug spending cut in half under this new benefit. After
a $250 deductible, they pay only a 25 percent coinsurance up to $2,250 in spending. In addition,
the benefit provides protection against high out-of-pocket prescription drug expenses. A $2, $5, or
five-percent coinsurance amount per prescription is all a beneficiary will have to pay once he or she
accumulates $3,600 in out-of-pocket prescription spending in 2006. Beneficiaries will still have ac-
cess to supplemental drug coverage.

Soon, a new Medicare-endorsed prescription
drug discount card will be available to Medicare
beneficiaries. This symbol means that beneficiaries
are assured that cards meet a high standard of
quality and customer service.

Beneficiaries will have a choice of Medicare-approved pri-
vate plans from which to receive their benefit. Plans will re-
ceive subsidies from Medicare that will help them keep pre-
miums and cost-sharing low, guard against higher than ex-
pected drug costs, and encourage them to participate across
the country. There are also additional subsidies that will be
paid to employers to preserve retiree health benefits for mil-
lions of seniors.

The legislation provides additional coverage for millions of
Medicare beneficiaries of limited means and with incomes be-
low 150 percent of poverty. Those beneficiaries with incomes

below 135 percent of poverty will pay no monthly premium, no deductible and only $1 to $5 per pre-
scription in cost-sharing. Beneficiaries with incomes between 135 and 150 percent of poverty would
pay reduced premiums, a significantly reduced deductible of $50, and cost-sharing of just 15 percent.
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More and Better Health Care Choices. Choice
is the key to strengthening Medicare. In ad-
dition to providing prescription drug coverage,
the Medicare Act of 2003 achieves another im-
portant goal: to provide seniors and Americans
with disabilities with more health care choices
so they can get the coverage and health care to
meet their needs.

One critical choice seniors will have is not
to change their health benefits at all. Ben-
eficiaries who choose to remain in Medicare
traditional fee-for-service will be able to do
so. For other beneficiaries seeking improved
benefits and potentially lower costs, the
legislation will expand private health plan
choices for seniors in a number of important ways.

Seniors will have the option of joining the types of health plans that so many working Americans
enjoy but that have been absent from Medicare until now, such as preferred provider organizations.
Specifically, the legislation creates the Medicare Advantage program, which will consist of new re-
gional, and new and expanded local health plans. Like Members of Congress and Federal employees,
seniors will be able to choose the type of plan and coverage that works best for them. Medicare Ad-
vantage plans can also offer the new drug benefit so seniors can choose to receive fully integrated,
modern health coverage from a single plan. HHS estimates that, by 2009, more than 30 percent of
Medicare beneficiaries will enroll in Medicare Advantage’s private health plans.

These private health plans will offer seniors and beneficiaries with disabilities more choices and
additional benefits, such as protection from high medical costs. In addition, the private plans will
have to compete for beneficiaries’ business, which will lead to higher quality health care and lower
costs. The legislation also establishes a demonstration of competition between traditional Medicare
fee-for-service and private health plans beginning in 2010, while incorporating protections for bene-
ficiaries.

New Preventive Benefits. As of 2005, Medicare will cover a physical exam for new enrollees. For
all beneficiaries, cardiovascular screening, blood tests, and diabetes screenings will also be covered.

Strengthening Medicare’s Long-Term Financial Security. For the first time ever, the Medicare Act
of 2003 creates a new fiscal analysis requirement, the Combined Medicare Trust Fund Analysis,
to help policymakers address the future of Medicare’s finances. This new fiscal safeguard will put
the program on a stronger financial foundation by alerting the President and the Congress when
Medicare’s dedicated revenues fall below adequate levels.

The Combined Medicare Trust Fund Analysis will require a comprehensive analysis of the expendi-
tures and dedicated revenues of both the Hospital Insurance and Supplementary Medical Insurance
Trust Funds, providing a complete picture of the financing and commitments of the Trust Funds.
The Act requires the Medicare Trustees to issue a warning if dedicated revenues are projected to
fall below adequate levels. The President may submit corrective legislation. The Act also allows the
Congress to follow expedited procedures for the consideration of legislation to address the Medicare
Trustees’ warnings. This new process encourages the President and the Congress to take action be-
fore dedicated revenues fall below sufficient levels.

Premiums. Under the Act, Federal Medicare subsidies will be better targeted to those individuals
who need them the most. Starting in 2007, the Federal subsidy for Medicare Part B premiums will
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be smaller for high-income beneficiaries who need less assistance. This will help strategically target
Federal funds, and make a wider range of benefits available to more beneficiaries.

Administrative Improvements. The legislation provides regulatory relief so providers can focus on
patient care, not burdensome paperwork. HHS will undertake new efforts to help providers and
beneficiaries understand Medicare regulations. The Act establishes a Medicare ombudsman to as-
sist beneficiaries who have complaints or need information, and expands efforts to educate Medicare
providers about program rules. This overdue regulatory relief will ease the burden on providers and
beneficiaries.

Fraud and Abuse. Several measures are included in the Act to combat Medicare waste, fraud, and
abuse. For far too long, the prices that Medicare pays for many covered drugs and medical supplies
have been higher than those paid by private insurers, other Federal programs, and even individual
consumers. The Act establishes new mechanisms that will base Medicare payments for drugs and
medical supplies on market prices rather than on antiquated and inflated list prices. The legislation
will also help Medicare recover money paid for services and supplies that should have been paid by
another party.

A senior examines her prescription drug bottle.

Medicare Providers and Rural Health. The Act increases fund-
ing to providers, particularly those in rural areas. This includes
payment increases to hospitals, physicians, ambulance services,
skilled nursing facilities, and home health agencies that serve
rural areas. The legislation increases payments to certain ur-
ban providers as well. These payment increases will ensure that
beneficiaries can continue to find a Medicare provider wherever
and whenever they need care. The Budget builds on the provi-
sions of the legislation and places a priority on Health Centers.
Over 50 percent of Health Centers are in rural areas and over
6.5 million of the more than 15 million total health center pa-
tients will be served in rural Health Centers in 2005.

Medicare Appeals. The Budget supports reforms put forth in
the Medicare Act of 2003 that will make the Medicare appeals
process more efficient and effective. The adjudicative function
currently performed by Administrative Law Judges at the Social
Security Administration will begin to be transferred to HHS. As
a result, the judges that adjudicate Medicare appeals will be able
to develop greater Medicare expertise and specialization while
maintaining the independence from the program that assures a
fair review. Also, the Centers for Medicare and Medicaid Ser-

vices (CMS) will be implementing new mechanisms to reduce the time it takes to process beneficiary
and provider appeals.

Medicare Management Reform. The President’s Principles for Medicare recognized that a mod-
ernized Medicare would require new management practices, and strongly supported the inclusion
of management reforms in the Medicare Act of 2003. The Act includes several improvements that
will allow HHS to better administer the Medicare program. For example, the legislation provides
for a new center within CMS to administer the prescription drug benefit and Medicare Advantage
programs. This new center will lead efforts to offer beneficiaries more choices and better benefits
through private plans. In addition, the Act addressed some of the management deficiencies noted
in the President’s Principles. For example, HHS will no longer be limited to only contracting with
certain insurance companies for administrative services, and will have the flexibility to contract with
the full range of businesses that have health administration expertise. The legislation also provides
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the authority for competitively awarded contracts that hold Medicare’s contractors accountable for
the service they provide to Medicare beneficiaries and providers. Successful implementation of these
enhancements will improve program effectiveness and result in better service for Medicare benefi-
ciaries and providers.

Medicare and Medicaid Estimates. Historically, HHS and the Congressional Budget Office (CBO)
have provided differing estimates of Medicare and Medicaid spending. It is not uncommon for differ-
ent assumptions underlying the respective estimates to produce differences in cost projections. This
happened in Medicare cost projections in 2002. This year, there are new estimates for these pro-
grams. These estimates include the changes resulting from enactment of the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003.

When Congress considered this act, CBO estimated the cost of the bill at $395 billion from 2004
to 2013. The Medicare actuaries have recently estimated the cost of the law at $534 billion from
2004 to 2013. Because the Medicare legislation makes far-reaching changes to a complex entitlement
program with many new private-sector elements, there is even larger uncertainty in these estimates
than usual.

These estimates provide a reasonable range of possible future cost scenarios for Medicare spending.
The tremendous uncertainty surrounding estimates of the newly-enacted Medicare law has resulted
in a plausible range of estimates of future spending, from the $395 billion estimate from CBO to
the $534 billion estimate from the Medicare actuaries. It should be noted that this difference of
$139 billion is approximately 2.1 percent of the projected $6.5 trillion in total Federal Medicare and
Medicaid spending over the same period, as projected by HHS.

The largest portion of the difference in these cost estimates is attributable to assumptions regard-
ing beneficiary participation, market behavior, and cost growth rates. Even small differences in these
assumptions can dramatically change the overall cost estimates. For example, CBO and the Medi-
care actuaries both assume comparable savings from private-plan management of the drug benefit.
CBO, however, assumes that these savings will be realized earlier; the Medicare actuaries assume
that it will take longer for plans to achieve maximum savings.

The Administration and the Medicare Trustees have traditionally relied on the estimates of the
Medicare actuaries, so the President’s 2005 Budget incorporates these higher estimates into its cal-
culation of budgetary totals. Because of the uncertainties involved, as well as the disparity between
CBO and HHS estimates, and because CBO and HHS have not yet had ample opportunity to attempt
to reconcile their differences, this Budget also includes summary calculations that reflect the lower
CBO estimates (see Table S-13).

The Administration will work with CBO to better understand the technical differences between
the respective cost estimates and will refine the estimates as appropriate.

Marriage and Healthy Family Development

Research has shown the life-long benefits of growing up in married-parent families. Building and
preserving families is not always possible, particularly in violent or destructive situations, but it
should always be the goal. The Administration’s initiatives to promote marriage and healthy family
development have four elements: 1) supporting marriage and families; 2) providing tools to parents;
3) teaching values to children; and 4) encouraging community and faith-based organizations to sup-
port families.

Supporting Healthy Marriages. The Budget proposes a State-based competitive matching grant
program to support healthy marriages. A limited number of States, territories, and tribal organi-
zations would receive funds to develop innovative approaches to promoting healthy marriage and
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reducing out-of-wedlock births. Including a dollar-for-dollar State match, the total available fund-
ing for this effort would be $240 million annually. Funds largely would be redirected from the High
Performance Bonus in the Temporary Assistance for Needy Families (TANF) program to create this
new program.

In addition, the Budget includes a $120 million annual fund to conduct research and demonstration
projects, and to provide technical assistance primarily focusing on family formation and healthy mar-
riage activities. This provision would be principally funded by eliminating the Illegitimacy Reduction
Bonus in the TANF program. These funds can be more effectively spent on developing innovative
approaches to supporting family formation and healthy marriages.

Parent-Mentor Early Education Initiative. Head Start has a long history of parent involvement.
This initiative would build on that legacy by offering training for between 2,000 and 3,000 Head
Start parents in a science-based curriculum designed to improve early language and literacy skill
outcomes. This cadre of parent-mentors would then train tens of thousands of Head Start parents
throughout the country. The initiative would support the goal of increasing school readiness, at a
cost of at least $3 million, which would be financed from existing Head Start funding.

Promoting Responsible Fatherhood and Marriage. With over 25 million children living in homes
without fathers, the Administration seeks to promote responsible fatherhood and marriage by pro-
viding $50 million to assist non-custodial fathers in becoming more involved in their children’s lives.

Supporting the Recruitment of Foster and Adoptive Parents. The President’s Budget calls for the
recruitment of 35,000 new foster and adoptive parents in five years. This goal will help thousands of
the most vulnerable children find the benefits of a permanent and loving family, and thus improve
their chances for success later in life. By meeting this goal, the number of children in institutional,
group, or multi-child settings will be significantly reduced. To support a call for more foster and
adoptive parents, HHS will launch a public service campaign in the spring of 2004.

Responsible Choices. The consequences of teenage sexual activity and non-marital childbearing are
many and serious for teens, their families, their communities, and society. Over three-fifths of teen
mothers live in poverty at the time of their child’s birth, and over four-fifths eventually live below
poverty. There are substantial disparities in the educational attainment of teen mothers compared
to young women who delay sexual activity. Equally important are the physical consequences. Each
year, there are 15 million new sexually transmitted disease cases in the United States and one-quar-
ter of them are teenagers.

Abstinence Education grants provide support to communities and States to develop, implement,
and evaluate programs for 12 to 18 year olds that promote abstinence and encourage youth to make
responsible and healthy choices. In addition, grants financed through these activities also advance
parent education and outreach, media campaigns, and research related to abstinence education.

To further the commitment to these activities, to ensure teens have a forum where they can be
supported in their decision to abstain, and to provide parents with the tools they need to talk to their
children about responsible choices, the Budget doubles the President’s financial commitment to $270
million.

Expanding Child Support Enforcement. The Child Support Enforcement (CSE) program is de-
signed to help low-income and vulnerable families with children become self-sufficient by obtaining
support from the children’s non-custodial parents. As the accompanying chart and Program Assess-
ment Rating Tool (PART) demonstrate, the CSE program is making improvements in distributing
collections to families, in addition to meeting other goals, such as collecting current and past-due
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support and establishing support orders. To fur-
ther increase the Government’s ability to col-
lect child support more effectively, the Admin-
istration continues to propose the child support
provisions included in the President’s 2003 and
2004 Budgets. The Budget also includes new
proposals to improve the establishment of med-
ical support for the children without health in-
surance in the CSE system.

Preventing and Treating Child Abuse. The
President’s 2005 Budget includes a $52 million
increase for child abuse prevention through
the Child Abuse Prevention and Treatment
Act (CAPTA) State Grants and the Commu-
nity-Based Child Abuse Prevention (CBCAP)

program. This increase will support new mandates in CAPTA, recently reauthorized as the Keeping
Children and Families Safe Act of 2003. With this increase in funding, States will be able to reach
more children and families with prevention services rather than screening out all but the most at
risk. In fact, State child protective service systems will be able to decrease the average time to
service provision from 48 to 30 days. This funding increase will also allow an additional 55,000
families to receive CBCAP services.

Community-Based Child Abuse Prevention (CBCAP)

In Arizona, CBCAP helps support the Healthy Families Arizona (HFA) program, which is a nationally rec-
ognized home visiting program designed to assist new parents with multiple stressors in their lives. HFA
provides services to enhance parent/child interaction, promote healthy child growth and development, and
prevent child abuse and neglect. In New Mexico, CBCAP helps support the Statewide Graduation, Reality
and Dual-role Skills (GRADS) program, which is currently operating in 36 local school districts throughout
the State. The GRADS projects are designed to assist pregnant or parenting students, male or female, to
remain in school through graduation, receive early prenatal care, deliver normal weight babies, and develop
positive parenting skills.

Bovine Spongiform Encephalopathy Prevention

On December 23, 2003, the Department of Agriculture (USDA) announced the discovery of a single
cow in the United States infected with Bovine Spongiform Encephalopathy (BSE), commonly known
as mad cow disease. There is strong evidence that indicates the cow was imported into the United
States. The Food and Drug Administration (FDA) is working aggressively with USDA to prevent
the spread of BSE in the United States (see USDA chapter for additional discussion). The Budget
includes an additional $8.3 million, or nearly 40-percent increase, at the FDA to enhance enforce-
ment of Federal regulations to prevent the introduction or spread of BSE. These regulations have
been credited as a key factor in the Nation’s ability to prevent the introduction or spread of BSE in
the United States. The additional funding will help ensure that animal feed fed to cows is free of
materials believed to be the primary sources of cattle-to-cattle spread of the infectious BSE agent.
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National Institutes of Health

Last February, during a visit to the National Institutes of Health (NIH) in Bethesda, Maryland,
President Bush praised NIH as a center of excellence and a center of the brilliance of the American
people. The President fulfilled his commitment to double the NIH Budget by 2003, so that NIH could
make every effort to fulfill its scientific mission of improving the health and well being of the Amer-
ican people. Over the course of this doubling, the dedicated and talented scientists and researchers
funded by NIH have made numerous notable discoveries towards treatments or cures to the dis-
eases that plague our Nation and our world. Four new antiretroviral drugs were licensed in 2003 by
FDA, bringing new hope to individuals who may have exhausted other HIV/AIDS treatment options.
Other novel approaches to HIV prevention are being studied and validated, and the number of HIV
vaccines in development and testing is greater than ever before. In the 1990s, death rates from the
four most common cancers—lung, breast, prostate, and colorectal—continued to decline. Among the
many fruits of NIH research are: a promising drug that could slow the functional decline in Parkin-
son’s disease; a new, quick, and accurate assessment of heart disease risk; a new tool to fight kidney
disease in African Americans; and a safe and inexpensive treatment for blood clots. Through un-
precedented growth in knowledge, technology, and resources, NIH is committed to accelerating these
trends through the discovery, development, and delivery of effective interventions.

Roadmap for Medical Research—Accelerating Progress

The five-year doubling of the National Institutes of Health (NIH) budget, completed in 2003, accelerated the
pace of scientific discovery and heightened public expectations. NIH, led by Director Elias Zerhouni, M.D.,
is carefully charting a new roadmap for NIH research that will speed research discoveries from the bench to
the bedside. The Roadmap highlights the most compelling scientific initiatives that NIH will pursue over the
next 10 years, which will have the most profound impact on the progress of medical research in the United
States and worldwide. The initiative centers around three themes—New Pathways to Discovery, Research
Teams of the Future, and Reengineering Clinical Research.

The Roadmap will:

• Allow NIH to better understand complex biological systems through new technologies, databases, and
other resources;

• Encourage interdisciplinary research that is creative, unexplored, and high-risk and that possesses a
greater chance for groundbreaking discovery; and

• Develop new partnerships among organized patient communities, community-based physicians, and
academic researchers so that basic research discoveries can be quickly transformed into diagnostics,
drugs, treatments, or prevention methods.

As NIH ushers in the next century of biomedical research, it is beginning to transform our medical
research capabilities and speed the movement of research discoveries from the bench to the bedside.
The NIH Roadmap, initiated in 2003, provides a framework for the strategic investments that NIH
needs to make to optimize its entire research portfolio by charting new pathways to discovery, design-
ing research teams of the future, and re-engineering the clinical research enterprise. In 2005, NIH
will begin to fully implement Roadmap initiatives that will foster interdisciplinary scientific teams;
public-private partnerships; shared resources; high-risk, high-payoff research that will encourage
innovation and breakthroughs; and integrated clinical research networks.
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NIH is one of 12 major research and development (R&D) agencies that plan, manage, and assess
their R&D programs consistent with the R&D investment criteria developed by the Administration,
which are discussed in detail in the chapter on R&D in the Analytical Perspectives volume. Consistent
with the R&D criteria, the two-tiered NIH peer review system ensures that only the most relevant
and high-quality proposals are funded.

Since NIH is a public institution, the mission of NIH includes not only fostering the highest sci-
entific achievement possible, but also doing so in a way that is accountable to the taxpayers. The
doubling of NIH’s budget has yielded the world’s largest investment in biomedical research, which
demands responsible stewardship and dedication to scientific progress. Management changes, in-
cluding fully funding research project grants, are underway to ensure NIH has the flexibility to re-
spond to the world’s complex biomedical research problems and also financially and administratively
prepare for the future.

Bioterrorism
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Enhancing Biosurveillance. Unlike conven-
tional attacks, the intentional use of biological
weapons may not be immediately apparent.
Reducing the time it takes to detect an attack
can save many lives. The Budget includes a
biosurveillance initiative to provide earlier
indication that an attack has occurred and to
improve the ability to determine accurately
its size and scope. This initiative will improve
surveillance capacity in the areas of human
health, food supply, and environmental
monitoring, and will improve integration and
analysis of this information at local, State, and
national levels, including a new capacity for
the integration and analysis of this improved
information.

The Department of Homeland Security, HHS, and USDA will participate in this effort. It will be
the responsibility of HHS to enhance the surveillance of human illness to detect and respond to an at-
tack. The Budget includes $130 million for three specific improvements in this area. First, improved
monitoring of public health data could give an early indication of problems occurring in the general
population. For example, synthesizing information from nurse call lines, over the counter drug sales,
and selected laboratory tests may provide an emerging picture of an attack before a large number of
actual cases arrive in emergency rooms. Second, funding is proposed to improve the capacity of the
Nation’s laboratory network to diagnose biological and chemical samples, and to advance linkages
between public health and commercial laboratories. Third, the Budget supports expanding from 8
to 25 the number of border health and quarantine stations in selected ports of entry to augment the
ability to detect and deal with cases of infectious disease as they enter this country.

Defending the Nation’s Food Supply. The Budget includes an increase of $65 million for FDA to im-
prove the protection of the Nation’s food supply from intentional or natural contamination. FDA will
enhance surveillance of the food supply to identify potential outbreaks or attacks as early as possible.
FDA will conduct research to develop strategies to prevent and mitigate food contamination, as well
as develop testing methods to identify the presence of contamination quickly and accurately. The
Nation’s food laboratory network will be expanded to allow for more rapid analysis of food samples
to assist in the identification of potential outbreaks or attacks. Each of these food defense activities
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will be coordinated with USDA, which will receive an increase of $302 million in 2005 to protect the
food and agriculture supply from terrorist attacks.

Building the Strategic National Stockpile. The Strategic National Stockpile contains drugs, vac-
cines, and other medical supplies and equipment that can be delivered to anywhere in the country
within 12 hours of a request for assistance. The Administration proposes to transfer funding for the
Stockpile from the Department of Homeland Security to HHS to take full advantage of its medical
and scientific expertise. The Stockpile contains enough smallpox vaccine for every American, treat-
ments for anthrax, and countermeasures and treatments for injuries following a chemical attack or
explosion. During 2003, the Stockpile was expanded to include burn and blast, radiological, and
enhanced pediatric treatment capabilities, and the ability of State and local entities to respond to
a nerve agent attack by initiating the Chempack program. The 2005 Budget includes authority to
increase funding to augment the supply of antibiotics to protect the public against anthrax exposure.

Strengthening State, Local, and Hospital Preparedness. Nearly $4.5 billion has been provided to
bolster State, local, and hospital biodefense preparedness since September 11, 2001. The Budget
continues support for these investments by proposing an additional $1.3 billion in 2005, bringing the
total to $5.8 billion. Equally important as this continued financial support are the steps being taken
to ensure that we can tell what preparedness improvements have been made, and where vulnerabil-
ities remain so that they can be targeted with these continued investments. HHS is engaged with
State and local partners to establish performance indicators and standards and reassess the distri-
bution of funds, to ensure that these investments are properly directed. HHS is also working with
the Department of Homeland Security and other Federal departments and agencies in a coordinated
effort to develop a national preparedness goal and related metrics that will help assess the Nation’s
readiness and determine preparedness assistance needs. These steps will help maximize the effect
of each dollar toward reducing our actual vulnerabilities to potential attacks.

Presidential Initiatives

10.5
11.3

12.5
13.2

14.8

2001 2002 2003 2004 2005
0

2

4

6

8

10

12

14

16

Source: Department of Health and Human Services.

The Number of Health Centers Patients
Has Increased

Millions of patients

Health Centers. Health Centers deliver
high-quality, affordable health care to over 13
million patients at 3,600 sites across the United
States. Health Centers serve individuals that
live in underserved and rural areas and their
clients include low income individuals, migrant
farm workers, homeless individuals, school
children, individuals in need of drug and
alcohol treatment, and HIV/AIDS infected
individuals. In many areas, Health Centers
are the only primary care facilities readily
available. Locally managed Health Centers
offer services that are responsive to the unique
needs of their communities.

The President’s Health Centers Initiative is
creating 1,200 new and expanded health center sites to serve an additional 6.1 million people by 2006.
The Budget would help more than 1.6 million additional low-income individuals receive health care
in 2005 through 332 new and expanded sites in rural areas and underserved urban neighborhoods.

Access to Quality Substance Abuse Treatment. Nearly 12 million Americans reported an addiction
to drugs or alcohol in 2002. The Budget continues the Administration’s commitment to give indi-
viduals in search of substance abuse treatment greater choices to achieve personal recovery. This
initiative includes the second year of the Access to Recovery program, which makes grants to States
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to provide vouchers to individuals for substance abuse treatment. As discussed in the Faith-Based
and Community Initiative section, Access to Recovery will provide $200 million to enable 100,000
new individuals to obtain substance abuse treatment services, including from faith- and commu-
nity-based treatment providers.

Health Care Information Technology. The Administration will work with those involved in health
care information technology to advance the effort to translate information technology opportunities
into higher quality, safer and more efficient health care for all Americans.

In support of this effort, the Budget proposes $50 million in new funding to support State or regional
demonstration grants to test the feasibility of information exchange among health care settings and
to fund other innovative information technology projects that improve health care quality.

These efforts will also help to accelerate public-private efforts to adopt health data standards begun
under the President’s Consolidated Health Informatics initiative, to set uniform standards for the
exchange of clinical health information within the Federal Government. In 2003, standards in 5 of
24 health data domains were endorsed, addressing areas such as laboratory test results and retail
pharmacy transactions.

In addition, the Budget continues the President’s commitment to improve the quality of care and
patient safety in all health care settings by proposing $84 million in the Agency for Healthcare Re-
search and Quality. Within this total, $50 million will fund grants to continue efforts to promote,
accelerate, and demonstrate the development and adoption of information technology, including in
small and rural communities where health information technology penetration has been low.

Global AIDS. The Centers for Disease Control and Prevention (CDC) is working in 25 countries
in Africa, Asia, Latin America, and the Caribbean to combat the spread of HIV/AIDS and improve
treatment and care. The President’s Global AIDS Coordinator will rely on CDC to play a key role in
implementing the President’s Emergency Plan for AIDS Relief in collaboration with the U.S. Agency
for International Development and other public and private partners. Over the last year, the Admin-
istration successfully launched the President’s Mother and Child HIV Prevention Initiative to reach
one million women annually and cut the transmission of HIV from mother to child by 40 percent
within five years. The Budget builds on these and other successes to rapidly and effectively bring
help to those in need and meet the President’s goals to prevent seven million new HIV infections,
treat at least two million HIV-infected people, and provide care for at least 10 million people, includ-
ing orphans, affected by HIV/AIDS.

White House Faith-Based and Community Initiatives

We ought not to fear faith, we ought not to discriminate against
faith-based programs. We ought to welcome what I call neigh-
borhood healers in the compassionate delivery of help so that
people can experience the greatness of our country.

President George W. Bush
July 2003

Faith-based and Community
Initiative. Creation of the White
House Office of Faith-Based and
Community Initiatives was one of
President Bush’s first official acts.
The Office was tasked with leading
a “determined attack on need” by
strengthening and expanding the
role of faith-based and community
organizations in addressing the
Nation’s social problems. The
President’s initiative envisions
a faith-friendly environment where faith-based organizations can compete equally to provide
Government-sponsored services.
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President Bush also created centers for Faith-Based and Community Initiatives in six cabinet de-
partments—the Departments of Health and Human Services, Justice, Labor, Housing and Urban
Development, Education, and Agriculture—as well as in the Agency for International Development.

Overall, the White House Office of Faith-Based and Community Initiatives focuses its efforts on
the following populations—at-risk youth, ex-offenders, the homeless, the hungry, substance abusers,
those with HIV/AIDS, and welfare-to-work families. The Budget funds five competitive grant pro-
grams targeted at faith- and community-based organizations that can provide innovative services at
the grassroots level.

The President signs an executive order for equal protection of the law
for faith-based and community organizations.

• Compassion Capital Fund. To build on
the efforts of community-based, charitable
organizations, the President’s 2005 Bud-
get continues funding for social services
provided by faith-based and community
organizations with $100 million for the
Compassion Capital Fund. This initiative
provides funds to public/private partner-
ships to support charitable organizations
in expanding or emulating model social
service programs. These capacity-building
entities are responsible for obtaining pri-
vate matching funds as well as assisting
the faith-based and community organiza-
tions in seeking private funds. In 2003,
HHS awarded 60 new grants totaling $8.1
million to these organizations to help expand and strengthen their ability to provide social
services to those in need, and approximately $24 million to support 21 continuing grants.

• Mentoring Children of Prisoners. As a group, the more than two million children with parents
in prison have more behavioral, health, and educational problems than the population at large.
Mentoring by caring adults can brighten the outlook for these children. In 2003, HHS awarded
nearly $9 million in grants to 52 organizations to train adult volunteers as mentors to children
whose parents are incarcerated. The Budget includes $50 million for competitive grants for this
purpose.

• Maternity Group Homes. The Administration also proposes $10 million to increase support to
community-based maternity group homes by providing young, pregnant, and parenting women
with access to community-based coordinated services.

• Access to Recovery. The Budget continues the Access to Recovery initiative, which includes
$200 million to provide vouchers for substance abuse treatment to 100,000 new individuals in
need. Access to Recovery will increase substance abuse treatment capacity and give thousands
of Americans in search of care greater choices and access to treatment. This recognizes the
power of recovery that faith- and community-based programs can have. Individuals who receive
vouchers will have the choice to select the programs and providers that will help them the most
to achieve recovery, including community- and faith-based providers.

Diabetes, Obesity and Asthma. The Administration successfully launched the STEPS to a
HealthierUS initiative in 2003 to give local communities the tools they need to address dia-
betes, obesity and asthma. According to CDC’s National Health and Nutrition Examination
Survey, nearly one of every three adults is obese and nearly 15 percent of young people are
now overweight. CDC estimates that one in every three children born in 2000 could develop
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The Prevalence of Obesity* is on the
Rise...

1990 1996

2002

*Approximately 30 pounds overweight
Source:  Behavioral Risk Factor Surveillance System, CDC.
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diabetes over their lifetime, if the
Nation’s diet and physical activ-
ity patterns do not improve. An
estimated 20 million Americans
have asthma and 12 million re-
port having an asthma attack in
the last year. Lack of physical ac-
tivity, poor diet, and tobacco use
are key risk factors for these and
other chronic conditions and dis-
eases.

The Budget includes $125
million to provide funding and
model programs to State and
local partnerships to encourage
healthy behaviors among
target populations. STEPS
will challenge these community
coalitions to make real what

researchers have long been telling us—increasing physical activity and improving nutrition,
quitting smoking, and improving disease management can help prevent these conditions and their
consequences.

...Rates of Diabetes are also Increasing.

Includes Gestational Diabetes
Source:  Behavioral Risk Factor Surveillance System, CDC.
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Transformation of Mental
Health Care in America. Mental
illness is the leading cause of
disability in the western world.
Between five and seven percent
of American adults suffer from
serious mental illness. Suicide
takes the lives of nearly 30,000
Americans every year. The
societal cost of mental illness
in the United States, including
lost productivity, is estimated at
$79 billion each year.

In April 2002, the President
created the New Freedom Com-
mission on Mental Health to
examine the mental health ser-
vice delivery system and make
recommendations to enable
individuals who suffer from mental illness to recover and fully participate in their communities. The
Commission found that many barriers impede care for people with mental illnesses, often leading
to unnecessary and costly disability, homelessness, school failure, and incarceration. In response to
the Commission’s findings, the Substance Abuse and Mental Health Services Administration will
provide grants to approximately 14 State governors’ offices for the development of comprehensive
State mental health plans that span the multiple service systems and State agencies involved in
meeting the complex needs of people with mental illness. These grants will improve the mental
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Mental disability is not a scandal; it is an illness. And like physical illness, it is treatable, especially when the
treatment comes early.

President George W. Bush
April 2002

health care delivery infrastructure and hold States accountable for making sure consumers achieve
positive outcomes.

Medicaid and the State Children’s Health Insurance Program Overview

Medicaid. Close to 42 million individuals were enrolled in Medicaid in 2003. Medicaid covers
approximately one-fourth of the Nation’s children and is the largest single purchaser of maternity
care and nursing home/long-term care services in the United States. In 2003, the elderly and those
with disabilities represented approximately 30 percent of Medicaid beneficiaries but accounted for
two-thirds of its spending. Total Medicaid spending will be an estimated $322 billion ($182 billion
Federal share) in 2005.

State Children’s Health Insurance Program (SCHIP). SCHIP was established in 1997 to make
available approximately $40 billion over 10 years for States to provide health care coverage to low-in-
come, uninsured children. SCHIP gives States broad flexibility in program design while protecting
beneficiaries through Federal standards. Since the beginning of the Administration, enrollment in
SCHIP has grown by over 1 million children, to approximately 5.3 million in 2002.
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The SCHIP redistribution law (P.L 108–74),
signed by the President in August 2003,
prevented over $2 billion in unspent SCHIP
funds from expiring and helped alleviate the
effect of declining SCHIP funding allocations
between 2002 and 2004 for States ramping
up their programs. This law will allow States
to continue coverage for children who are
currently enrolled.

Medicaid and SCHIP Modernization. Over
the past year, the Administration has held
productive discussions with stakeholders on
ways to modernize the Medicaid and SCHIP
programs based on an Administration proposal
included in the 2004 Budget. A common

complaint among States is that the complex array of Medicaid laws, regulations, and administrative
guidance is confusing, overly burdensome, and serves to stifle State innovation and flexibility. The
creation of the SCHIP program created new opportunities for States, but because rules governing
Medicaid and SCHIP differ in significant respects, coordination of the two programs has proven
difficult. As a result, States frequently request waivers to tailor their Medicaid and SCHIP programs
to their specific insurance markets or to expand eligibility to the uninsured beyond mandatory
groups.
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A mother accompanies her daughter to a doctor’s visit.

States’ years of experience with implementing
home- and community-based waiver programs,
waiver programs to extend Medicaid coverage to
higher income and non-traditional populations,
and the SCHIP program provide States with a
wealth of knowledge and a multitude of strate-
gies to design more efficient and effective pro-
grams. Further, in August 2001, the Administra-
tion introduced the Health Insurance Flexibility
and Accountability (HIFA) demonstration initia-
tive. Eight States currently have HIFA waivers.
Approximately 175,000 people are currently cov-
ered under these waivers with another 585,000
people anticipated to be enrolled. These experi-
ences give States knowledge of the flexibility they need to design tailored, innovative approaches to
increase access to health insurance coverage for the uninsured. The Administration remains commit-
ted to enacting legislation, which will reform Medicaid and SCHIP to give States as much flexibility
as possible with predictable financing.

As with last year, all Medicaid and SCHIP funding would be combined and provided to States
selecting this option. The allotment option requires States to provide a specified benefit package for
current Medicaid beneficiaries whose coverage is mandated by law.

Medicaid and SCHIP Program Integrity. One of the Administration’s continuing priorities for
Medicaid and SCHIP is ensuring their fiscal integrity. The 2005 Budget proposes to build on past
efforts to improve Federal oversight of these programs and to ensure that Federal taxpayer dollars
for Medicaid are going to their intended purpose.

• Financial Management. In 2005, HHS will continue to devote more resources to Medicaid and
SCHIP financial management. This effort will include increasing the number of audits and
evaluations of State Medicaid programs, measuring improper payments, and elevating the im-
portance of financial management oversight at CMS. The Budget proposes to allocate $20 million
from the Health Care Fraud and Abuse Control program to help finance this initiative.

• Intergovernmental Transfers and Upper Payment Limits. Medicaid’s open-ended financing struc-
ture encourages efforts to draw down Federal matching funds in any way possible, some of which
are not appropriate. These financing practices undermine the Federal-State partnership and
jeopardize the financial stability of the Medicaid program.

In 2001 and 2002, the Congress and the Administration took steps to curb the “upper payment
limit” loophole. Through this loophole, States made excessive Federal Medicaid payments to local gov-
ernment-owned hospitals and nursing homes without a corresponding State contribution. In many
cases, the providers returned all or a portion of the payments to the State via an intergovernmental
transfer (IGT). IGTs are money transfers from one level of government to another; for example, from
a county hospital to a State government. Once the funds are returned to the State they may be used
for other purposes, such as paying for non-Medicaid or even non-health related activities.

The Administration proposes to further improve the integrity of the Medicaid matching rate sys-
tem by proposing steps to curb IGTs that are in place solely to avoid the legally-determined State
financing.

The Administration also proposes to cap Medicaid payments to individual government providers
to no more than the cost of providing services to Medicaid beneficiaries. Under current law and
regulation, States continue to have ample opportunities to make excessive payments to individual
government providers far above their costs for the purpose of leveraging additional Federal dollars.
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Limiting Federal reimbursement to no more than cost would curb excessive payments and still pre-
serve a State’s ability to pay reasonable rates to such providers. These actions would help promote
fiscal integrity and ensure that Federal taxpayer dollars are being used appropriately to serve the
important mission of Medicaid.

Improving Options for People with Disabilities and Long-Term Care Needs. The Budget includes
several policies that promote home- and community-based care options for people with disabilities
and appropriate planning for an individual’s long-term care needs. Many of these policies build on
the New Freedom Initiative announced by the President on February 1, 2001. The New Freedom
Initiative is part of a nationwide effort to integrate people with disabilities more fully into society.

In July 2003, the Administration submitted the New Freedom Initiative Medicaid Demonstrations
Act of 2003 legislation.

A senior goes for a walk.

• New Freedom Initiative. This initiative comprises four
demonstrations to promote home- and community-based
care for children and adults with disabilities. Two of
the demonstrations provide respite care for caregivers
of disabled children and adults. The third demonstra-
tion will test the effectiveness of providing home- and
community-based alternatives to psychiatric residential
treatment for children enrolled in Medicaid. The fourth
demonstration will continue to test ways to alleviate work-
force shortages of direct care workers in the community.

• “Money Follows the Individual” Rebalancing Demonstra-
tion. This five-year demonstration would finance Medicaid
services for individuals who transition from institutions
to the community. Federal grant funds would pay the full
cost of home- and community-based waiver services for one
year, after which the participating States would agree to
continue care at the regular Medicaid matching rate.

• Protecting Medicaid Coverage for Spouses of Certain Work-
ers with Disabilities. States would be given the option to
continue Medicaid eligibility for the spouses of individuals
with disabilities who return to work. Under current law, in-

dividuals with disabilities might be discouraged from returning to work because the income they
earn could jeopardize their spouse’s Medicaid eligibility. This proposal would extend to spouses
the same Medicaid coverage protection offered to workers with disabilities.

• Presumptive Eligibility for Home and Community Based Care Services. This proposal establishes
a State option allowing Medicaid presumptive eligibility for institutionally qualified individuals
who are discharged from hospitals into the community.

• Systems Change Grants. The Budget proposes $40 million to continue the Real Choice Systems
Change grants to provide financial assistance for States to develop systems that support com-
munity-based care alternatives for people with disabilities who require an institutional level of
care.

• Consumer Direction. In addition to the above proposals, the Budget includes a new proposal
that would give States the option of allowing individuals who self-direct all of their commu-
nity-based long-term care services to accumulate savings and still retain eligibility for Medicaid
and Supplemental Security Income (SSI). Under current law, beneficiaries are discouraged from
accumulating savings because it could jeopardize their eligibility for Medicaid or SSI.
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• Long-Term Care Options. The Budget would promote the use of long term care (LTC) insur-
ance by eliminating the ban on LTC Partnership programs. Through Partnership programs,
consumers who purchase and use Partnership-approved insurance can become eligible for Med-
icaid services after their insurance coverage is exhausted without having to divest all of their
assets, as is typically required.

Continuity of Coverage for Special Populations. The Budget includes policies to improve or continue
health coverage already available through certain programs.

• Transitional Medical Assistance (TMA). TMA provides health coverage for former welfare recip-
ients after they enter the workforce. TMA extends up to one year of health coverage to families
who lose Medicaid eligibility because of employment earnings.

The Budget proposes to extend TMA for five years with statutory modifications, including a
State option to eliminate TMA reporting requirements and provide 12 months of continuous
eligibility regardless of changes in families’ financial status. In addition, the Budget proposes
a waiver of the TMA requirement for States that currently provide health benefits for families
at 185 percent of the Federal poverty level, which is the statutorily mandated income eligibility
level. These changes will allow for consistent enrollment of TMA beneficiaries while easing the
administrative burden on States.

• Premium Assistance for Low-income Medicare Beneficiaries. Medicare beneficiaries whose in-
come falls between 120 and 135 percent of poverty and who meet the asset test are eligible to
have their Part B premiums covered by the Medicaid program. These premiums rose by 13.5
percent in 2004, to $800 per year ($66.60 per month), a considerable amount for these individu-
als. The Administration proposes to extend this program for one year. States receive 100 percent
Federal funding for these benefits.

A young child waits for her vaccination shot.

• Vaccines for Children (VFC). The VFC
program provides free vaccine to four
groups of categorically-eligible children:
Medicaid recipients, American Indians and
Native Alaskans, the uninsured, and the
underinsured (those whose insurance does
not cover vaccinations). VFC covers all
childhood vaccinations recommended by
the Advisory Committee on Immunization
Practices.

The Administration is proposing legislation
to change two provisions of VFC. Both
changes will improve vaccine access for
VFC-eligible children. First, the Adminis-
tration proposes to lift the price cap on the tetanus-diphtheria booster, which will facilitate its
availability at no cost to VFC-eligible children. Second, the Administration is proposing to allow
underinsured children to receive VFC-funded vaccines at State and local health clinics, rather
than only at Federally Qualified Health Centers and Rural Health Centers, as is currently
required.

Helping the Uninsured

The Administration has worked to give more Americans affordable, high-quality insurance cover-
age through a number of proposals.
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Health Savings Accounts (HSAs). When the President signed the Medicare reform legislation into
law, Americans gained access to health savings accounts. HSAs allow individuals to buy less expen-
sive high-deductible plans and to save pre-tax dollars for out-of-pocket medical expenses. In addition
to these savings, under a new Administration proposal, individuals participating in HSAs would be
allowed to deduct their premiums for the high-deductible insurance plan from their taxable income.
HSAs are available to everyone who has a high-deductible plan, which is defined as having an annual
deductible of at least $1,000 for individual coverage and at least $2,000 for family coverage. Individ-
uals, their employers, or both can contribute funds up to the amount of the deductible, subject to a
cap of $2,600 for individuals and $5,150 for families. The money not spent would stay in the account
and earn interest tax-free. People over age 55 can contribute additional money to the account without
penalty. These accounts will help more American families get the health care they need at a price
they can afford.

Trade Adjustment Assistance Reform Act of 2002 (TAA) Tax Credit. The Trade Adjustment As-
sistance Reform Act of 2002 provides assistance to Americans who lose their jobs because of trade.
Individuals certified to receive TAA benefits and individuals between the ages of 55 and 64 receiving
benefits from the Pension Benefit Guaranty Corporation are eligible for a tax credit to help them
purchase health insurance for themselves and their families. The tax credit is equal to 65 percent
of the premium. It is refundable, so even individuals paying little or no income tax can receive the
credit to help purchase health insurance. The credit can be claimed on the income tax return at the
end of the year, or paid in advance by the Internal Revenue Service each month directly to the health
plan.

Health Care Tax Credit. The Administration again proposes a tax credit that will facilitate indi-
viduals’ purchase of health insurance and health care. Individuals under age 65 who are not enrolled
in public or employer-sponsored health plans would be eligible. The credit would pay for 90 percent
of the cost of the premium, up to a maximum of $1,000 for an individual and $3,000 for a family of
four. The percentage of the credit would depend on an individual’s income level. The credit would be
phased out at $30,000 for an individual and $60,000 for a family. Like the TAA tax credit, the Health
Care Tax Credit is refundable and can be paid in advance directly to the health plan.

Enhancing Public Health

A nurse checks the blood pressure of a child in an Indian Health Services
clinic.

Indian Health Service. The Budget will
continue to invest in Indian Health Service
(IHS) health infrastructure and prevention
activities to improve the health status
of American Indians and Alaska Natives
(AI/AN). The Administration will invest
in completing the construction of new and
replacement health care facilities and staffing
and related operating costs for completed
facilities. IHS has developed new long-term
goals through PART reviews over the last two
years to address obesity in AI/AN children
served in IHS, tribal, and urban facilities. IHS
will establish a national baseline of AI/AN
childhood heights and weights and will target
resources for healthy growth and development for prevention of diabetes and other chronic diseases.
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Changes in the HIV/AIDS Response. The Centers for Disease Control and Prevention (CDC) is
responding to troubling indications of an increase in HIV/AIDS by building the capacity of commu-
nity-based organizations and reaching out to high-risk individuals who may be unaware of their
infection and more likely to spread the disease. CDC is reducing barriers to early diagnosis of HIV
infection through rapid HIV testing and counseling, referring patients to quality medical care, and
by enabling community organizations to support prevention services. By increasing the number of
people who receive testing and reducing the time between testing and results, more individuals can
obtain care early and take steps to limit the spread of this disease.

The Ryan White HIV/AIDS program is a comprehensive approach to ensuring medical care, provi-
sion of antiretroviral treatments, counseling and testing, and home health care for individuals living
with HIV/AIDS. The Budget includes a $35 million increase for the Ryan White AIDS Drug Assis-
tance Program to help purchase drug treatments for those living with HIV/AIDS.

Health Care Providers. The Budget includes a $40 million increase for the National Health Service
Corps and the Nursing Education Loan Repayment and Scholarship Program to broaden access to
health care by directing doctors, nurses, and other health care professionals into medically under-
served areas. The Budget redirects resources from health professions grants for advanced nursing
to health professions grants for basic nursing education to address nursing shortages.

Homelessness. In March 2003, HHS released a strategic plan for ending chronic homelessness,
beginning with developing a department-wide, comprehensive approach. In response, the Budget in-
cludes $390 million in HHS to provide health care, job training, substance abuse and mental health
treatment, and other services to the homeless, a nine-percent increase over 2004. The Budget in-
cludes $10 million in HHS for the Samaritan Initiative, a joint initiative with the Department of
Housing and Urban Development and the Department of Veterans Affairs to provide grants for per-
manent housing linked with supportive services, including health care, life skills, job training, and
substance abuse treatment, for the chronically homeless.
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Breast and Cervical Cancer Screening and
Treatment. Routine screening can prevent
cervical cancer, and early detection of breast
cancer increases the five-year survival rate to
97 percent. The number of women receiving
mammograms has increased significantly over
time, but there are still health disparities
between groups, as shown in the accompa-
nying graph. The CDC provides breast and
cervical cancer screenings to underserved
populations that are low-income, underinsured
or uninsured. The Budget proposes a $10
million increase to provide an additional
32,000 screenings and further the aims of this
Administration priority.

Health Information. The Budget proposes an increase of $22 million, or 17 percent, for the Na-
tional Center for Health Statistics to strengthen the collection of information in areas such as the
functioning of the health care system, rates of cholesterol in the U.S. population, and long-term care
services. Current and accurate information in these and other areas plays a vital role to help policy-
makers, health care workers, and the public make more informed choices.
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CDC scientist Anthony Sanchez
examines the purified structural proteins
of the virus causing SARS. Working
with scientists around the globe,
CDC identified the SARS outbreak as
caused by a previously unrecognized
coronavirus.

Infectious Disease Detection and Control. The Budget proposes $51
million, a $28 million increase, for a new global disease detection ef-
fort that will strengthen the Nation’s ability to rapidly detect, diag-
nose, and respond to infectious diseases wherever they occur. The
CDC will enhance global disease surveillance; build partnerships
with international health entities and other nations; and conduct
the necessary training, laboratory science, and education to contain
potential epidemics and protect the public’s health.

Reforming Welfare

In 1996, the Congress passed legislation to create the Temporary
Assistance for Needy Families (TANF) program, replacing Aid to
Families with Dependent Children and related welfare programs.
TANF is a $16.9 billion a year block grant with bonuses for
performance. States have significant flexibility in designing the
eligibility criteria and benefit rules for their TANF programs, which
require and reward work in exchange for time-limited benefits.

TANF is considered one of the most successful federally funded do-
mestic programs in decades. Nationally, the TANF caseload (number
of cash recipients) has declined 60 percent since the program’s incep-
tion, while average monthly earnings of those employed increased by

49 percent from 1996 to 2001. As a result, States are using an increasing portion of welfare dollars
on services to help individuals retain and advance in their jobs.
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Building on these successes, the Adminis-
tration continues to pursue its plan to extend
the TANF program. The Administration’s
plan maintains funding, strengthens work
participation requirements, supports healthy
marriages and family formation, and provides
a more accessible contingency fund.

Strengthening Programs for Children

Head Start. In April 2002, building on
his Administration’s emphasis on preschool
programs, President Bush announced the
Good Start, Grow Smart preschool education
initiative with three goals:

• Strengthening Head Start;

• Partnering with States to improve early childhood education; and

• Providing information on child development and early learning to teachers, caregivers, parents,
and grandparents and closing the gap between research and practice in early childhood educa-
tion.

The initiative recognizes that for Head Start, achieving program goals means not only improving
children’s health and nutrition, but preparing them to succeed in kindergarten and beyond.
Research shows that Head Start can achieve better school-readiness for its children by specifying
particular skills and abilities to be taught in pre-reading, language, mathematics, cognitive skills,
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Improving Head Start

As we raise educational standards, which we must do, each of our children needs an equal opportunity to
meet those standards. And creating that opportunity must begin early, even before school starts. On the
first day of school, children need to know letters and numbers. They need a strong vocabulary. And they
need to love books. These are the building blocks of learning, and this nation must provide them.

President George W. Bush
April 2002

and social/emotional competencies. The Budget increases Head Start by $169 million, including $45
million to support State implementation of a demonstration authority to promote better coordination
of existing programs, to improve services for families and children, and to achieve better results
with the resources already being used.

In the five years from 1998 to 2002, more than 230,000 children in
foster care were placed in adoptive homes—nearly the same number
that had been adopted in the previous 10 years combined. Despite
this progress, more than 126,000 foster children still need an adoptive
family. To learn how you, too, can become an adoptive parent, go to
www.adoptuskids.org.

Promoting Safe and Stable Families. To
fortify States’ ability to strengthen families
and to promote child safety, permanency, and
well-being, the Budget maintains funding at
$505 million, a $130 million increase over 2002
enacted levels. This program also helps to
promote adoption and provides post-adoption
support to families.

Education Assistance for Older Foster
Children. The Budget includes $60 million in
the Foster Care Independent Living Program
to help older foster care youth transition to
adulthood and self-sufficiency after leaving
foster care. This initiative provides vouchers
of up to $5,000 for education or vocational
training to help youth aging out of foster care
to develop the skills to lead independent and
productive lives.

Child Welfare Program Option. The President’s 2005 Budget seeks legislation to introduce an op-
tion for all States to choose an alternative system for foster care that will better meet the needs of
the child welfare population. States choosing to participate will face fewer administrative burdens
and will receive funds in the form of flexible grants. This will serve as an incentive to create innova-
tive child welfare plans with a stronger emphasis on prevention and family support, and increased
flexibility in services provided and population served.

State flexibility will be coupled with accountability—by holding States to high standards of perfor-
mance—to ensure the best outcomes for vulnerable children and families. Participating States will
be required to continue to maintain the child protections outlined in the Adoption and Safe Families
Act, agree to maintain existing levels of State investment in child welfare programs, and conduct an
independent third party evaluation of their programs.
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Rebalancing the long-term care system
provides people of all ages with choices and
opportunities for independence, including the
opportunity to receive support at home and in
the community.

Services for Children, Families and the Elderly

The 2005 Budget continues the President’s commitment to
the economic and social well-being of children, families, and
the elderly. The Budget provides $2 billion to help low-income
households cover home heating and cooling costs. This amount
includes a contingency fund of $200 million for unanticipated
needs that may arise. The President’s 2005 Budget proposes to
fund the Community Services Block Grant (CSBG) at $495 mil-
lion for 2005. CSBG provides funds to States for social services
to reduce poverty and increase self-sufficiency. The Adminis-
tration has been developing a set of national outcome-based
goals for the CSBG program. CSBG’s upcoming reauthorization
should incorporate a similar set of goals and ensure that they
are met by all Community Action Agencies (CAAs) that receive
CSBG funds. Underperforming CAAs should be subject to
competition with community and faith-based groups.

The President’s 2005 Budget also proposes $1.4 billion for Ad-
ministration on Aging programs. As the number of older Ameri-
cans increases, one of the major challenges the Nation faces is the
current bias in the long-term care system toward institutional
care. Despite the fact that seniors express an overwhelming pref-
erence to remain at home and in the community for as long as
possible, and that community-based services are more cost effec-
tive than institutional care, approximately 71 percent of public funding for long-term care still goes
to institutional care. For these reasons, the Administration supports efforts to create a more bal-
anced system of long-term care. Thus, the 2005 Budget includes an increase of $7 million over the
2004 Budget level to support increased funding for the Aging and Disability Resource Centers and to
focus on community-based and citizen-centered systems of care, integrated access to care, and assist-
ing family caregivers. The 2005 Budget also includes an increase of $1.7 million to fund the White
House Conference on Aging.
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PERFORMANCE EVALUATION OF SELECT PROGRAMS

The Budget continues to focus on improving program performance. Eighteen of HHS’ programs
were assessed using the Program Assessment Rating Tool (PART), which evaluated the programs’
design and purpose, strategic planning efforts, how well they are managed, and whether they are
generating positive results for taxpayers. Below are some of the highlights and recommendations
from the PART evaluations. For further details on HHS’ performance assessments, see the White
House budget website at www.whitehouse.gov/omb/budget/.

Program Rating Explanation Recommendation

Office of Child
Support Enforcement
(CSE)

Effective The program has strong
management practices with
financial incentives and penalties
awarded to States based on
meeting the specific performance
measures. This has allowed for
the demonstration of progress
toward meeting its long-term
and annual performance goals,
including improved efficiencies
and cost effectiveness.
Independent evaluations indicate
the program’s effectiveness in
achieving results.

Re-propose the child
support provisions in-
cluded in the President’s
2003 and 2004 Budgets.

Support new proposals
to improve the establishment of
medical support for the children
without health insurance in the
CSE system.

Food and Drug
Administration (FDA)

Moderately
Effective

The program has a clear mission
and a unique Federal role in
protecting public health. FDA
has a challenging set of annual
performance goals to allow for
measurement of performance
results. In general, FDA does a
good job of meeting its annual
performance goals. Financial
management at FDA is sound.
The agency is working to
improve collaborative efforts
with interested parties and other
Federal agencies.

Monitor progress in meeting new
long-term outcome goals. The
FDA’s long-term outcome goals
were developed for the Budget
during the PART process, and
address agency performance in
a wide range of activities.

National Institutes
of Health: HIV/AIDS
Research

Moderately
Effective

The program is a flexible and
cross-cutting program designed
to give the NIH Office of AIDS
Research the responsibility
to plan, coordinate, fund, and
evaluate AIDS research priorities
across many institutes.

Adopt the revised goal by extend-
ing the timeline for developing
an AIDS vaccine from 2007 to
2010, to more realistically reflect
the state of the science.

Develop targets for the
revised goal.
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Program Rating Explanation Recommendation

Developmental
Disabilities Grant
Programs

Adequate The programs have a clear
purpose and complement
other public and private efforts
to support individuals with
developmental disabilities. As the
Administration for Developmental
Disability grants are not used
to provide direct services, it
is difficult to link budget and
performance.

Strengthen performance
measurements and explore,
in 2004, the feasibility and design
of a comprehensive, independent
evaluation of the grant programs.

Children’s Hospitals
Graduate Medical
Education Payment
Program

Adequate The program fulfills the statutory
requirements, but is duplicative of
other Federal, State, and private
efforts. Children’s hospitals are
more likely to be financially
secure than other hospitals.

Contingent upon the results of
pilot studies, verify 100 percent
of hospitals’ reported data on
bed counts, case-mix index, and
number of discharges by 2008.
Examine whether the program
can improve efficiency by paying
hospitals on a quarterly basis.

UPDATE ON THE PRESIDENT’S MANAGEMENT AGENDA

The table below provides an update on HHS’ implementation of the President’s Management
Agenda as of December 31, 2003.

Human Capital
Competitive

Sourcing
Financial

Performance E-Government
Budget and
Performance
Integration

Status

Progress

Arrow indicates change in status rating since evaluation as of September 30, 2003.

HHS implemented performance-based employment contracts for all SES and managers, as well as for more
than 70 percent of its workforce. HHS also completed some large competitive sourcing studies, including studies
of real property management and extramural support services studies, each involving 700 employees. Based on
NIH’s preliminary estimates, these competitions are expected to generate savings of $196 million over the next
five years and were both won by in-house teams and were conducted within 12 months.

HHS accelerated the preparation of its Performance and Accountability Report to November 15, one year in
advance of the Government-wide deadline, while maintaining a clean audit opinion and making progress
in resolving internal control weaknesses. HHS made strong progress in calculating the full cost of program
performance and working to improve the results of about 30 percent of its programs that have been rated
ineffective or have been unable to demonstrate results because they lack performance measures or adequate
data.

In E-Gov, HHS’ greatest challenges are improving information technology systems’ security and implementing
standard tracking of costs, project schedules, and performance. In December 2003, HHS unveiled a single
comprehensive website, Grants.gov, that contains information about all Federal grant programs, including the
ability to make electronic applications.
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Initiative Status Progress

Broadening Health Care Coverage Through State Initiatives

Faith-Based and Community Initiative

Broadening Health Care Coverage Through State Initiatives. The Administration has developed several
model Medicaid demonstrations in three areas to foster State innovation in reducing the number of uninsured.
The Health Insurance Flexibility and Accountability Initiative (HIFA) emphasizes the coordination of currently
available Medicaid and SCHIP funding with private insurance. The Pharmacy Plus initiative encourages States
to extend Medicaid drug-only coverage to certain low income elderly or disabled. Finally, the Independence
Plus initiative gives families and individuals direct choice, control, and responsibility for their home care and
personal care services. To date, the Administration has approved eight HIFA demonstrations, five Pharmacy
Plus demonstrations and four Independence Plus demonstrations. In addition, the Urban Institute is in the
process of conducting a study which will assess the impact on HIFA demonstrations on rates of uninsurance.

Faith-based and Community Initiative. HHS has promulgated regulations for charitable choice legislation and
made other regulatory and administrative changes to eliminate barriers to the full participation of grassroots
faith-based and community-based organizations (FBCOs) in the delivery of services. HHS is also implementing
a series of pilot projects that involve mentoring children of prisoners, supporting marriage and fatherhood,
providing access to substance abuse recovery programs and supporting networks of HIV care. As part of its
outreach and technical assistance efforts, HHS has awarded grants to umbrella organizations to assist small
and novice grantees in navigating the grant application process and is providing training directly to grassroots
organizations. HHS is working to ensure that FBCOs have full access to formula grant programs administered
by State and local agencies.

DEPARTMENT OF HEALTH AND HUMAN SERVICES
(In millions of dollars)

Actual Estimate

2001 2003 2004 2005

Spending
Discretionary Budget Authority:

Food and Drug Administration ......................................... 1,097 1,242 1,386 1,495
Program Level .................................................................. 1,268 1,652 1,695 1,845

Health Resources and Services Administration 1 ... 5,588 6,444 6,677 6,039
Program Level .................................................................. 5,650 7,031 7,200 6,591

Indian Health Service.......................................................... 2,629 2,850 2,921 2,967
Program Level .................................................................. 3,205 3,510 3,639 3,685

Centers for Disease Control and Prevention 2 ......... 3,938 4,351 4,589 4,181
Program Level .................................................................. 4,082 6,058 6,052 5,941

National Institutes of Health.............................................. 20,368 26,971 27,878 28,607
Program Level .................................................................. 20,468 27,079 28,041 28,805

Substance Abuse and Mental Health Services
Administration.................................................................... 2,964 3,138 3,234 3,429
Program Level .................................................................. 2,963 3,212 3,351 3,550

Agency for Healthcare Research and Quality............ 105 — — —
Program Level .................................................................. 270 309 304 304
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DEPARTMENT OF HEALTH AND HUMAN SERVICES—Continued
(In millions of dollars)

Actual Estimate

2001 2003 2004 2005

Centers for Medicare and Medicaid Services 3

Program Administration ................................................. 2,242 2,565 2,637 2,541
Program Level ............................................................. 2,332 2,626 2,696 2,805

MedPAC/OCR/GDM/AHRQ Administration ................ 17 18 18 19
Administration for Children and Families .................... 12,389 12,999 13,286 13,880
Administration on Aging ..................................................... 1,103 1,309 1,374 1,377
Office of the Inspector General ....................................... 34 37 39 40
Office of the Secretary........................................................ 344 386 385 464

Program Level .................................................................. 378 490 501 588
Public Health and Social Services Emergency

Fund 4 ................................................................................. 195 2,144 2,164 2,225
Subtotal, Discretionary budget authority............................... 53,013 64,454 66,589 67,264

Medicare Reform Administrative Expenses 3 ............ — — 1,000 —
Medicare/Medicaid Offsets ............................................... — — — –494

Total, Discretionary budget authority ...................................... 53,013 64,454 67,589 66,770

Total, Discretionary outlays ........................................................ 45,936 59,615 64,094 66,555

Mandatory Outlays:
Medicare

Existing law ........................................................................ 211,357 242,660 262,685 286,263
Legislative Proposals...................................................... — — — 136

Medicaid/SCHIP
Existing law ........................................................................ 133,073 165,048 182,339 188,496
Legislative Proposals...................................................... — — 175 753

All other programs
Existing law ........................................................................ 32,201 33,716 33,964 33,889
Legislative proposals ...................................................... — — 12 128

Total, Mandatory outlays ............................................................. 376,631 441,424 479,151 508,159

Total, Outlays................................................................................... 422,567 501,039 543,245 574,714
1 For comparability, program levels reflect exclusion of abstinence education funding, because these activities have been transferred to the Ad-

ministration for Children and Families in 2005.
2 For comparability, program levels reflect the creation of the Global AIDS Coordinator, the shift of the National Vaccine Program Office, and a

childhood immunizations legislative proposal.
3 Amounts appropriated to the Social Security Administration (SSA) from Hospital Insurance and Supplementary Medical Insurance accounts

are included in the corresponding table in the SSA chapter.
4 For comparability, the 2001 data reflect transfers related to the creation of the Department of Homeland Security.
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AT A GLANCE:

2006 Discretionary Budget Authority: $67.2 billion
(Decrease from 2005: 1 percent)

Major Programs:

• Medicare

• Medicaid

• State Children’s Health Insurance Program

• Health Centers

• Marriage and Healthy Family Development

• Bioterrorism

• Health Care Information Technology

MEETING PRESIDENTIAL GOALS

Promoting Economic Opportunity and Ownership

• Promoting national health care information technology, with the goal of most Americans having
an electronic health record with proper medical privacy protection by 2014.

• Proposing a comprehensive, consumer-driven plan to address the problems of rising health care
costs and the uninsured. This plan includes: Health Savings Accounts; Association Health
Plans; tax credits; and medical liability reform.

Protecting America

• Strengthening the Nation’s preparedness against bioterrorism, through biodefense research and
development, biosurveillance early warning systems, hospital and public health preparedness,
and defense against intentional contamination of the Nation’s food supply.

• Improving the ability to respond to bioterrorism through a new initiative to improve mass
casualty care after a catastrophic incident, and augmenting the Strategic National Stockpile
of pharmaceuticals and other medical supplies.

Supporting a Compassionate Society

• Ensuring access through Health Centers to high-quality primary and preventative health care
for low-income individuals.

127
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MEETING PRESIDENTIAL GOALS—Continued

• Helping healthy families through initiatives that support marriage, provide assistance to par-
ents, and encourage the development of family-support programs run by community organiza-
tions.

• Strengthening and modernizing health care and offering drug coverage for approximately 42
million senior citizens and persons with disabilities through the Medicare program.

• Providing quality health care in a cost-efficient manner to over 46 million low-income individu-
als, elderly individuals, and individuals with disabilities through the Medicaid program.

• Providing health care coverage to a total of approximately 5.8 million low-income, uninsured
children through the State Children’s Health Insurance Program.

• Proposing a health insurance tax credit so that millions of Americans will have access to afford-
able health care.

• Enrolling as many uninsured, eligible children as possible into Medicaid and the State Chil-
dren’s Health Insurance Program through the President’s Cover the Kids proposal.

Making Government More Effective

• Developing additional decision support tools at the National Institutes of Health to improve the
management of its large and complex scientific portfolio and to better integrate research across
its 27 Institutes and Centers.

• Strengthening Medicare program integrity by preventing overpayments, accelerating contractor
reform, and rationalizing payments for bad debt.

• Increasing efficiency and lowering costs for Medicaid prescription drugs.

• Proposing to build on past efforts to improve efficiencies and the fiscal integrity of Medicaid and
State Children’s Health Insurance Program.
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PROMOTING ECONOMIC OPPORTUNITY AND OWNERSHIP

Health Information Technology

The Administration is strongly committed to advancing quality, consumer-driven health care and
encouraging collaboration and productivity in the medical services sector. The newly created Office of
the National Coordinator for Health Information Technology (HIT) at the Department of Health and
Human Services (HHS) coordinates Federal efforts across many initiatives and activities, including:

• Advancing the adoption of HIT by physicians, hospitals, and other providers;

• Implementing electronic prescriptions as mandated by the Medicare Prescription Drug,
Improvement, and Modernization Act of 2003;

• Developing models for the exchange of Electronic Health Records (EHRs) and other health data
nationally and with proper medical privacy protection; and

• Identifying standards and the mechanisms for broad adoption of EHRs.

The 2006 Budget includes $125 million to continue progress in this area, including $75 million in
the Office of the Secretary to foster collaboration and develop the conceptual framework and infra-
structure for a nationally interoperable HIT network that would interconnect clinicians, personalize
care, and improve public health surveillance.

Promoting Affordable Health Care

Rising health costs are an impediment to job and wage growth. When health care costs rise, em-
ployers have less to spend on new employees, or on salaries for their existing employees. Rising
health care costs impose a burden on families and small businesses and put coverage out of the reach
of many Americans. Many businesses—particularly small firms—are struggling with these rising
costs. According to the Census Bureau, 45 million people lacked health insurance coverage in 2003,
including 8.4 million children.

The President has proposed a comprehensive, consumer-driven plan to address the problems of
rising health care costs and the uninsured. His plan includes: Health Savings Accounts (HSAs); As-
sociation Health Plans (AHPs) for small businesses, civic groups, and community organizations; tax
credits for low-income families; medical liability reform; and electronic health records for all Ameri-
cans within 10 years.

The President’s plan will help reduce the rising cost of health care while improving quality and
safety. It will provide new and affordable health coverage options for all Americans—targeted to
those who need it most: low-income children and families; employees of small businesses; and the
self-employed.

Health Insurance Tax Credit. The President proposes a tax credit that will help individuals pur-
chase health insurance and health care. The proposal provides greater choice of insurance products
and encourages saving for future health expenses. Individuals under age 65 who are not enrolled
in public or employer-sponsored health plans would be eligible. The credit would be refundable and
could be paid in advance directly to the health plan. The amount of the credit would depend on an
individual’s income level. The credit would phase out at incomes of $30,000 for an individual and
$60,000 for a family.
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PROMOTING ECONOMIC OPPORTUNITY AND OWNERSHIP—Continued

• Traditional Health Insurance Tax Credit. With this
option, the credit would pay for 90 percent of the
cost of the premium of standard coverage, up to a
maximum of $1,000 for an individual, and $3,000
for a family of four.

• Health Insurance Tax Credit with HSA. This mod-
ification would allow individuals to use a portion
of the credit (up to $2,000 for a family of four; $700
for an individual) to purchase a high-deductible
health plan while putting the remaining portion
of the credit (up to $1,000 for a family of four; $300
for an individual) in an HSA. The money in the
HSA belongs to the individual and can be used to
pay for medical expenses. Unspent funds from one
year would roll over for use in the following year.

State Purchasing Pools. To help low-income individ-
uals purchase coverage with the health insurance tax

credit, the Administration proposes providing $4 billion in grants to States to establish purchas-
ing pools. By combining the purchasing power of individuals and families, these pools would offer
tax-credit recipients an additional affordable health insurance option and would make it easier and
faster to shop for coverage.

Cover the Kids. Despite the availability of health care coverage through Medicaid and the State
Children’s Health Insurance Program (SCHIP), millions of children eligible for these programs have
not enrolled. The 2006 Budget proposes Cover the Kids, a national outreach campaign that will
provide $1 billion in grants over two years. By combining the resources of the Federal government,
States, schools, and community organizations, Cover the Kids aims to enroll as many Medicaid- and
SCHIP-eligible children as possible.

Above-the-Line Deduction for Certain Health Insurance Premiums. Under this proposal, all indi-
viduals who purchase a high-deductible health plan in conjunction with a health savings account
would be allowed to deduct the amount of the health plan’s premium from their taxable income even
if they do not itemize their deductions. This new deduction would make high-deductible health plans
more affordable.

Rebate to Small Employers Contributing to Employees’ HSAs. To encourage small employers to
contribute to their employees’ health savings accounts, the Administration proposes a refundable tax
credit. Small employers would receive a tax credit of up to $500 per employee with family coverage
and $200 per employee with individual coverage.

Association Health Plans (AHPs). The Administration proposes creating AHPs to make available
new affordable health insurance policies. Under this proposal, small employers, civic groups, and
community organizations can band together and use their purchasing power to negotiate lower-priced
coverage for their employees, members, and their families. Previous proposals have limited AHPs to
small businesses. This proposal applies not only to small businesses but also to private, non-profit,
multi-State entities outside the workplace.
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Medical Liability Reform. Reforms to medical liability law
will increase access to quality, affordable health care for all
Americans, while reducing frivolous and time-consuming legal
proceedings against doctors and health care providers. The
lawsuit burden is driving good doctors out of local communities
across the country and raising health care costs for all.
Reforming the medical liability system and providing a fair,
predictable, and timely medical liability process will improve
access to quality health care and reduce health care costs.

National Marketplace for Health Insurance. Because
individuals can purchase health insurance only in the State in
which they live and cannot shop for more affordable coverage
in other States, competition among insurers is limited by
State boundaries. The Administration proposes creating a
competitive marketplace across State lines that maintains
strong consumer protections. This new marketplace would
allow individuals the freedom to shop for the best buy on health
coverage that most effectively meets their needs, and would
increase the availability of affordable health coverage.
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PROTECTING AMERICA

Armed with a single vial of a biological agent small groups of fanatics, or failing states, could gain the power
to threaten great nations, threaten the world peace. America, and the entire civilized world, will face this
threat for decades to come. We must confront the danger with open eyes, and unbending purpose.

President George W. Bush
February 11, 2004

Strategic National Stockpile

The Strategic National Stockpile contains
drugs, vaccines, and other medical supplies
and equipment that can be delivered anywhere
in the country within 12 hours of a request for
assistance. The Stockpile currently contains
enough smallpox vaccine for every American,
treatments for anthrax, countermeasures for
injuries following a chemical, radiological,
or nuclear incident, and treatments for
conventional explosive attacks. The 2006
Budget provides additional funding to improve
the Nation’s ability to respond to biological
and chemical weapons attacks with life-saving
treatments and supplies, including additional
antibiotics to treat anthrax, nerve agent
treatments, and chemical countermeasures
through the Chempack program. The Budget also includes increased funding for the storage and
maintenance of next-generation countermeasures, including a new anthrax vaccine purchased
through the President’s newly enacted Project BioShield.

Biodefense Research and Development

The Budget continues to invest heavily in research and development that will lead to new coun-
termeasures against the most dangerous threat agents, including those that have been genetically
manipulated. Within the 2006 Budget’s nearly $29 billion for the National Institutes of Health
(NIH), the Administration will continue to fund biodefense research and development activities at
$1.8 billion. This includes $50 million for chemical countermeasure development and $47 million for
radiological and nuclear countermeasure development. NIH supports basic research, which leads to
breakthroughs in scientific knowledge, and applied research and development that converts knowl-
edge into products that can be manufactured in large quantities. Project BioShield can then be used
to acquire these countermeasures that will be safer and more effective in protecting Americans.
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Medical Surge Capacity

In the event of a large-scale attack in one or more cities, existing medical capacity could be over-
whelmed quickly. The President designated HHS as the lead for coordinating Federal support of
State and local medical and public health response to mass casualty events. The Budget includes
$70 million to improve emergency health care by allowing the Federal Government to purchase and
store deployable medical care units, including medical supplies and equipment that can be delivered
to an affected area. This initiative will also enhance the Medical Reserve Corps and provide prior
training and verification of credentials to ensure the availability of health care providers during such
an emergency.

The Budget also proposes nearly $1.3 billion in investments to bolster hospital preparedness and
State and local biodefense preparedness. Included in the total for hospital preparedness is $25 mil-
lion for a targeted, competitive demonstration program to establish a state-of-the-art emergency care
capability in one or more metropolitan areas. These emergency care centers will be designed to meet
the demands of a terrorist attack or other incident requiring mass casualty care and containment of
infectious agents.

Biosurveillance and the National Biosurveillance Initiative

Unlike in conventional attacks, the use of biological weapons may not be immediately apparent.
Reducing the time it takes to detect an attack can save many lives. Last year, the President pro-
posed a new biosurveillance initiative to provide earlier indication that an attack has occurred, and
to better determine accurately its nature and scope by monitoring human, animal, and plant health,
the food supply, and the environment. The 2006 Budget will build on this progress with continued
investments in the gathering and analysis of this information.

Defending the Nation’s Food Supply

Building upon significant investments in 2005, the President is committed to improving the safety
and security of the food and agriculture supply. In 2006, the Food and Drug Administration (FDA) will
continue to work with the U.S. Department of Agriculture (USDA) and the Department of Homeland
Security to improve protection of the Nation’s food supply from intentional or natural contamination.
The Budget requests a $30 million increase for the FDA to develop strategies to prevent and mitigate
food contamination, as well as testing methods to identify the presence of contamination quickly and
accurately. The Nation’s food laboratory network will work to analyze food samples more rapidly,
which will better help to identify outbreaks and be able to quickly process a surge of samples follow-
ing a terrorist incident. Each of these activities will be coordinated with USDA, which will receive
an increase of $145 million in 2006 to protect the food and agriculture supply from terrorist attacks.
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PROTECTING AMERICA—Continued

Protecting the Nation from Influenza and the Threat of an Influenza Pandemic
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Every fall and winter, influenza poses a
threat to public health, especially for seniors
and others vulnerable to complications from
influenza. If a new influenza virus for which
we have no immunity or vaccine takes a
form that is easily spread, an influenza
pandemic could develop and cause terrible
damage to public health. The Administration
is committed to improving influenza vaccine
supply, preventing another influenza vaccine
shortage, and helping prepare for a possible
pandemic. HHS is enhancing global influenza
surveillance to provide an earlier warning
of the viruses’ emergence; increasing the
supply of influenza vaccine; stockpiling large

quantities of antiviral drugs; promoting the development of new technologies to produce vaccine
more quickly and securely; and investigating promising ways to safely and effectively extend the
supply of vaccine doses, especially in a pandemic.

The Budget builds on this progress, maintains a childhood influenza vaccine stockpile, includes a
$20 million increase for influenza vaccinations for children and other vulnerable populations, and
proposes $30 million to expand the Nation’s vaccine supply. The Budget also includes an increase
to enhance global disease surveillance and a $21 million increase to work with manufacturers to
increase the availability of additional U.S.-licensed vaccine to meet increased supply needs, especially
during an influenza pandemic.

Strengthening the Safety of Medical Products

FDA works to ensure the safety of medical products, including prescription and over-the-counter
drugs. Before being made available to consumers, medical products undergo a rigorous review by
FDA scientists for safety and effectiveness. After approved medical products are made available to
consumers, FDA staff review adverse events and respond to any concerns. This system has succeeded
in providing American consumers with safe and life-improving medical products for decades.

FDA continues to evaluate its systems and processes to refine its oversight and further improve
the safety of medical products. FDA is sponsoring a study by the Institute of Medicine on the effec-
tiveness of the U.S. drug safety system, with an emphasis on the continued safety of medical products
already approved for use by FDA. The Institute of Medicine study will examine FDA’s role within the
health care delivery system and recommend measures to enhance the confidence of Americans in the
safety and effectiveness of their drugs. In addition, the 2006 Budget proposes a 24-percent increase
for the FDA Office of Drug Safety to enable FDA to continue its track record of success in providing
safe and effective medical products to American consumers.
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SUPPORTING A COMPASSIONATE SOCIETY

Improving Medicare

The Medicare Prescription Drug, Im-
provement, and Modernization Act of 2003
(MMA) created improvements to the Medicare
program, providing beneficiaries with more
choices and enhanced benefits. Seniors and
individuals with disabilities will have access
to more modernized, higher quality health
care. Funding for the Medicare program is
projected to be $340 billion in 2006. Medicare
consists of four parts:

• Part A: hospital insurance, which
provides coverage for hospitals, skilled
nursing, hospice, and other related
services;

• Part B: supplementary medical insurance, which provides coverage for outpatient hospital,
physician, home health, laboratory services, durable medical equipment, and other related
services;

• Part C: Medicare Advantage, which finances the full Medicare benefit through private plans;
and

• Part D: the new prescription drug benefit.

Advancing Medicare Advantage. The MMA created the Medicare Advantage program (Part C) to
offer more choices and better benefits to Medicare beneficiaries through competition among private
health insurance plans. Beginning in 2006, Preferred Provider Organizations (PPOs) will begin to
serve beneficiaries on a regional basis. These regional plans will compete with existing local Medicare
Advantage plans to provide health services to beneficiaries. HHS has identified 26 regions across the
Nation in which PPO plans will compete to provide services. HHS established these regions to ensure
all Medicare beneficiaries, including those in small States and rural areas, have the opportunity to
enroll in a PPO and to encourage plans to participate. In 2006, 16 percent of beneficiaries are ex-
pected to be enrolled in Medicare Advantage plans, and by 2009, this number is projected to increase
to 24 percent.

Medicare Prescription Drug Benefit. The MMA created a new prescription drug benefit (Part D)
that will begin in 2006. In the interim, the MMA authorized the Centers for Medicare and Medicaid
Services (CMS) to offer Medicare beneficiaries a prescription drug discount card. Around six million
beneficiaries have signed up for the card since June 2004. Independent studies have shown savings
of 20 percent or more off the retail cost of brand name drugs and 30 to 60 percent off generic drugs.
In addition, over 1.7 million low-income beneficiaries have begun to receive $600 annually in transi-
tional assistance provided by the Act. These beneficiaries can save up to 90 percent off the average
retail price of name-brand drugs when they combine the drug card savings with the $600 transitional
assistance.
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Beginning January 1, 2006, Medicare beneficiaries will be
eligible for a subsidized prescription drug benefit that helps
lower their drug costs. They will have their choice of enrolling
in either prescription drug-only plans or Medicare Advantage
drug plans. HHS will conduct extensive outreach efforts to
help seniors understand their new choices. Expanded efforts
through 1–800–Medicare, community based organizations,
and media outreach will ensure that seniors have adequate
information to benefit from the new options under the MMA.

The drug plans will receive subsidies from Medicare to help
keep premiums and cost-sharing low. Additional subsidies will
be paid to employers to encourage them to continue to offer
retiree health benefits to millions of seniors. This will assist
beneficiaries in retaining the employer sponsored coverage to
which they have grown accustomed.

In addition, Medicare will provide generous additional
assistance to low-income beneficiaries. For those beneficiaries
with incomes below 135 percent of poverty, they will pay no
monthly premium, no deductible, and very small co-payments
per prescription. Beneficiaries with incomes between 135 and

150 percent of poverty will pay reduced premiums, a $50 deductible, and reduced cost-sharing.

Improving Health Centers
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Health Centers deliver high-quality, af-
fordable primary and preventive health care
to nearly 14 million patients, regardless of
ability to pay, at 3,740 sites across the United
States annually. In 2006, Health Centers will
serve an estimated 16 percent of the Nation’s
population at or below 200 percent of Federal
Poverty Line.

The Budget will complete the President’s
commitment to create 1,200 new or expanded
Health Center sites to serve an additional 6.1
million people by 2006. Almost 2.4 million
additional individuals will receive health care
in 2006 through over 570 new or expanded
sites in rural areas and underserved urban
neighborhoods. The President has established a new goal to create a Health Center in every poor
county that lacks a Health Center and can support one. The Budget includes $26 million to fund
40 new Health Center sites in high-poverty counties. Faith-based and community programs will be
encouraged to compete for these grants.
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Modernizing Medicaid and SCHIP Coverage

Medicaid was created nearly 40 years ago to provide access to health care for individuals on wel-
fare, based on health care available at that time. Over that time span, Medicaid has grown far faster
than most Federal entitlement programs. The Budget calls for specific reforms to Medicaid that pro-
mote better care for low-income Americans, more local control for States, fair payments to providers,
and better accountability measures so that Medicaid’s fiscal condition will improve.

In 2006, funding for Medicaid is projected to be $338 billion, about $193 billion of which is paid by
the Federal Government. Since 1998, SCHIP has made available approximately $40 billion over 10
years for States to provide health care coverage to targeted low-income, uninsured children. Since
the beginning of the Administration, enrollment in SCHIP has grown by over one million children to
a total of approximately 5.8 million in 2003.

Even though Medicaid will serve more than 46 million Americans in 2006, it operates under out-
dated rules. Medicaid excludes millions of individuals who are well below the Federal poverty level
because program rules remain tied to welfare eligibility categories. While the President’s Health
Centers Initiative has provided access to health care for many uninsured individuals, many are still
left with the choice of seeking health care through hospital emergency rooms, contributing to the
growing burden of uncompensated care among hospitals.

Instead of helping these individuals get better coverage, States often reluctantly decline to expand
coverage because Medicaid rules do not easily support many up-to-date, efficient approaches to ex-
panding coverage. Moreover, millions of senior citizens and individuals with disabilities in need of
long-term care are provided only with the choice of leaving their homes for institutional care to get
the support they need. There is now widespread evidence that updating Medicaid to keep pace with
the people it serves, and better coordinating it with SCHIP, can lead to better coverage, better health
care, and a more sustainable cost structure for the States and the Federal Government.

Medicaid and SCHIP Modernization. In addition to proposing an increase in Federal resources
for covering the uninsured (the elements of which were outlined in the Promoting Economic Oppor-
tunity and Ownership section of this chapter), the Administration proposes to provide States with
additional flexibility in Medicaid to further increase coverage among low-income individuals and
families without creating additional costs for the Federal Government. This proposal would build
on the success of SCHIP to provide acute care for children and families, as well as current efforts to
reduce the number of uninsured individuals.

States generally regard the complex array of Medicaid laws, regulations, and administrative guid-
ance as overly burdensome, with the result being higher costs for covering fewer beneficiaries. In
response, the Administration has granted waivers that allow States to extend Medicaid coverage
to higher income and non-traditional populations, such as childless adults. For example, in 2001,
the Administration introduced the Health Insurance Flexibility and Accountability (HIFA) demon-
stration initiative. This initiative emphasizes the coordination of currently available Medicaid and
SCHIP funding with private insurance. Through these waiver programs and the HIFA initiative,
States have found that they can provide health care to more beneficiaries with the same amount of
funding by changing delivery systems and using mainstream coverage, including managed care and
coordination with employer plans.

SCHIP provides States with more flexibility than Medicaid, allowing States to cover targeted pop-
ulations, incorporate private sector insurance options, provide appropriate benefit packages, and
maximize public dollars.

A modernized Medicaid system will give States greater flexibility without the need for burden-
some waiver applications. Principles that are employed in SCHIP and emphasize innovation will be
expanded to Medicaid beneficiaries, while long-term care reforms will build on successful programs
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that use consumer direction and home- and community-based care to improve satisfaction and lower
costs. A modernized Medicaid system will continue to grow at a robust rate to accommodate increases
in health care spending.

Enhancing Medicaid and SCHIP Coverage

Apart from program modernization, the following proposals will enhance coverage under both Med-
icaid and SCHIP.

SCHIP Reauthorization. The authorization for the SCHIP program expires at the end of 2007.
Due to its success at enrolling millions of low-income uninsured children, the 2006 Budget proposes
to reauthorize this program early. The Administration will seek authority to better target SCHIP
funds in a more timely manner.

Transitional Medical Assistance (TMA). TMA provides Medicaid coverage for former welfare
recipients after they enter the workforce. The Budget proposes to extend TMA for one year with
certain statutory modifications, including a State option to eliminate TMA reporting requirements
and provide 12 months of continuous eligibility regardless of changes in families’ financial status.
In addition, the Budget proposes a waiver of the TMA requirement for States that currently provide
health benefits for families at 185 percent of the Federal poverty level, which is the statutorily
mandated income eligibility level. These changes will allow for consistent enrollment of TMA
beneficiaries while easing the administrative burden on States.

Medicare Premium Assistance. The Administration proposes to continue Medicare Part B premium
assistance for Medicare beneficiaries between 120 and 135 percent of the Federal poverty level for
one year. In 2005, these premiums will be $78.20 per month. States receive 100 percent Federal
funding for these benefits.

Vaccines for Children (VFC). VFC provides all recommended childhood vaccines, free of charge, to
four categories of eligible children: Medicaid beneficiaries, American Indians/Alaskan Natives, the
uninsured, and the underinsured (those without coverage for a particular vaccine). The Adminis-
tration proposes to improve vaccine access by allowing underinsured children to receive VFC-funded
vaccines at State and local health clinics, rather than only at Federally Qualified Health Centers and
Rural Health Centers.

Health Insurance Portability and Accountability Act (HIPAA). Since enacted in 1996, HIPAA has
increased the continuity, portability, and accessibility of health insurance. To ensure that Medic-
aid and SCHIP beneficiaries receive the benefits of HIPAA coverage, the Administration proposes
two legislative changes. Under this proposal, eligibility for a Medicaid/SCHIP Employer-Sponsored
Insurance (ESI) Program would be a qualifying event, which would allow families to enroll in ESI
immediately through special enrollment. This proposal also would require SCHIP programs to issue
certificates of creditable coverage, which promote portable health coverage by verifying the period of
time an individual was covered by a specific health insurance policy.

Improving Options for People with Disabilities. The Budget includes several policies that promote
home- and community-based care options for people with disabilities. These policies build on the
President’s New Freedom Initiative, which is part of a nationwide effort to integrate people with
disabilities more fully into society.

• Money Follows the Person Rebalancing Demonstration. This five-year demonstration would
finance Medicaid services for individuals who transition from institutions to the community.
Federal grant funds would pay the full cost of home and community-based waiver services for
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one year of a beneficiary’s care, after which the State would agree to continue this care at the
regular Medicaid matching rate.

• Home and Community-based Care Demon-
strations and Programs. The Budget includes
proposals to encourage home and commu-
nity-based care for children and adults with
disabilities, such as demonstrations to provide
respite care for caregivers of adults and children.
Another demonstration will test the effective-
ness of providing home and community-based
alternatives to psychiatric residential treatment
for children enrolled in Medicaid. States will
have the option to continue Medicaid eligibility
for spouses of individuals with disabilities who
return to work. States will also have the option
to provide Medicaid presumptive eligibility for institutionally qualified individuals who are
discharged from hospitals into the community.

• Long-Term Care Insurance. The 2006 Budget would promote the use of long-term care (LTC)
insurance by eliminating the Federal legislative ban on new LTC Partnership Programs, which
are a proven approach to lowering Medicaid costs while giving consumers and families more
control and involvement in their long-term care services. Through these programs, consumers
who purchase and use Partnership-approved insurance can become eligible for Medicaid services
after their insurance coverage is exhausted without having to divest all of their assets, as is
typically required.

Faith-Based and Community Initiative

Compassion Capital Fund. To advance the efforts of community-based, charitable organizations,
including faith-based organizations, the President’s 2006 Budget provides $100 million for the Com-
passion Capital Fund, to enhance their ability to provide social services, expand their organizations,
diversify their funding sources, and create collaborations to better serve those in need. Among the
priorities within the 2006 proposal is an emphasis on supporting anti-gang efforts through commu-
nity and faith-based organizations. Since 2002, a total of $149 million has been given directly to more
than 300 organizations and sub-grants to more than 3,000 grass-roots organizations.

Mentoring Children of Prisoners. As a group, the more than two million children with parents
in prison have more behavioral, health, and educational problems than other children. Mentoring
by caring adults can improve the long-term outcomes for children whose parents are incarcerated.
In 2004, HHS awarded $8.9 million in continuation grants and $37 million in 169 new grants to
programs that provide mentoring services to these children. The Budget includes $50 million for
competitive grants. Since 2003, this program has been working toward providing over 70,000 new
mentors for children with a parent in prison.

Maternity Group Homes. The 2006 Budget also provides $10 million to increase support to
community-based maternity group homes by providing young pregnant mothers with access to
community-based coordinated services.

Access to Recovery. In 2004, HHS awarded Access to Recovery (ATR) grants to 14 States and one
tribal organization to create substance abuse treatment voucher programs. ATR is designed to give
addicted individuals the ability to choose from a range of effective treatment and recovery support
options, including faith-based and community providers. The 2006 Budget includes $150 million
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Wisconsin issued the first Access to Recovery voucher to Kimberly
Washington (left), a 41-year old mother from Milwaukee, Wisconsin
whose addiction and related felony convictions are a barrier to em-
ployment and to raising her children. Ms. Washington chose Meta
House because the agency provides residential treatment and re-
covery support services, and it will allow her one-year old baby to
live with her in treatment once she is ready for re-unification. She
and her Access to Recovery coordinator (right) developed a Recov-
ery Support Team, including her service providers, probation officer,
church, family, and others to help her achieve and sustain recovery
post-treatment. Ms. Washington said that “...knowing there’s some-
one, or something, like an angel on my shoulder gives me hope, and
motivation, that I will not fail this time—someone will be there.”

to maintain existing commitments and expand access to effective treatment in additional States.
States will hold providers accountable for results and reward those providers most effective at help-
ing clients to achieve recovery from addiction.

Marriage and Healthy Family Development

The Administration’s initiatives to promote marriage and healthy family development are built
around four strategies:

1) Support marriage and families;
2) Provide tools to parents;
3) Teach children how to be good family members and citizens; and
4) Encourage community organizations, including faith-based organizations, to support families.

Supporting Healthy Marriages and Responsible Fatherhood. The Budget proposes to direct $240
million to new efforts to support healthy marriages and responsible fatherhood. Of this amount,
$100 million, plus dollar for dollar matching contributions from States, would fund competitive
grants for States, territories, and tribal organizations to develop innovative approaches to promote
healthy marriages. The Budget includes $100 million for research, demonstration projects, and
technical assistance, primarily focusing on family formation and healthy marriage activities. To
support these programs, funds would be redirected from the Temporary Assistance for Needy
Families High Performance Bonus ($100 million) and the Illegitimacy Reduction Bonus ($100
million).

The Administration also proposes to create a $40 million per year grant program, through faith-
and community-based organizations, that helps non-custodial fathers become more involved in their
children’s lives. More than 25 million children live in homes without fathers.

Abstinence Only Education. Last year, President Bush announced the expansion of the initiative
to educate teens and parents about the health risks associated with early sexual activity and to help
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teens make healthy choices. As part of this initiative, the President directed the Department as
follows:

• Develop research-based standards for abstinence education curricula;

• Conduct a review of the consistency of messages in all federal programming for youth addressing
teen pregnancy prevention, family planning, and STD and HIV/AIDs prevention;

• Develop a public education campaign designed to help parents communicate with their children
about the risks associated with early sexual activity; and

• Provide grants to communities and States to develop and implement abstinence-only programs
and for Federal evaluation of these programs.

In support of this initiative, by 2008 funding for these programs will increase to a total of $270
million.

Refugee and Entrant Assistance

Refugees come to the United States for protection from persecution and in search of freedom, peace,
and opportunity. The Office of Refugee Resettlement provides programs to help refugees, asylees,
trafficking victims, and other beneficiaries achieve economic self-sufficiency and social adjustment.
The Budget includes $552 million, or an increase of $68 million, to assist States and faith-based
and community organizations in resettling the growing number of refugees, and for the care and
placement of unaccompanied alien minors in safe and appropriate environments.

Carlos, a 15-year old Guatemalan who never knew his parents and was raised by relatives, journeyed to
the United States through Mexico with an older cousin in search of his mother and a better education. His
journey was mostly by foot and bus. While residing in shelter care in Phoenix, Carlos exhibited develop-
mental and physical delays. With the help of intensive services from the Unaccompanied Refugee Minor
(URM) program in the Office of Refugee Resettlement, the child’s mother and grandmother were advised
of the child’s exceptional needs and thus were more prepared to handle his serious medical issues. The
URM program completed a home suitability assessment, confirmed that the mother was prepared to care
for Carlos, prepared Carlos to join his mother, and worked aggressively to complete family reunification.

Reforming Welfare

Temporary Assistance for Needy Families (TANF). The Administration continues to pursue its plan
to reauthorize the TANF program, which provides grants to States for programs that assist needy
families with children. TANF grants also promote work and the formation of married-parent families
in order to reduce dependence on government benefits. The Administration’s plan maintains funding,
strengthens work requirements, supports healthy marriages and family formation, and increases
State flexibility.

Strengthening Programs for Children

Early Childhood (Good Start, Grow Smart). Because it is important for children to enter school
ready to learn, the Administration has worked to improve early childhood programs through the
Good Start, Grow Smart initiative. The goals of this initiative are:

• Strengthening Head Start;
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• Working with states to improve early childhood learning; and

• Providing parents, teachers, and caregivers with information on early learning.

Head Start. The Budget supports reauthorization of Head Start and provides $6.9 billion, including
$45 million to support State implementation of a demonstration authority to promote better coordi-
nation of existing programs, improve services for families and children, and achieve better results
with the resources already being used.

Independent Living Education and Training Vouchers. The Budget commits $60 million to the
Foster Care Independent Living Program to help older foster care youth transition to adulthood and
self-sufficiency after leaving foster care. This program provides vouchers of up to $5,000 for education
or vocational training to help youth aging out of foster care develop skills and lead independent and
productive lives.

Child Welfare Program Option. The 2006 Budget seeks legislation to introduce an option for all
States so they can choose an alternative system for foster care. Flexible financing will allow States to
design programs with a stronger emphasis on child-abuse prevention, family support, and increased
flexibility in providing services.

Battling HIV/AIDS

Global AIDS. The President’s Emergency Plan for AIDS Relief is a bold strategy to combat the
global HIV/AIDS pandemic. Under the President’s five-year, $15 billion plan, the Administration
has moved quickly and efficiently to mobilize the scientific and programmatic expertise, leadership,
and resources of HHS and other Federal government agencies and their partners. The goals of the
plan are to prevent seven million new HIV infections, treat two million HIV-infected people, and pro-
vide care for 10 million people affected by HIV/AIDS by 2008. The 2006 Budget will continue progress
toward meeting these goals by preventing 3.8 million infections, treating 860,000 HIV-infected peo-
ple, and providing care for 4.3 million people affected by HIV/AIDS.

Domestic AIDS. The Budget invests over $17 billion for domestic AIDS treatment, prevention, and
research, including almost $2.1 billion for the Ryan White program and its comprehensive approach
to address the health needs of persons living with HIV/AIDS. Through this program, low-income
individuals living with HIV/AIDS receive medical care, counseling and testing, and other support
services. The Budget provides for a continued investment in the AIDS Drug Assistance Program
that helps provide life-saving antiretroviral drug treatments to those who otherwise could not afford
them.

Reforming Community and Economic Development Programs

The Budget proposes a $3 billion program within the Department of Commerce to support com-
munities’ efforts to meet the goals of improving their economies and quality of life. This initiative
will consolidate programs across the Federal Government into a more targeted, unified program that
sets accountability standards in exchange for flexible use of the funds. HHS programs consolidated
into this initiative are the Community Services Block Grant, Community Economic Development,
and Rural Community Facilities. (See the Department of Commerce chapter for more details.)
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The National Institutes of Health

The National Institutes of Health (NIH) will receive nearly $29 billion. Overall, NIH’s research
program has rated well in its Program Assessment Rating Tool (PART) performance assessments
and is an effective mechanism for promoting biomedical breakthroughs. To better integrate research
across its 27 Institutes and Centers, NIH is developing additional decision support tools to improve
the management of its large and complex scientific portfolio. This will allow NIH to more efficiently
address important areas of emerging scientific opportunities and public health challenges. The Ad-
ministration is committed to this new effort, which will stimulate accelerated investments in research
involving multiple Institutes and Centers, thereby helping improve the Nation’s health.

Medicaid and SCHIP

Program Integrity. Medicaid’s complexity and open-ended fi-
nance structure encourages efforts by States to draw down Fed-
eral matching funds, sometimes inappropriately. These financ-
ing practices undermine the Federal-State partnership required
by the Medicaid statute and jeopardize the financial stability of
the Medicaid program. The 2006 Budget proposes to build on
past efforts to improve efficiencies and the fiscal integrity of Med-
icaid and SCHIP—and even with these reform efforts, Medicaid’s
future spending is expected to increase at a robust 7.2 percent
growth rate over 10 years.

The Administration proposes to further improve the integrity
of the Medicaid matching rate basis of funding by proposing steps
to curb financing arrangements that have been used by a number
of States to avoid the legally determined State matching funds
requirements. Through various mechanisms, Federal funds are
returned from providers back to the State and “recycled” to draw
additional Federal dollars.

• Recovering Federal Funds Diverted From Providers. Some
States keep a portion of Federal payments intended for
providers. The Budget proposes to build on CMS efforts to identify and recover diverted
payments that are not used for their intended purpose.

• Capping Payments to Government Providers. Under current law and regulation, States continue
to have ample opportunities to make excessive payments to individual government providers
above their costs for the purpose of leveraging additional Federal dollars. The 2006 Budget pro-
poses to limit Federal reimbursement to no more than cost to curb excessive payments and still
preserve a State’s ability to pay reasonable rates to providers.

• Reforming Provider Taxes. Under certain conditions, States may use the proceeds of taxes
collected from a certain class of health providers to help finance the State’s share of Medicaid
expenses. Under current rules, the tax cannot exceed six percent of revenues and must be ap-
plied uniformly across all health care providers in the same class (e.g., all hospitals). The 2006
Budget proposes to phase down the allowable tax rate from six percent to three percent and
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require that managed care organizations be treated the same as other classes of health care
providers with respect to provider tax requirements.

• Strengthening Reimbursement Policies for Selected Medicaid Services. The 2006 Budget pro-
poses: 1) clarifying allowable services that can be claimed under targeted case management
(TCM), and rehabilitation services; 2) aligning Federal reimbursement for TCM services with
administrative matching rate of 50 percent; and 3) codifying in regulation CMS reimbursement
policies for services provided free of charge to the public.

• Strengthening Medicaid Requirements for Questionable Asset Transfers. To qualify for Medicaid
long term care services, an individual may only retain nominal assets. Applicants who transfer
assets at less than fair market value are subject to delays in Medicaid eligibility. With estate
planning, however, Medicaid applicants can retain their assets and qualify for Medicaid without
any delays. In conjunction with the long-term care partnership proposal, the Budget proposes to
strengthen existing requirements for questionable asset transfers as part of an effort to promote
personal responsibility and planning for long-term care expenses.

• Medicaid Administrative Claims. The Administration proposes establishing individual State
allotments for Medicaid administrative claims. Medicaid administrative claims operate under
an open-ended financing framework, which does not encourage States to administer the pro-
gram as efficiently as possible. In some instances, there is evidence that States have attempted
to shift administrative costs associated with other social service programs to Medicaid. For
these reasons, the Administration proposes to create new incentives for program administra-
tion by establishing administrative claim allotments that will encourage cost-effective methods
for operating the program.

• Medicaid and SCHIP Financial Management. In 2006, HHS will continue to devote more re-
sources to Medicaid and SCHIP financial management. This effort will include increasing the
number of audits and evaluations of State Medicaid programs, and elevating the importance of
financial management oversight at HHS. The Budget proposes to allocate $25 million from the
Health Care Fraud and Abuse Account to finance this initiative.

Medicaid Prescription Drugs. The Budget makes several proposals to increase efficiency and lower
costs in Medicaid prescription drugs, one of the fastest growing segments of the Medicaid budget.

• Amend Medicaid Drug Rebate Formula. All drug manufacturers must pay a rebate to States in
order to have their drugs covered by Medicaid. Part of the rebate formula is the lowest private
market price, also called best price. Best price effectively acts as a price floor, preventing man-
ufacturers from negotiating deep discounts with large purchasers such as hospitals and HMOs.
The Administration proposes to replace best price with a budget neutral flat rebate, allowing
private purchasers to negotiate lower drug prices.

• Restructure Pharmacy Reimbursement. The House Energy and Commerce Committee recently
held a hearing that documented substantial and rising Government overpayment for prescrip-
tion drugs in Medicaid. The Administration proposes moving to a system that more closely aligns
pharmacy reimbursement with pharmacy acquisition cost, while providing adequate payment
for dispensing prescriptions.

• Pharmacy Plus Demonstrations. Pharmacy Plus Medicaid demonstrations provide a drugs-only
Medicaid benefit to certain aged and disabled beneficiaries not otherwise eligible for Medic-
aid. Pharmacy Plus was intended as a placeholder program in the absence of a universal drug
benefit under Medicare. With the introduction of the Medicare drug benefit, Pharmacy Plus
has achieved its goal. CMS will continue to work closely with States that have Pharmacy Plus
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programs to enable them to provide comparable coverage to their beneficiaries under the new
Medicare drug benefit at the same or lower cost to the States.

Medicare Financial Enhancements
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Strengthening Medicare’s Long-Term Fi-
nancial Security. Medicare is financed by two
separate trust funds, the Hospital Insurance
Trust Fund and the Supplementary Medical
Insurance Trust Fund. This bifurcated
trust fund structure finances Medicare as if
the program offers two separate, unrelated
benefits, instead of recognizing that Medicare
provides integrated, comprehensive health
insurance coverage. The MMA took steps
to address this problem, and requires the
Medicare Trustee’s Report to include a new,
comprehensive fiscal analysis, the Combined
Medicare Trust Fund Analysis. This analysis
examines the program’s financing as a whole,
and provides the President and the Congress

with a warning if Medicare’s dedicated revenues are projected to fall below adequate levels in seven
years. The Administration supports a unified trust fund for Medicare, which would provide an
integrated financing structure for the program’s comprehensive benefit package.

Improving Quality. Medicare currently pays all health care providers equally for the same service,
regardless of the efficiency or the quality of services furnished. The Administration has promoted
accountability for quality, creating initiatives to collect data from Medicare providers on quality mea-
sures and making them publicly available. Better measures of efficiency and quality in health care
suggest that Medicare can improve payments for high-quality care. The Administration will take
further steps to encourage excellence in care by exploring provider payment reforms that link qual-
ity to Medicare reimbursement in a cost neutral manner. Such payment reforms should be flexible
enough to support innovations in health care delivery.

Administrative Improvements. In the coming years, HHS will make changes to rationalize several
components of the payment system. Specialty hospitals, which tend to be physician-owned and focus
on patients with specific medical conditions or who need surgical procedures, are a small but growing
segment of the health care industry. MedPAC, the congressional advisory committee for Medicare
issues, conducted extensive research and found that there are problems in physician ownership of
hospitals and in the way Medicare pays for hospitals. The Administration will seek to refine the in-
patient hospital payment system and related provisions of regulations to ensure a more level playing
field between specialty and non-specialty hospitals.

With regard to Medicare Advantage, the Budget will phase in over four years the savings from the
full implementation of risk adjustment payments to account for different health status of beneficia-
ries in Medicare Advantage plans. The phase-in will begin in 2007 and will be completed by 2010,
and is projected to produce savings to the extent that Medicare Advantage plans serve healthier ben-
eficiaries, on average, compared to fee-for-service. The Budget also proposes to improve payment
accuracy for patients who are transferred from inpatient hospitals to post-discharge acute settings,
such as nursing facilities. Lastly, HHS will refine the Skilled Nursing Facility Prospective Payment
System in 2006 to ensure appropriate payments for certain high-cost cases.
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Program Integrity. Medicare program integrity efforts have
yielded billions of dollars in savings. The Budget continues
this effort with $1.1 billion from the Health Care Fraud and
Abuse Control Account to fight improper Medicare payments.
The Budget requests $75 million for efforts to protect the new
Medicare prescription drug program and Medicare Advantage
against fraud, waste, and error, and these funds will be included
in a Government-wide proposal to fund program integrity
activities through a discretionary cap adjustment.

Additionally, HHS will strengthen program integrity by pre-
venting overpayments, accelerating contractor reform and ratio-
nalizing payments for bad debt. HHS will institute several data
processing improvements that will reduce overpayments. The
Budget provides funding to continue the modernization of Medi-
care’s data systems to this end. HHS will also accelerate imple-
mentation of a new process for awarding contracts to adminis-
trative contractors, which will enhance Medicare’s ability to hold
contractors accountable for their program integrity performance.
Lastly, the Budget proposes to rationalize the reimbursement of
bad debt to promote efficiency and ensure equitable treatment
across providers.

MMA Implementation

CMS Operations and Efficiencies. HHS has initiated an extensive effort to implement the many
provisions of the MMA. In 2004, CMS reorganized to improve the oversight and administration of
Medicare Advantage and the prescription drug benefit and provide more support for improving qual-
ity and efficiency in Medicare. HHS has begun outreach efforts to ensure that beneficiaries can get
the most out of their new choices, and develop new procedures to enroll beneficiaries and employers
in the new benefit. In 2005 and 2006, HHS will also implement other provisions of the MMA, such
as contractor reform for Medicare’s administrative contractors and changes to payments for Part B
Covered Drugs.

Update on the President’s Management Agenda

The following table provides an update on HHS’ implementation of the President’s Management
Agenda as of December 31, 2004.
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Progress

HHS successfully consolidated its human resources personnel into four centers and achieved greater
accountability through its employee appraisals and its Strategic Management System. Additionally, it has
implemented a number of initiatives to improve the skills and abilities of its workforce including HHS University
and its Emerging Leaders Program.

HHS’ strategic approach to competitive sourcing is facilitated by the use of evaluation factors such as mission,
outcomes, and commercial market-place composition to identify commercial activities available for competition.
In 2004, HHS completed a total of 33 streamlined studies of 365 FTEs and five standard studies of 351 FTEs.
The average time for completion was 69 days for streamlined studies and 285 days for standard competitions.
As a result, HHS estimates gross savings of over $250 million for completed 2003 studies and $55 million for
completed 2004 studies, as they are fully implemented over a five-year period.

In E-Gov, HHS is implementing Earned Value Management to track and manage information technology
investments. More than 95 percent of HHS’ information systems have certified and accredited security plans.

Initiative Status Progress

Faith-Based and Community Initiative

Real Property Asset Management

Eliminating Improper Payments

Broadening Health Insurance Coverage through State Initiatives

To improve the overall management of its real property assets, HHS has a three-part strategy: 1) develop an
asset management plan; 2) maintain a real-time inventory of owned, leased, and otherwise managed properties;
and 3) track performance measures, which are consistent with the Federal Real Property Council’s guidance.
HHS plans to complete these activities by December 2005.

HHS’ annual Performance and Accountability Report (PAR) includes an annual estimated improper payments
error rate and amount for Medicare, which accounts for nearly 50 percent of improper payments that have been
measured. For 2004, the Medicare error rate was 10.1 percent, or $21.7 billion. For the first time, HHS reported
improper payments for Head Start in the 2004 PAR, with an estimated error rate of 3.9 percent, or $255 million.
HHS is working to reduce improper payments, expand the number of programs reporting estimated improper
payment estimates, and improve the accuracy of these estimates. (Because this is the first quarter that agency
efforts in the Eliminating Improper Payments Initiative were rated, progress scores were not given.)

The Administration has developed several model Medicaid demonstrations to foster State innovation in reducing
the number of uninsured. To date, the Administration has approved 23 demonstrations and the Urban Institute
is conducting a study to assess the impact of Health Insurance Flexibility and Accountability demonstrations
on rates of uninsurance.

2006



148 DEPARTMENT OF HEALTH AND HUMAN SERVICES

Department of Health and Human Services
(In millions of dollars)

Estimate2004
Actual 2005 2006

Spending
Discretionary Budget Authority:

Food and Drug Administration ......................................................................... 1,362 1,433 1,487
Program level (non-add) ............................................................................... 1,695 1,801 1,881

Health Resources and Services Administration ........................................ 6,677 6,806 5,982
Program level (non-add) ............................................................................... 7,323 7,373 6,541

Indian Health Service.......................................................................................... 2,921 2,984 3,048
Program level (non-add) ............................................................................... 3,639 3,774 3,846

Centers for Disease Control and Prevention 1 ......................................... 4,440 4,584 4,017
Program level (non-add) ............................................................................... 6,062 6,312 5,901

National Institutes of Health.............................................................................. 27,733 28,444 28,590
Program level (non-add) ............................................................................... 27,896 28,650 28,845

Substance Abuse and Mental Health Services Administration ........... 3,234 3,268 3,215
Program level (non-add) ............................................................................... 3,351 3,392 3,336

Agency for Healthcare Research and Quality............................................ — 3 —
Program level (non-add) ............................................................................... 304 321 319

Centers for Medicare and Medicaid Services 2 ........................................ 2,579 2,666 3,178
Program level (non-add) ............................................................................... 2,358 3,445 3,999

MedPAC/OCR/GDM/AHRQ Administration ................................................ 19 19 19
Discretionary HCFAC .......................................................................................... — — 80
Administration for Children and Families ..................................................... 13,288 13,537 13,127

Program level (non-add) ............................................................................... 13,292 13,599 13,187
Administration on Aging ..................................................................................... 1,374 1,393 1,369
Office of the Secretary........................................................................................ 393 405 385

Program level (non-add) ............................................................................... 497 508 517
Health Information Technology ........................................................................ — — 75
Office of Medicare Appeals 3 .......................................................................... 58 58 80
Program Support Center: Medicare eligible retiree accrual ................. 27 33 34
Office of the Inspector General ....................................................................... 39 40 40
Public Health and Social Services Emergency Fund .............................. 2,164 2,269 2,428

Subtotal, Discretionary budget authority .......................................................... 66,308 67,942 67,154
Medicare Reform Administrative Expenses 2 ............................................ 1,000 — —

Total, Discretionary budget authority ................................................................. 67,308 67,942 67,154

Memorandum: Budget authority from enacted supplementals ............... — 350 —

Total, Discretionary outlays ................................................................................... 64,520 67,095 69,002
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Department of Health and Human Services—Continued
(In millions of dollars)

Estimate2004
Actual 2005 2006

Mandatory Outlays:
Medicare:

Existing law ........................................................................................................ 264,890 290,310 340,217
Legislative proposal 4 .................................................................................... — — 195

Medicaid/SCHIP:
Existing law ........................................................................................................ 180,838 193,615 197,996
Legislative proposal ........................................................................................ — 225 955

All other programs:
Existing law ........................................................................................................ 32,255 33,144 33,561
Legislative proposal ........................................................................................ — 38 565

Total, Mandatory outlays ........................................................................................ 477,983 517,332 573,489

Total, Outlays .............................................................................................................. 542,503 584,427 642,491
1 For comparability, the 2004 budget authority level reflects the creation of the Global AIDS Coordinator and program levels reflect a childhood

immunizations legislative proposal.
2 Amounts appropriated to the Social Security Administration (SSA) from the Hospital Insurance and Supplementary Medical Insurance accounts

are included in the corresponding table in the SSA chapter.
3 Reflects comparable Medicare Appeals funding levels for 2004 and 2005.
4 Medicaid proposal to subsidize Medicare cost sharing.
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Since 2001, the Administration:

• Passed and initiated implementation of comprehensive Medicare reform legislation,
adding prescription drug coverage and modernizing the Medicare program;

• Enrolled nearly 24 million Medicare beneficiaries in the Medicare prescription drug
benefit as of the middle of January 2006;

• Improved preparedness for a bioterror attack, providing over $7 billion to States,
localities, and hospitals;

• Fulfilled the President’s pledge to double funding for medical research through the
National Institutes of Health;

• Created or expanded nearly 900 Health Center sites, providing health care services
to an additional 4.3 million people;

• Approved 11 Health Insurance Flexibility and Accountability demonstrations, which at
full implementation, could result in approximately 825,000 individuals receiving health
coverage through Medicaid and the State Children’s Health Insurance Program; and

• Launched a national strategy to improve pandemic influenza preparedness.

The President’s Budget:

• Proposes a new financing measure to strengthen Medicare’s sustainability;

• Provides nearly $160 million to support advanced development of biodefense
countermeasures to be considered for procurement under Project BioShield;

• Provides access to health care through more than 300 new and expanded Health
Center sites, including 80 new sites in counties that have a high prevalence of poverty;

• Builds on the President’s health insurance reform proposals to promote Health
Savings Accounts and to expand coverage to more Americans with limited incomes;

• Provides $250 million for new healthy marriages and strengthening fatherhood
initiatives to improve the well-being of children;

• Provides $204 million for abstinence-only education programs;

• Provides $188 million to States, Faith-Based, and Community Organizations for a new
initiative to combat the spread of HIV/AIDS, particularly within minority communities;
and

• Continues the President’s November 1, 2005, commitment to obtain $7.1 billion from
the Congress to improve pandemic influenza preparedness.
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FOCUSING ON THE NATION’S PRIORITIES

By preparing now, we can give our citizens some peace of mind knowing that our Nation is ready to act at the
first sign of danger, and that we have the plans in place to prevent and, if necessary, withstand an influenza
pandemic.

President George W. Bush
November 1, 2005

Protecting the Nation from an Influenza Pandemic

One of the most serious threats to public health in our time is a global influenza pandemic.
Pandemics happen when a new influenza virus emerges that is efficiently transmitted between
humans. Influenza pandemics in 1918, 1957, and 1968 killed approximately 40 million, 2 million,
and 1 million persons worldwide, respectively. A new strain of influenza virus has emerged in Asia,
one for which humans have no natural immunity. Should this new strain of influenza virus become
easily transmissible from human to human, millions around the world could become infected,
sparking a serious public health emergency.

The President has called attention to the seriousness of this issue and has developed a National
Strategy for Pandemic Influenza to guide preparedness and response to a pandemic. On November
1, 2005, the President submitted a $7.1 billion emergency supplemental request to the Congress to
improve the Nation’s readiness. The request makes possible the fulfillment of the President’s strat-
egy by investing in international health surveillance and containment efforts; medical stockpiles;
the domestic capacity to produce emergency supplies of pandemic vaccine and antiviral medications;
and preparedness at all levels of government. On December 30, 2005, the President signed the De-
partment of Defense, Emergency Supplemental Appropriations to Address Hurricanes in the Gulf
of Mexico, and Pandemic Influenza Act, 2006. The Act includes $3.8 billion for pandemic influenza
preparedness, the first installment of the President’s request to launch these critical activities. The
Budget includes a $2.3 billion allowance for the 2007 portion of the request to fulfill the next phase
of the President’s strategy.

The President’s Budget builds on the $7.1 billion commitment by requesting an additional $474
million across the Government to further improve readiness. The Budget requests $352 million in
2007 for continued implementation of the pandemic influenza preparedness plan at the Department
of Health and Human Services (HHS). Of this total, $188 million will allow the Centers for Disease
Control and Prevention (CDC) to improve public health surveillance both domestically and abroad,
establish more quarantine stations, develop diagnostic tests to identify potential pandemic influenza
strains rapidly, and work with foreign governments to help prevent the spread of a pandemic. The
National Institutes of Health (NIH) will receive $35 million to conduct clinical trials of pandemic in-
fluenza vaccine, and the Food and Drug Administration (FDA) will receive $50 million to improve the
Agency’s ability to review new pandemic influenza vaccines and drugs rapidly while assuring their
safety and effectiveness, and to maintain a library of virus strains to facilitate the rapid manufac-
ture of vaccines as the virus evolves. The Budget also includes $79 million in the HHS Office of the
Secretary for international activities, development and deployment of rapid tests for detection, and
risk communication.
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All of these activities at HHS, in conjunction with pandemic influenza activities at the U.S. Depart-
ment of Agriculture (USDA), Department of State, and U.S. Agency for International Development,
will greatly enhance the Nation’s ability to prepare for and respond to an influenza pandemic.

Health Centers: More Sites Expand Access to Quality Care

This new Health Center site in Charles City, Virginia, opened in 2004.
According to Rod Manifold, Executive Director of Central Virginia
Health Services, “The President’s Expansion Initiative has been
vital to opening health centers, like Charles City Regional Health
Services, in many of our highest-need communities.”

Locally run Health Centers deliver high-qual-
ity, affordable primary and preventive health
care to nearly 14 million patients at 3,700 sites
across the United States annually. Health
Centers focus on providing care to low-income
individuals and those without health insurance.
Patients are charged for services based on their
ability to pay. An assessment of the program
found that it is effective in reducing hospi-
talization rates and treating the uninsured.
Approximately 86 percent of Health Centers’
patients are at or below 200 percent of the
Federal poverty line. Since the President began

his commitment to expand services through Health Centers, 777 Health Center sites have been
established or expanded, and 3.7 million more people per year are being served. An estimated 120
new and expanded sites will be created in 2006.

The 2007 Budget continues this record of progress and will complete the President’s commitment
to create 1,200 new or expanded Health Center sites. More than 1.2 million additional individuals
will receive health care in 2007 through more than 300 new or expanded sites in rural areas and
underserved urban neighborhoods. Included in the President’s commitment is the goal to create a
Health Center in every poor county in America that lacks a Health Center and can support one. Of
the new sites created in 2007, 80 will be in high-poverty counties that lack a Health Center. Faith-
based and community programs will also be encouraged to compete for these grants.

Biodefense: Protecting Against Terrorism

The threat of bioterrorism has brought new challenges to
our government, to our first responders and to our medical
personnel. We are grateful for their service. Not long ago,
few of these men and women could have imagined duties
like monitoring the air for anthrax, or delivering antibiotics
on a massive scale. Yet, this is the world as we find it; this
Nation refuses to let our guard down.

President George W. Bush
July 21, 2004

Biodefense Research, Development,
and Procurement. The Budget con-
tinues to invest heavily in research
and development that will lead to new
countermeasures against the most
dangerous threat agents. NIH supports
basic research, which leads to break-
throughs in scientific knowledge, and
advanced development that converts
knowledge into products that can be
manufactured in large quantities.
Within the 2007 Budget’s $28.4 billion
for NIH, the Administration will

continue to fund biodefense research and development activities at nearly $1.9 billion. This includes
nearly $50 million for chemical countermeasure development and $47 million for radiological and
nuclear countermeasure development. The Budget includes nearly $160 million for advanced
development of medical countermeasures against threats of bioterrorism. Large investments in
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basic research for biodefense countermeasures through NIH have helped create promising products
to protect Americans against the threat of a terrorist attack. These investments will accelerate
development of those products to help Project BioShield acquire them more quickly for the Strategic
National Stockpile.

Strategic National Stockpile. The Strategic National Stockpile contains drugs, vaccines, and other
medical supplies and equipment that can be delivered anywhere in the country within 12 hours
of a request for assistance. The Stockpile currently contains: enough smallpox vaccine for every
American; treatments for anthrax; countermeasures for injuries following a chemical, radiological,
or nuclear incident; and treatments for conventional explosive attacks. The 2007 Budget includes ad-
ditional funding to improve the Nation’s ability to respond to biological and chemical weapons attacks
with life-saving treatments and supplies. The Budget also proposes increased funding for the storage
and maintenance of next-generation countermeasures, including new products purchased through
Project BioShield. The Budget continues to support State and local ability to respond quickly with
the distribution of countermeasures, especially in high-threat areas.

Medical Surge Capacity. In the event of a large-scale attack in one or more cities, existing medical
capacity could be quickly overwhelmed. The President designated HHS as the lead for coordinating
Federal support of State and local medical and public health response to mass-casualty events. The
Budget includes $50 million to purchase and store deployable medical care units, including medical
supplies and equipment that the Federal Government can deliver to an affected area. This initiative
also includes $20 million to enhance the Medical Reserve Corps and provide prior training and veri-
fication of credentials to ensure the availability of health care providers during such an emergency.

Over $7 billion has been provided to bolster State, local, and hospital preparedness since 2001. The
Budget continues support for these investments by proposing an additional $1.3 billion. Included in
the total for hospital preparedness is $25 million for a targeted, competitive demonstration program
to establish a state-of-the-art emergency care capability in one or more metropolitan areas. Equally
important is ensuring the ability to know what preparedness improvements have been made across
the Nation, and where vulnerabilities remain, so these continued investments can be targeted to
where they are needed most. HHS is engaged with State and local partners to establish performance
indicators and standards and reassess the distribution of funds, to ensure that these investments
are directed to most efficiently improve State, local, and hospital preparedness. HHS is also working
with the Department of Homeland Security and other Federal departments and agencies in a coor-
dinated effort to develop a national preparedness goal and related metrics that will help assess the
Nation’s readiness and determine preparedness assistance needs. These steps will help maximize
the effect of each dollar toward reducing our actual vulnerabilities to potential attacks.

Defending the Nation’s Food Supply. The 2007 Budget continues the President’s commitment to
improving the safety of the food and agriculture supply. In 2007, FDA will continue to work with
USDA to improve protection of the Nation’s food supply from intentional or natural contamination.
The Budget requests a $20 million increase for FDA to develop testing methods to identify the pres-
ence of contamination quickly and accurately, and to improve its ability to respond once an incident
has occurred. The Food Emergency Response Network will continue to expand to allow for more rapid
analysis of food samples to respond to a terrorist attack and to more quickly identify outbreaks in the
food supply. Each of these activities will be coordinated with USDA, which will invest an additional
$322 million in 2007, to protect the food and agriculture supply from terrorist attacks.
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Promoting Health Information Technology

The Administration continues to place a high priority on making electronic health records avail-
able to most Americans, a goal set by the President in 2004. Widespread use of electronic health
records will help ensure Americans receive high quality medical care by providing doctors access to
patients’ medical history at the time of care. The Administration supports the adoption of health in-
formation technology (IT) as a normal cost of doing business to ensure patients receive high-quality
care. To encourage doctors and patients to adopt electronic health records, the Administration’s goal
is to promote conditions for a thriving free market. Identifying national standards will help focus
development efforts, increase demand for the technology, and ultimately create affordable technol-
ogy. The creation of the American Health Information Community in the Fall of 2005 is one step
toward this goal. The Community will help ensure that there are certified technology products and
nationwide interoperability standards, which should help purchasers of health IT have confidence in
the investments they make.

The 2007 Budget includes $169 million to accelerate progress for this effort, including $116 million
for the Office of the National Coordinator for Health Information Technology; $50 million for the
Agency for Healthcare Research and Quality; and $3 million for the Office of the Assistant Secretary
for Planning and Evaluation. Continuing and new activities include efforts to:

• Promote nationwide interoperability of health IT systems through an industry-wide process to
harmonize standard development, maintenance, and refinements;

• Define the key elements of basic electronic health records for use in clinical settings, develop
working prototypes for the use of electronic health data in such priority areas as coordinated
chronic disease management and improved ambulatory care, and capture laboratory test data
in a standardized way;

• Pursue breakthroughs in health systems architecture, such as rapidly collecting and dissemi-
nating public health surveillance data electronically, and encouraging the use of personal health
records for patients to keep their own computer-readable medical history;

• Work closely with the Centers for Medicare and Medicaid Services (CMS) to advance the use of
electronic prescriptions nationally; and

• Continue to address key privacy and security issues to encourage the exchange of health infor-
mation nationwide.

Expanding Affordable Health Care

The 2007 Budget includes a comprehensive, consumer-focused plan to address the problems of ris-
ing health care costs and the uninsured. The President’s plan to help reduce the rising cost of health
care while improving quality and safety includes an emphasis on price transparency and disclosure
of quality information. The plan also contains a package of proposals to promote: the use of health
savings accounts (HSAs); grants to States to encourage innovations in providing coverage to chroni-
cally ill individuals; association health plans; medical liability reform; and a national marketplace for
health insurance. This package of reforms will provide new and affordable health coverage options
for all Americans—targeted to those who need it most: low-income children and families; the chron-
ically ill; employees of small businesses; and the self-employed.

Price and Quality Transparency. The President seeks the commitment of medical providers, in-
surance companies, and business leaders to help consumers obtain better information on health care
prices and quality. The Administration will leverage Federal resources and work with the private
sector to develop meaningful measures for health care quality and to emphasize the importance of
all-inclusive price information.
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Encouraging Health Savings Accounts. HSAs are a major tool to promote the Administration’s
long-term vision of a more consumer-driven health care system—a system in which benefits are af-
fordable and portable, quality and patient satisfaction are high, and medical inflation is low. HSAs
combine a high-deductible health plan with a tax-advantaged personal savings account reserved for
medical purchases. This innovative approach gives the consumer greater ownership and control over
his or her health care, and for many consumers can be a more economical choice than traditional
insurance.

Created as part of the Medicare Modernization Act (MMA) in December 2003, HSAs have already
attracted an estimated one million enrollees. The Administration seeks to build on this promising be-
ginning with a robust package of policies designed to make HSAs even more affordable and portable.
For a full description of this package, see the Federal Receipts chapter in the Analytical Perspectives
volume. The highlights include:

• Making high-deductible health plans more affordable by creating tax parity between employer-
sponsored insurance and insurance purchased in the non-group market. The Budget proposes
to allow all individuals who purchase a high-deductible health plan in conjunction with an HSA
to deduct the amount of the health plan’s premium from their income and payroll taxes. Addi-
tionally, income tax deductible contributions to an individual’s HSA would also be exempt from
payroll taxes, which are paid by almost all workers.

• Increasing the maximum amount individuals can contribute to their HSA. Under current law,
individuals’ contributions are limited to the lesser of the amount of the deductible or $2,700 for
self-only coverage ($5,450 for family coverage) for 2006. Under this proposal, a person could
contribute—without paying income or payroll taxes on the contribution—up to the plan’s out-
of-pocket maximum, which is higher than the deductible.

• Establishing a refundable tax credit that would be available to those purchasing an
HSA-compatible high-deductible health plan.

• Enhancing portability of insurance by giving individuals the option of taking their health in-
surance with them. The Budget proposes to allow employers to offer and employees to select
portable HSA-compatible health plans. These policies would not be subject to State mandates
or regulations and would build on the 2006 proposal to create a national marketplace for health
insurance.

Focusing on the Chronically Ill. Chronically ill individuals often struggle to secure health insurance
coverage. The 2007 Budget proposes to create a competitive grant program whereby States compete
to receive funds to implement innovative policies to promote insurance among the chronically ill. For
this effort, $500 million would be available annually.

Reforming the Health Insurance Marketplace. In addition to the new initiatives to promote
affordable and effective health care, the 2007 Budget reproposes three initiatives to reform health
insurance markets across the country:

• Establishing association health plans that would allow small employers, civic groups, and com-
munity organizations to band together and use their purchasing power to negotiate lower-priced
coverage for their employees, members, and their families.

• Creating a competitive marketplace across State lines that maintains strong consumer protec-
tions.
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• Reforming medical liability law, which will increase access to quality and affordable health
care for all Americans, while reducing frivolous and time-consuming legal proceedings against
doctors and health care providers.

Fighting Global AIDS

The President has made fighting the global spread of HIV/AIDS a top priority of his Administration.
The President’s Emergency Plan for AIDS Relief is a five-year, $15 billion commitment to support
and strengthen the AIDS-fighting strategies of many nations. At the time of the Plan’s inception
in 2003, only 50,000 people in sub-Saharan Africa were receiving antiretroviral treatment. Today,
after two years of Emergency Plan implementation, more than 395,000 sub-Saharan Africans are
receiving the drugs that allow them to survive this disease. The 2007 Budget includes $4 billion for
the President’s Emergency Plan for AIDS Relief, an increase of more than $740 million over 2006, to
further strengthen international efforts to combat this epidemic through support for comprehensive
prevention strategies and lifesaving treatments. The President’s Global AIDS Coordinator relies on
HHS to help implement this expansion and meet the President’s goals.

Controlling the Spread of HIV/AIDS through Testing and Treatment

One of the primary challenges in fighting the HIV/AIDS epidemic in the United States is stopping
the spread of the disease through the identification and treatment of individuals who are infected
with the HIV virus but do not know it. To address this problem, the Administration is proposing $188
million for an initiative that will focus Federal resources on HIV-testing, medical care, and outreach,
with the goal of ending the growth in the number of new AIDS cases and reducing the future burden
of the disease.

Testing, treatment, and outreach efforts will focus on at-risk populations, including low-income
and minority communities that are increasingly hardest hit with growing rates of new infections.
Routine testing and awareness campaigns will also be directed at incarcerated populations and drug
treatment facilities. The initiative will also provide additional funding to finance medications and
treatment for those currently in need, as well as individuals newly diagnosed with HIV/AIDS due to
increased testing efforts.

Improving and Modernizing Medicare

The Medicare bus travels across the United States to educate
Medicare beneficiaries about the new prescription drug benefit.

Implementing the Medicare Prescription Drug
Benefit. The MMA established the most important
new Medicare benefit in the program’s 40-year
history: new voluntary prescription drug coverage,
which began on January 1, 2006. Seniors and
people with disabilities who enroll in the benefit
are now expected to pay an average monthly
premium of around $25 in 2006, far lower than
previous projections of around $37. In every State,
beneficiaries have a choice of at least one plan
with monthly premiums below $21, and in many
parts of the country beneficiaries can enroll in
a drug plan for as little as $1.87 per month. In
addition, competition is enabling beneficiaries
to select plans that they prefer to the standard
Government-defined drug benefit.
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In every region, prescription drug plans are available with zero deductibles or deductibles lower
than Medicare’s standard annual deductible, and plans are available that allow beneficiaries to fill in
the “coverage gap” in the standard benefit. Through telephone and online support, and thousands of
community events and activities around the country, CMS and its partners are helping beneficiaries
learn about what the new drug benefit means for them. Open enrollment ends in May 2006.

The Medicare prescription drug benefit is off to a good start. As of the middle of January 2006,
nearly 24 million Medicare beneficiaries are participating in this important new benefit. This 24 mil-
lion figure includes more than six million Medicare-Medicaid dual eligible beneficiaries, almost seven
million in employer-sponsored coverage of some kind, and about 3.6 million beneficiaries who have
signed up for stand-alone prescription drug coverage. In addition, three million Medicare-eligible
Federal retirees will continue to receive the drug coverage they already enjoy. Some implementation
issues will arise in any undertaking of this magnitude; resolving issues as they arise is a high prior-
ity.

Low-income beneficiaries are receiving additional assistance in paying for their drugs under the
new Medicare prescription drug benefit, making the drug coverage more affordable and accessible to
those most in need. The additional assistance allows these beneficiaries to pay reduced premiums
and deductibles for their drug coverage.

Advancing Medicare Advantage. The MMA created the Medicare Advantage (MA) program to offer
greater choices and higher quality care to beneficiaries through competition among private health
plans. Overall, private health plans offer more generous benefits and lower cost-sharing for bene-
ficiaries than Medicare fee-for-service. Beneficiaries in MA now save an average of about $100 per
month in out-of-pocket costs compared to traditional Medicare, and beneficiaries in fair or poor health
save significantly more. The MMA successfully reversed a downward trend in private Medicare plan
enrollment, and approximately 13 percent of beneficiaries are currently enrolled in MA plans.

President Bush discusses improvements to Medicare with
beneficiaries on August 29, 2005, at the Pueblo El Mirage RV Resort
and Country Club in El Mirage, Arizona.

In 2006, most Medicare beneficiaries will be
able to choose from a variety of options to find a
MA plan that meets their needs and preferences
for how to get their care. CMS expects to
contract with a full range of private health
plans that will include health maintenance
organizations, preferred provider organizations
(PPOs), fee for service plans, and “special needs”
plans designed to provide specialized care and
support for beneficiaries with frailty or serious
chronic diseases. Approximately 98 percent of
Medicare beneficiaries will have access to some
kind of local private MA plan. Of the 3,066
counties in the United States, 3,004 will have a
participating local plan. For the first time, PPO

plans will be widely available in Medicare, with more than 80 percent of beneficiaries having access
to regional PPO plans.

Encouraging Beneficiary Choice. HSAs enable individuals to take greater control of their health
care choices. More than one million Americans have opted for an HSA since the President signed
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them into law in December 2003. However, Medicare still does not offer any HSA options. The Ad-
ministration is developing new Medicare HSA choices for beneficiaries, including allowing people to
“age in” to Medicare with their existing HSAs.

Enhancing Medicaid and the State Children’s Health Insurance Program (SCHIP)

Medicaid is an open-ended means-tested entitlement program financed jointly by the Federal Gov-
ernment and States. The Federal Government pays on average 57 percent of Medicaid expenses.
Medicaid provides health coverage and services to nearly 53 million low-income children, pregnant
women, elderly persons, and disabled individuals during the year. In 2007, Federal Medicaid outlays
are estimated to be $199 billion.

Receiving prompt care.

SCHIP was established in 1997 to make available approximately
$40 billion over 10 years for States to provide health care coverage
to low-income, uninsured children who did not qualify for Med-
icaid. SCHIP gives States reasonable flexibility in effective pro-
gram design while protecting beneficiaries through Federal stan-
dards. Since the beginning of the Administration, total enrollment
in SCHIP has grown by an estimated 1.5 million children, to a to-
tal of approximately 6.1 million in 2004. Current law rules for
distributing SCHIP funds can lead to shortfalls for some States.
The 2007 Budget will seek authority to target SCHIP funds more
efficiently to States with the most need.

The Deficit Reduction Act (DRA) takes important steps toward
achieving savings in Medicaid while promoting effective Medicaid
policy. The Administration commends the Congress’ successes, as
this legislation accomplishes many of the Administration’s 2006
Budget priorities. These accomplishments include provisions that
reform Medicaid long-term care eligibility and help individuals
prepare for possible long-term care needs, as well as provisions
that build on the President’s New Freedom Initiative, promoting
home- and community-based care options for people with disabilities.

Medicaid/SCHIP Modernization. In past years, States have expressed concerns regarding the
complex array of Medicaid laws, regulations, and administrative guidance as overly burdensome.
Medicaid rules prohibit States from providing care comparable to the private sector. States widely
believe that the Medicaid program structure has out-of-date requirements, which create higher costs
and prevent States from helping additional uninsured individuals get the coverage they need.

The DRA responds to State requests for additional flexibility by providing States with new options.
For non-disabled, non-elderly persons who are eligible for Medicaid, the DRA allows States to follow
the lead established by SCHIP and provide more flexible benefit packages that are more comparable
to those in the private sector. The DRA also establishes an option for States to raise the Federal
limits on allowable beneficiary cost sharing in Medicaid to offer more State flexibility and to keep
pace with inflation. As in SCHIP, which is already used by many States to cover similar populations,
States would be given the flexibility to apply cost sharing by income level, beneficiary category, or
service type in the form of premiums and/or co-payments, totaling no more than five percent of total
family income.

The changes included in the DRA represent meaningful Medicaid reform. The Administration will
take further steps to support States to use these reforms effectively to improve access to needed care
by developing new waiver initiatives. The Administration has achieved considerable success with
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the Health Insurance Flexibility and Accountability (HIFA) demonstration initiative, included in the
President’s Management Agenda, which emphasizes coordination of currently available Medicaid
and SCHIP funding with private insurance. Through the HIFA initiative, States can provide health
care to more beneficiaries with the same amount of funding by changing delivery systems and using
mainstream coverage, including coordination with employer plans. At full implementation, approxi-
mately 825,000 individuals may receive coverage through 11 approved HIFA waivers.

Building on the HIFA initiative and the approaches adopted by innovative States such as Florida,
the Administration will develop a new waiver initiative that emphasizes market-driven approaches
to health care. In conjunction with the DRA, this approach allows States to emphasize expanding
needed coverage to uninsured individuals and to promote greater continuity of coverage. This new
model will stress consumer-driven approaches to health care with access to affordable coverage while
giving States more tools to offer better health coverage to some current beneficiaries, as well as to
individuals who are currently uninsured. By broadening choices and encouraging competition in the
private market, Medicaid can continue to modernize through State-level reforms. The result will
be more seamless access to coverage for low-income families and children in Medicaid, as well as to
other uninsured persons with limited incomes.

On October 19, 2005, the Administration approved Florida’s waiver request to reform its Medicaid program.

meets their needs while creating a marketplace in which plans compete.

The reform strategy includes flexibility for provider networks to create benefit packages that meet the unique
needs of patients, payments to plans based on the health status of their enrollees, and mechanisms that
allow participants to select the best plan for their individual needs. Florida’s reform program also provides the
opportunity for participants to opt out of their Medicaid benefit and use their State-paid premium to purchase
employer-sponsored insurance. Further, participants will be able to earn enhanced benefits by engaging in
healthy lifestyles that will allow them to purchase health care goods and services not provided by their plan.

Governor Jeb Bush said of the State’s effort, “Medicaid is a vital safety net for Florida’s most vulnerable, and
it’s time we transformed the program to reflect the needs of patients, rather than the dictates of government.”

Medicaid Commission and Modernization. This past year, the HHS Secretary established a Med-
icaid Commission to provide options for modernizing Medicaid in ways that would offer high-quality
health care to beneficiaries. In particular, the Commission is charged with developing long-term
recommendations that emphasize Medicaid’s financial sustainability.

The Administration looks forward to the Medicaid Commission’s recommendations as laying the
groundwork for additional future reforms. The Administration is committed to pursuing Medicaid
reforms that will build on the improvements included in the DRA. More progress can be made, such
as in the area of integrated care for individuals dually eligible for Medicaid and Medicare.

Florida Demonstration Tests Innovative Medicaid Reform

Florida’s innovative approach—the first of its kind—will empower participants to choose a plan that best
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Service Enhancements. The DRA enhances services for former welfare recipients by extending
Transitional Medical Assistance (TMA) through December 31, 2006. This program provides cover-
age for former welfare recipients entering the workforce, and the Administration proposes extending
the program through September 30, 2007. Similarly, the 2007 Budget proposes Cover the Kids, a
national outreach campaign. This initiative will provide $100 million in grants annually to enroll
additional Medicaid- and SCHIP-eligible children by combining the resources of the Federal Govern-
ment, States, schools, and community organizations.

Health Insurance Portability and Accountability Act (HIPAA). Since enacted in 1996, HIPAA has
had the goal of increasing the continuity and accessibility of health insurance. To ensure that Med-
icaid and SCHIP beneficiaries receive the benefits of HIPAA coverage, the Administration proposes
two legislative changes: 1) make eligibility for a Medicaid/SCHIP Employer-Sponsored Insurance
(ESI) Program a qualifying event, allowing families to enroll in ESI immediately through special en-
rollment rather than waiting for an open enrollment period; and 2) require SCHIP programs to issue
certificates of creditable coverage promoting portable health coverage by verifying the period of time
an individual was covered by a specific health insurance policy.

Enhancing the Faith-Based and Community Initiative

The First Lady talks with students during a visit to the Church of the
Epiphany in Washington, D.C., as part of her Helping America’s Youth
Initiative.

Compassion Capital Fund. The 2007 Budget
provides $100 million to enhance the efforts
of faith-based and community organizations
serving low-income individuals and families.
Specifically, grassroots organizations will
receive training and technical assistance, as
well as targeted capacity building to better
meet the needs of the poor by improving their
delivery of social services. Also, the Budget
supports the First Lady’s Helping America’s
Youth Initiative by funding the capacity-build-
ing activities of organizations with a focus on
preventing violence and helping youths at risk
of gang influence.

Abstinence-Only Education. The 2007 Bud-
get proposes $204 million for abstinence-only
education programs. This includes $137 million for the community-based abstinence education pro-
gram, of which up to $10 million will fund the national abstinence education campaign. It also in-
cludes $50 million in mandatory funding for the State-based abstinence grants program, $13 million
for the Adolescent Family Life Program, and $4.5 million for evaluations of abstinence programs.
The Budget supports increasing funding for abstinence-only education programs to $270 million by
2009, and to continue providing $4.5 million for abstinence program evaluations each year.
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Access to Recovery. Access to Recovery
represents an innovative approach to facili-
tating recovery from addiction by providing
individuals with vouchers for substance abuse
treatment. These vouchers enable addicted
and recovering individuals to personally
choose from a range of effective treatment and
recovery support options, including faith-based
and community providers. The 2007 Budget
includes $98 million for grants to 20 States to
provide access to effective treatments. Within
this amount, $25 million will be targeted to help
individuals recover from methamphetamine
abuse. Methamphetamine addiction is a
growing problem in the United States that
inflicts serious harm on individuals, families,
and communities.

As part of the President’s efforts to expand choice and individual empowerment in Federal
assistance programs, the Administration will offer incentives to encourage States to provide a
wider array of innovative treatment options to those in need of recovery by voluntarily using their
Substance Abuse Block Grant funds for drug treatment vouchers. Building on the successful model
of the Access to Recovery program, distribution of block grant funds through a voucher system will
promote innovative drug and alcohol treatment and recovery programs, provide a wider array of
treatment provider options, and introduce into the system greater accountability and flexibility.
The Administration will also look for new opportunities to expand choice in other drug treatment
activities.

Mentoring Children of Prisoners. The 2007 Budget continues to fund the President’s initiative to
mentor the children of prisoners. The Budget provides $40 million to fund effective grantees.

Supporting Low-Income Families

Temporary Assistance for Needy Families (TANF). The DRA extends the successful TANF
program through September 2010 to provide assistance to families with children. Since the
reformed welfare program was created in 1996, the number of welfare recipients has continued
to decrease, and employment and earnings among the target population have increased. This is
reflected in the Program Assessment Rating Tool (PART) evaluation, where the program received
a rating of Moderately Effective, because it was able to demonstrate the program’s impact with
performance measures and independent evaluations. Reauthorization maintains the funding level,
strengthens work requirements to maximize self-sufficiency, and supports healthy marriage and
family formation.

2007



THE BUDGET FOR FISCAL YEAR 2007 117

Supporting Healthy Marriages and Responsible Fatherhood. The Budget provides $250 million for
healthy marriage initiatives, of which $100 million is for competitive matching grants to States for
marriage promotion. It also includes $150 million for healthy marriage and responsible fatherhood
from welfare reauthorization. Of this, up to $50 million supports the new strengthening fatherhood
initiative for the 25 million children living in homes without fathers, and up to $2 million is for the
new child welfare demonstration grants for Tribes. The remaining funds support demonstrations, re-
search, and technical assistance to promote family formation and healthy marriage. These programs
are funded by redirecting a portion of the savings from the elimination of the High Performance bonus
and the Reduction of the Out-of-Wedlock Birth Bonus.

Child Support Enforcement. The Child Support Enforcement program is designed to help low-
income and vulnerable families with children become self-sufficient by obtaining support from the
children’s non-custodial parents. Welfare reauthorization includes several of the Administration’s
proposals to more effectively collect and distribute child support to families. The Budget reproposes
additional provisions to further improve the program’s enforcement tools.

Enhancing Research. The Administration will explore how existing program administrative data,
such as the Federal Parent Locator Service, could be used to enhance the Government’s ability to
do more comprehensive research on the interactive effects of participation in Child Support; TANF;
Medicaid; and SCHIP, and the relationship of program participation to employment and wages. Un-
derstanding how employment patterns affect family well-being and Federal program participation
will help the Administration monitor progress toward the goal of family self-sufficiency.

Strengthening Programs for Children

Early Childhood (Good Start, Grow Smart). Because it is important for children to enter school
ready to learn, the Administration has worked to improve early childhood programs through the
Good Start, Grow Smart initiative. The goals of this initiative are:

• Strengthening Head Start;

• Working with States to improve early childhood learning; and

• Providing parents, teachers, and caregivers with information on early learning.

To further these goals, the Budget supports reauthorization of Head Start and provides $6.8 billion,
enough to serve more than 900,000 children.

Child Welfare Program Option. The 2007 Budget seeks legislation to introduce an option for all
States so they can choose an alternative system for foster care. Flexible financing will allow States to
design programs with a stronger emphasis on child-abuse prevention, family support, and increased
flexibility in providing services.
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Prioritizing Resources

In 2006, the Congress terminated or reduced spending in a number of HHS programs that were
either duplicative, inefficient, or not producing results. This produced over $1 billion in savings.
The 2007 Budget builds upon this success by identifying additional low-performing or lower priority
programs that should be terminated or reduced. As the Administration strives to improve efficiency
and effectiveness, the Budget redirects resources to other public health and social service activities
that have greater accountability to improve the public health and welfare. Highlights are discussed
below.

Proposed Terminations and Reductions
(savings in millions)

Program
2006

Enacted 1
Program

2007
Proposed 2

Terminations

Health Facilities Construction Community Services Block Grant ..................... 630
Congressional Earmarks................................. 483 Preventive Health Block Grant ........................... 99

Healthy Community Access Program ............. 83 Urban Indian Health Program ............................ 33
Youth Media Campaign ........................................ 59 Community Economic Development................ 27
Early Learning Opportunities Fund.................. 36 Emergency Medical Services for Children .... 20
National Youth Sports ........................................... 18 Universal Newborn Screening ........................... 10
Real Choice Systems Change Grants ............ 15 Traumatic Brain Injury ........................................... 9
State Planning Grant Program .......................... 11 Rural Community Facilities.................................. 7
Community Food and Nutrition.......................... 7 Job Opportunities for Low-Income
Direct Service Worker Delivery Grants........... 3 Individuals ............................................................. 6
Trauma-Emergency Medical Services ............ 3

Reductions

Health Professions ................................................. 155 Social Services Block Grant ............................... 500
CDC Congressional Project Earmarks ........... 60 Children’s Hospital’s Graduate Medical
Programs of Regional and National Education Payments ......................................... 198

Significance .......................................................... 40 Health Professions ................................................. 136
Preventive Health Block Grant ........................... 20 Rural Health .............................................................. 133

Programs of Regional and National
Significance .......................................................... 71

CDC Administrative Expenses........................... 30
Poison Control Centers......................................... 10

1 Difference from 2005.
2 Difference from 2006.

Community Services Block Grant. The Community Services Block Grant (CSBG) provides funds
through States to Community Action Agencies to fund social services to reduce poverty and increase
self-sufficiency. The Budget eliminates CSBG because it lacks national performance measures and
does not award grants on a competitive basis. In addition, key CSBG services targeting employment,
housing, nutrition, and health care are also provided by other Federal programs. This is supported
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by findings from the PART evaluation, in which the program received a rating of Results Not Demon-
strated.

Social Services Block Grant. The Budget reduces 2007 Social Services Block Grant (SSBG) funding
by $500 million. The 2005 PART identified several weaknesses of the block grant. While SSBG
provides State flexibility, as the Congress intended, it fails to ensure that funds are directed towards
activities that achieve results. Because SSBG is a funding stream, rather than a program, there are
no assessments of its effectiveness. In addition, the purposes of SSBG overlap substantially with
other categorical and flexible Federal social service programs.

Preventive Health Block Grant. The 2007 Budget proposes the elimination of the Preventive Health
Block Grant at CDC. The Budget proposes to increase the flexibility of CDC’s existing State categor-
ical grants by allowing a portion of these funds to support primary prevention and health services.
This added flexibility maintains the accountability of CDC State categorical grants while limiting
redundancy, and gives States the tools they need to address public health concerns.

Health Professions. The Budget reduces unnecessary subsidies for health professions training. The
programs were created 40 years ago in response to an anticipated national shortage of physicians that
does not exist today. An assessment of the program found it was ineffective. No comprehensive eval-
uations link Health Professions grants to changes in supply, distribution, or minority representation
of physicians and other health professionals. The Budget improves access to health care by focusing
investments where there is a greater need, such as Health Centers and the supply of nurses.

Rationalizing Medicare Financing
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Strengthening Medicare’s Long-Term
Financial Security. Medicare, which repre-
sents about two and a half percent of the
economy today, is projected to grow to about
12 percent of the economy by 2070. The
Medicare Trustees estimate that the Medicare
program will require $29.9 trillion over 75
years from the Federal budget above and
beyond dedicated revenues from the public.
This rapid growth in expenditures would
place a substantial burden on future budgets
and the economy. Reducing program growth
while continuing to promote high-quality care
is critical to minimizing Medicare’s burden
on the economy and ensuring the program’s
sustainability and effectiveness for future

generations.

The Administration has pursued a steady course toward Medicare reform and modernization. The
MMA brought Medicare into the 21st Century by adding a new drug benefit, bringing Medicare’s
benefits up to date with a much greater focus on preventive care. The MMA also took a first step
toward improving Medicare’s sustainability by requiring the Medicare Trustees’ Report to include a
new, comprehensive fiscal analysis of the program’s financing, and issue a warning if this analysis
projects Medicare’s dedicated revenues to fall below adequate levels.

The President’s Budget proposes to build on these steps toward a modern, sustainable Medicare
program by requiring further action should the share of Medicare spending funded by dedicated
revenues fall below adequate levels. If the Congress failed to act on recommendations to reach more
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sustainable financing levels, a modest slowdown in the rate of growth would be implemented through
a four-tenths of one percent reduction to all payments, similar to a reduction in the market basket
update. The reduction would grow by four-tenths of one percent every year that shortfalls continue to
occur. If the Congress preferred to enact more specific sustainability reforms in lieu of these modest
payment trends, expedited procedures would facilitate consideration.

The Deficit Reduction Act and the MMA are important steps in the process of improving Medicare’s
sustainability. The Budget includes a number of proposals that build upon this foundation to take
important further steps to enhance the long-term sustainability of the Medicare program. The 2007
Budget recognizes that accomplishing the goal of financial solvency for the Medicare program will
require a series of incremental reforms that can be achieved most smoothly and effectively if they
are implemented over many years.

Modernizing Medicare Financing. The MMA began to rationalize and strengthen financing of the
Medicare program by limiting the growth in subsidies for higher-income beneficiaries who are most
able to contribute to the costs of their coverage. This modernization gave these beneficiaries increased
ownership of and greater responsibility for their health care needs, while preserving Medicare’s ca-
pacity to provide more support for beneficiaries with more limited means. In order to strengthen the
program’s long-term fiscal sustainability, the Budget proposes to broaden the application of reduced
subsidies for higher-income beneficiaries.

Fostering Productivity. Individuals enrolled in Medicare today benefit from innovations that en-
able them to have improved quality of life as they age. Many of these changes in the delivery of care
and advances in technology, as well as other management improvements, also enhance the health
care system by improving productivity. The Budget proposes to consider these advances in mak-
ing productivity adjustments to provider updates that allow Medicare to deliver high-quality care
and encourage efficiency. Prospective payments reward those providers who reduce their costs and
streamline their operations. Similarly, a productivity adjustment to inflation updates encourages
those facilities to improve efficiency.

Improving the Ryan White CARE Act’s Effectiveness through Reform

Much has changed in the epidemiology and medical management of HIV/AIDS since the Ryan
White CARE Act was enacted in 1990. Fifteen years ago, those diagnosed with the disease had little
hope of survival; patients today are living longer and healthier lives. The epidemiology of the disease
has also changed as minorities now make up the majority of new infections and, according to CDC,
many of these individuals have insufficient access to health care and the antiretroviral medications
they need.

The President has called for reauthorization of the Ryan White CARE Act to make the Act more
responsive to the HIV/AIDS epidemic of today, especially for African-American and other minority
communities who disproportionately suffer from the disease. The President’s principles to guide
reauthorization include:

• Focusing Federal resources on life-extending care, including the provision of life-saving anti-
retroviral medications;

• Ensuring greater flexibility in distribution of Federal resources and targeting funding to those
areas, such as minority communities, that are experiencing the greatest need; and

• Ensuring that recipients of funds can show that progress is being made and that the program
is achieving results.
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Enhancing the National Institutes of Health

DNA Double Helix, the genetic basis of all life.

NIH will invest $28.4 billion to support, conduct,
and foster biomedical research in 2007, embarking
on several new initiatives to contribute more effec-
tively to the Nation’s strong biomedical research
foundation and to prepare for the future.

Accelerating Discovery. Initiated in 2003, the
NIH Roadmap for Medical Research speeds
research discoveries from the bench to the bedside
by directing resources to high-priority, emerging
areas to encourage innovation and scientific
breakthroughs. The Roadmap charts new
pathways to discovery, designs interdisciplinary
scientific research teams, and re-engineers the
clinical research enterprise. The Budget also
supports a new Genes, Environment, and Health
Initiative with $68 million to accelerate discovery of the major genetic factors for diseases that have
a substantial public health impact. Additionally, the initiative will accelerate the development of
technology, which will help make clear the connection between genes and the environment on human
health. The request includes nearly $160 million to support activities related to the advanced
development of biodefense countermeasures and $35 million for pandemic influenza clinical trials
and studies.

Enhancing Management and Oversight. NIH will continue the establishment and staffing of the
Office of Portfolio Analysis and Strategic Initiatives (OPASI). In 2007, OPASI will serve as the center
of NIH portfolio management and coordination activities. OPASI will fill the crucial role of contin-
ually evaluating the benefits and impacts of NIH research investments, stimulating investments
in research involving multiple Institutes and Centers, and reviewing the vast portfolio of research
activities across NIH.

Developing Decision Support Tools. Also in 2007, NIH will continue the development of a knowledge
management system to assist with the oversight of its portfolio. This knowledge management system
will allow NIH to improve the reliability and consistency of reporting on NIH research investments,
increase transparency, and speed the process of collecting and querying grant data.

Targeting Children’s Hospital Payments

The Budget reforms Federal financing for Children’s Hospitals Graduate Medical Education pay-
ments. Federal funds currently go to free-standing children’s hospitals without regard to which hos-
pitals most need the Federal assistance. The reformed payments will focus on those hospitals with
the greatest financial need that treat the largest number of uninsured patients and train the greatest
number of physicians.

Reforming the Community Mental Health Services Block Grant

The President’s New Freedom Commission on Mental Health found that mental health services in
the United States are fragmented and in disarray. The Commission put forth an agenda to transform
mental health care. The Budget helps carry out that agenda by reforming the Community Mental
Health Services Block Grant. The block grant allocates resources to every State for planning and ser-
vices and currently offers little evidence of impact on mental health care. Under the reform proposal,
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States will use these funds to transform their mental health care systems and will track and report
on the results of these investments.

Improving the Health Status of American Indians and Alaska Natives
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For over 50 years, the Indian Health Service
(IHS) has delivered health services to Amer-
ican Indians and Alaska Natives. Through
direct primary care, referrals for specialty
care, and public health services, IHS has
substantially improved the health status of
this population. Since 1972, the average death
rate from all causes for American Indians and
Alaska Natives has declined by 26 percent
overall, and as the accompanying chart shows,
the reduction is even greater in many disease
areas. Along with these gains come new
challenges. For example, a diabetes epidemic
among American Indians and Alaska Natives
threatens to slow or even reverse some of this
progress. During this same period, the death

rate from diabetes has increased by 64 percent. American Indians and Alaska Natives are now
three times more likely to be diagnosed with diabetes than other Americans.

In response to this threat, IHS has been increasing activities related to the prevention and man-
agement of diabetes and set several performance goals to measure progress. IHS has increased the
percentage of American Indians and Alaska Natives with diabetes that have their blood sugar and
blood pressure under control, and has improved screening rates for other complications associated
with diabetes. Diabetics who control blood sugar and blood pressure and obtain recommended screen-
ings experience fewer debilitating and costly complications from the disease. IHS is continuing to
improve surveillance and data collection in order to direct and manage resources to most effectively
address the growing problem of diabetes and further improve the health of American Indians and
Alaska Natives.
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Reducing Drug Use

Youth Drug Use is Decreasing
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Drug use by the Nation’s youth puts their
health and future at risk and strains families,
schools, and communities. Between 2002 and
2004, drug use by the Nation’s youth (between
the ages of 12 and 17) fell by about 200,000, a
drop of nine percent in the number of teenagers
using illicit drugs. The rate of drug use among
this age group fell from 11.6 percent in 2002
to 10.6 percent in 2004. The Administration is
building on this progress to discourage a new
generation of youth from taking these risks.
Valid and reliable data are central to assessing
the impact of drug control programs. The
2007 Budget strengthens data collection efforts
critical to support drug policy and further
reduce drug use.

Modernizing FDA User Fees Strategies

Since the authorization of the Prescription Drug User Fee Act in 1992, the collection of fees has
been critical in leading to performance improvement in drug review. The Act has allowed FDA to
shorten the length of new drug reviews while maintaining the safety of newly improved drugs and
devices. Fees for reviews have been so successful in improving FDA performance that they have
also been implemented for medical devices and animal drugs in recent years. These fees also help
ensure that industries that benefit from rigorous FDA oversight share with the U.S. taxpayer the
responsibility for supporting this oversight.

The Budget proposes to expand the current drug, animal drug, and medical devices export certifi-
cation fee to include food and animal feed. These certificates enhance the global competitiveness of
American food and feed producers by ensuring that the products meet certain requirements of law.
The President’s Budget eliminates the current preferential treatment of the food and feed industry.

The 2007 Budget also proposes new fees for re-inspections. FDA is statutorily required to inspect
manufacturing establishments on a regular basis. To further encourage industry improvement, fees
would be assessed for repeat inspections that are needed as a result of violations identified on the
first inspection.
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Improving Quality of Care for Medicare Beneficiaries

Consumers can evaluate hospital efforts to prevent surgical infections
by viewing quality measures at CMS’ Hospital Compare website.

Encouraging Provider Quality. The Admin-
istration has undertaken initiatives to improve
care, reduce errors, and improve efficiency for
Medicare beneficiaries by holding providers
accountable for quality and supporting care
improvements that enhance quality while
improving efficiency. The Medicare website
now displays quality data that allow consumers
to make informed choices by comparing the
performances of hospitals, skilled nursing
facilities, home health agencies, and dialysis
facilities. Recently, Medicare has expanded
these efforts to include a voluntary reporting
system for physicians to provide information
on the quality of beneficiary care, as well as
systems for widespread reporting on hospital patient satisfaction and surgical results.

The Administration supports greater availability of reliable and consistent quality information
through incentives for quality reporting that do not increase Medicare costs. CMS is also working
with providers to identify and test budget-neutral incentives that will stimulate Medicare providers
to improve performance on quality and efficiency measures.

The Administration supports provider payment reforms that would encourage quality and effi-
ciency, and discourage increased complications and costs. Building on provisions in the DRA, CMS
will work collaboratively with private and public organizations to implement reforms that support
higher-quality care and improved efficiency. Many of the opportunities to improve quality and effi-
ciency involve post-acute care. Medicare often pays very different amounts for post-acute care for
beneficiaries with similar needs, and often pays more when preventable complications leading to
readmissions and other health problems occur in the post-acute system. The Budget proposes to
build on the Administration’s quality initiatives by ensuring that patients are served in the most
medically appropriate and efficient setting for high-quality post-acute care.

An important component of these reforms is consideration of better ways to encourage more ef-
ficient and high quality physician services. The Administration supports reforms in physician pay-
ment that do not increase costs for taxpayers or for Medicare and its beneficiaries, such as differential
updates initially for physicians that report on quality measures and later for physicians that achieve
efficient and high-quality care.

Promoting Competition. The MMA included provisions to incorporate market competition into
purchasing medical items needed to treat beneficiaries. Competition is an important approach to
improving care for beneficiaries by enhancing quality and lowering costs. The Administration will
implement a competitive bidding program in July 2006 to enable physicians to obtain certain drugs
used in their offices at lower prices. The Administration will expand the use of additional competi-
tive bidding programs in 2007, for example, into the purchase of medical supplies and equipment. In
particular, the Budget proposes to integrate competitive bidding into payment of clinical laboratory
services.
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Advancing Medicare Contracting Reform

The 1965 Medicare Act mandated that Medicare use private insurance companies to process claims.
Since that time, Medicare has paid the contractors based on cost with little discretion of payment for
performance or efficiency. This administrative structure is not keeping pace with the evolving health
care delivery system. The MMA requires that CMS transition to competitive contracts by 2011. The
Administration is accelerating implementation with completion targeted in 2009. It removes the re-
strictions that have prevented full and open competition for the fee-for-service workload. As a result,
Medicare will consolidate from the current arrangement of about 40 contractors for processing Parts
A and B fee-for-service claims to 15 single or multi-State regions. The agency will award one con-
tract for each region that covers claims processing services and recompete these contracts every five
years. CMS will tie payments to accuracy and efficiency of contractors’ claims processing services. In
addition, the Administration will work to improve efficiency and quality, and better target resources
in the Quality Improvement Organization program.

Continuing Medicare Program Integrity

Medicare program integrity efforts have yielded savings from the recovery of erroneous overpay-
ments and the collection of criminal fines and penalties. The 2007 Budget continues this effort with
$1.1 billion from the Health Care Fraud and Abuse Control account to fight improper Medicare pay-
ments. The Budget requests $118 million for efforts to protect the new Medicare prescription drug
benefit and the MA program against fraud, waste, and error, as well as reduce errors in Medicaid.
These funds are part of a Government-wide proposal to fund program integrity activities through a
discretionary cap adjustment. In addition, the Budget proposes to encourage Medicare providers to
collect payments from beneficiaries who do not meet their obligations to contribute to the cost of their
medical care.

Strengthening Federal Health Benefit Payments

Private health insurance payers supplement coverage for some beneficiaries enrolled in Federal
health benefit programs. In certain cases, due to lack of accurate and complete information about
such private coverage, the Federal Government mistakenly pays too much or too little for a benefi-
ciary’s care. To help ensure appropriate payments and assist in recouping mistaken payments, the
Budget proposes to establish a data clearinghouse that would work to determine whether a private
insurance company or the Government should pay for a beneficiary’s health benefits. Federal health
programs benefiting from this clearinghouse would include Medicare, the Department of Veterans
Affairs, the Department of Defense’s Tricare program, and the Federal Employees Health Benefits
Program, among others.

Reforming Medicaid Financing and Services

Medicaid is an open-ended Federal-State partnership with a shared financing structure. In certain
circumstances, opportunities exist for States to draw down Federal matching funds inappropriately,
which threaten this joint relationship and the financial stability of the Medicaid program. The 2007
Budget proposes reforms that enhance past efforts to create service efficiencies and to assure the
fiscal integrity of Medicaid and SCHIP.

Reforming Payments to Government Providers. The Administration proposes to improve further
the integrity of the Medicaid matching rate system by proposing steps to curb financing arrange-
ments used by a number of States to avoid the legally determined State matching fund requirements.
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Through various mechanisms, Federal funds are returned from providers back to the State and “recy-
cled” to draw additional Federal dollars. The Budget proposes to build on CMS’ efforts to identify and
recover diverted payments that are not used for their intended purposes. The Budget also proposes
to limit Federal reimbursement for Government providers to no more than cost. This proposal would
curb excessive payments and still preserve a State’s ability to pay reasonable rates to Government
providers.

Reforming Provider Taxes. Under certain conditions, States may use the proceeds of taxes collected
from a certain class of health providers to help finance the State’s share of Medicaid expenses. Under
current rules, the tax cannot exceed six percent of revenues and must be applied uniformly across
all health care providers in the same class (e.g., all hospitals). Although current law requires States
to tax all providers within a class—regardless of how many Medicaid patients they serve—statute
allows States to tax only Medicaid managed care organizations. The DRA amends the statute to
require States to tax all managed care organizations uniformly.

In addition to the reform included in the DRA that treats managed care organizations the same as
other classes of health care providers with respect to provider tax requirements, HHS will publish a
regulation that phases down the allowable tax rate from six percent to three percent. HHS will also
take necessary administrative steps to clarify and codify existing policies used to determine whether
provider taxes comply with statute including revising existing regulations.

Third Party Liability. By statute, Medicaid is the payer of last resort and should only be billed
after all other liable parties have reimbursed their share of the claim. Statute and regulation require
States to ensure that Medicaid recipients avail themselves of all other resources—legally responsible
third parties—to pay for their medical needs before using Medicaid. The 2007 Budget includes a
package of proposals designed to enhance existing third party liability policy.

Additionally, through waivers of the so-called cost avoidance methodology, HHS allows States to
“pay and chase,” that is, to pay a claim when it is received initially and then to seek reimbursement
from liable parties. The Administration plans, through administrative action, to require States to up-
hold the cost avoidance standard for pharmacy claims, thereby eliminating the pay and chase option.

Service Reforms. The service reform included in the DRA tightens the definition of targeted case
management services allowable for reimbursement under Medicaid. The 2007 Budget includes a
legislative proposal to align the administrative matching rate for targeted case management services
to 50 percent, consistent with Federal reimbursement for case management across Federal programs.

In addition, the Budget proposes a package of initiatives designed to address service areas sus-
ceptible to abuse and to target Medicaid dollars more efficiently. To ensure proper use of Federal
funds, the Administration plans to clarify through regulation the statutory Disproportionate Share
Hospital program provisions and allowable services that can be claimed as rehabilitation services.
In addition, the Budget plans to prohibit Federal Medicaid reimbursement for school-based admin-
istration or transportation costs established under the Individuals with Disabilities Education Act
(IDEA); these are costs not traditionally paid for through Medicaid. This plan would maintain the
original intent of IDEA while insuring appropriate use of Federal funds.

Cost Allocation. The Personal Responsibility and Work Opportunity Reconciliation Act of 1996
capped Federal funding for administrative costs under TANF and eliminated the open-ended match-
ing structure for administrative costs in Aid to Families with Dependent Children (AFDC). Under
the AFDC structure, States generally allocated most of the common eligibility determination costs
for AFDC, Medicaid, and Food Stamps to AFDC/TANF. As a result, administrative costs associated
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with Medicaid were inappropriately included in the TANF block grant. This proposal would reduce
Medicaid administrative funding to reflect costs covered by the TANF block grant.

Medicaid and SCHIP Financial Management. Health Care Fraud and Abuse account entities will
develop a comprehensive plan for Medicaid and SCHIP program integrity. HHS will continue activi-
ties in 2007 to measure improper payments in Medicaid and SCHIP and begin reporting error rates
for certain components of Medicaid and SCHIP in the 2007 Performance and Accountability Report.

The Budget proposes to reduce overpayments for prescription drugs.

Medicaid Prescription Drugs. The DRA
makes several changes to the way prescription
drugs are paid for in Medicaid. First, it amends
the Federal upper payment limit to apply to
more drugs. Second, the DRA maximizes rebate
collections for authorized generics and drugs
administered in a physician’s office. Third,
it extends 340B drug discounts to certain
children’s hospitals. The 2007 Budget proposes
several other changes to prescription drug
coverage and payment that would:

• Restructure Pharmacy Reimbursement.
The HHS Inspector General has doc-
umented substantial overpayment for
pharmacy services in recent years. The 2007 Budget proposes building on the Federal upper
payment limit calculation changes in the DRA to further reduce these overpayments.

• Amend the Medicaid Drug Rebate Formula to Remove Best Price in a Budget Neutral Manner.
The Budget reproposes a Medicaid drug rebate change from the 2006 Budget. Drug manufac-
turers pay rebates to States to have their drugs covered by Medicaid. Part of the rebate formula
is the lowest private market price, referred to as best price. Best price effectively acts as a price
floor, interfering with the competitive marketplace and preventing manufacturers from negoti-
ating better discounts with large purchasers. Replacing the current rebate with a budget neutral
flat rebate will allow private purchasers to negotiate lower drug prices, while creating neither
savings nor costs for the Federal Government.

• Allow States to Use Managed Formularies. The 2007 Budget proposes allowing States to use
managed formularies, which are a common cost control tool for private insurers. With managed
formularies, States will have greater control over drug coverage and greater leverage to negoti-
ate discounts with drug manufacturers.

Update on the President’s Management Agenda

The table that follows provides an update on HHS’ implementation of the President’s Management
Agenda as of December 31, 2005.
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RESTRAINING SPENDING AND MANAGING FOR RESULTS—Continued

Human Capital
Competitive

Sourcing
Financial

Performance
E-Government

Budget and
Performance
Integration

Status

Progress

In support of the Human Capital initiative, HHS developed a Department-wide performance appraisal system
that mirrors its SES system, thus linking all employees to program goals and objectives. Initial roll-out of this
system commences in the beginning of calendar year 2006. HHS estimates net savings of $400 million over
the next several years for its competitive sourcing competitions that were conducted in 2003, 2004, and 2005.
HHS issued its annual Performance and Accountability Report on the November 15, 2005 due date, and for the
seventh year in a row, HHS’ auditors issued an unqualified or clean audit opinion. In E-Gov, HHS leads the
development of Federal health data standards, which will pave the way for consensus national standards to
support implementation of electronic health records by hospitals and doctors nationwide.

Initiative Status Progress

Faith-Based and Community Initiative

Real Property Asset Management

Eliminating Improper Payments

Broadening Health Insurance Coverage through State Initiatives

Arrow indicates change in status rating since the prior evaluation as of September 30, 2005.

HHS collects accurate and timely data on the Faith-Based and Community Initiative grantees. In addition, HHS
is working to implement outcome based evaluations of its main programs—Compassion Capital Fund, Access
to Recovery, and Mentoring Children of Prisoners.

HHS has successfully developed a real property asset management plan; compiled an inventory of owned,
leased, and otherwise managed properties; and established performance measures that are consistent with the
Federal Real Property Council’s guidance.

HHS’ annual Performance and Accountability Report includes an annual estimated error rate for Medicare that
accounts for nearly 50 percent of improper payments that have been reported Government-wide. Due to
improvements in the stewardship of Medicare funds, the error rate dropped from 10.1 percent in 2004 to 5.2
percent in 2005, a reduction of $9.6 billion. HHS also reduced improper payments in Head Start from 3.9 percent
in 2004 to 1.6 percent in 2005, a reduction of $145 million, and Foster Care from 10.3 percent in 2004 to 8.6
percent in 2005, a reduction of $31 million. HHS is also working to expand the number of programs reporting
estimated improper payments and improve the accuracy of estimates.

HIFA demonstrations, at full implementation, could result in approximately 825,000 individuals receiving
health coverage through Medicaid and SCHIP. CMS continues to approve HIFA demonstrations and use its
administrative flexibility, in conjunction with States, to increase the number of people who have health insurance.
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Department of Health and Human Services
(In millions of dollars)

Estimate2005
Actual 2006 2007

Spending
Discretionary Budget Authority:

Food and Drug Administration .......................................................................... 1,427 1,475 1,545
Program level (non-add) ................................................................................ 1,801 1,856 1,947

Health Resources and Services Administration 1 .................................... 7,288 6,555 6,220
Program level (non-add) ................................................................................ 7,332 6,600 6,264

Indian Health Service........................................................................................... 2,985 3,045 3,170
Program level (non-add) ................................................................................ 3,813 3,879 4,004

Centers for Disease Control and Prevention 1 ........................................... 6,152 5,976 5,809
Program level (non-add) ................................................................................ 6,419 6,243 6,076

National Institutes of Health 1 ........................................................................... 28,393 28,410 28,428
Program level (non-add) ................................................................................ 28,650 28,587 28,587

Substance Abuse and Mental Health Services Administration ............ 3,268 3,205 3,134
Program level (non-add) ................................................................................ 3,392 3,327 3,260

Agency for Healthcare Research and Quality............................................. — — —
Program level (non-add) ................................................................................ 319 319 319

Centers for Medicare and Medicaid Services 2 ......................................... 2,666 3,080 3,115
Program level (non-add) ................................................................................ 4,098 3,901 3,978

MedPAC and GDM/OCR Trust Funds............................................................ 19 19 19
Discretionary HCFAC ........................................................................................... — — 118
Administration for Children and Families ...................................................... 13,545 13,704 12,287

Program level (non-add) ................................................................................ 13,905 13,764 12,847
Administration on Aging ...................................................................................... 1,393 1,363 1,335
Office of the Secretary......................................................................................... 404 380 396

Program level (non-add) ................................................................................ 518 492 526
Health Information Technology ......................................................................... — 42 88

Program level (non-add) ................................................................................ 20 61 116
Office of Medicare Appeals................................................................................ 58 59 74
Public Health and Social Services Emergency Fund 1 ........................... 142 53 160
Program Support Center: Medicare eligible retiree accrual .................. — 34 36
Office of the Inspector General ........................................................................ 40 39 44

Subtotal, Discretionary budget authority ........................................................... 67,780 67,439 65,978

Estimated future emergency funding for pandemic influenza
preparedness...................................................................................................... — — 2,300

Total, Discretionary budget authority .................................................................. 67,780 67,439 68,278

Memorandum: Budget authority from enacted supplementals ................. 408 3,410 —

Total, Discretionary outlays .................................................................................... 66,536 67,977 70,635
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Department of Health and Human Services—Continued
(In millions of dollars)

Estimate2005
Actual 2006 2007

Mandatory Outlays:
Medicare:

Existing law ......................................................................................................... 294,334 337,922 389,502
Legislative proposal ......................................................................................... — — 2,453

Medicaid/SCHIP:
Existing law ......................................................................................................... 186,849 198,109 204,689
Legislative proposal ......................................................................................... — — 546

All other programs:
Existing law ......................................................................................................... 32,232 35,651 34,642
Legislative proposal ......................................................................................... — — 389

Total, Mandatory outlays ......................................................................................... 513,415 571,682 627,315

Total, Outlays ............................................................................................................... 579,951 639,659 697,950
1 For comparability, the 2005 Actual reflects Bioterrorism funds in the individual operating divisions, instead of the Public Health and Social

Services Emergency Fund.
2 Amounts appropriated to the Social Security Administration (SSA) from the Hospital Insurance and Supplementary Medical Insurance accounts

are included in the corresponding table in the SSA chapter.
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Since 2001, the Administration:

• Implemented comprehensive Medicare reform legislation, adding voluntary prescription drug
coverage and improving the Medicare program;

• Enrolled nearly 24 million beneficiaries in the Medicare prescription drug benefit and achieved
a better than 75 percent satisfaction rate among enrolled beneficiaries in this new program;

• Implemented several provisions of the Deficit Reduction Act of 2005 that afford States greater
flexibility in managing their State Medicaid plans;

• Created or expanded nearly 900 health center sites under the President’s Health Center
Initiative, providing health care services to an additional 4.5 million Americans;

• Launched a Government-wide effort to prepare the Nation for an influenza pandemic,
including a $3.2 billion effort to transform the influenza vaccine industry;

• Improved preparedness for a bioterror attack by providing over $8 billion to States, localities,
and hospitals, and providing a 30-fold increase for the biodefense research budget at the
National Institutes of Health;

• Identified interoperability as a crucial step to achieving the President’s goal of an electronic
health record for most Americans by 2014;

• Committed Federal health programs to promoting quality and efficient delivery of health care
through the use of health information technology;

• Supported reauthorization of landmark welfare reform through 2010, continuing the
unprecedented caseload decline of 66 percent through strengthened work requirements,
including $100 million for a new healthy marriage program and $50 million for a new
fatherhood program; and

• Began implementation of Medicare contracting reform with the award of the first five contracts
allowing the Centers for Medicare and Medicaid Services to select administrative contractors
through a full and open competition for the first time in the program’s 40-year history.

63
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The President’s 2008 Budget:

• Includes nearly $1.2 billion to improve further the Nation’s preparedness for an influenza
pandemic;

• Provides for the advanced development of medical countermeasures to be considered for
procurement under Project BioShield;

• Expands the promotion of health information technology development through increased
transparency of health care price and quality information;

• Strengthens Medicare’s sustainability through targeted proposals that will reduce the present
value of the program’s long-term budget shortfall by up to about $8 trillion over 75 years;

• Proposes to reauthorize the State Children’s Health Insurance Program, so States can
continue to provide health insurance coverage to targeted low-income, uninsured children;

• Continues to focus on Medicaid program integrity efforts that promote sound financial
practices, increase market efficiencies, and eliminate Medicaid waste, fraud, and abuse;

• Includes a new tax initiative that will help equalize the tax treatment between health care
policies purchased by individuals on their own and those purchased through their employers;

• Places 40 new Health Center sites in high poverty counties in addition to the over 300 new
and expanded Health Center sites proposed in the 2007 Budget;

• Makes more generic drugs available to the public sooner by including $16 million funded
through a new user fee for the Food and Drug Administration’s review activities;

• Triples drug court grants to help break the cycle of drug use and incarceration by combining
the sanctioning power of courts with effective treatment services; and

• Supports prevention activities to slow the epidemic of childhood obesity and promote a culture
of wellness and healthy behaviors in schools.
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FOCUSING ON THE NATION’S PRIORITIES

Preparing the Nation for Health Emergencies

Protecting Against an Influenza Pandemic. The President’s 2008 Budget includes $1.2 billion to
improve America’s readiness for an influenza pandemic. Of this amount, $870 million will support
the continued development of a pandemic vaccine and rapid diagnostics, and the purchase of antiviral
medications. The Budget also provides $322 million for pandemic influenza preparedness activities
in the Centers for Disease Control and Prevention (CDC), the National Institutes of Health (NIH),
the Food and Drug Administration (FDA), and the Office of the Secretary.

I stand on the side of encouraging consumers.
I think the most important relationship in health care
is between the patient and their provider, the patient
and the doc.… And health care policy ought to be
aimed at bolstering the consumer, empowering indi-
viduals to be responsible for health care decisions.

President George W. Bush
August 22, 2006

Protecting the Nation from Bioterror and
Other Health Emergencies. The Budget
includes nearly $4.3 billion in bioterrorism
preparedness activities across the Depart-
ment of Health and Human Services
(HHS) to improve the Nation’s ability to
prepare for, respond to, and recover from
a bioterror attack or other public health
emergency. Investments include nearly
$2.5 billion to research, develop, and
procure countermeasures to dangerous
agents, as well as $1.1 billion for State and
local governments and hospitals to upgrade their public health emergency response capabilities.
The 2008 Budget also supports the Federal Government’s public health emergency capabilities with
expanded funding for the National Disaster Medical System and Commissioned Corps response
teams, in addition to the Medical Reserve Corps volunteers who could assist during a catastrophic
public health emergency.

Improving Quality, Efficiency, and Transparency of Health Care

Promoting Health Information Technology, Transparency, and Quality. In August 2006, the
President signed an Executive Order (E.O.) to increase the transparency of America’s health care
system. To spend their health care dollars wisely, Americans need and deserve to know their
options in advance, the quality of doctors and hospitals in their area, and what procedures will cost.
Specifically, the E.O. directs the Federal Government to lead this charge by:

• Increasing transparency in pricing and quality by directing Federal agencies to share with
beneficiaries information about prices and quality of health services; and

• Encouraging adoption of recognized health information technology (HIT) standards by directing
Federal agencies and federally-sponsored healthcare plans to use improved HIT systems
to facilitate the rapid exchange of health information.

The President has a clear agenda for expanding HIT. In 2004, he launched an initiative to make
electronic health records available to most Americans by 2014. To further facilitate technology
advancements, the Budget includes $118 million for the Office of the National Coordinator for Health
Information Technology. The Administration continues to support the adoption of HIT as a normal
cost of doing business—to ensure patients receive high-quality care while protecting patients’ privacy
and personal information.
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Improving Transparency of Price and Quality Information in Medicare. The Administration is
working to improve the value of health care for Medicare beneficiaries through the availability of
price and quality information. The Medicare website displays price and quality data that allow
consumers to make informed choices by comparing the performances of health care providers.

The Administration supports budget-neutral provider payment reforms that encourage quality
and efficiency, and discourage increased complications and costs. An important component
of improving quality is encouraging more efficient and high-quality physician services. The
Administration supports reforms in physician payments that do not increase costs for taxpayers
or for Medicare and its beneficiaries. The Centers for Medicare and Medicaid Services (CMS) is
working collaboratively with private and public organizations to identify reforms that stimulate
high-quality care and improved efficiency. Through these collaborative efforts, CMS is developing
a plan for the implementation of a budget-neutral hospital value-based purchasing program that
will improve both the quality and efficiency of care. In addition, CMS will continue to expand the
quality reporting program for hospitals as well as implement a new quality reporting program for
physicians in 2007.

Fostering Productivity and Efficiency in Medicare. Innovation in the health care market improves
productivity. The 2008 Budget proposes to consider these advances by adjusting provider updates to
account for gains in providers’ productivity and efficiency. Prospective payments reward providers
who reduce their costs and streamline their operations. Similarly, a productivity adjustment to
payment updates will encourage providers to improve efficiency. These adjustments also produce
savings for taxpayers and beneficiaries through lower premiums and cost-sharing.

Strengthening Program Integrity in Medicare. Medicare program integrity efforts have yielded
savings from the recovery of erroneous overpayments and the collection of criminal fines and penal-
ties. The President’s Budget continues this effort with $1.2 billion in mandatory funding and $183
million from a discretionary cap adjustment for Health Care Fraud and Abuse Control to enhance
Medicare program integrity activities. Medicare sometimes mistakenly pays too much or too little
for a beneficiary’s care. To ensure appropriate payments and recoup mistaken payments, the Budget
proposes to establish a data clearinghouse that would work to determine whether private insurance
or Medicare should pay for a beneficiary’s health benefits.

Modernizing and Improving Medicare

Implementing the Medicare Prescription Drug Benefit. The Medicare Modernization Act of 2003
(MMA) achieved historic reforms to Medicare, including new voluntary prescription drug coverage,
which began on January 1, 2006. The first year of the program was an unparalleled success: on
average, beneficiaries are saving more than $1,200 annually on their drug costs and surveys con-
sistently show over 75 percent of Medicare beneficiaries are satisfied with their current coverage
and drug plans. The average monthly premium for 2007 did not increase from the average monthly
premium in 2006. This success has been achieved with projected costs for the program that are 30
percent lower than initial estimates.

Competition is making a wide variety of plan options available, enabling beneficiaries to choose
the plan that best meets their needs. Prescription drug plans are available in every region with
deductibles lower than the standard annual deductible. Plans are also available that allow benefi-
ciaries to fill in the “coverage gap” in the standard benefit. Low-income beneficiaries are receiving
additional assistance in paying for their drugs under the new Medicare prescription drug benefit,
making drug coverage more affordable and accessible to those most in need.

Expanding Medicare Advantage. The MMA created the Medicare Advantage (MA) program to
offer greater choices and higher quality care to beneficiaries through competition among private
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health plans. Overall, private health plans offer more generous benefits and lower cost-sharing for
beneficiaries than Medicare fee-for-service. Beneficiaries in MA now save an average of about $82
per month in out-of-pocket costs compared to traditional Medicare, and beneficiaries in fair or poor
health save significantly more. The MMA successfully reversed a downward trend in private Medi-
care plan enrollment, and about 17 percent of beneficiaries are currently enrolled in MA plans. To
further increase beneficiaries’ choices, beneficiaries in 39 States will have access to Medical Savings
Account plans and related consumer-directed health plans for the first time in 2007. These plans
give Medicare beneficiaries more control over their health care utilization and costs, while providing
them with coverage against catastrophic expenses.

Rationalizing Medicare Payments and Subsidies. In many cases, Medicare payment policies have
not sufficiently evolved since they were first established and may no longer be appropriate. For
example, Medicare pays very different amounts for post-acute care for beneficiaries with similar
needs, and often pays more when preventable complications lead to readmissions in the post-acute
system. Medicare payments for some medical equipment are substantially greater than costs,
increasing both taxpayer and beneficiary spending. The Budget proposes to update these policies to
ensure patients receive high-quality post-acute care in the most medically appropriate and efficient
setting, and to bring payments for medical equipment more in line with costs.
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Increasing High-Income Beneficiary Respon-
sibility for Health Care Costs. The MMA began
to limit the growth in subsidies for certain
higher-income beneficiaries. Beneficiaries
who are most able to contribute to the costs
of their coverage have more responsibility and
ownership over their health care utilization
and costs. To help improve Medicare’s
long-term sustainability, the Budget proposes
to broaden the application of reduced subsidies
for certain higher-income beneficiaries.

Promoting Competition. Competition
improves care for beneficiaries by enhancing
quality and lowering costs. The MMA incor-
porated market competition into purchasing
certain medical items. The Budget proposes
to integrate competitive bidding into the

payment of clinical laboratory services. Since 1965, Medicare has paid private insurance companies
to process claims based on cost, with little attention paid to performance or efficiency. The MMA
requires that CMS transition to competitive contracts by 2011. The Administration is accelerating
implementation, with completion targeted in 2009, to interject competition into the awarding of
fee-for-service claims processing contracts.

Improving Long-term Sustainability. The Budget’s proposals to modernize and improve the
quality and efficiency of Medicare will have a constructive effect on Medicare’s long-term budget
outlook—potentially reducing the present value of Medicare’s long-term budget shortfall by up to
about $8 trillion over 75 years. The MMA took an important first step toward improving Medicare
sustainability by requiring the Trustees’ Report to include a new, comprehensive analysis of
the program’s financing and issue a warning if this analysis projects that the share of Medicare
expenditures funded through general revenue will exceed 45 percent within the next seven years.
The Budget proposes to strengthen the MMA provision by automatically slowing the rate of
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Medicare growth if the MMA threshold is exceeded. If this provision is triggered, it will reduce the
present value of expenditures by $4 trillion over 75 years.

Reauthorizing the State Children’s Health Insurance Program (SCHIP)

SCHIP was established in 1997 to provide $40 billion over 10 years to States for health care
coverage to low-income, uninsured children whose income levels were higher than Medicaid eligi-
bility limits. The authorization for SCHIP expires at the end of 2007. The 2008 Budget proposes
reauthorizing the SCHIP program for five years. The goal is to maintain current enrollment levels for
targeted low-income children through increasing SCHIP allotments by approximately $5 billion over
five years. The President’s Budget proposes to re-focus SCHIP on low-income, uninsured children
below 200 percent of the Federal poverty level as the program was originally intended. The Budget
will also seek the authority to target SCHIP funds more efficiently to States with the most need.

Reforming Medicaid Financing and Services

Medicaid is an open-ended means-tested entitlement program financed jointly by the Federal
Government and States. The Federal Government pays on average 57 percent of Medicaid expenses.
Medicaid provides health coverage and services to approximately 49 million low-income children,
pregnant women, elderly persons, and disabled individuals. In 2008, Federal Medicaid outlays are
estimated to be $204 billion.

In certain circumstances, opportunities exist for States to draw down Federal matching funds
inappropriately, which threatens this joint relationship and the financial stability of Medicaid. The
2008 Budget proposes reforms that enhance past efforts to create service efficiencies and to assure
the fiscal integrity of Medicaid.

Strengthening Program Integrity. The 2008 Budget includes a package of proposals to enhance
program integrity, including: 1) requiring States to report on performance measures and link State
performance to Federal Medicaid grant awards; 2) requiring HHS to publish an annual actuarial
report assessing the financial status of the Medicaid program, including spending trends and cost
drivers; and 3) enhancing existing third party liability policy.

Reforming Graduate Medical Education. Under current law, Medicare provides billions of dollars
in support of graduate medical education (GME) nationwide. Many States also use Medicaid to
pay for physician training programs, even though current law does not explicitly authorize such
payments. The Administration plans to clarify that Medicaid will no longer be available as a source
of funding for GME. Paying for GME is outside of Medicaid’s primary purpose, which is to provide
medical care to low-income individuals.

Aligning Medicaid Reimbursement Rates. While the Federal Government generally reimburses at
a rate of 50 percent for all Medicaid administrative activities, there are exceptions that allow for a
higher reimbursement rate. The Budget proposes to align all administrative reimbursement rates
in Medicaid to 50 percent in order to create consistency in the administrative matching structure
across Medicaid. In addition, the 2008 Budget proposes to align reimbursement for targeted case
management, a largely administrative activity, to 50 percent.

Clarifying Medicaid Managed Care. The Administration will take action to clarify services that can
be provided from savings generated by managed care 1915(b) waivers. A regulation will be published
detailing services that can be provided under 1915(b)(3) authority. Additionally, the Administration
proposes extending the renewal period for 1915(b) waivers from two years to three years.

Refining Long-term Care Home Equity. With some exceptions, the Deficit Reduction Act of 2005
does not permit individuals who have more than $500,000 of home equity to be eligible for Medicaid
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long term care services. States have the option to increase the limit to $750,000. The Budget proposes
to remove this option and maintain the home equity limit at $500,000.

Enhancing Asset Verification for Medicaid Eligibility. The President’s Budget proposes to expand
a Social Security Administration (SSA) pilot using electronic financial records for verifying an appli-
cant’s assets to appropriate HHS programs. State Medicaid agencies would be required to establish
pilots in locations where SSA is operating such a pilot.

Rationalizing Medicaid Prescription Drugs. The 2008 Budget includes proposals that remove
market distortions, guarantees that the Federal Government does not overpay for drugs, and
encourages State flexibility to administer their drug programs. For example, the Budget reproposes
a Medicaid drug rebate change that would remove best price, a component of the drug rebate
formula. Best price effectively acts as a price floor, interfering with the competitive marketplace and
preventing manufacturers from negotiating better discounts with large purchasers. This change
will allow private purchasers to negotiate lower drug prices without creating costs or savings to
the Federal Government. The Budget includes a proposal that requires all States where providers
use hand-written prescription pads to use tamper-resistant pads to prevent fraudulent prescription
drug access and use.

Recouping Administrative Expenditures through Cost Allocation. The 2008 Budget reproposes
reducing administrative costs by discontinuing Medicaid payments that are duplicative of funds
originally included in the Temporary Assistance for Needy Families (TANF) block grants. This
proposal would apply current, Government-wide financial management principles to TANF funds,
which improperly assume other programs’ administrative costs.

Improving Continuity of Care. Since enacted in 1996, the Health Insurance Portability and
Accountability Act has the goal of increasing the continuity and accessibility of health insurance. To
ensure that Medicaid and SCHIP beneficiaries receive these benefits, the Administration reproposes
two legislative changes that were included in the 2007 Budget. In addition, the 2008 Budget
proposes to continue covering Medicaid beneficiaries who qualify for benefits through Transitional
Medical Assistance or who qualify for Medicare Part B premium assistance as a Qualified Individual,
so that enrollment for current beneficiaries will not be interrupted.

Reforming the Health Care Marketplace

When it comes to health care, the tax code is biased in favor of individuals who get insurance
from their employers. To remove this inequality, the President proposes replacing the existing—and
unlimited—exclusion for employer-sponsored insurance with a flat deduction for those with at least
catastrophic health insurance. As long as a family has at least a catastrophic health insurance
policy, they will be able to deduct the first $15,000 from their income ($7,500 for an individual). This
will foster a true marketplace for health care, encourage competition, improve the efficiency of the
system, and reduce the ranks of the uninsured.

Additionally, the 2008 Budget reproposes three initiatives to restructure health insurance markets:

• Establishing association health plans that would allow small employers, civic groups, and
community organizations to band together and use their purchasing power to negotiate
lower-priced coverage for their employees, members, and their families;

• Creating a competitive marketplace across State lines that maintains strong consumer protec-
tions; and

• Reforming medical liability law, which will increase access to quality and affordable health
care for all Americans, while reducing frivolous and time-consuming legal proceedings against
doctors and health care providers.
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The President continues his commitment to consumer-focused policies that emphasize trans-
parency of price and quality information. The Budget contains a package of proposals that promote
the use of health savings accounts, including allowing health plans with at least 50 percent
coinsurance to qualify as a high-deductible health plan.

Fostering Affordable Choices in the Health Care System

The Federal Government’s current system of paying for health care results in billions of dollars
being spent inefficiently, through a patchwork of subsidies and payments to providers. In addition
to directly funding the care provided to people enrolled in programs like Medicare and Medicaid,
health care entitlement programs finance payments to institutions that either indirectly pay for
uncompensated care or subsidize their operating expenses.

The health care system could operate more efficiently if some portion of institutional payments
instead were redirected to help people with poor health or limited income afford health insurance.
The uninsured often use emergency rooms as a source of primary care, which leads to suboptimal
care and spending outcomes. If this public spending were focused on helping the uninsured purchase
private insurance, people would receive the care they need in the most appropriate setting. The
health care system needs to be transformed in a way that avoids costly and unnecessary medical
visits and emphasizes upfront, affordable private health insurance options.

This transformation could happen by subsidizing the purchase of private insurance for low-income
individuals. However, any such health care reforms would need to be State-based and budget neu-
tral within health care spending, not create a new entitlement and not affect savings contained in
the President’s Budget that are necessary to address the unsustainable growth of Federal entitle-
ment programs. The Federal Government would also maintain its commitment to the neediest and
most vulnerable populations, while acknowledging that States are best situated to craft innovative
solutions to move people into affordable insurance.

The President has asked the Secretary of Health and Human Services to work with the Congress
and the States on an Affordable Choices initiative to reform the health care marketplace.

Strengthening Health Care for Vulnerable Populations

The Budget continues to target investments to improve the health of underserved and vulnerable
populations. Through Health Centers, affordable primary and preventative care will be made avail-
able to over 16 million individuals with low incomes or without health insurance. Over half a million
low-income and uninsured persons affected by HIV/AIDS will receive life-saving and life-extending
services through the Ryan White CARE Act. One of the primary challenges in fighting the HIV
epidemic in the United States is stopping the spread of the disease through the identification of
individuals who are infected with the HIV virus but do not know it. To address this problem, the
Administration is proposing $93 million for HIV testing with the goal of ending the growth in the
number of new HIV cases and reducing the future burden of the disease. Over $4.1 billion is included
in the 2008 Budget to finance health services for American Indians and Alaska Natives through the
Indian Health Service, including $162 million for alcohol and substance abuse treatment services.
In addition, HHS will expand efforts to provide treatment to defendants with substance abuse prob-
lems who are caught within the criminal justice system. Drug courts break the cycle of abuse and
incarceration through treatment and close supervision. In an effort to address increasing rates of
obesity in children, the Budget proposes a new $17 million effort to support increases in school-based
prevention activities, directly reaching young people and their families across the Nation.
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Presbyterian Medical Services; Alisa Estrada

The President’s Health Center Initiative

A patient receives care at Carlsbad Family Health
Center. Under the President’s Health Center
Initiative, Presbyterian Medical Services received
a grant in 2005 to expand medical services at its
Carlsbad Family Health Center site. “Presbyterian
Medical Services was proud to receive Federal
funding to support expansion of medical capacity
in Carlsbad, Eddy County, New Mexico. As a result
of the President’s initiative to expand access to
medical care, Presbyterian Medical Services has
been able to increase staff and services with a goal
of serving an additional 3,000 primary care clients
in the south east portion of the State.”

Jim Riebsomer
President of Presbyterian Medical Services

Investing in Nurse Home Visitation Programs. The President’s Budget includes $10 million for
competitive grants to provide incentives to States, local governments, or non-profit organizations
to use a greater share of existing Federal and non-Federal funding streams to adopt and expand
evidence-based home visitation programs for new low-income mothers and their children. Nurse
home visitation programs with strong performance monitoring are proven to prevent child abuse
and neglect and to improve school readiness and health outcomes, meeting the highest standards of
evidence.

Improving Public Health through Science

The President’s Budget supports advances in medical research and promotes greater availability
and safety of affordable generic drugs. In the President’s first term, the Administration made it
easier for generic drugs to compete with brand-name drugs, saving Americans $35 billion over 10
years. To accelerate discovery and to contribute more effectively to the Nation’s strong biomedical
research foundation, NIH will expand resources for new and competing research grants and for
initiatives, such as the Roadmap for Biomedical Research that encourages innovation and scientific
breakthroughs across interdisciplinary areas. The Budget also increases resources for NIH to ensure
that creative new investigators receive the necessary skills and mentored support to forge their
own pathway to innovative biomedical research. As a science-based enterprise, FDA ensures that
safe and effective drugs and diagnostic technologies are available to the public. Submissions of
applications for generic drug products continue to rise steadily, from 361 in 2002 to 766 in 2005.
The 2008 Budget proposes a new user fee that would provide $16 million in additional resources
for FDA to review and bring more new generic drugs to market. The Budget also improves review
of innovative prescription drugs and biologics, and includes over $11 million for FDA’s drug safety
surveillance to enhance communications of drug safety information to the public.
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Supporting Faith-Based and Community Programs

Continuing the Administration’s Faith-Based Agenda. The 2008 Budget proposes $75 million for
the Compassion Capital Fund to provide training for capacity-building and technical assistance for
grassroots faith-based and community-based organizations (FBCOs). Of this, $35 million is for the
program’s anti-gang initiative, which helps FBCOs with a youth focus present alternatives to gang
involvement. The Budget also includes $204 million to promote Abstinence Education and $50 mil-
lion to fund the President’s initiative to mentor the children of prisoners.

Expanding Access to Recovery (ATR). The 2008 Budget includes $98 million for 20 competitive
grants to States and Native American Tribes to provide services to more than 55,000 individuals.
ATR expands access to treatment and recovery support services, increases clinical treatment and
recovery support providers, and enhances accountability through mandatory reporting on outcome
measures. Within this amount, $25 million will be targeted to help individuals recover from metham-
phetamine abuse.

Department of Health and Human Services
(In millions of dollars)

Estimate2006
Actual 2007 2008

Spending

Discretionary Budget Authority:

Food and Drug Administration ......................................................................... 1,449 1,490 1,641

Program level (non-add) ............................................................................... 1,876 1,821 2,085

Health Resources and Services Administration ........................................ 6,576 6,543 5,708

Indian Health Service.......................................................................................... 3,045 3,059 3,271

Centers for Disease Control and Prevention .............................................. 5,972 5,812 5,762

National Institutes of Health.............................................................................. 28,242 28,450 28,700

Substance Abuse and Mental Health Services Administration ........... 3,204 3,205 3,046

Agency for Healthcare Research and Quality............................................ — — —

Program level (non-add) ............................................................................... 319 319 330

Centers for Medicare and Medicaid Services 1 ........................................ 3,120 3,076 3,240

MedPAC ................................................................................................................... 10 10 10

Discretionary Health Care Fraud and Abuse Control .............................. — — 183

Administration for Children and Families ..................................................... 13,695 13,706 12,329

Administration on Aging ..................................................................................... 1,362 1,367 1,335

General Departmental Management............................................................. 362 355 392

Office for Civil Rights........................................................................................... 35 35 37

Office of the National Coordinator for Health Information
Technology ......................................................................................................... 42 42 90

Program level (non-add) ............................................................................... 61 61 118
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Department of Health and Human Services—Continued
(In millions of dollars)

Estimate2006
Actual 2007 2008

Office of Medicare Appeals............................................................................... 59 59 70

Public Health and Social Services Emergency Fund .............................. 102 250 1,754

Program Support Center: Medicare eligible retiree accrual ................. 34 36 37

Office of the Inspector General ....................................................................... 39 39 45

Total, Discretionary budget authority ................................................................. 67,349 67,533 67,650

Memorandum: Budget authority from enacted supplementals ............... 5,702 — —

Total, Discretionary outlays ................................................................................... 71,104 72,437 72,428

Mandatory Outlays:

Medicare:

Existing law ........................................................................................................ 324,911 367,485 390,782

Legislative proposal ........................................................................................ — — 4,696

Medicaid/SCHIP:

Existing law ........................................................................................................ 186,076 197,488 209,310

Legislative proposal ........................................................................................ — 35 297

All other programs:

Existing law ........................................................................................................ 33,949 35,482 33,437

Legislative proposal ........................................................................................ — 5 16

Total, Mandatory outlays ........................................................................................ 544,936 600,495 628,552

Total, Outlays .............................................................................................................. 616,040 672,932 700,980
1 Amounts appropriated to the Social Security Administration (SSA) from the Hospital Insurance and Supplementary Medical Insurance accounts

are included in the corresponding table in the SSA chapter.
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The President’s 2009 Budget will:

• Prevent and prepare the Nation for health emergencies, including pandemic influenza and
bioterrorism;

• Prioritize the healthcare of low-income children by reauthorizing the State Children’s Health
Insurance Program;

• Ensure efficient and high-quality care for beneficiaries and improve the fiscal sustainability of
the Medicare and Medicaid programs;

• Promote market-based and high-tech reforms so that health care is more accessible and
affordable for families;

• Expand and promote the use of health information technology and increase the transparency
of health care price and quality information;

• Improve public health through science that protects food supplies and research that delivers
new advances towards the cures for tomorrow; and

• Continue to assist low-income children, vulnerable populations, and families in need, including
through the President’s Faith-Based and Community Initiative.

Preparing the Nation for Health Emergencies

• Prepares against an influenza pandemic. $507 million to improve America’s readiness for
an influenza pandemic, including working toward the goal of acquiring 20 million courses of
pre-pandemic vaccine for the national stockpile.

• Reinforces biodefense and protects the Nation from health emergencies. Over $4.4 billion to
continue efforts to prevent and protect the public from a bioterrorism attack or other public
health emergency.

Reauthorizing the State Children’s Health Insurance Program (SCHIP)

• Prioritizes health care coverage for children. $19.7 billion in SCHIP allotment increases through
2013 to meet anticipated State needs in covering low-income, uninsured children.
¡¡¡ Provides funding to cover eligible, uninsured children at or below 200 percent of the Federal

poverty level.
¡¡¡ Includes Federal outreach grants of $50 million in 2009 and $100 million in each of the

following four years to reach eligible uninsured children.
¡¡¡ Clarifies eligibility for SCHIP by clearly defining income.

63
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Modernizing and Improving Medicare

• Encourages and recognizes provider competition, efficiency, and high-quality care.
¡¡¡ Adjusts annual provider updates to encourage implementation of best practices that will

restrain costs and improve efficiencies.
¡¡¡ Supports payment reforms for providers, such as physicians and hospitals, that do not increase

Medicare spending and that encourage providers to provide high-quality, efficient care.
• Rationalizes Medicare payment policies. Refines Medicare payment policies for certain medical

items and services to better align them with appropriate costs.
• Increases beneficiary awareness and responsibility for their own health care. Gives beneficiaries

who are most able to contribute to the costs of their coverage more responsibility for their health
care utilization and costs.

• Improves fiscal sustainability. Reduces Medicare’s long-term budget shortfall by more than $10
trillion over 75 years, nearly one-third of the unfunded obligation.

• Improves Medicare program integrity. Fights waste, fraud, and abuse by recovering over-
payments and collecting criminal fines and penalties, and addresses other program integrity
vulnerabilities.

• Sustains historic reforms to Medicare.
¡¡¡ Continues successful implementation of the Medicare prescription drug benefit, which is pro-

jected to have over 25 million beneficiaries enrolled in private Prescription Drug Plans (PDPs)
and Medicare Advantage Prescription Drug Plans (MA-PDs) and saves these enrollees an
average of $1,200 annually on their drug costs.

¡¡¡ Offers beneficiaries greater choices and higher-quality health care through access to private
health plans, which compete for their enrollment in Medicare Advantage.

¡¡¡ For additional discussion of these Medicare reforms, please see the chapter, The Nation’s
Fiscal Outlook, in this Budget volume.

Enhancing and Reforming Medicaid

• Provides greater access to health insurance. Extends existing Medicaid eligibility for welfare
recipients transitioning to work; continues Medicare Part B premium assistance for qualified
low-income seniors; and enhances States’ ability to implement premium assistance programs.

• Increases program flexibility and efficiency.
¡¡¡ Preserves long-term care benefits for individuals with limited resources.
¡¡¡ Provides States with greater flexibility to manage care for special populations and clarifies

services States may offer with managed care savings.
¡¡¡ Supports market-driven prescription drug reforms.
¡¡¡ Creates consistency in, and preserves the integrity of, the Federal matching rate structure.
¡¡¡ Codifies longstanding Department of Health and Human Services (HHS) policy not to bill

Medicaid when services are provided free of charge to the public.
• Reduces waste, fraud, and abuse and increases accountability.

¡¡¡ Provides States with new tools to verify eligibility and identify improper provider claims.
¡¡¡ Strengthens Medicaid’s position as the payer of last resort by facilitating payment by other

liable third parties before paying for covered health care expenses.
¡¡¡ Introduces performance reporting and links State performance to grant awards.
¡¡¡ Increases transparency through the publication of an annual financial status report.
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Promoting Market-based Health Care

• Fosters a true marketplace for health care. Encourages competition, improves efficiency, and
reduces the ranks of the uninsured by promoting access to private insurance.
¡¡¡ Replaces the existing—and unlimited—exclusion for employer-sponsored insurance with a

standard deduction.
¡¡¡ Increases small employers’ power to negotiate lower-priced health premiums, allows compe-

tition among health plans across State lines, and reforms the medical liability law.
¡¡¡ Provides $75 million in both 2009 and 2010 to help high-risk populations gain access to health

insurance.
¡¡¡ Promotes the use of health savings accounts, including allowing health plans with at least

50-percent coinsurance to qualify as a high-deductible health plans.

• Advances affordable insurance options. Pursues opportunities to work toward State-based,
budget-neutral initiatives to expand access to affordable insurance.

• Facilitates health information technology advancements. Supports adoption of health infor-
mation technology as a normal cost of doing business, including policies that will encourage
physicians and others to adopt electronic health records and through furthering technologies for
safe, secure health information exchange.

Improving Public Health through Science

President George W. Bush tours the Erlanger Hospital, Baroness
Campus in Chattanooga, Tennessee.

• Supports the Nation’s biomedical research
efforts. $29 billion for the National Insti-
tutes of Health to enhance research on the
fundamentals of diseases, disorders, and
conditions while testing new therapeutics,
tools, technologies, and applications.

• Protects the Nation’s food supply. Builds
on the Administration’s Import Safety
Action Plan and the Food and Drug
Administration’s (FDA’s) Food Protection
Plan by providing $662 million to protect
against intentional and unintentional
contamination.

• Establishes a pathway for FDA’s approval
of follow-on biologics. Proposes new
FDA authorities to approve follow-on protein products through a new regulatory pathway that
protects patient safety, promotes innovation, and includes a financing structure to cover the
costs of this activity through user fees.

Expanding Care for Vulnerable Populations

• Strengthens access to priority drug treatment and prevention activities. $40 million for drug court
services, and $56 million to integrate screening, brief intervention, and referral to treatment of
drug abuse in emergency departments and other health care settings.

• Expands health care access. $2 billion for Health Centers, including an increase to create up to
40 new Health Centers in high-poverty areas.
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Strengthening Programs for Children

• Promotes school readiness. $7 billion to provide comprehensive, high-quality educational, health,
nutritional, and social services to approximately 895,000 disadvantaged children and families
through Head Start.

• Increases adoption incentives. $20 million to build on the substantial increases in the number
of adoptions since the mid-1990s.

Supporting Faith-Based and Community Programs

• Builds capacity of faith-based and community organizations. $75 million to help grassroots
faith-based and community-based organizations expand their capacity to provide social
services for poor and low-income individuals and families, of which $35 million is for
Communities Empowering Youth, a grant aimed at presenting young people with alternatives
to gang involvement and violence.

• Mentors children of prisoners. $50 million to improve long-term outcomes for vulnerable children
with parents in prison. Since 2004, the program has made 70,425 mentoring matches.

• Expands access to substance abuse treatment. $98 million to expand substance abuse treatment
capacity, including clinical treatment and recovery support services. The Access to Recovery
program has served more than 199,000 people since 2004.

• Educates youth about abstinence. $204 million to prevent teenage pregnancy, pre-marital sexual
activity, and the incidence of sexually transmitted disease.

Major Savings and Reforms

• 13 programs representing nearly $2.8 billion have been identified for major termination or
reduction, including:
¡¡¡ Recovery Community Services Program, because services provided, such as manicures and

other non-traditional therapies, are not based on evidence-based practices for recovery and
grantees have not consistently met all performance measures.

¡¡¡ Health Professions Grants, because evaluations have found these activities do not have a
demonstrated impact on the placement of health professionals in underserved areas.

• Medicare continues to reduce its improper payment rate, down from 4.4 percent of payments in
2006 to 3.9 percent in 2007—the lowest since HHS began tracking the statistic in 1996.

Since 2001, the Department of Health and Human Services has:

• Surpassed in 2007 the President’s goal of creating 1,200 new or expanded Health Center sites.
By 2009, Health Centers will have served over 100 million low-income patients.

• Continued the work of the landmark 1996 welfare reform by reauthorizing the Temporary Assis-
tance for Needy Families program through 2010, including $150 million for the healthy marriage
and responsible fatherhood programs.

• Worked with States to make strong gains in child support collections, which reached $23.9 billion
and served an estimated 16 million child support cases in 2006.

• Implemented the voluntary Medicare prescription drug benefit, which is projected to have over
25 million enrollees in private PDPs and MA-PDs and receives consistent satisfaction rates
around 75 percent; most recently, a Wall Street Journal poll found satisfaction rates as high as
87 percent.

2009



THE BUDGET FOR FISCAL YEAR 2009 67

• Increased enrollment in Medicare private plan options through the Medicare Advantage
program to nine million beneficiaries.

• Promoted quality health care through the expanded use of health information technology as part
of the President’s goal of most Americans having access to an electronic health record by 2014.

• Invested more than $9 billion to support public health systems improvements at the State and
local levels and to increase hospital preparedness against a bioterrorism attack or other public
health emergencies.

• Enhanced readiness of the U.S. Public Health Service Commissioned Corps, whose officers pro-
vide medical and health advice and services to the American people in times of peace and crisis.

• Strengthened mechanisms for detection of, mitigation of, and response to biological weapons
attacks on the United States through coordination among Federal agencies and cooperation
with State, local, international, and tribal governments.

Department of Health and Human Services
(Dollar amounts in millions)

Estimate2007
Actual 2008 2009

Spending

Discretionary Budget Authority:

Food and Drug Administration 1 .................................................................... 1,760 1,413 1,771

Program level (non-add) ............................................................................... 2,029 2,270 2,400

Health Resources and Services Administration ........................................ 6,408 6,860 5,779

Indian Health Service.......................................................................................... 3,180 3,347 3,325

Centers for Disease Control and Prevention .............................................. 5,983 6,067 5,691

National Institutes of Health.............................................................................. 28,880 29,307 29,307

Substance Abuse and Mental Health Services Administration ........... 3,206 3,234 3,025

Agency for Healthcare Research and Quality............................................ — — —

Program level (non-add) ............................................................................... 319 335 326

Centers for Medicare and Medicaid Services (CMS) 2 ......................... 3,141 3,151 3,272

Discretionary Health Care Fraud and Abuse Control ............................. — — 198

Administration for Children and Families ..................................................... 13,839 14,071 13,247

Administration on Aging ..................................................................................... 1,383 1,411 1,381

General Departmental Management............................................................. 356 354 380

Office for Civil Rights........................................................................................... 35 34 40

Office of the National Coordinator for Health Information
Technology ......................................................................................................... 42 42 18

Program level (non-add) ............................................................................... 61 61 66

Office of Medicare Appeals............................................................................... 60 64 65

Public Health and Social Services Emergency Fund .............................. 694 729 1,396

Office of the Inspector General ....................................................................... 40 43 46

All other .................................................................................................................... 66 48 454
Total, Discretionary budget authority ................................................................. 69,073 70,175 68,487
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Department of Health and Human Services—Continued
(Dollar amounts in millions)

Estimate2007
Actual 2008 2009

Memorandum: Budget authority from enacted supplementals ............... 63 307 —

Total, Discretionary outlays ................................................................................... 69,041 70,879 70,876

Mandatory Outlays:

Medicare:

Existing law 3 .................................................................................................... 370,806 391,266 420,077

Legislative proposal 4 .................................................................................... — — 12,437

Medicaid/SCHIP:

Existing law ........................................................................................................ 196,624 211,353 223,634

Legislative proposal 4 ..................................................................................... — 140 500

All other programs:

Existing law ........................................................................................................ 34,015 34,142 33,893

Legislative proposal ........................................................................................ — 5 329

Total, Mandatory outlays ........................................................................................ 601,445 636,906 665,996

Total, Outlays .............................................................................................................. 670,486 707,785 736,872

Number of
Programs

2009
Savings

Major Savings, Discretionary

Terminations .................................................................................................................... 9 1,656

Reductions ....................................................................................................................... 4 1,140
1 2007 and 2008 FDA net budget authority increased by $186 million and decreased by $307 million, respectively, due to the timing and availability

of user fee collections.
2 Amounts appropriated to the Social Security Administration (SSA) from the Hospital Insurance and Supplementary Medical Insurance accounts

are included in the corresponding table in the SSA chapter.
3 Includes $31 million in 2007 and $60 million in 2008 of CMS Program Management mandatory funding.
4 The costs for the Qualified Individuals proposal ($105 million in 2008 and $270 million in 2009) are included in the Medicaid totals and excluded

from the Medicare totals.
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