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SENATE BIPARTISAN BUDGET 'GROUP 
7.YEAR BAlANCED BUDGET PLAN 

EXECUTIVE SUMMARY 

MEDICARE, (estir,nated savings: $154 billion) 

Expands choices for Medicare beneficiaries. 

Beneficiaries can remain in the traditional fee-for-service Medicare program. or choose, 

from a range of private managed care plans, based upon individual need. Options 

include point-of-service plans, provider sponsored organizations and medical savings 

accountS (on a demonstration basis). 


Promotes the growth of managed care. 

By creating a new payment system for managed care - which blends national and 

local payment rates - the plan encourages growth ,in the availability and accessibility 

of managed care. Indirect Medical Education payments would be redirected to " 

t,eaching hospitals; currently, they are paid to managed care plans. 


Ensures the solvency of the Medicare Trust Fund. 

By slowing the rate of growth in payments to' hospitals, physicians and other service 

providers, the plan extends the solvency of the-Medicare Trust Fund. 


Higher income seniors should pay more. 

Through affluence testing, the plan reduces the Medicare Part B premium subsidy to 

higher income seniors, and asks them to pay a greater share of the program's COSt. 


MEDICAID (estimated savings: $62 billion) . 

Incorporates a number of NGA's recommendations. 

The proposal incorporates many of the' principles of the NGA proposal regarding 

enhanced state flexibility, while also maintaining impon;mt safeguards for the federal 

treasury and retaining the guarantee of coyerage for beneficiaries. 


Sharing the risks and rewarding efficiency. . 

Funding is based upon the number of people covered in each· state, ensuring federal 

funding during economic downturns. States will be able to redirect the savings they 

achie~e toward expanding Medicaid co~erage to the working poor. 
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Guaranteed coverage for the most vulnerable populations. 

The plan maintains a nation1al guarantee of coverage for, low·income pregnant 

women, children, the elderlY. and the disabled (using the tightened definition of 

disability included in we1farb reform legislation). 


'd' fl 'bili' £" th I " Increase eXJ. ty lor estates,., ' 
States can design the health Fare delivery systems which best suit their needs without 
obtaining waivers from the federal government, Under this plan, States can 
determine provider rates (th~ Boren amendment is repealed), create managed care 
programs, and develop hom~ a.p.d community based care options for seniors to help 
keep them out of nursing hrmes; ", ' 

WELFARE (estimated savings: $45-$53 billion) 
" : I ' 

~ Includes many of NGA's recommendations. 
The plan, which includes se}reral prominent features of the NGA proposal, is based 

, upon the welfare reform bill that passed the Senate by a vote of 87-12 in September 
1995. ' ' 

Tough new work requirements, ' , 

States must nieet a 50 perceAt work participation requirement by the year 2002. 


Time limited benefits. 

Cash assistance is limited for beneficiaries to a maximum of five years. 


, A bi k 'eli I. fl "b"U ' oc grant provi ng ~a:xlmum state eXl 1 ty. , ' . 
States will be given tremendous flexibility ,to design welfare programs., in accordance 
with their own circumstanc~.s, that promote work and protect children. . 

, • I . 
More child care funding to enable parents to work. . . 

The plan provides the high~r level of child care funding ($14.8 billion) recommended 

by the NGA to enable parents to get off welfare and to help states meet the strict 

work participation requirenients contained in the plan. .' 


Extra funds for states to ~eather recessionary periods. . 

The plan includes a $2 hilliC;>D contingency fund to help states through econom,ic 

downturns. . I. . 

Important safety nets mail;1tained. 

The plan preserves the foo~ stamp and foster care programs as uncapped 

entitlements. States must provide vouchers to meet the basic subsistence needs of 

children if they impose tim~ limitS shorter than five years (states set amount of 

vouche~, . 
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·Encourages states to main~in their investment in the system . 
. States must maintain their qwu spending at 80 percent to get the full block gran:!, 
and 100 percent to get cont+ngency and supplemental child care assistance funds; 
contingency and child care funds must be matched. 

· al I. .
Reforms SuppIement Se~unty Income programs. 

The plan· disqualifies drug atldicts and alcoholics from receiving 55! benefits, and 

tightens eligibility criteria f6r the childrens' 55I disability program. 


. . I 
Retargets Earned Income Credit 
The Earned Income Credit is retargeted to truly needy by reducing eligibility for 
those with other economic resources. The plan also strengthens the administration 
of the Earned Income Credit by implementing procedures to curb fraud . 

. , I . 

~ ECONOMIC GROWTH INCENTIVES (estimated cost: $130 billion) 

. A threeapronged tax relief program for working families. , 
The plan establishes a new $250 per child credit ($500 per child if the parent 
contributes that amount to b IRA in the child's name); expands the number of 
taxpayers eligible for deduc#ble IRAs, creates a new "backloaded" IRA, and allows 
penalty free withdrawals for first time home buyers, catastrophic medical expenses, 
college. costs, ~d prolonge~ unemployment; and provides for' a neW' "above the line" 
deduction for higher education expenses. 

. I 

Encourages economic growth. . '. 
A capital gains tax reductiori based on the Balanced Budget Act formulation' 

I 

(effective date of 1/1/96): 50 percent reduction for individuals; 31 percent maximum 
rate for corporations; expan!ded tax break for investments in small business stock; 
and capital loss of principall~esidence. The proposal also provides for AMT relief' 
(conformance of regular and alternative minimum tax depreciation lives). 

I 

Important small business tax assistance. . 
An exclusion from estate t~ on th~ first S 1 million of value in a family-owned 
business, and 50 percent -onIthe next $1.5 million. Increases the self-employed health 
insurance deduction to 50,«cent. . . . 

Extension of expiring provisions. 

The plan provides for a re~enue neutral extension of expiring provisions. 
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LOOPHOLE CLOSERS (estimated savings: $25 billion) 

Closes unjustifiable tax loopholes. 

The cost of the economic g~owth incentives is partially offset by the elimination of 

many tax loopholes, and.Tugh other proposed changes in the tax code. 


CPI ADJUSTMENT (estima.ted savings: 5110 billion) 

A more accurate, measure' ~f increases in the coSt' of living. 
The plan adjusts the cpr to better reflect real. increases in the cost of living by 
reducing it by half a! percentage point in. years 1997-98, and by three-tenths of a 
percentage point thereafter. The proposed adjustment is well below the range of 
overstatement identified by economistS. . 

~ DISCRETIONARY SPENDING (estimated savings: $268 billion) 

Achievable discretionary sbendi~g reductions. '. . ' 
Unlike most of the other budget plans, this proposal provides for discretionary 
spe~ding reductions which ~an actually be achie~ed. The plan proposes a level of 
savings which is only 510 billion more than a "hard freeze'" (zero groWth for 
inflation), ensuring adequat~ funds for a strong defense and for critical investments 
in education and .the envirohment. '. '. 

. . I 
OTHER MANDATORY SPENDING (estimated savings: $52 billion) 

Balanced reduc.tions ac.c.eptlble to both parties. . . 

The plan includes changes that were proposed in both Republican and Democratic 

balanced budget measures in' the areas of banking, commerce, civil service, 


. d ItransportatIon an . veterans programs. 
, . 

Additional mandatory savihgs. . 
The plan adopts other changes, including a cap on direct lending at. 40 percent of 
total loan volume, extending railroad safety fees, and permitting Vetefans' hospitals 
to bill private insurers for me care of beneficiaries~ 

# # # 

3·26-96 
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SENA:TEBlPARTISAN BUDGET GROUP 
7..YEAR BALANCED BUDGET PLAN

I " " (3-29-96) , 

••• NOT :rOR DISTRIBUTION U. 

INTRODUCTION , 

The Senate Bipaftisan Budget Group is comprised of twenty-four ' 
Senators, equally represented by Republicans and Democrats, who are 
cOmmitted to balanC'irlg the federal budget. This comprehensive seven-year 
plan borrows from thel most recent proposals offered by the Republican 
Congressional leadership. the Administration, and the National Governors' 

,Association. 

MEDICARE (est. saYiDgs $l~b.) 
, ! 

The plan propos~s avartety of refornls to the Medicare program 
designed to promote efficiency in the delivery of services and strengthen 
the financial status of the Trust Fund. The proposal retams the traditional. 
fee for service Medicar~ program. but also encourages the formation of 
private managed care options for seniors and the disabled. alloWing point of 
service plans. provider/ sponsored organizations, and medical s~Vings , 
accounts (on a demonstration basis).I " 


The plan's provider payment saVings and the expanded availability of 
managed care d~l1very of services will lower the cost of the Medicare 
program over the next seven years thereby extending the solvency of the 
Medicare Trust Fund. 

Program. Reforms 

Increase choice of priVate health plans. Under the, proposal. preferred 
provider o~ga:nizat1ons I(pPOs), provider sponsored organizations (PSOs), 
Medical SaVings Accounts (as a demonstration project), and other types of 
planS that meet Medicare's standards are made available to Medicare 
benefiCiaries. 'I ' ,., , , ' , ' 
Annual enrollment. Th~ plan allows benefiCiaries to switch health plans each 
year during ~ annual ropen season" or within 90, days o( initial enrollment. , 

Standards. The Secret~ of HHS. in consultation With outside groups. will 
develop standards which will apply to all plans. These standards will involve 
benefits. coverage. pa~ent. quality. consumer protection. assumption of 
'financial riSk. etc., which will apply to all plans; PSOs Will be able to apply 
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for a limited waiver of the reqUirement that plans be licensed under state 
law. I """", " 

, . 
Additional benefits. Under the proposal. health plans would be permitted to 
offer their parttcipant* additional benefits or rebates in the form of a 
reduced Medicare P~B premium. Plans would be prohibited from 
charging additional piemiums for services covered by Medicare Parts A&B.I : ! " " , 

Payments to prtvate health plans. Payments to managed care plans will be 
de-linked from traditional fee-for..service payments and will be computed 
using both locally-bas~d and nationally-based rates. "Future payments Will 

" " grow by a predeteImuled percentage and a floor will. be established in order 
'to attract plans, to the \lowest pa:yment areas. 

Commission on the Effect of:the Baby BOom Generation. The plan proposes, 
the creation of a cominission to make recommendations regarding the long­
term. solvency of the Medicare program.
" " I 
Conform Medicare :with Social Security. The eligibility age .for"Medicare is 
increased to 67 at the \same rate as the current Sodal Security eligibility age 
is scheduled to increase. "' , 

. , " I . , 
Part A Program. Savings (Hospitals) 

. I'·.: . 

Hospital Market Basket Update Reduction. For hospitals', the prQposal sets 
the annual update for inpatient hospital s'ervices at the market basket minus 
one and one-half percentage points for fiscal years 1997 through 2003.. 

C~ita1 PiYlllent Re'dUbtion. For hospitals. the proposal reduces the inpatient 
capital payment rate by fifteen p~rcent for fiscal years 1997 through 2003. 

! 

Reduce The Indirect Medical Education Reimbursement Rate. the proposal 
. phases-in a reduction to the additional payment' adjustment to teaching 
, hospitals for indirect rhedical education from 7.7 percent to 6.0 percent. 

'Reduce DSH Payment.I TIle plan reduces the extra paym.e~ts made to 
certain hospitals that serve a disproportionate share of low income patients 
by 10 percent less thaD current-law estimates. ., 

, . 

Skilled Nursing Facility Eayment Refoon. The proposal adopts a Prospective 
Payment Systtint (PPS) Ifor Skilled Nursing Facilities by November 1997. In 
I;lloving to the new methodology, a temporary freeze. on payment increases is 
'imposed and then an ihter1m system is implemented Wltil the full PPS 
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.' 
system is implemented. 

Part B ProgJ:am Sa"riDgs (iPhysicianS) .' 

Physician Payment RefoJm. The proposal adjusts the Medicare fee system 
used to pay p,hysicians.!A single conversion. factor would be phased-in for all 
physicians instead of the current three conversIon factors. Surgeons would 
be phased-in over a two :year period. The conversion factor for 1996 would 
be $35.42 and the annual growth rate would be subject to upper and lower 
growth bounds of plus 31 percent and minus 7 perc~t. , 

Reduce Hospital Outpatient Formula. The proposal adjusts the current 
Medicare' formula for hospital outpatient departments to eliminate ' 
overpayments due to a pJiyment formula flaw. 

, ,: : 

Reduce Qxygen Payment. The proposal would decrease the monthly 
payment for home oxygep services and eliminate the annual cost update for 
this service through 200,3. ' , 

Freeze Durable MedicallEquipment Reimbursement. The. proposal 

eliminates the CPI-U up~ates for payments of all categories of Durable 

Medical Equipment for fiscal years 1997 through 2003. 


'I . 
Reduce LaboratorY Reirribursement. The -proposal lowers expenditures on 
laboratory tests by redU~ing the national cap for each service to 72 percent 
of the national median fee durtng the base year for that service.

I ' " . 
Ambulatory Surgical Center Rate Change. The proposal lowers the annual 
payment rate adjustmenit by minus three percent for fiscal years 1997 and 
1998 and then reduces, th,'e rate by mJnus two percent for remaining fiscal 
years through .2003. ' 

i 
, Part A at B Program Sa~s 

Medicare Secondaxy Pater Extensions. The proposal would make' 
permanent the law that Iplaces Medicare as the secondary payer for disabled 
benefiCiaries who have ~ployer-provided health insurance. It also extends 
to ttventy-four months the period of time employer health insurance is the 
primary payer for end stage renal disease (ESRD) beneficiaries. ' 
, . . I' . . 

Home Health Payment Ref000. The proposal reforms the 'payment 
methodology qsed to pay home health serv1ces by the begJnning of fiscal year 
1999. While a'prospec~ve payment system is developed, current payments 

'are frozen and an interim payment system lmplemented. 
, . 
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Fraud & ,d.buse Changgs. IThe propos8J. includes a number ofprovisions 
designed to improve the ability to combat Medicare fraud and abuse by
providers and benefidaries ' 

Medicare Earl B premiuJReform, The plan retains the pre-1996 financing 
structure for the Part B program by requiring most participants to pay for 
31.5% of the program's costs. Premiums for lower income seniors are 
lowered to 25% of theprqgram's costs'. In addition. the proposal ellininates 
the taxpayer subsidy of Medicare Part B premiums for high income 
individuals, ' 

.,,' MEDICAID (est. saviDgs $62b.) 
. I; : ' 

The' proposal incorporates many of the principles of the NGA proposal 
regarding enhanced state flexibility. while also maintaining 'important 
safeguards for the federal treasury and retaining the guarantee of coverage 
for beneficiaries. 

Payments to States. State~,are guaranteed a base amount of funds that may 
be accessed regardless' ofl the number of indiViduals enrolled in the State 
plan. Each state would have the ability to designate a base year amount from 
among their actual Medicatd spending for FY 1993. 1994. or 1995. ' ' 
ApprOx:1mately one-third of dispropOrtionate' share hospital payments would 
be included in the base year amount. one-third would be used for defiCit 
reduction" and one,-third would be used for a federal disproportionate share 
hospital payment program. "',' 

, I ' , " 
In addition., states will re~e1ve growth rates which reflect both an inflation 
factor and estimated case~oad increases. If the estimate for caseload in any 
given year was too low. s~ates would receive additional payments per· 
benefiCiary from an umbrella fund" to make up the difference. Conversely. if 
thecaseload was overestfrnated, the estimate fot the follo~g year would be 
adjusted downward. The Iplan retains the current law match rates and . 
restrtctions o~ provider taxes and voluntary contributions. . 

Eligibilitcl.The proposal kaintains cu~ent law mandatory and optional 
populations with the foU6w1ng modifications: states would cover those , 
indiViduals eligible for SSI under a more strict definition of disabled . 
(tightened by the welfare IrefoJ;m changes included in this proposal) as well 
as SSI-related groups: states would have the option' of covering current-law 
AFDC beneftciirtes or thdse eligible under a reVised AFOe program (includes 
one-year transitional coverage); states would be allowed to "roll back" 

'. . I . " 
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coverage for pregnant Vojomen and children under the age of one from 1'85 
to 133 percent of· poverIfY: and, states are pennitted to use sa$gs in their 
base year amount to expand health care coverage to indiViduals With :incomes 
below 1000/& of the federal poverty level Without obtaining a federal waiver. 

Eenefits..The plan mJt.a.ins C1.UTent law ~andatory and optional benefits 
except that Federally Qua.l1fted Health Center (FQHC) services would be 
optional rather than maAdatory. The proposal also gives the Secretary of 
HHS the authortty to redefine early penod1c screening and diagnosis 
treatment (EPSDT] senlices. . 

. r 
Eroyider payments. The proposal repeals the so-called Boren amendment as 
well as the reasonable-~ost reimbursement requirements for FQHCs and 
rural health clin1cs, thus allOWing states full flexibility in setting proVider 
rates. It. 
QuaJi1y. States would be allowed to set proVider standards. States would no 
longer be required to obtain a waiver to enroll patients in managed care 
plans, provided the' pla...h.s met the state's standards developed for private 
p~. I 
Nursing Home Standar~s. The proposal maintains ctUTent nursing home 
standards with existing enforcement. Streamlines certain requirements.

I . . .' . 
Enforcement. IndiViduals and proViders are reqUired to go through a state· 
nul administrative hearing process prior to filing suit in federal court. 

. /. . 
Set Asides. The plan establishes a federal fund for certain states that have 
high percentages of undocumented aliens. as well as a fund for FQHCs and 
rural health clinics. 

Program Structure. THe reforms are made to the ex:istfng Medicaid statute. 

WELFARE (est. saviDgs $45b. - 53b.) 

Block. Grant. The proposal transforms existing welfare programs into a 
block grant to states tol increase program flexibility and encourage state and 
local innovation in assi,stlng low-income families in 'gecoming self-sufficient. 
1:b.is structure provides incentives to states to continue their partnership 
With the federal goveI'l'lkent by encouraging states to maintain 80 percent of 
their current spending on major welfare programs. While the plan proVides 
maximum flexibility. it requires states to operate their programs in a way 
'that treats recipients iIi a fair and equitable manner. 
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Contingenc;y· FUrui. Tp protect states facing difficult econolllic times, the 
plan calls for the crea~on of a ~2 billion' federal contingency fund. 

Child Care. The plan broVides $14.8 billion in mandatory federal funds for 
child care and ensures that those child care facilities meet minimum health 
and safety stan~ards so that children are well-cared for while their parents· 
go to work. ... 

Maintenance of Effort. 'To encourage states not to substitute these new 
federal ftmds for current state spending, a 100 percent maintenance of • 
effort and a state mateh are required in order to access additional federal 

, money for child care artd contingency ftmds. 

W9rk Requirement ank TIme 'Limit. The plan requires states to meet to~gh 
, new work requirements _. 50;percent by 2002 _. and limits a beneficiary's 
cash assistance to five years, so that AFDC becomes a temporary- helping 
hand to those in need. rather than a pennanent way of life. 

, Retention of Certain Saretr Nets. The proposal reta.tns important 
protections for welfare,'s most vulnerable beneficiaries~ the· children. It 
allows states to waive ,penalties for Single parents with children under 
school age' who canno~ work because they do not have child care. gives 
states the option to reg.uire those parents.. to work only 20 hours a week, 
and. requires states with a time limit shorter' than five years to proVide 
assistance to chUdren In the form of vouchers. 

. Out-of-Wedlock Births. The plan encourages a reduction in out-oi-wedlock 
births by allow1ng states'to deny ben~ftts to additional children born to a 
family already onwelf¥e and rewarding states that reduce the number of 
out-of-wedlock birthS./ . 

Curbing SSt Abuse. T.pe proposaJ.. repeals the IndiVidualized Functional 

Assessment (IFA) used to determine a cbild'seligibility ior Supplemental 

5ecurtty Income (5Sn land replaces it with a tightened definition of . 

childhood disability. It maintains cash assistance for those children who 

remain eligible for 5511 under this new criteria. It also eliminates 5SI 

eligibility for addicts and alcoholics. 


. I·. . 
Foster Care and Adoption Assistance. The federal entitlement for foster care 
and adoption assistance (and their respective pre-placement and 
administrative,costs) 1$ maintained under the proposal.. States are required 
to continue to m~et fe~eral standards in their child welfare and -foster care 
'programs. . 
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Food Stamp and Child Nutrition Programs. .The proposal streamlines the 
food stamp and child nutrition programs. while retaining this critical safety 
net as a federal entitlenient. The work requirement for single. childless 
reCipients in the food stamp program'is toughened.. 

Promoting self..Suffidenk for Immigrants. The plan establishes a five ..year 
ban on most federal "needs based" benefits for future immigrants. With 
exceptions for certa..in c~tegol1es of indiViduals (such as veterans~ refugees 
and asyleesJ and certainl programs (such as child ntitrttion. foster care and 
emergency health care under Medicaid). The plan also places a ban on 55I 
for all legal immigrants. but exempts current recipients who are at least 75 

<! 	 years of age or disabled; veterans and their dependents; battered indiVidUals: 
those who have worked 140 qU,arters; and for a five ..year pertod refugees. 
deportees and a,sylees. finally. future deeming requirements are expanded 
to last 40 quarters. b,ut do not continue past natura.lization. 

RetaIi'ets Earned'IncoJe Credit. The Earned Income Credit is retaigeted to 
the truly needy by reducing eligibility for those with other economic 
resources. The plan a1s? strengthens the administration of the Eamed 
Income Credit by implementing procedures to. curb fraud. 

I 
. TAXES ($13Ob.ta::z cut; $25b.loophole closers) 

Child Credit. The proPO~al prOVides a $250 per child tax credit for every 
child under the age of 17. The credit is incre~sed to as much as $500 if 
that amount is contributed to an IndiVidual Retirement Account in the 
child's name. I 

EducatiQn Incentives. The plan- provides two separate education irtcentiVes. 
The first is an above-th~-line deduction of up to 62.500 for interest . 
expenses paid on educa'llion loans. The second incentive i~ an above-the­

. line deduction for qua.1i.:fted education expenses paiq. for the education or 
training for the taxpayer,. ·the taxpayer's spouse, or the taxpayer's 
dependents. ;Sotli deductions will be phased out for taxpayers With incomes 

. above a certain threshold. The phaseout thresholds and the dollar amounts 
for the deductions are subject to revenue considerations. 

I ... 
Capital Gains: Individuals. The proposal allows individuals to deduct 50 
percent of their net capital gain in computing taxable income. It restores 
the rule In effect prior t6 the Tax: Refonn Act of 1986 that required two. 
dollars of the long-term ~apital loss of an individual to offset one dollar of 
'ordinary income. The $3,000 limitation on the deduction of capital losses 
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• .' I 

against ordinary incom~ would continue to apply. Under the plan. a loss on 
the sale of a pt1ncipal r~s1dence is deductible as a capital loss. These 
change~ .apply to sales rd exchanges after .December 31. 1995. 

Capital Gains: Corporations. The plan caps the maximum tax rate on 
corporate capital gains ~t 31 percent. This change applies to sales and 
exchanges after December 31, 1995. . 

Capital Gains:' Small BYliness Stock. The maximll'liI rate of tax on gain from 
the sale of small busine~s stock by a taxpayer other than a corporation is 14 
percent under the proPQsal. The plan also repeals the minimum tax 
preference for gain from· the sale of small bUSiness stock.. Corporate . 

"! investinents in qualified Ismall business stock would be taxed at a maximum 
rate of ~1 . percent. The plan .increases the siZe of an eligible corporation 
from gross assets of $S() milllbn to gross assets of $100 million. and repeals 

. the limitation on the amoWlt of gain an individual can exclude with respect 
to the stock of any corP,orat1on. The proposal modifies the working capital 
eXpenditure rule from btro years to five years. Finally. an individual may roll 
over the gain from the sale or exchange of small bUSiness stock if the 
proceeds of the 'sale are Iused to purchase other qualifying small business 
stock.within 60 .days. +'he increase in the size of corporations whose stock 
is eligible for the exclUSion applies to stock issued after the date of the 
enactment of this proPol~a1. All other changes apply to stock issued after 
August 10, 19~3. . . 

Alternative MinimUm Tax Relief. The plan conforms the Alternative 
Minimum Tax depreciaf;ion lives to the depredation lives used for. regular 
tax purposes for proPT placed in service after 1996. 

IndiVidual Retirement AccoUnts. The proposal expands the number of 
famil1es eligible for current deductible IRAs by increasing the income 
thresholds. In additionl the annual contribution for a married couple is 
increased to the lesser be $4,000 or the combined compensation of both 
spouses. Penalty-free ~thdra.wa1s are allowed for first-time h6mebuyers. 
~atastrophic medical ~enses. higher educat10n costs and prolonged 
unemployment...The plan creates a new type of IRA. which can receive after· 
tax contributions of up ~o $2.000. Distrtbutions from this new IRA. would be 
tax-free if made from contribut1ons held in the accoUnt for at least five years. 

I' . 
Estate Tax Relief. The plan provides estate tax relief for family-owned 
businesses by excluding the first one million dollars in value of a family­
owned business ftrom fije estate tax and lowering the rate on the next one 
and one-half million dollars of value by 50 percent. To preserve open space, 

.the plan excludes 40 p~rcent of the value of land subject to a qualified 
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conservation easement. 

Other: 	Provisions. The proposal contains a revenue neutral package 
extending the expired tax proviSiOns. The plan also calls for increasing the 
self-employed health iurance deduction to SOOIb. 

,~. Loophole ClosiDis aDd other Reforms. 	 . 

• .'disallow thl interest deduction on' corporate,;,o'Wlled life 
. insurance I 
.. phase out tpe tax deferral for large corporate. farms
'. reform the ~come forecast method of cost recovexy
.. modify the p"eatment of foreign trusts

• extend the ~il Sp~ Uability tax 

III '. repeal advance refunds of diesel tax: 
.. eliminate tHe interest e.,,,,clusion for certatn nonfinanCial 

corporatiods 
extend .and phase out the luxury tax on automobiles 
create Financial Asset Securitization Investnlent Trusts 

• 	 repeal the 50-percent interest income -exclusion for financial 
inStitution loans to ESOPs.· . . 

• 	 reform the tax treatment of expatriates
• 	 modify the ,?asis adjustment nIles under Section 1033 . 
• 	 repeal the lower-of-cost or market method of accounting for 

inventory I
.. treat ce~ preferred stock as bootll 


.. modify the loss carryback and carryforward rules 

• 	 increase th~ penalties for filing incorrect information returns 

.restri~t lik~-kind exchanges of foreign property
• 	 phase out ¢.e possession tax credit . 
• 	 extend the FUTA surtax 

I . . 
.CONSUMER PRICE INDEX (est. saviDgs $1 lOb.) . . 

The plan 'inclUdeJ an adjustment to the Consumer Price Index to 
correct biases in its cOz:P,putation that lead to it being overstated. The 
proposal reduces the CPI for puxposes. of computing cost of living 
adjustments and 1ndexihg the tax code.by one-half oJ a percentage point in 
1997 and 1998. The a~justment Is reduced to three-tenths of a percentage 
point in 1999 and all years thereafter. 

r 
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DISCRETIONARY. SPENDING (est. sa'riags $268b.l ' 
. I ' 

The plan holds di{3cretionary spendtng to an amount that is slightly 
, below the·fiscal year 1995 Jevel for each of the next seven years. This 1s $81 

billion less than the cuts proposed as part of the Balanced Budget -Act and 
529 billion less than the cuts proposed by the Administration. 

I , i 

OTHER MANDATORY SPENDING (est. savings $52 b.) 

HouSina-. The proposal reforms the Federal Housing Administration's home 
mortgage inswance pr9gram to help homeowners avoid foreclosure and 
decrease losses to the federal government. It also limits. rental adjustments 
paid 'to owners of SectiOn 8 housing projects. ' ' 

- I : : 

Communication and Spectrum. The plan directs the Federal ' 
Communications Corporation to auction 120 megahertz of spectru.m over a 
7·yeaI period. I 
Energy & Natural Resources. The proposal call for the privatization of the 
US Enrichment Corporation and the nation's helium reserves. It extends 
the requirement that. ~e 'Nuclear Regulatory COmmission coUec; 100% of 
its annual budget through nuclear plant fees. The proposal alloWs for the 
sale of the strategic petroleum reserve oil (SPRO) at the faulty Weeks Island 
location and leases the excess SPRO capacity. Under the plan the Alaska 
Power Market 4dminist:t;a,tion, various DepartInent of Energy assets, 
Department of Interior (DOl) aircraft (except those for combating forest 
fires). Governor's IslandJ New York. and the air rights over train tracks at 
Union Station would be ~old. The plan raises the annual Hetch Hetchy 
rental payment paid by ~1ty of San Francisco and authOrizes central Utah 
prepaym.ent of debt. 

em Service & Related. The plan increases,retirement contributions from 
both agencies an4 empl~yees through the year 2002. delays civilian and 
military retiree COLAs from January 1 to April 1 through the year 2002. and 
reforms the judicial andi congressional retirement. Finally. the plan denies 
eligibility for unemplo~ent insurance to service members who voluntarily 
leave the military. 1'. . 

Transportation. The proposal extends expiring FE:MA emergency planning 
. and ·preparedness fees for nuclear power plants. vessel tonnage fees for: 

vessels entertng the U.S.! from a foreign port, and Rail Safety User Fees that 
cover part of the cost to the federal government of certam safety, 
,inSpections. 

10 
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Veterans. The plan extends seven expiring proVisions of CUlTent law and 
repeals the Gardener" aecision thereby restoring the Veterans 
Adm;njstration's policy 9f limiting liability to those cases in which an 
adverse outcome was th~ result of an accident or. VA negligence. Pharmacy 
co-payments are 1ncrea~ed from 62 to $4. but not for the treatment of a 
serVice-connected disabilities or for veterans with incomes below $13, 190. 
Also. the increase appli~s only to the first 5 prescrtpttons that a veteran 
purchases per month. The proposal authOrizes a veteran's health insurance 
plan to be billed when i VA facility treats a service-connected disability. 

Student Loans. The pr~pOSal caps the direct lendmg program at 40 percent 
of total loan volume. It imposes a range of lender and guarantor saVings. 
The proposal does not t:b.clude fees on institutions, the elimination of the 
grace period. or anyotJ::ier proVisions negatively impacting parents or 

students. ,I" . . 
Debt Collection. The plan authorizes the Internal Revenue Service to levy 

. I

federal payments (i. e. ~ retirement, workman's compensation, federal 
retirement, Social Security and federal wages) to collect deJJnquent taxes. 

Park SerVice Receipts JSale of DoD Stockpile. The proposal raises fees at 
National Parks. It dire9ts the Defense Departm~nt to sell materials in its 
stockpile that are in excess of defense needs (i.e. aluminum and cobalt) -­
but not controversial mtiterials such as titanium.

I ..' . 
Long-TenD Federal Retirement Program Reforms. The plan increases the 
normal civil service retil-ement eligibility to age 60 with 30 years of service, 
age 62 With 25 years of/serVice, and age 65 With 5 years of service. Military 
retirement eligibility for, active duty personnel is increased to age 50 with 
20 years of service, With a discounted benefit payable to a person retiring 
before age 50. No cha.x?ges are proposed for the retirement eligibility of 
reserve servicepersons.. These ,changes would not apply to cwrent or 
previously employed federal workers or anyone who is now serVing or who 
has preViously served td. the military .. Although these changes will not 
produce budget saVingsl in the coming seven years, they do proVide 
Significant saVings over I the lo~g-term. 

1 1 
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Jon Secrest 
Keith Lind 
Charlie Buck 
Charlie Salem 
Alan Wyle 
Maura Cullen 
Leo Penne 

Nancy Ann Min 

Jerry Klepner 

Rich Tarplin 


FROM: Cynthia Rice, Office of Senator Breaux (phone: 224-9741) 

PCl~",::.·. \-=f-

About 20 members of the Breaux-Chafee Centrist Coalition intend to speak in . 
morning .business on Thur~day April 25th ~nd submit 'the attached summary of 
our seven-year balanced b~dget plan into the Record. Note that CBO is still 
scoring our' package, so the estimated figures are far from final. 
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SENATE CENTRIST COALITION 

7-YEA,R( BALANCED BUDGET PLAN 


INTRODUCTION 


For the past several months, a bipartisan group of 22 Senators has worked to craft a 
seven-year balanced budget agreement that is fair to all Americans. We have made 
,the difficult chciices arid compromises necessary to reach ,an agreement because we 
are concerned about the effeCt a continuing deficit will have on the quality of life 
for each and every AmericacJ. 	 ' , " , 

If we act, we can foster econlruc growth and prosperity. If we fail to act, we 
undermin.e the future of our Ichild.r~n and grandchildren. This is an historic 
opportunity and we should not let It pass. ' 

Balancing'the budget will sp~r economic growth, and help families make ends meet 
by lowering interest rates oni home mortgages; car loans, and education loans. 

Balancing the budget will a1sb brighten our children's future. Last year's report of 
the Bipartisan Commission dn Entitlement and Tax Reform illustrates the magnitude 
of t~e problem facingfu~rel generatio~s. Left unchecke~, by the yea: 2012, , " 
projected outlays for entitlements and mterest on the nanona1 debt wIll consume all 
tax: revenues collected by thJ federal government, leaving nothing for national " 
defense, roads, or education. I We cannot stand by and let this happen. 

We formed this CentrIst Co~ition because we believe a balanced budget is possible 
only if Democrats and Republicans work together. We offer this proposal as a way 
to bridge the gap between obr tWo parties. We hope our effort will spur the 
President and our colleagues in the House and Senate to work together to enact a 
balanced budget this year. 

Roben F. Bennett 
Christopher S. Bond 
John B. Breaux 
Hank Brown 
Richard H. Bryan 
John H. Chafee 
William S. Cohen 
Kent Conrad 

., Dianne Feinstein Herb Kohl 
Bob Graham 

\ 

Joseph L Lieberman 
Slade Gorton SamNunn 
James M. Jeffords Charles S. Robb 
J. Bennett Johnston Alan K. Simpson 
Nancy Landon 	 . Arlen Specter 

Kassebaum Olympia J. Snowe 
J. Robert Kerrey 
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I 
SENATE CENTRIST COALITION 


7..YEAR 
I 

BALANCED BUDGET PLAN 

I 

EXECUTIVE SUMMARY 

MEDICARE (estimated savings: $154 billion) 
. I . 

Expan~s choices for Medica~e beneficiaries. ' . 
Beneficiaries can remain in the traditional fee·for-service Medicare program or choose 
from a range of private man~ed care plans, based upon individual need. Options 
include point-of-service plans~ provider sponsored organizations and medical savings 
accounts (on a demonstratiort basis). ' 

. I,' 
Promotes the growth of managed care. . 

By creating a p.ew payment s~stem for managed care - which blends national and 

local payment rates - the plap encourages growth in the availability and accessibility 

of managed care. Indirect Medical Education payments would be redirected to 

teaChing hospitals; currently, they are paid to managed care plans. 


Ensures the solvency of the Medicare Trust Fund. 

By slowing the rate of gro~h in payments to hospitals, physicians and other service 

providers, the plan extends the solvency of the Medicare Trust Fund. 


Higher income seniors shOJw pay more. . 

Through affluence testing, t~e plan reduces the Medicare Part B premium subsidy to 

higher income seniors, and a~ks them to pay a greater share of the program's cost. 


; 

MEDICAID (estim~ted satngs: 562 billion) 

Incorporates a number of I1GA's recommendations. _ 

The proposal incorporates many of the principles of the NGA proposal regarding 

enhanced state flexibility, willIe also maintaining imponant safeguards for the fed.eral 

treasury and retaining the ~arantee of coverage 'for beneficiaries. . 


Sharing the risks and rewaJding efficiency. ' 

Funding is based upon the nhmber of people covered in each state, ensuring federal 

funding during economic do~n~rns. States will be able to redirect the savings they 

achieve toward expanding Medicaid coverage to the working poor. 
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Guaranteed coverage for the most vulnerable populations. 
The plan maintains a national. guarantee of covetage for low-income pregnant 

women, children, the elderly and the disabled (using the tightened definition of 

disability included in welfare reform legislatio~). . 


Increased flexibility for the states. . ' . 
States can design the health d.re delivery systems which best suit their needs without 
obtaining waivers from .the federal government. Under this plan, states can 
determine provider rates (the Boren amendment is repealed), create managed care 
programs, and develop home rnd community based care options for seniors to help 
keep them. out of nursing ho~es. . 

WELFARE (estimated saviJgs: $45-$53 billion) 

. Includes many of NGA's reJommendations. . 
The plan, which includes sev~ral prominent features of the NGA proposal, is based 
upon the welfare reform bill that passed the Senate by a vote of 87-12 in September 
1995. 

Tough new work requirements. 

States must meet a 50 percent wotk participation requirement by the year 2002, 


Time limited benefits. 

Cash assistance is limited for beneficiaries to a maximum of five years. 


A block grant providing malimum state flexibility. 

States will be given tremendofs flexibility to design welfare programs, in accordance 

with their own circumstances, that promote workiand protect children. 


More child care funding to Lable parents to ",jrk. . 

The plan provides the higherllevel of child care fufding ($14.8 billion) recomm«:nded 

by the NGA to enable parents to get off welfare arid to help states meet the strict 

work participation requiremdnts contained in the plan . 


. Extra funds for states to welthe.r recessionaty plriOds. . . 

The plan includes a $2 billioJ contingency fund to help states through· economic 

downturns. 


3 
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Important safety nets main~ained.· , 

The plan preserves the food Stamp and foster care programs as uncapped . 

entitlements. States must 'prqvide vouchers to meet the basic subsis~ence needs of 

children if they impose time Ilimits shoner than five years (states set amount of 

vouche~. . 


Encourages states to maintain .their investment in the system.' . 

States must maintain their o.Jrn spending at 80 percent to get the full block grant) 

and 100 percent to get, contiJgency arid supplemental child care assistance funds; 

contingency and child care nbds must· be matched., . 


Reforms Supplemental SeJrity Income programs. 

The plan disqualifies qrug addicts and alcoholics from receiving 5SI benefits, and 

tightens eligibility criteria for the childrens' sst disability program. . 


Retargets Earned Income Credit . . 
The Earned Income Credit i~ r~argeted to truly needy by reducing eligibility for 
those with other economic ~esou~ces. The ?lan also' strengthens the administration 
of the Earned Income Credit by lmplementmg procedures to curb fraud. ' 

I , ' 
ECONOMIC GROWTH INCENTIVES (estimated cost: $130 billion) 

A three-pronged tax relief ~rogram for working families. . 

The plan establishes a new $250 per child credit ($500 per child if the 'parent 

contributes that amount to .in IRA in the child's name); expands the number of 

taxpayers eligible for deductible IRAs, creates a new ubackloaded" IRA) and allows 

penalty free withdrawals fo~ first time homebuyers, catastrophic medical expenses, 

college costs, and prolongedj unemployment; and provides for anew "above the line" 

deduction for higher education expenses. 


I 
Encourages economic' growth. '. ' 

A capital gains 'tax reducrioi based on the Balanced Budget Act formulation 

(effective date of 1/1/96): 50 percent reduction for individuals; 31 percent maximum· 

rate for corporations; expadded tax break. for investments in small business stock; 

and capital loss of principal Iresidence. The proposal also provides for AMT relief 

(conformance of regular and alternative minimum tax depreciation lives). 


I ' ' 
Important small business tax assistance. . " . 

An exclusion from estate tak on the first $1 million of value in a family-owned 

business, and 50 percent on! the next $1.5 million. Increases the self-employed health 

insurance deduction to 50 ~ercent. 
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Extension of expiring provisions. 

The plan provides for a revenue neutral extension of expiring provisions. 


LOOPHOLE CLOSERS (estimated savings: $25 billion) 

Closes unjustifiable tax loopholes. 

The cost of the economic growth incentives is partially offset by the elimination of 

many tax loopholes, and through other proposed changes in the tax code. 


CPI ADJUSTMENT (estimated savings: 5110 billion) 

A more accurate measure of increases in the cost of living. 
The plan adjusts the CPI to bener reflect real increases in the cost of living by 
reducing it by half a percentage point in years 1997-98, and by three-tenths of a 
percentage point. thereafter. The proposed adjustment is well below the range· of 
overstatement identified by economists. 

DISCRETIONARY SPENDING (estimated savings: 5268 billion) 

Achievable discretioJlarY spending reductions. 
Unlike most of the other budget plans, this proposal provides for discretionary 
spending reductions which can actually be achieved. The plan proposes a level of 
savings which is only 510 billion more than a "hard freeze" (zero growth for 
inflation), ensuring adequate funds for a strong defenSe and for critical investments 
in education and the environment. 

OlliER MANDATORY SPENDING (estimated savings: $52 billion) 

Balanced reductions acceptable to both parties. .. 

The plan includes changes that were proposed in both Republican and Democratic 

balanced budget measures in the areas of banking, commerce, civil service, 

transportation and veterans programs. 


Additional mandatory savings. . 

The plan adopts other changes,. including a cap on direct lending at 40 percent of 

total loan volume, extending railroad safety fees, and permining Veterans' hospitals 

to bill private insurers for the care of beneficiaries. 
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SENATE CENTRIST COALITION 
.7·YEAR BALANCED BUDGET PLAN 

DETAILED SUMMARY 

MEDICARE (est. savings $lS4b.) 

The plan proposes a variety of reforms to the Medicare program designed to 
promote efficiency in the delivery of services and strengthen the financial status of the 
Trust Fund. The proposal retains the traditional, fee for service Medicare program, but 
also encourages the formation of private managed care options for seniors ·and the disabled, 
allowing point of service plans, provider sponsored organizations, and medical savings 
accounts (on a demonstration basis). . . 

The plan's provider payment savings and the expanded availability of managed ~re 
delivery of services will lower the cost of the Medicare program over the next seven years· 
thereby extending the solvency of the Medicare Trust Fund. 

Program Reforms 

Increase choice of private health plans. Under the proposal, preferred provider . 
organizations (PPOs) , provider sponsored organizations (PSOs), Medical Savings Accounts 
(as a demonstration project), and other types of plans that meet Medicare's standards are 
made available to Medicare beneficiaries. 

Annual enrollment~ The plan allows beneficiaries to switch health plans e~ch year during 
an annual "open season" or within 90 days of initial enrollment. 

Standards. The Secretary of HHS, in consultation with outside groups, will develop 
standards which will apply to all plans. These standards will involve benefi~s, coverage, 
payment, quality, consumer protection, assumption of financial risk, etc., which will apply 
to all plans; PSOs will be able to apply for a limited waiver of the requirement that plans 
be licensed under state law. 

Additional benefits. Under the proposal, health plans wouid be perniitted to offer their 
participants additional benefits or rebates in the form of a reduced Medicare Part B 
premium. Plans would be prohibited from charging additional premiums for services 
covered by Medicare PartS A&B. 

6 
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Payments to private health plans. Payments to managed care plans will be de.linked from 
traditional fee.for-servicepayments and will be computed using both l~cal1y-based and 
nationally-based rates. Future payments will grow by a predeterminedpercenta.ge and a 
floor will be established in order to attract plans to the lowest payment areas. 

Commission on the Effect of the Baby Boom GeneratiQn. The plan proposes the creation 
of'a commission to mike recommendations regarding the long-term solvency of the 
Medicare program. ' . , 

Conform Medicare with Social Securitx. The eligibility age for Medicare is increased to 67 
at the same rate as the current Social Security eligibility age is scheduled to increase. 

Part A Program Savings (Hospitals) 

Hospital Market Basket Update Reduction. For hospitals, the proposal sets the annual 

update for inpatient hospital service's at the market basket minus one and one-half 

percentage points for fiscal years 1997 through 2003. 


Capital Payment Reduction. For hospitals, the proposal reduces the inpatient capital, 
payment rate by fiftee~ percent for fiscal years 1997 through 2003. 

Reduce The Indirect Medical Education Reimbursement Rate. The proposal phases-in a 
reduction to the additional payment adjustment to teaching hospitals for indirect medical 
education from 7.7 percent to 6.0 percent. 

Reduce DSH Pa.yment. The plan reduces the extra payments made to certain hospitals that 
serve a disproportionate share of low income patients by 10 percent less than current-law 
estimates. , . 

. Skilled Nursint Facility Payment Reform.· The proposal adopts a Prospective Payment 
System (PPS) for Skille~ Nursing Facilities by November 1997. In moving to the new 
methodology, a temporary freeze on payment increases is imposed and then an interim 
system is implemented.until the full PPS system is implemented. 

Part B Program Savings (physicians) 

Physician Payment Reform. The proposal adjusts the Medicare fee system used to pay 
physicians. A single conversion factor would be phased-in for all physicians instead of the 
current three conversion factors. Surgeons would be phased-in over a two year period. 
The conversion factor for 1996 would be $35.42 and the annual growth rate would be 
subject to upper and lower growth bounds of plus 3 percent and minus 7 percent. 
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Reduce Hos,eital Outpatient Formula. The proposal adjusts the current Medicare formula 
for hospital outpatient departments to eliminate overpayments due to a payment formula 
flaw. ' 

Reduce Oxy&en Payment. The proposal would decrease the monthly payment for home 
oXygen services and eliminate the annual cost update for this service through 2003. 

freeze Durable Medical Equipment Reimbursement. The proposal eliminates the CPI-V 
updates for payments of all categories of Durable Medical Equipment for fiscal years 1997 
through 2003. 

Reduce Laboratory Reimbursement. The proposal lowers expenditures on labor<!-tory tests 
by reducing the natiomll,cap for each service to 72 percent of the national median fee 
during the base year for that service. 

Ambulato.r:y Suwcal Center Rate Change. The proposal lowers the annual payment rate 
adjustment by minus three percent for fiscal years 1997 and 1998 ahd then reduces the rate 
by minus two percent for remaining fiscal years through 2003. . 

Part A Be B Program Savings 

Medicare SecondaQ" Payer Extensions. The proposal would make permaIlent the law that 
places Medicare as the secondary payer for disabled beneficiaries who have employer. 
provided health insurance. It also extends to twenty-four months the period of time 
employer health insurance is the primary payer for end stage renal disease (ESRD) 
beneficiaries. . 

Home Health Payment Reform. The proposal reforms the payment methodology used to 
pay home health services by the beginning of fiscal year 1999. While a prospective 
payment system is developed, current payments are frozen and an interim payment system 
implemented. 

Fraud &. Abuse Chan&es. The proposal includes a number of provisions designed to' 
. improve the ability to comba~ Medicare fraud and abuse by providers and beneficiaries 

Medicare Part B Premium Reform. The plan retains the pre-1996 financing structure for 
the Part B program by requiring most participants to pay for 31.5% of the program's costs. 
Premiums for lower income seniors are lowered to 25% of the program's costs. In 
addition, the proposal eliminates the taxpayer subsidy of Medicare Part B premiums for 
high income individuals. 

8 
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MEDICAID (est. savings S62b.) 

The proposal incorporates many of the principles of the NGA proposal regarding enha.nced 
state flexibility, while also maintaining important safeguards for the federal treasury and 
retaining the guarantee of coverage for beneficiaries. 

Payments to States. States are guaranteed a base amount of funds that may be accessed 
regardless of the number of individuals enrolled in the State plan. Each state would have 
the ability to designate a base year amount from among their actual Medicaid spending {or 
FY 1993, 1994, or 1995.' Approximately one·third of disproportionate share hospital 
payments would be included in the base year amount, one-third would be used for deficit 
reduction, and one-third would be used for a federal disproportionate share hospital 
payment program. 

In addition, states will receive growth rates which reflect both an inflation factor and 
estimated caseload increases. If the estimate for caseload in any given year was too low, 
states would receive additional payments per' beneficiary' from an umbrella fund" to make 
up the difference. Con;versely, if the caseload was overestimated, the estimate for the 
following year would be adjusted downward. Regardless' of caseload, a state's allocation. 
never fall below the base year allocation for that state. The plan retains the current law 
match rates and restrictions on provider taxes and voluntary contributions. 

Eligibility. The proposal maintains current law mandatory and optional populations with 
the following modifications; states would cover those individuals eligible for S5I under a '. 
more strict definition of disabled (tightened by the welfare reform changes included in this 
proposal) as well as SSI-related groups; states would have the option of covering current­
law AFDC beneficiaries or those eligible under a revised AFDC program (includes one-year . 
transitional coverage); and, states are permitted to use savings in their base year amount to 
expand health care coverage to individuals with incomes below 100% of the federal poverty 
level without obtaining a federal waiver. . 

Benefits. The plan m.aintains current law mandatory and optional benefits except that 
Federally Qualified Health Center (FQHC) services would be optional rather than 
mandatory. The prop.osal also gives the Secretary of HHS the authority to redefine early 
periodic screening and diagnosis treatment (EP5DT) services. 

Provider payments. The proposal repeals the so-called Boren amendment as well as the 

reasonable-cost reimbursement requirements for FQHCs and rural health clinics', thus 

allowing states full flexibility in setting provider rates. 


. . 
Qualit"y. States would be allowed to set provider standards. States would no longer be 

required to obtain a waiver to enroll patients in managed care plans, provided the plans 

met the state's standards developed for private plans . 


• 
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Nursing Home Standards. The proposal maintains current nursing home standards with 
existing enforcement. \ Streamlines certain requirements. 

Enforcement. Individuals and providers are required to go through a state-run 
administrative hearin~ process prior to filing suit in federal court. , 

Set Asi.des. The plan e~tablishes a federal fund for certain states that have high percentages 
of undocumented aliens, as well as a fund for FQHCs and rural health clinics. 

Program Structure. The reforms are made, to the existing Medicaid statute. 
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WELFARE (est. savings S45b. - 53b.) 

Block Grant. The proposal transfor.m.s existing welfare programs into a block grant to 
states to increase program flexibility and encourage state and local innovation in assisting 
low-income families in becoming self-sufficient. This struCture provides incentives to states 
to continue their partnership with the federal government by encouraging states to 
maintain 80 percent of their current spending on major welfare programs. While the plan 
provides maximum flexibility, it requires states to operate their programs in a way that 
treats recipients in a fair and equitable manIler~ 

ContinGency Fund. To protect states faci~g difficult economic times, the plan calls for the 
creation of a $2 billion federal contingency fund. 

Child Care. The plan provides $14.8 billion in mandatory federal funds for child care and 
ensures that those child care facilities meet minimum health and safety standards so that 
children are well-cared for while their parents go to work. 

Maintenance of Effort. ' To encourage states not to substitute these new federal funds for 

. current state spending, a 100 percent maintenance of effort and a state match are required 


in order to access additional federal money for child care and contingency funds. 


Work Requirement and Time Limit. The plan requires states to meet tough new work 
requirements ~- 50 percent by 2002 - and limits a beneficiary'S cash assistance to five years, 
so that AFDC becomes a temporary helping hand to those in need, rather than a . 
permanent way of life. 

Retention of Certain Safety Nets. The proposal retains important protections for welfare's 
most vulnerable beneficiaries, the children. It allows states to waive penalties for single 
parents with children under school age who cannot work because they do not have child 
care, gives states the option to require those parents to work on1y·20 hours a week, and 
requires states with a time limit shorter than five years to provide assistance to children in 
the form of vouchers. . . 

Out-of-Wedlock Births. The plan encourages a reduction in out-of-wedlock births by 
allowing states to deny benefits to additional children born to a family already on welfare 
and' rewarding states that reduce the number of out-of-wedlock births. 

, 

Curbing S5I Abuse. The proposal repeals the Individualized Functional Assessment (IF A) 
used to determine a child's eligibility for Supplemental Security Income (SSI) and replaces it 
with a tightened definition of childhood disability. It maintains cash assistance for those 
children who remain eligible for SSI under this new criteria. It also eliminates SS! 
eligibility for addicts and alcoholics. 

1 1 
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FQster Care and Adoption Assistance. The federal entitlement for foster care and adoption 
assistance (and their respective pre:-placement and administrative costs) is maintained under 
the proposal. States are required to continue to meet federal standards in their child 
welfare and foster care programs. 

Food Stamp and ChildJ'lutrition Prop-ams. The proposal streamlines the food stamp ,and 
child nutrition programs, while retaining this critical safety net as a federal entitlement. 
The work requirement for single, childless recipients in the food stamp· program is 
toughened. : 

" ; " 

Promotint Self-Sufficien£Y for Immitrants. The plan establishes a five-year ban on most 
federal "needs based" benefits for future immigrants, with exceptions for certain categories 
of individuals (such as veterans, refugees and asylees) and certain programs. (such as child 
nutrition, foster care and emergency health care under Medicaid). The plan also places a 
ban on S5! for all legal immigrants, .but exempts current recipients who are at least 75 years 
of age or disabled; veterans and their dependents, battered individuals; those who have 
worked 40 quarters; and for a five-year period refugees, deportees and asylees. Finally, 
future deeming requirements are expanded to last 40 quarters, but do not continue past 
naturalization. 

Retartets Earned Income Credit. The Earned Income Credit is retargeted to the truly needy 
by reducing eligibility for those with other economic resources. The .plan also strengthens 
the administration of the Earned Income Credit by implementing procedures to curb fraud. 
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TAXES ($130b.tax cut; S2Sb.loophole closers) 

Child Credit. The proposal provides a $250 per -child tax credit for every child under the 
age of 17. The credit is increased to as much as $500 if that amount is contributed to an 
Individual Retirement Account in the child's name. 

Education Incentives. The plan provides two separate education incentives. The first is ~n 
above-the-line deduction of up to 52,500 for, interest expenses paid on education loans. 
The second incentive is an above-the-line deduction for qualified education expenses paid 
for the education or training for the taxpayer, the taxpayer's spouse, or the taxpayer's 
dependents. Both deductions will be phased out for taXpayers with incomes above a 
certain threshold. The 'phaseout thresholds and the dollar amounts for the deductions are 
subject to revenue considerations. 

Capital' Gains! Individuals. The proposal allows individuals to deduct 50 percent of their , 
net capital gain in computing taxable income. It restores the rule in effect prior to the Tax' 
Reform Act of 1986 that required two dollars of the long-term capital loss of an individual 
to offset one dollar of ordinary income. The $3,000 limitation on the deduction of capital 
losses against ordinary income would continue to apply. Under the plan, a loss on the sale 
of a principal residence is' deductible as a capital loss. These changes apply to sales and 
exchanges after December 31, 1995. ' 

Capital Gains: Corporations. The plan caps the maximum tax rate on corporate capital 
gains at 31 percent. This change applies to sales and exchanges after December 31, 1995. 

Capital Gains: Small Business Stock. The maximum rate of. tax on gain from the sale of 
small business stock by a taxpayer other than a corporation is 14 percent uncler the 
proposal. The plan also repeals the minimum tax preference for gain from the sale of sinall' 
business stock. Corporate investments in qualified small business stock would be taxed at a 
maximum rate of 21 percent. The plan increases the size of an eligible corporation from 
gross assets of $50 milli,on to gross assets of $100 million, and repeals the limitation on the 
amount of gain an individual can exclude with respect to the stock of any corporation. 
The proposal modifies the working capital expenditure rule from two years to five years, ' 
FinallyJ an individual may roll over the gain from the sale or exchange of small business 
stock if the proceeds of the sale are used to purchase other qualifying small business stock 
within 60 days. The increase in the size of corporations whose stock,is eligible for the 
exclusion applies to stock issued after the date of the enaCtment of this proposal. All other 
changes apply to stock issued after August 10, 1993. 

Alternative Minimum Tax Relief. The plan conforms the Alternative Minimum Tax 
depreciation lives, to the depreciation lives used for regular tax purposes for property placed 
in service after 1996. 
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Individual Retirement Accounts. The proposal expands the number of families eligible for 
. current deductible mAs by increasing the income thresholds. In addition, the annual 

contribution for a married couple is increased to the lesser of $4,000 or the combined 
compensation of both spouses. Penalty-free withdrawals are allowed for first-time 
homebuyers, catastrophic medical expenses) higher education costs and prolonged 
unemployment. The plan creates a new type of IRA which can receive after-tax 
contributions of up to $2,000. Distributions from this new IRA would be tax-free if made 
from contributions held in the account for at least five yea.rs. 

Estate Tax'-Reliefi The plan provides· estate tax relief for family-owned businesses by 
excluding the first one million dollars in value of a family-owned business from the estate 
tax and lowering the rate on the next one and one-half million dollars of value by 50 
percent. To preserve open space, the plan excludes 40 percent of the value of land subject 
to _a qualified conservation easement. 

Other PJOvisions. The proposal contains a revenue neutral package extending the expired 
tax provisions. The plan also calls for increasing the self-employed health insurance 
deduction to 5.0%. . 

Loophole Closings and Other Reforms. 

The plan includes a package of loophole closers and other tax changes designed to 
reduce the deficit by $25 billion over seven years, Changes include, for example, phasing 
out the interest deduction for corporate-owned life insurance, eliminating the interest 
exclusion for certain nonfinancial businesses, and reforming the tax treatment of foreign 
trusts. In addition, the Oil Spill Liability tax and the federal-unemployment surtax are 
extended as part of the plan. 

14 
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CONSUMER PRICE INDEX (est. savings SUOb.) 

The plan includes an adjustment to the Consumer Price Index to correct biases in its 
computation that lead to it being overstated. The proposal reduces the CPI for purposes of 
computing cost of living adjustments and indexing the tax code by one-half of a percentage 
point in 1997 and 1998. The adjustment is reduced to three-tenths of a percentage point in 
1999 and all years thereafter. 

DISCRETIONARY SPENDING (est. savings S268b.) 

The plan holds discretionary spending to an amount that is slightly below the fiscal 
year 1995 level for each of the next seven years. This is 581 billion less than the cuts 
proposed as part of the Balanced Budget Act and $29 billion less than the cuts proposed by 
the Administration. ' 

OTHER MANDATORY SPENDING (est. savings $52 b.) 

Housing. The proposal reforms the Federal Housing Administration's 'home mongage 
insurance program to help homeowners, avoid foreclosure and decrease losses to the federal 
government. It also limits rental adjustments paid to owners of Section 8 housing projects. 

Communication and Spectrum. The plan directs the Federal Communications Corporation 
to auction 120 megahertz of spectrum over a 7-year period. 

Ener;gy & Natural Resources.' The proposal call for the privatization of the US 
Enrichment Corporation and the natiori's helium reserves. It extends the requirement that 
t}le Nuclear Regulatory Commission collect 100% of its annual budget through nuclear 
plant fees. The proposal allows for the sale of the strategic petroleum reserve oil (SPRO) at 
the faulty Weeks Island location and leases the excess SPRO capacity. Under the plan the 
Alaska Power Market Administration, various Department of Energy assets, Department of 
Inteiior (DOI) aircraft (except those for combating forest fires), Governor's Island, New 
York, and the air rights over train tracks at Union Station would be sold. 'The plan raises 
the annual Hetch Hetchy rental payment paid by City of San Francisco and authorizes 
central Utah prepayment of debt. 

Civil Service & Related. The plan increases retirement contributions from both agencies 
and employees through'the year 2002, delays civilian and military retiree COLAs from 
January 1 to April 1 through the year 2002, and reforms the judicial and congressional 
retirement. Finally, the, plan denies eligibility for unemployment insurance to service 
members who voluntarily leave the military. 
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mnsportatiQn. The proposal extends expiring FEMA emergency planning and 
preparedness fees for nuclear power plants, vessel tonnage fees for vessels entering the U.S. 
from a foreign port, and Rail Safety User Fees that cover paIt of the cost to the federal 
government of certain safety inspections. 

Veterans; The plan e).."tends seven expiring provisions of current law and repeals the 
Gardener" decision thereby restoring the Veterans Administration's policy of limiting 
liability to those cases in which an adverse outcome was the result of an accident or VA 
negligence. Pharmacy co~payments are increased from $2 to $4, but not for the treatment 
of a service-connected disabilities or for veterans with incomes below $13,190. Also, the 
increase applies only to the first 5 prescriptions that a veteran purchases per month. The 
proposal authorizes a veteran's health insurance plan to be billed when a VA facility treats 
a service-connected disability. 

Student Loans. The proposal caps the direct lending program at 40 percent of total loan 
volume. It imposes a range of lender and guarantor savings. The proposal does not 
include fees on institutions, the elimination of the grace period, or any other provisions 
negatively impacting parents or students. , 

Debt Collection. The plan authorizes the Internal Revenue Service to levy federal 
payments (t.e. RR retirement, workman's compensation, federal retirement,.Social Security 
and federal wages) to collect delinquent taxes. . 

Park Service Receipts & Sale of DoD. Stockpile.-.· The proposal raises fees ~t National Parks. 
It directs the Defense Department to sell materials in its stockpile that are in excess of 
defense needs (i.e. aluminum and cobalt) - but not controversial matedals such as titanium. 

Lon,-Term Federal Retirement Pro~am Reforms. The plan increases the normal civil 
service retirement elIgibility to age 60 with 30 years of service, age 62 with 25 years of 
service, and age 65 with 5 years of service. Military retirement eligibility for active duty, 
personnel is increased to age 50 with 20 years of service, . with a discounted benefit payable 
to a person retiring before age 50. .No changes are proposed for the retirement eligibility 
of reserve servicepersons. These changes would.not apply to cUrrent or previously 
employed federal workers or anyone who is now serving or who has previously served in 
the military. Although these changes will n~t produce budget ~avings in the coming seven 
years, they do provide significant savings over the long-term. 
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DEMOCRATIC GOVERNORS' ASSOCIATION 

FOR IMMEDIATE RELEASE Contact: Doug Richardson 
April ZSt i1996 ZOZ-47?Sl84 

i 

DEMOCRATIC GOVERNORS APPLAUD BIPARTISAN BUDGET PLAN 

WASHINGTON •• A group of Democratic Governors today applauded a· 
bipartisan lSenate coalition·s plan for balancing the federal budget. 

In a letter to Senators John Breaux, D·LA. ~nd John Chafee, R-RI, five 
Democratic Governors called the bipartisan group's work •'Doth encouraging and 
practical. o. 

Th~ Govemors said the Centrist Coalition proposal "goes' far toward 
achieving ,the principJes. outlined in the National Governors' Association's 
agreements on Medicaid and welfare." 

The Medicaid component of the Centrist Coalition plan preserves a 
guarantee of coverage and ensures that dollars follow recipients, the Governors 
said. -. 

The welfare reform portion of' {he proposal includes strong work 
requirements while protecting children, the Governors said. . 

The Democratic Governors' letter was signed by West Virginia Governor 
Gaston Caperton, the 1996 Chairman of the Democratic Governors' Association, 
and the four Democratic Governors who have worked for months to negotiate 
Medicaid and welfare compromises. These Governors are Nevada Governor Bob 
Miller, the Vice Chairman of the National Governors' Association; Governor 
Tom Carper, Delaware; Governor Lawton Chiles, Florida, ~d Governor Roy _. 
Romer, Colorado. .. 

lIN 
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STATE Of NEVADA 

EXECUTIVE CHAMBER 
CapUol Complu TELEPHONE 

BOB MILLER (102) 687-$670 
Covrrnor Carson City, Nevad..a 89710 

F..: (701) 687-44&6 

. Apri.J 25, ·1996 

The Honorable John Ch~fee 
505 Dirksen Senate Office Building 
Washington, D.C. 20519 

Dear Senator Chafee: 

We are writing (0 applaud your biparrisan efforts to balance the federal budget, while 
making responsible changes in Medicaid and welfare programs. Democratic Governors have had 
a long-standing interest in balancing the federal budget as many of us are required to do in our 
states. 

While we have nqt had an opportunity to review your proposal in detail, the summary 
we have seen is both encouraging and practical. And, while we cannot comment on a11 aspects· 
of your comprehensive 'package, we believe your proposal goes· far toward achieving the 
principles outlined in tlie National Governors' Association's agreements on Medicaid and 
welfare. Your reform package -- if adopted -- will· improve the Medicaid program while 
achieving significant savihgs and go a long way in assisting states in their efforts toward welfare 
reform. ' 

In the Governors" agreement on Medicaid, the basic prerniseis that individuals have a 
guarantee of coverage and that the dollars will follow the people. Your outline indicates that you 
preserve that guarantee arid have a funding formula very similar LO the NGA agreement. As you 
know well from our ongqing discussions, these principles are critical to us and are the basis of 
our concern about the d~ft proposal from the House Commerce Committee which we believe 
would have undermined tpe guarantee of coverage for individuals. And, while a final proposal 
is yet to be seen, reportediy it will not contain a formula reflective of the NGA agreement where 
the dollars clearly follow,the people. 

Your summary sHows that the Centrist Coalition package includes a strong welfare 
component that builds on the major tenets of the NGA bipartisan welfare lagreement. 'Your 
proposal would time-limit; benefits and strengthen work requirements while protecting children. 
These provisions most cehainly complement state effortS to reform welfare and are consistent 

.with Governors' desire to.' impel Congressional action thi~ year. . 
, 
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Senator Chafee 
April 25, 1996 
Page 2 

,; 

Most import.ln~1y, your Coalition has forged a bipartisan compromise with your proposal. 
If anything is to be Ie~rned from the h~alth care and welfare battles over the pasty'ears, it is that 
reform wi1l never bec9me a reality in a purely partisan environment. Our goal has always been 
to have a bipanisan ,effort on these issues which would lead to a bipartisan discussion in 
Congress. As administrators of these critical state programs, we have been very concerned about 
the staJled legislative process in the relevant House and Senate committees. We have worked 
tirelessly over the past year with you, mher members of Congress. the Administration and 
Republican Governors toward effective. comprehensive reform. We appreciate your efforts and 
dedication to completing this task this year. 

, We appreciate :your continued willingness to work with Governors and st..wd ready [0 

assist with your efforts to achieve real reform that will enable and bolster our effons at the stare 
level to provide meani,ngful, cost-effective progr:lms for our people. 

With best regards. 
. I 

Governor Gaston Caperton 
West Virginia : 
. . 

·2~~~ 

Governor Tom Carper 

Delaware 


Governor Roy, Romer 

Colorado . 


"Governor Bob Miller 
Nevada 

Governor Lawton Chiles 
Flori"da 
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STATE OF NEVADA 

EXECUTIVE CHAMBER 
Capitol Complu TELEPHONE 

BOB MILLER (102) 681.$610 
Governor Car.on City, Nevada 89110 

Fa.;: (i'Ol) 681-44" 

Aprjl 25. 1996 

The Honorablelohn Breaux 
516 Hart Senate Office Building 
Washington. D.C. 20510. 

Dear Senator Breaux: 

We are writing to applaud your bipanisan effortS to balance the federal budget, while 
making responsible changes in Medicaid and welfare programs. Democratic Governors have had 
a long-standing interest i~ balancing the federal budget as many of us are required to do in our 
states. 

i 

While we have riot had an opportunity to review your proposal in detail, the summary 
we have seen is both encouraging and practical, And, while we cannot comment on an aspects 
of your comprehensive package, we beJieve YOllr proposal goes far toward achieving (he 
principles outlined in [he National Governors' Association's agreements on Medicaid and 
welfare. Y..our refon;, package -- if adopted .- will improve the Medicaid program while 
achieving significant savings and go a long way in assisting states in their efforts toward welfare 
reform. 

In the Governors' agreement on Medicaid, the basic premise is that individuals have a 
guarantee of coverage and 'that the dollars will follow the pebple. Your outline indicates that you 
preserve that guarantee and have a funding formula very similar to the NGA agreement. As you 
know well from our ongoing discussions, these principles are critical to us and are the basis of 
our concern about the draft proposal from the HOllse Commerce Committee which we believe 
would have undermined th~ guarantee of coverage for individuals. And, while a, final proposal 
is yet to be seen, reportedly it will not contain a formllia reflective of the NGA agreement where 
the dollars clearly follow the people. 

Your summary shows that the Centrist Coalition package includes a strong welfare 
component that builds on the major tenets of {h~ NGA bipartisan welfare agreement. Your 
proposal would time-limit benefits and strengthen work requirements while protecting children. 
These provisions most certainly complement state efforts to reform welfare and are consistent 
with Governors' desire to impel Congressional action this year. 
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Senator Breaux 
April 25, 1996 
Page 2 

Most importantly, your Coalition has forged a bipartisan compromise with your proposal. 
If anything is to be learned from the health care and welfare battles over the past years, it is [hal 
reform will never become a reality in a purely partisan environment. Our goal has always been 
to have a bipanisan; effort 01) these· issues which would lead to a bipartisan discussion in .;, 
Congress. As administrators of these critical state programs, we have been very concerned about 
the stalled legislative 1process in the relevant House and Senate committees. We have worked 
tirelessly over the past year with YOll. other members of Congress. the Adm.inistration and 
Republican Governors toward effective, comprehensive reform. We appreciate your efforts and 
dedication to completing this task this year. . 

We appreciate I your continued willingness to work with Governors and stand ready to 
assistwith your efforts to achieve real reform that will enable and bolster our efforts at the state 
level to provide mean~ngful. cost-effective programs for our people. 

~ 

With best regards.
; 

!tiJ~ .eQ(J»ll;, 
Governor Gaston Caperton Governor Bob Miller 

West Virginia ; Nevada 


Governor Tom Carper 	 Governor Lawton Chiles 
Florida· .Delaware 

, . 

c;?~ 
Governor Roy Rpmer 

Colorado 



