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. FY 2000 Mandatory Health Sources & Uses of Funds ' T )
~. (8 in billions, by fiscal year, numbers may not add due to rounding) -

2000 - 2000-2004’° = - -

SOURCES -OF FUNDS o o
Reduce Medicare Epotem (EPO) Payments by 10%. FY: 1999 Budget proposal ‘ -0.07
: Require Contractors to Provide MSP Data. FY 1999 Budget proposal. T <001
o 'Claﬂfy Medicare's Partial Hospxtnhzation Benefit. FY 1999 Budget proposal. .. -0.02 . =
" Bage Medicare Payment for Drugs on Provider Acqnisitmn Cost. F’Y 1999 Budget . -0ill i . 071
. proposala o
+ Centers of Excellence, FY 1999 Budget proposal delayed by one year. ' - 0.00
. Reduce Hospitals‘ Market Basket _Provides zero update of hospxtal market basket for - “0.65 -
© FY 2000. - ‘ S
' Reduce Medicare Bad Debt Payments Increases BBA bad debt cut to 55% begmnmg -0.30
"in FY 2000 and reduces bad debt payments to all non-hospital providers that recieve
: retmbursement by 55% beginning in FY 2000. , , T R
Reduce PPS Hospital Payments for Capital. Increases BBA capital reductzon by an E L0200 0
additional 3% in FY 2000 (i.e., net 5.1% percent reduction in FY 2000). . , T e e
Establish a National Limit for All Prosthetics and Orthotics. Establishes national - 005 . -043 . -
..lmuts based on the median of all state fee schedules. R R SRR
~iReqnire 10% Colnsurance for Certain Medicare Lab Services. Institutes 10% o . .0.00 - .70

" ¢oirisurancé rate ori_hospital OPD lab services. Coinsurance does not apply to lab
services that are also preventlve services (e. g pap smears) Effective date: Ianuary 1,

2001. o
- Accelerate Inherent Reasonableness Savings. Reduces reimbursement for six: sclected,} 002 0000
' DME (e.g., 2 types of electric nerve stimulators). B R
"' Medicaid Cost Allocation. Reduces Medicaid similar to approach for Food Stamp = -005 1,39 . 0
reduction in Agriculture Research bill but without TANF prohibition. R S
- Medicaid Rebates from Generic Drug Manufacturers. HCFA A-19 pmposal To.001. 030 -
. Other Nnn-Medncare*'Medlcald Offset Sources - , ' S 000 - L3:60. S
Sublotal SourcesofFunds o L = . : s ‘1',47‘.' o ‘..15;".1'5»
USESOFFUNDS - . B TP
Discretionary Spending for Public Hea!th Infrastructure Inittatwe _ S 000 7 010007l
Other HHS Discretionary. : . . 1300 U790 0 s
-_Medicare Buy-In for- 55.65. Effective date: 1/1/01. Lo 000 7 44 o
Cancer Clinical Trials. Funds allocated to separate account outside of Medlcare tust 000 - . L0750

; ﬁmds Capped demonstratxon ‘Structure of trials covered to follow.

" Disease Management Asthma Tnitiative. Provides $50 xmlhon in grants in FY 2000 005 .- 005 -
to statés that submit Medxcald disease management programs to 1dentlfy and treat. A
 asthmatic chiidren with the most appropriate care.

. Waive Cost-sharing for Medicare Preventive Benefits. Waive deductzble andlor 000 077 ' o
 coinsurance for prevennve benefits requested in HCFA A-IQ .Effective date: January 1, : T
"Jeffordsll(ennedy N E L ez o
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FY 2000 Mﬁndato:y Health Sources & Uses of Funds e
($ m bxlhons by ﬁscal year nm‘nbers may not add due to roundmg)

| 2'000*-{. 2000}2564}5;’2 a

Medicaid Costs of SSI Restoration. Restores SSI and related Medicaid for disabled 0.00 - 7050 B
legal qualified unmlgrants who entered after 8}‘22/96 and lived in U.S. for 5 or more L
years. - : . L e
Prenatal Care for Immlgmuts Allow states to provxde Medicaid prenatal careto .. 000 - “’;0:'-1_0},1 TR
 qualified legal immigrants who entered the US after 8/22/96. ; S
: - Legal’ Immigrant Children. FY 1999 Budget proposal : ‘0.03 e 021 o
' CHIP Funding for the Territories. FY 1999 Budget proposal L 003 . T 014
 Increase BBA DSH Allotment for DC Medicaid. Provides $9 million federal DSH . 001 . 001 .0
_ allotment increase in FY'2000 for D.C. S I A S
Foster Care Extensnon Allows states to extend Medlcald ellglblhty to chlldren up to 0.01 ' »-‘O".'OS T
age 21 who were eligible for Foster Care assistance at age 18. : o RS o o
©.300%. Ehglbillty Expansion. HCFA A-19 proposal. . . * ' : 001 - O.;l,lf'f; R
" Extension of Medicaid TANF Transition Fund. Expands use of $500 million TANF ~ 0.04 : 0;3§' e
fund to fund outreach to all children. Lifts sunset, F S
Assisted Living Initiative. Provides $80 million in HUD grants to senior housmg . 000 000 L R

R ,'facnlmes converting to ‘assisted living. Grants contmgent on States offermg Medncmd
services (personal care, HCBW) in facilities. o . T AT U
Transitional Medicaid Simplification. Eliminates reportmg requlrements for certam 000 . - 000
families and states; drops state mandate to provide transitional Medicaid if expand ‘ : e
coverage to low-income families.

Other LTC:. ‘Includes several non-MedxcaldfMedlcare long-term caré proposa!s funded - CONA N;A L :
by othér sources. B S
Mcdicare-*Choxce Policies. Per earlier discussions with HCFA. 0.00

'Expand Medigap Open Enrollment to Disabled/ESRD. Expands initial 6 month operi - = . 0,00 -
“enrollment period to new. disabled and ESRD beneficiaries and provides a guaranteed IS
issue option in the event their HMO withdraws from Medicare. o S o
Guarantee Medigap Enroliment in Plans with Drug Coverage for Beneficiaries : 0.00 000 .
.. Dropped By HMOs. Allows guaranteed enroliment for benes. dropped by HMOs i m - st
any Medigap plan that offers drug coverage, provtded the beneficnary's HMO oﬁ'ered
such.coverage. - o : : o - o
_Patients' Bill of Rights.” =~ - T . 000 o000
CHIP Outreach. Removes outreach from 10% cap; estabhshes separate outreach cap of 0,00 - ©-0.88. i
3% of benefits; requires states to use portion of remammg 10% cap to unprove data T
" systems, collection and reporting actmtxes ‘

Subtotal,UsesofFunds E 4 , ‘ PP o ' i,SG L 15.03 e
ﬁ”ect ofMed:qare proposals onMedtca:dspendmg o A . o 001 - -007 b

"'j"'ITOTAL. ) — B

e e ™ =
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Mandatory Decisions for FY 2000 HHS Health Budget
- December 31, 1998

The attached table provides detail on the decisions for rhandatory health initiatives and offsets for
the FY 2000 HHS mandatory health budget. -

The table provides FY 2000 outlay numbers and total FYs 2000-2004 outlay numbers for each
initiative and offset to be included in HHS’ budget

Additional administrative items will be sent on Monday, January 4.

We removed virtually all proposals HCFA noted as having a Y2K problem. We believe that the
partial hospitalization proposal from the FY 1999 President’s Budget can be implemented in
FY 2000. We also removed several proposals to which HHS/HCFA raised policy objections.
Please provide your response to thxs table by close of business, Monday, January 4,

We also request official OACT scoring for the items in this table

For the assisted living proposal we will be organizing a meeting with HHS to discuss
appropriate mmnnum criteria for grant recipients. | '



HHS Health Funding Alternatives

$ in millions; non-adds are in italics; indented lines are non-adds to the line above

HHS
FY 1999 FY 2000 FY 2000 $600 M Over
Enacted Passhack Appeal Passhack
FDA Program Level 1,135 1,263 1,527 . +64
FDA BA 982 1,080 1,328 +64
Injury Reporting N/A 15 15 ’
Product Safety (includes $ 20.4M for LA lab) . N4 43 56 +9
PMA Approvals N/A 20 36 -9
Food Safety 49 49 98 +30
Tobacco 34 34 84 +34
Rent 83 " 95 95
Buildings & Facilities 1 16 23
Integrating NOAA Segfood PBO 1] 3 3
HRSA 4,118 4,023 4,409 +62
MCH Block Grant 700 700 755
Health Professions 302 197 340
Consolidated Health Centers 'o92s 925 1015 +20
Ryan White 1,411 1,484 1,505 +27
Health Facilities Construction " 65 0 0
Program Management 119 117 133
Hansen's Disease Activities 22 12 17 +5
Family Planning 215 230 236 +10
IHS Program Level 2,600 2,778 2,980 +0
THS BA , 2242 2,417 2,622 . +0
Clinical Services 1,542 . 1,667 1,693 o
Dental Health 71 81 88 .
Preventive Services 87 92 104
Community Health Rep./Nursing 76 81 93
Other Services 321 348 441
Urban Health .26 28 40
Contract Support Costs 204 229 305
Facilities 292 310 3584
‘Health Facilities Construction 41 37 83
All Other t25 { 273 301
CDC Program Level 2,705 2,731 3,929 +119
CDCBA 1/ 2,610 2,627 3,481 +114
Chronic and Envir. Disease 294 259 552 +47
Tobacco - 74 74 228 +27
Preventive Health Block Grant 150 120 160
NIOSH 200 212 217
NCHS Program Level 25 105 135 +5
NCHS BA ) o 27 [ 39 ‘
Injury Control incl. violence against women) - . 58 61 125
Savings of 0.43% from S&E from increased efficiencies N/A -3 [
Immunizations 42 476 573
Global Polio/Measles 28 25 33 +10
STDs ) 24 129 139 +2
Infectious Disease Program Level (CDC +PHSSEF) 138 173 226
Infectious Disease CDC BA 138 153 226 +10
Public Healih Surveillance Initiative {BA) 2/ N/A 30 30 T
Food Safety 14 14 32
Hepatitis C N/A 5 15

+30“"‘

+0

12/18/9812:39 PM



CDC continued

Buildings & Facilities ~ Labs
Construction

HIV Prevention

Violent Crime Trust Fund

Race and Health

NIH

SAMHSA Program Level

SAMHSA

Mental Health Block Grant

Mental Health KDA

PATH

Substance Abuse Block Grant

SABG Advance Funding

Substance Abuse Treatment KDA

Substance Abuse Prevention KDA

Targeted Capacity Expansion

Youth Substance Abuse Prevention Initiative

Substitute BA for 1% Eval. Funds in Nat'l Household Survey
PL
B4

AHCPR Program Level

AHCPR BA

Research on Health Costs, Quality, and Outcomes
MEPS '

Program Support

Research on Race And Health

Office of the Secretary Program Level

Office of the Secretary BA

Increase Nursing Home Init. by 89.5M; Reduce AFL by 38.5M

Discontinue Office of Minority Health Earmarks

Substitute BA for 1% Eval. Funds in Pol, Research and ASPE
PL
B4

GDM savings from discontinuing 81.59M in one-time activities
and $4M for one-time Congressional increase

Trust Fund Transfer

Office for Civil Rights

Bioterrorism

PHS 1% Eval § Buy Back

PHSSEF

Bioterrorism

CBC AIDS

Measles/Polio/Environmental Health Lab 1/
Y2K

FY 1999

Enacted

18
1
657
51
10

15,612

| 2,488
2,488
289
98
26
1,585
N/A
151
90
‘21
66

38
38

171
100
141

28

o241
Coo221
" NA

28

17
17

N/A

2]

406
134
30
33
189

FY 2000 HHS $600M Over
Passback Appeal Passback
40 {is
32 62
657 669 [+10.0600]
51 51
10 32 +25
15,661 17,198 +
2,542 2,798 +167
2,408 2,796 +167
289 375 +70
‘78 102 +20
30 30 +]
1,585 1,685 +50
100 0
131 155
65 9%
26 73
40 66 +26
38 42
0 42
201 216 +5
0 142 +5
50 173
36 40
2 2
45
234 450 +3
196 253 +3
I 9
25 34 +3
17 17
0 17
-6 0
7 7
22 23
0
294 928 +87
128 305 +37
0 50 +50
[30.0007 [38.000]
166 573

12/18/9812:39 PM



Program Mgt. for HRSA, CDC, SAMHSA, FDA, and

Physicians' Compensation +20
Program Management for GDM : +5
Managing Physicians' Compensation “ 0 27 0 +8
HCFA Prograr-n Level ‘ - 2,086 2,336 2,747 +25
HCFA BA 1,947 1,780 1,994 +25
Long Term Care ‘ +25
IG _ i 29 30 3
Other Committed EXOP +40
Total Discretionary BA . 30,755 30,487 35,183 l +600

1/ HHS appealed for CDC's polio/measles/environmental health lab activities ($38M) within the PHSSEF. We have placed
this funding within CDC's totals to make it consistent with our passback. Therefore the HHS appeals document shows PHSSEF
$38M higher and CDC $38M lower than the numbers shown in this chart.

2/ Includes $20M from the PHSSEF in FY 2000. '

12/18/9812:39 PM
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II.

III.

Tax Meeting Agenda

December 16,1998

| -

Discuss starting poiht package -- moﬁify on pay-as-you-go basis.
Prioritize how package would be shaved if insufficient offsets.

Prioritize how package would be modified/added to if additional offsets are found.



Savings: Y year extenders

PROPOSAL YEAR COST (IN BILLIONS OF $)

L Child Care

a. Dependent Care Tax Credit (DCTC) i 5.1

b. Tax Credit for Employers \ | 0.5 —~
1I. School Construction ‘ 5.0
1L Employer Provided Education (Sec. 127) k 1.0
. Low Income Housing Tax Credit 1.6
V. Climate Change 3.6
VI Pensions : 0.9
VIL  Extenders (R&E,WOTC,WTW,etc.) ‘ 33
VIIL International and Puerto Rico 14
IX. $2,000 Severance Pay Exemptioﬁ 0.8

Drop Severanée Pay

PROPOSAL

5 YEAR COST (IN BILLIONS OF §)

Long-term Tax Credit

.‘

.2 R

Tax Credit for the Disabled :

07 ¥

L. Small Business Health Purchasing Cooperatives 0.2

v. Stay at Home Moms (add to child care) 06 . 3 K.
V. /Tax CreditfaWork-sie Sthegls —— "\ —_| 02 _
VI ‘ Tax Credit for W;rkplace Literaéy ~ !’ 0.2 \/
VIL Eliminate 60-month limit on interest deduction ‘ 0.3 \/
vill.  Green Bonds ~ Qeon st 0.7 d‘aunﬁw

IX. Fund of Fund Tax Cut 0.9

X. Personal Credits and AMT 0.8 N

Employee Telecommunter Expense ;




i

Items Not Discussed at the Last Meeting

Option

Steel

5 Year Cost (billions)

na

Proposals Left On the Table/Below the Line from Last Meeting

Option

5 Year Cost (billions)

Tax Credit for Work-Site Schools

na -- likely small

Tax Credit for>Workplace Literacy

less than 0.2

Liberalize Lifetime Learning Tax Credit

Option Range: 2.8; 7.1

Exclusion for Americorp Education Awards

na -- may raise very small amount

Home Ownership Tax Credit

Roughly 0.5

CDFI Tax Credit

About 0.1

Financial Security (one new small tax item)

na -- likely small

Cap Gains Exclusion -- Land for Conservation

na -- likely small

Pensions -- WTW (DOL proposal)

na

Prbposals Taken Off the Table at the Last Meeting

tion

5 Year Cost (billions)

Lifetime Learning Savings Accounts

About $10 bilion over ten years

WTW-WOTC Longer Extensions

Permanent -- roughly 2.5

Modify R & E Credit (Small business, consortia)

na -- likely small

Farm and Ranch Risk Management Accounts na
Pensions (DOL proposals EZs, EITC) | ‘na
Oil and Gas Marginal Wells (DOE) na

na

HUD (multi-family exit, LIHTC carveout, elderly tax :

credit) g
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B
Possible New Tax Cut Initiatives

Health:

Long-term Care Tax Credit

Lack of insurance against the costs of long-term care expenses is a major problem for the elderly
and their families. This proposal would give people who are limited in three or more activities of
daily living (ADLs- eating, toileting, transferring, bathing, dressing, and continence) or their
caregivers a tax credit of $1,000 to help pay for formal or informal long-term care. The credrt
would also cover people with severe cogmtlve 1mpa1rrnents : :

, ‘Cost: ‘$6.5 bllhon over 5 years.’ i

Process Status
The process is far along and in good shape. The next step is decrslon on whether to 1nclude in
the budget

, Tax credzt for dtsabled workers : : :
: ‘Almost 75 percent of people with severe dlsablhtles are unemployed For many, the hrgh cost of
. support services and devices, as well as the potentlai to lose Medicaid or Medicare coverage, -
‘prevent them from seekmg and keeping jobs. . This proposal would give a tax credit of $1,000 to
_ people w1th disabilities who work i in recognition of their formal and informal costs associated
- with employment. The credit would be available for people who are lmuted in two or.more
- ADLs (excluding continernce ma.nagement) or three or more instrumental ADLs (IADLs -- meal ..
" preparation, shopping, money management, telephonmg, and housework) About 240 000
, taxpayers will beneﬁt in CY 2000. ' :

.y Cost' $700 rmlllon over ﬁve years FN

- I’rocess Update ~ '
.. The process is far along and in good shape The next step is dec1s1on on whether to 1nclude in
g i.the budget - :
- Small busmess health purchasmg cooperatzves :
Overa’ quarter of pnvate-sector workers in firms with 50 or fewer employees lack health ,
_ . insurance -~ 51gn1ﬁcantly higher than the:national average of 17 percent uninsured. This results .
" in part because administrative costs are lngher and small businesses pay more for beneﬁts than
: larger employers. This initiative encourages the development of small business health
‘purchasing cooperatives, in some ways modeled on FEHBP. There are two tax proposals
regardmg these cooperatives. The first proposal would make them tax-exempt. (We are’ k
' exammmg more limited alternatives to tax-exempt status that would also promote the making of -
'grants by private foundations to a qualified cooperative.) The second part of the proposal would
create a new tax credit for employers with fifty or fewer employees who purchase health



insurance through the cooperative, and who had not previously provided health insurance. The
credit would be available for the first two years of coverage and would equal ten percent of
‘employer contributions up to a cap.

Cost: : ;

Process Update

- There have been extensive discussions among DPC/NEC/Treasury/HHS staff. The main issue

of contention is over the tax treatment of the cooperatives. Treasury has serious tax policy
concerns about granting permanent tax exemptlon to entities that are functlonally identical to for-
* profit businesses to help cover start-up expenses, DPC/NEC/HHS are extremely concerned that
‘without such tax treatment foundatlons will not prov1de funds to cooperatlves and the proposal
- will not be v1able

Children agd Families |

Tax Relzef for Stay-at-Home Paretzts :

Our proposed increase in the DCTC did not receive strong blpar‘usan support in part because
conservatives objected to the exclusion of benefits for stay—at-home—parents To increase support .
for our existing child care tax. proposal it could be expanded to include tax assistance to stay-at- . .
home parents. This would be accomplished by assuming these families incur a certain amount of
child-care expenses and therefore could be eligible for the DCTC. To control the cost, the stay-
at-home—parent optlons would focus on farmhes w1th very young chlldren

A series of optxons have been developed that assume a certam amount of chlld-care expenses for
-all families thh very young chlldren

Cost Cost from options rauge from no addl‘uonal cost (carved out of exnstmg cmld _care tax. cut) -
to $6.1 brlhon over five years (on top of existing proposal) Two m-between optlons cost$1.6
. bllhon and $2 9 bllhon over. ﬁve years. L

Process Update' ‘ ' : ‘ ‘
- . The options have been developed and c05ts estlmated In addition to the’ quesnon ‘of the o
: Aavaﬂablhty of funds, the main issue is over broademng the appeal of our proposal by addmg
stay-at-home parents versus Treasury tax pohcy ooncems over exacerbatmg the code ) t11t in_
- “favor of stay-at-home parents ' : -



Education and Training
Tax Credits for Work-Site Schools

A 25 percent tax credit would be provided to employers who enter into a cooperative agreement
with local public schools to provide space, utilities and maintenance for satellite elementary
schools located on their work site. The base for the annual credit would include the cost of
tangible personal property or real property donated to the school plus the fair market rental value

~ of real property dedicated for school use. Teacher salaries are ineligible for the credit. The

credit would be limited to $150,000 per year, per facility. Credits could be claimed forupto 10
years. To be eligible for the credit, the taxpayer must enter into an agreement with a local public
school agency that is approved by the Department of Education. The Department would be

, limited in the number of agreements that could be approved per year.

, Cost:

Process Update° A -

There have been ongoing staff dlSCUSSlOl‘lS A de01s1on needs to be made on Whether to pursue
this optlon further. Treasury is concerned that this provision subsidizes quasi-private education -
. by prov1d1ng a tax credlt to pnvate ernployers who contract w1th public schools for thelr '

E employees

) Tax Credzt for Workplace Ltteracy Programs

’ Ernployers who provide certain workplace literacy, ESL, and ‘basic education programs for their
employees would be allowed a.10 percent income tax credit against expenses, with a maximum
credit of $525 per participating employee. Ellglble education would generally be limited to,
instruction at or below the level of a high school degree given to employees with less than a high
‘'school diploma or its equivalent, and to ESL for employees with limited English proficiency.
Eligible expenses would include payments to third parties and payments made directly to cover N
instructional costs, including salaries of instructors, curriculum development, textbooks, etc,

“' »Colstlzl o

Process Update A : : : ~ _
The process is reasonably far along. A decision needs to be made on whether tlus opmon should ‘
be pursued on the tax or spendmg side. : : . ‘

Ltberalzze the Ltfetzme Learmng Credzt :

‘The proposal presents two options to enhance the Lifetime Learnmg Credlt Flrst accelerate :
~ from 2003 to 2000 the increase in the base of the lifetime learning credit from $5,000 to $10,000.
- Second, Increase the lifetime learning credit rate from 20 percent to 30 percent of the first $5, 000
~_ and reduce it to 10 percent on the second $5,000 of quahﬁed expenses The maxxrnum credn per -

taxpayer would remain equal to $2 OOO : '



Cost: Thc.approximate cost of the first options is $2.8 billion over five years. The rough cost is
of the second option is $7.1 billion over 5 years. ~

Process Update:
The options have been developed.

 Lifetime learning savings accozmts :

Two proposals are being considered. The first would make Education Indmdual Retirement
Accounts available to everyone (adults as well as children) by removing the current-law age 30
 distribution requirement and the age 18 contribution limit. The second would add education

. expenses to the list of distributions from a Roth. IRA that can be taken tax free. Unlike other
distributions on the list, however, tax-free withdrawals for educatlon expenses could be taken at
any time, without bemg subject to a five-year holdlng period.

-Cost:

, Process Update ' : :
The options have been developed. Treasury, however, has serious concerns regardmg these
- proposals because they are unlikely to stimulate education among those most in need, but |
" provide windfalls to the rich for saving they would have done anyway. -

- Exclude Americorp Education Awards from Taxable Income .

.. Americorp members are eligible for post-service educational awards of up to $9,450. The
awards can be used either to pay higher education expenses or to repay student loans. Americorp °
also pays the interest on existing student loans while the borrower is a member of Americorp.

The educational awards and interest payments are treated as taxable i 1ncome The proposal. would ;

exclude from taxable income Amencorp educational awards
| Cost'

A Pmcess Update ' o
" There have been several dlscussmns on this issue: The main stlckmg point is that many
. Americorps participants ‘would actually be made worse.off because they would lose access to-
- HOPE and Llfenme Learmng tax credlts ' : A

'El:mmate 60-montk Itmtt on deducttbzltg’ of student laan mterest «
‘Under current law, student loan interest is deductible only during the. first 60 months in which ™
mterest payments are required. The proposal would ehrmnate the 60-month limit.

- &C‘ost:



Process Update:.
The options has been developed.

Urban - Empowerment

Green bonds
Under current law, state and local governments may issue tax-exempt bonds without limit to pay
for the costs of public environmental remediation projects. In addition, tax-exempt bond money
may be lent to private entities to finance facilities for sewage, solid waste, hazardous materials,
environmental enhancement of hydro-power facilities, and urban redevelopment, but those bonds
are limited by the private activity bond cap. The proposal would create a new financing
mechanism—green bonds—to raise funds to finance environment-related public projects. Like
- qualified zone academy bonds (QZABS), this program would allow state and local governments
to issue zero-interest bonds to lenders who could claim a tax credit for the life of the bond in lieu
of interest. Green bond authority for each state is capped. The issuer makes no principal or
interest payments on the bond until maturity (13 years under the QZAB program).

Cost:

Process Update ’ -

The process is reasonably far along but is not complete. In add1t10n to the school constructlon ,
model, a staff group has been considering including a credit similar to the low-income housing -
tax credit model; a new category of private activity tax-exempt bond; and a state-managed
revolving fund financed by federal grants used to subsidize interest payments on tax-exempt
bonds issued by localities. A decision necds to be made on whether to- pursue this opnon further

Home ownershtp tax credit
This proposal aims to encourage home ownershjp among low-income people: State housmg
finance agencies would induce investors to purchase low-interest second mortgages by.

. auctioning tax credit authority (paid over ten years) to subsidize the mortgage payments. The

. unsecured second mortgages: of up to 20 percent of purchase price would allow purchasers to
quahfy for first mortgages with lower incomes and down payments and avoid PMI payments.

. This program would be targeted at families in underserved areas: Credit authority is capped; the
program is designed to cost about $500 million over five years. (Treasury does not have enough

.. information to do a revenue estimate.) It would save a family buying a $75,000 home $750 inup

. front costs and $140 per month Jprimarily i in lower mortgage’ msurance costs.
: Cost Roughly $500 rmlhon over -five years

Process Update :
The process is reasonably far along There have been ongoing dlscussmns among

'NEC/DPC/Treasury/HUD/NRC. A decision needs to be made on whether to continue to pursue. o

this option. Treasury is concerned that this proposal is extremely complex and encourages home
ovmershxp among those least likely to be able to afford it on a sustainable basis.’ -



Tax Credit For Equity Investments in CDFIs

The Community Development Banking and Financial Institutions Act of 1994 created the
Community Development Financial Institutions (CDFI) Fund, now housed within the
Department of Treasury, to provide equity investments, grants, loans, and technical assistance to
qualifying organizations for community development. The CDFI Fund was appropriated $95
million in FY 1999. The proposal would provide $100 million in nonrefundable tax credits to
the CDFI Fund to allocate among equity investors in qualified CDFIs between 2000 and 2009. -
The allocation of credits would be determined by the CDFI Fund using a competitive process
similar to the one used for grants, loans, and equity investments. The maximum amount of credit
allocable to a particular investment would be 25 percent of the amount invested, though the
CDFI Fund could negotiate a lower percentage. Certain special basis and recapture rules would
apply and certain de51gn issues remain.

- Cost:

Process Update :
The optlon is nearly complete

Increase the private activity bond cap : .
‘Under current law the volume cap for each state is the.greater of $50 per capita or $150 million.
The current cap allows about $15 billion of private activity bonds to be issued annually, about $5
billion which are new mortgage revenue bonds. The cap will increased by 50 percent between
2003 and 2007, when it will be the greater of $75 per capita or $225 million. The proposal
would make the 1 mcrease in the cap effective in 2000

- Cost: About $0.5, billion over 5 years.

Process Update: =~ -
: Optlon has been developed

WTW/WOT C Ionger extensions - - ' -

The work opportunity tax credit (WOTC) and the welfa:e to work (WTW) tax credlt encourage

- employers to hire members of certain economlcally disadvantaged targeted groups. Both credits
-will expire on June 30, 1999.  The proposal would rake the WOTC and WTW credit permanent.

. Alternatively, the length of extension would be tailored to available revenue offsets. (Last ycar s

. budget contamed short—term extensmns of both credits. ) :

Cost: :

Process Update: ‘
- Options have been developed.
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Modify Research and Experimentation Tax Credit

The current research credit is 20 percent of qualified research expenses above a base amount.
The base amount generally is the product of the taxpayer’s “fixed-base percentage” and the
average of the taxpayer’s gross receipts for the four preceding years. Taxpayers can also elect
into an alternative credit that has lower credit rates and lower statutory fixed-base percentages.

Several options are being explored including adding a small business feature and additional tax
incentives for research consortia.

Cost:
Process Update:

‘There have discussions among NEC/OVP/Treasury staff. Optlons need to be fleshed out further.
A decision needs to be made on whether to pursue these options. :

Q
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Allow Personal Credits to be Deducted Against the Alternative Minimum Tax

The proposal would extend the deductibility of personal tax credits against Alternative Minimum
Tax (AMT) liability for one year, for tax year 1999. The recent omnibus spendmg bill prov1ded
that personal tax credlts could offset AMT hablhty tax year 1998.

Cost: A one-year extension would cost about $0.8 billion.

Process Update:
Option has been developed.

Employee telecommater expense _
Qualified telecommutmg expenses paid for, or rclmbursed by, an employer would be excludable ,
from the income of an employee. Quahﬁed expenses would include charges for an additional -
- telephone line or advanoed telecommumcatlons service e up to $60 per month (indexed after the
initial year) :

- Cost:

Process Update: ‘

_ The option has been developed. While this would encourage telecommutmg and more flexible
work arrangements, Treasury has serious concerns that this proposal would be extremely difficult
to administer and would largely produce windfalls for those who are currently telecommuting.



Financial security

A number of proposals were part of a Financial Security package sent to the NEC from Treasury.
Most of these proposals involve increased spending, and most of the tax proposals have already
in proposed in last year’s budget. The only proposal that represents a new tax incentive calls for
eliminating user fees for initial determination letters for small businesses adopting a qualified
retirement plan for the first time. '

Cost:

Process Update:
Tax option has been developed.

Capital Gains Exclusion For Sales of Land for Conservation

Under current law sales of land to non-profit organizations or governments for conservation
purposes are subject to tax on any capital gain. Such land donated to non-profit organizations
generally qualifies for a charitable deduction and avoids tax on the gain. The proposal would
provide a 50 percent exclusion for capital gains for land sold to government agencies or qualified
non-profit conservation organizations thereby reducing the maximum capital gains rate from 20
percent to 10 percent. The proposal requires that the land be used to protect fish, wﬂdhfe or
plant habitat or open space for agnculture outdoor recreation or scenic beauty.

Cost:

Process Update:

Option has been developed. CEQ is proposing this option, while Treasury is concerned that this
proposal would add to the complexxty and meqmty of the tax code without advancmg land
conscrvatlon ~

' Farm and Ranch Risk Management (FARRM) Accounts
~ Upto 20% of farming income could be contributed to a FARRM savings account and deducted
from income. ‘The income earned on the account is taxable as earned. The contribution plusany -
accrued capital gain is taxable upon withdrawal from the account. Contributions and earnings
must be withdrawn within 5 yéars; otherwise the balance in the account would be deemed to
have been distributed and subject to income tax and a 10 percent penalty. Balances would be
deemed to have been distributed and taxable two years after an account holder stops farming.

: Cost'

Process Update°
~ This has come up in the context of the farm safety net pohcy process.- It is nnportant to note that
the Administration strongly opposed adoption of FARRM accounts and prevented the provision
from being enacted in the omnibus appropriations bill. Treasury has serious concerns that it
would provide a windfall to a few rich farmers and do nothing to reduce risk or encourage
_saving. A decision needs to be made on whether to pursue this option further.



Pensions

Enterprise zone wage credit extension

Current law provides a 20 percent credit for the first $15,000 of wages for employees who live
and work in empowerment zones (EZs) or who live in DC and work in the DC zone (an EZ-like
designation covering parts of the District of Columbia). The credit will expire at the end of 2004
for EZs and 2002 in the DC zone. The proposal, put forward by the Department of Labor (DOL),
is aimed at encouraging zone employers to provide pension and health benefits to EZ wage
credit-eligible employees. The credits, which are 20 percent of the employer’s qualifying pension
and health insurance contributions, would not be included under the current wage cap, but the
qualifying contributions would be subject to separate limits of $2,500 (for pensions) and the
Federal FEHBP contribution (for health insurance). The Departments of Housing and Urban
Development and Agriculture would certify that the pension and health benefits offered qualify
for the credit.

' Cost-

Process Update:

This proposal has been considered by the pension workmg group. ThlS is a DOL proposal.

Treasury is concerned that this proposal has a very high cost-benefit ratio and would make the
" EZ wage credit more complex A decision needs to be made on whether to pursue this option

further.

Employee benefits tax credit for EIT C recipients

EITC recipients could claim additional refundable credits if they purchase health insurance or
contribute to pension plans. The maximum pension credit would be equal to the lesser of 50
percent of the employee’s contribution or $1,000 (indexed). The maximum health credit would
be equal to the lesser of 50 percent of the employee’s contribution or 50 percent of the employee
cost for standard Blue Cross insurance under FEHBP. The credits would not be phased in with
earnings; rather, a taxpayer would be eligible for the maximum credit as soon as the taxpayer

- contributes to a pension plan or purchases health insurance. The credits would be phased out
with the EITC. In addition, the definition of non-taxable earned income would be modified to
exclude non-taxable contributions to pension plans and health insurance purchases.

Cost:.

Process Update:.
_ This proposal has been considered by the pensmn workmg group. Thisisa a DOL proposal.
Treasury is concerned that this proposal would raise compliance problems with the EITC and do
little to enhance health insurance and pension coverage among low-income families. A demsmn
needs to be made on whether to pursue the option further.



Additional Proposals/Areas Have Been Raised:

L) Steel

.

!

° Ul

L il and Gas (Energy Department Proposal on marginal wells)

i
Y

° Additional Housing Proposals (HUD)
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' MEMORANDUM FOR GENE SPERLING | |
o DIRECTOR NATIONAL ECONOMIC COUNCIL

FROM: ~  ~  ROBERT E.RUBIN

SUBJECT: = .' N Me‘etmg on‘Tax Cut Optlons

oo An NEC proeess in. coordu1at1on with Treasury staff has deveIOpecl possrble new tax cutoptions for

- the President’s-budgeét. NEC-DPC sub-groups (Treasury, 'OMB, CEQ, OVP, and various.agencies) "
have been working on prronty areas, mcludmg health educatlon and tralmng, clnldren and fannhes o

empowerment R& D and pensrons

Thls meetmg wﬂl focus on these new possrble proposals and the context for thetr consrderatron ‘

Treasury hasa number of concerns about many of these proposals mcludmg questrons about ) L

" administrability, margmal effect and social policy judgments. Moreover, as a more general matter,

~we face serious- budgetary and analytlc resource constraints. Given what the Administration is

o almost certainly comrmtted to, there is llttle room for new proposals espeCIally if we decrde to .

~ support a ﬁx to the marrlage penalty ' -

. In that context we need to dec1de whlch if any, of the new proposals to work on, bearmg inmind
~ that such effort comes at the cost of work on other lngh prronty issues, development of possrble R

raisers, revision of the tax baseline and issuance of regulatory gurdance (whrch is always heavrly L
S Werghted toward. year-end) SR , . L

- ' More generally, there is as always the broader questron regardmg the- extent to which we. ‘should - V
- focus ‘on snnphfymg the tax code versus the extent to which. we should pursue other socral and
~ economic. objectlves at the expense - of makmg the tax eode more complex o

: .‘In hght of the above consrderatrons We belrevc that the NEC Prmcrpals need to focus on the',‘ |
‘ followmg questlons : : : )

.. Should the budgetin‘elude .rnarriage penaltyi_relief?« B

+ - Should a share of ‘tobacco receipts, if any, go to offset tax cuts?
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Will all revenue raisers continue to be dedicated solely to tax cuts? :
~ + Should all of our tax cuts from last year’s budget be re-proposed?
. Which of the new tax cut options should be given priority consideration if any?

.+ Which tax cut options should not be. considered further because théy are bad pohcy, confhct -
- with other ObjeCthSS -or have no realrstlc prospect of being enacted‘? ,

ﬂBelow isa dlscussron and background relevant to the above questlons as well as: bnef descrrptlons .
« 'pros and cons, and rough cost estlmates of the possrble new tax cut proposals

| 3 Marrrage Penalty Rellef

,Treasury estimates that, in 1999, 48 percent of all couples w111 have a- mamage penalty and 41. :
percent will have a marriage bonus. Aggregate penalties will be $28 billion in 1999, and aggregate
bonuses will be $27 billion. Despite this rough parity, marriage penalty relief has broad support in

. Congress ‘Various legislative proposals have been introduced to address the- mamage penalty, some

. of wlnch the Administration has supported. The question now is whether mamage penalty relief . .
) should be lncluded in the budget Mamage penalty relief would cost more than $10 brlhon over - ’
ﬁve years. ’

' Pros

. j It would increase the appeal of our package to Democrats (as well as Repubhcans) and 1ncrease .

" the likelihood that they would embrace our proposal overall and help ensure that it would serve \

- . as the Democratic proposal in any tax debate. Recall that this past year the Senate Democrats
dropped some of our lcey tax cuts to make room for marrlage penalty rehef

. 'It would put the Presrdent on the record more clearly on an issue that we have vorced support for .- - ,
" in the past, that is lrkely to pass one day in some form and that we would never openly oppose. -

: Includmg a specific proposal might i increase our chances of mﬂuencmg the: ultlmate desrgn of -
_any mamage penalty relref

- Cons

- '2_'_ - Proposed solutlons are very costly Even lnmted rehef would absorb $10 bllllon or more m"*'
- raisers that could be used for other pnontles ' SR '

. There is lrttle evrdence that mamage penaltles and bonuses in the income tax affect dec1s1ons
g to rnarry drvorce or work S -



. Most marriage penalty relief proposals benefit higher income couples disproportionately. Steps
~ can be taken to minimize this. For example, relief can be designed to help people who face
marriage penaltres due to the phase out of the EITC. : :

If the group decrdes to move ahead on serious consideration of mamage penalty relief, two very
general desrgn optrons should be conmdered S

l) Increase the Standard Deductlon for Marned Couples - Both Archer ($27 brlhon over five -
" years) and Gramm-Domenici (about $15 billion) used this desrgn although their specrﬁc
proposals were flawed and are not expressly suggested

‘ 2) A Second Earner Deductron - Daschle (about $10 btllron) took this approach although his -

. spemﬁc ‘proposal was overly compltcated and is not expressly suggested. Couples would be -
allowed to. deduct a portlon of the earmngs of the spouse with lower eammgs ' '

~ There is a tradeoff between the two approaches Raising- the standard deductron is srmpler but the -
: second eamer deductlon is better targeted to couples that actually face mamage penaltres '

* Tobacco -

‘The details about how to approach tobacco need to be resolved. The first decision, of course; is-
whether tobacco should be on the list of revenue raisers. If so, one possrbrhty would be to impose
" 2 $0.50 per pack ¢ excrse tax on cigarettes (and a proportionate increase in the excise tax on other -
) 'tobacco products). (Alternatlvely, the excise tax could be set equal to the difference between the -
'$1.10 per pack increase projected to have arisen from last year’s aborted tobacco settlement and the -
price increase due to the Just-enacted settlement wrth state attorney generals ) A $0 50 excrse tax -
would ralse roughly $30 bllhon over five years : : :

S 'Pros '

- e Tt would reduce smokmg by roughly 2. 5 brllron packs per-year (a 10% reductron), thereby : o

' ';promotmg the health of the U.S. populatron Youth smokmg would fall by roughly 16%

. 4“ :Many people want to qult, but can’t: Preventrng people from startmg to smoke can make them' o
e much better off over the long run even if they are hurt by the tax in the short run. ST

e . 'The exc1se tax is much s1rnpler than some alternatrve proposals and wrll have a more certam o

s 'effect on cigarette prrces

-3- o



- Cons
"~ « The tax increase may not be warranted on economic grounds. Some evidence suggests that

current state and local cigarette taxes already may exceed the costs to society from premature
death and illness, even before the $0.45 per—pack state settlement costs are considered.

*  Smokers may react to hlgher taxes by swrtchmg to brands with htgher tar and meetme orto less -
heavrly taxed forms of tobaceo therefore reducmg the health gains.

K Cigarette excise taxes are regressive.

. A hrgh tax burden on c1garettes encourages smugghng Smugglmg can be addressed by stepped-, -
~up enforcement but that is costly

Rev_enue Raisers

‘About $22 bllhon over ﬁve years of our revenue ralsers remarn from last year S budget ThlS s 5

.....

conducting an intensive effort to develop addrtronal revenue raising prov151ons It is too early to o
o know the magmtude of these additiorial ralsers Many of our ex1stmg ratsers remam controversml S

‘ Under the exxstmg fax. package the revenue ralsmg provlsmns are dedicated solely to tax cuts. The
. group needs to discuss whether the new budget should be srmrlarly constructed or whether any of

the revenue raisers should go to-offset spendmg priorities. The obvious downside of using the .

- revenue raisers for spendmg priorities is that it will invite the criticism that the President’s budget . -

does not include a tax cut but a tax increase. The upside would be that the resources would prowde o

. some, ﬂexrblhty in an extremely t1ght budget year.

o fExrstmg Tax Cut Package

In addition to focusmg on p0531ble new proposals, the group needsto focus on whether to 1nc1ude o :
' »each of the proposals from last year and whether any should be modified. The table below prov1des. A

- an ovemew of our existing tax cut package

- }4.."



L Exis‘ti‘ng Proposals o ' ‘Fi&e Year Cost -- Billions
~ (Scoring from last year’s budget)

. Child Care:

-Dependent Care Tax Credit (DCTC) =~ 51,
Tax Credit for Employers : : g 0.5
Subtotal ' Gl o T se
; School Constructlon o | ' ~5.0A.~
| ‘Employer Prov1ded Educatibn (Sec.127) = . 10 -
.‘,Low Income Housmg Tax Credlt S : o 16.
: Chmate Change o 36
- Pensmns h L ‘ - : 0.9
‘ Extenders (R&E, WOTC WTW etc) | o ',‘_«.3;3
a -Internatlonal and Puerto R1co o A _ - . ,  *‘1.4
| '_ $2 000 Severance Pay Exemptlon = B § oo (}8~' |
. TOTAL . Subillon

" We have d‘isciissedpossible mOdiﬁCétioné to some of oixr exiSting proposals, inchiding:

o School Constructlon -- a staff group has been dlscussmg techmcal modtﬁcahons to 1mprove tha .
' targetmg and efﬁmency of the school construction prOposals o S

Chlld Care -in addmon to con51denng addmons 1o the current DCTC proposal the: chﬂd and

famﬂy sub-group has been explonng how to. include a stay-at-home—mom componcnt within .

- the exxstmg proposal in the . event that no addmonal offsets are avallable (sce below)

| ..: 'Chmate Change - Todd Stern s workmg group has bcen explormg p0551ble modlﬁcatlons to |
thc ex1stmg package w1th1n the same revenue constramt o A o



Possible New Tax Cut Proposals
Health
Long—:erm Care Tax Credit

. Lackofi insurance agamst the costs of long-term care expenses is a major problern for the elderly and

their families. This proposal would give people who are limited in three or more activities of da11y:‘ -

living (ADLs- eating, toileting, transferring, bathing, dressing, and contmenoe) or their caregivers
a tax credit of $1,000 to help pay for formal or informal long-term care. The credit would also cover
people w1th severe cogmtrve impairments. The cost is $6 5 billion over S years. . -

Pros

. 'Long—term care costs account for nearly half of all out of- pocket health expendrtures for -
* - Medicare beneficiaries. :

e The credit provides irnmediate relief for people‘ needing- long—term'care and théil* farniliest

Ce Prelumnary conversatlons w1th agmg advocates suggest that thls tax credlt would be well '
. recerved ' : o t :

‘ 'Co'ns s

e Many people who need the most help will not beneﬁt because they are not taxable and the credtt v L

is not refundable for most remplents (Makmg the credit: refundable would double 1ts cost. )

. : ’. "The IRS would find it d1fﬁcult to enforce comphance wrthout: actually. engaging in expensive -

~ and possibly 1ntrus1ve audits of taxpayers. The Social Security Administration or other
—— govemment agency. ay be better able than the IRS to venfy the exrstence of a dlsabthty before o
R 'any payment is made to the taxpayer L \ S

o ~It is exeeedmgly dlfficult to deﬁne a quallfymg stand.ard for chlldren under 6 years of age | L
~ Obviously, all small children are limited in their ADLs. Treasury is workmg wrth DPCand HHS
o to try o work out an enforeeable and equrtable standard : .

o iTax credu‘ for dzsablea' workers -
'Almost 75 percent of people with s severe dlS&blllthS are unemployed For many, the hlgh cost of -

- support services and devices, as well as the potential to lose Medicaid or Medicare coverage, prevent o
them from seeking and keeping _]ObS This proposal would give a tax credit of $1,000 to people with .

e d1sab1llt1es who work in recogmtron of therr formal and mformal costs assocrated with- employment IR

. _6_



The credit ‘would be available for ‘people who are limited in two or" more ADLs (eXcluding

~ continence management) or three or more instrumental ADLs (IADLs -- meal preparation, shopping,
" money management, telephoning, and housework). The proposal will cost about $700 million over

five years. About 240,000 taxpayers will benefit in CY 2000.

. I’.ros o !

. Many dlsabled mdlvrduals incur add1t10nal costs in order to work and earn taxable i income, and -

~ thus do not have the same ‘ability to pay as taxpayers who do not incur such expenses. A tax -
_credit would provide some adjustment for these differences in ability to pay.

e Th‘is"c‘redi‘t‘ ls'more' attractive than.aA credit against employmeﬁt related expenses because it .
compensates disabled people for formal and informal expenses both at home and at work.
*Cons -
~+ The proposed $1 000 credlt would not mduce many dlsabled people to enter the workforce
o Many people who need the most help wrll not beneﬁt because they are not taxable
e Allowmg taxpayers Wlth difficulties with three of more IADLs may open the credit to abuse.
A taxpayer ‘who had difficulty with cleaning the house, cooking meals, and shopping, could
‘qualify for the credit even though he or she experienced no difficulty at work.” Monitoring
- IADLs would be extremely difficult for the IRS to administer. (Treasury is explormg altematrve
o optrons to provrde coverage to dlsabled workers wrthout using an IADL test. ) -

: f. Small busmess health purchasmg coapemrwes

; Over a quarter of pnvate-sector workers 1n ﬁrms wrth 50 or fewer employees lack health msurance --
significantly higher than the national average of 17 percent uninsured. This results in part because

administrative costs are higher and small businesses pay more for benefits than larger employers o )
- This initiative encourages the development of small business health purchasing cooperatives, in - - -
some ways modeled on FEHBP. There are two tax proposals regarding these cooperatives. The first .~ -

- proposal would make them tax-exempt. (We are examining more limited alternatives to tax-exempt‘
 status that. would also promote the rna.kmg of grants by private foundations to a qualified

‘cooperative:) The second part of the proposal would create a new tax credit for employers with fifty =

~or fewer employees, who purchase health insurance through the cooperatrve and who had not
. previously provided health insurance. - The credit would be avallable for the ﬁrst two years of o
" coverage and would equal ten percent of employer eonmbutlons up toa cap. : '

Provide Tax Exemption t C eratives

T



Treasury has serious tax pohcy concerns about granting permanent tax exemption to entities that are
ﬁmctlonally 1dentrcal to for-proﬁt busmesses to help cover start-up expenses

Pros

L.

-Private foundations would be more likely to. make start-up grants to the cooperatives.
Cons

-~ The cooperatlves would be 1ndlst1ngu1shable from (and would compete on a tax- advantaged
basis w1th) taxable, for-proﬁt msurance brokers.

‘ Wlthout special rules grantmg tax-exempt status to these cooperatlves creates the opportumty L
- for small employers to shelter investment income from tax ‘ , )

It is unclear that the purported economies of scale to be gleaned‘ by the cooperatives would ever
-materialize, especially since those employers that can purchase health insurance at favorable .
- rates-are less likely to join. Also, there is no guarantee that the beneﬁts of tax. exemptlon would' '
. flew through from the cooperatlve to small employers. - : .

The purp‘ose ofthetaX»exemption would be to e_n‘able pri'vate vfoundations;to‘malce ‘g'rants for

start-up expenses -- a short term problem -- but tax éxemptions would be permanent.

Employ er'Tax Credit -
: Pr‘os -

: An employer tax credtt may help to Jump -start the cooperatwe
. The proposed. tax’ cred1t has_been desxgned to rmmmlze both 1nequ1t1es and undesuable .
- behavioral responses toa credlt Tax credits are targeted to new health i msurance coverage, o

- reducing the chance that credrts merely provrde wmdfalls to employers for contmmng to do what R

‘ they already do. - . :

' Cons

Many may view this credit as unfalr Ernployers who currently prov1de health msurance thl '

.. view the- cred1t as an unfair benefit to their competitors. Employers who insuré outside the' - '
‘ 'cooperattve and large’ employers would not be eligible for the credit. Employees: who purchase -
insurance outside of work typically pay- hlgher premlums than do employers and recéive no tax .

~ benefit at all-neither exclusion from 1ncome nor a tax credit-and may feel especrally‘ '
dlsadvantaged : - ‘ - S =



+ '« The proposed credit is uni rkely to substantially increase health insurance coverage.

Children and Families

. Tax Relzqf for Stay-at-Home Parents

_Our existing package mclu_de< an expansmn of the child and dependent care tax credrt (DCTC) to
make it easier for families to afford child-care. The DCTC is equal to a percentage of the taxpayer’s

: employment-related expenditures for child or dependent care, . wrth the -amount of the credit

depending on the taxpayer’s 1n’come Our existing proposal, which costs about $4.5 b11110n over five
years (not mcludlng the-cost of proposed simplification to the household maintenance test), would
increase the maximum credit| from its current rate of 30% to 50% for those w1th incomes under

o $30 000 and gradually phase it down to 20% at $59 000 of income.

Our proposed increase in the DCTC did not receive strong blparnsan support in par’t because

conservatives objected to the 1excluslon of benefits for stay-at-home-parents. To increase support
- -for our ex15t1ng child care tax proposal it could be expanded to include tax assistance to stay-at- -
home parents: This would be accomplished by assuming these families incur a certam amount of

- chﬂd—care expenses and’ therefore could be eligible for the DCTC. To control the cost, the stay—at— o
o _home-parent optrons would focus on farmhes wrth very young children. '

- Treasury has serrous tax pohcy concerns about compoundmg the tax code S heavy blas in favor of -
' “stay-at-home parents and exaf‘erbmg dlsmcentlves to work : :

R Optrons 1nc1ude'

A Include sta};—at horne fam illy feature w1thm exxstmg revenue cost. ‘This optlon would reduce our -

ongmal proposal so that fcumlres wﬁh income of $30,000 or less could take a credit for 40% of - -

- their éxpenses (rather tha.n our propased. 50%), and the rate would more gradually phase down

~t0 20% at $58,500. .The proposal would add an allowance for $600 worth of child care expenses: - o

: .. per year for those famrhels with children under age one regardless of actual child care costs or

- earnings. The maximum (I:redrt fot a family with an infant and a stay-at-home parent is $240.
¢ - -Under this opnon, the maximum allowable child care expenses would remam $2,400 for one .
chlld and $4 800 for two or more chrldren , : o :

Add one of the follomng to theu

existing propQSal' :

V 1) Allow all famlhes Wlth a chlld under the age of one to have assumed expenses of $60{) per. .
~ year per child. * Under thrs proposal, the maximum allowable expenses would increase from
- $2,400t0 $3,000 for one chrld under age one and from $4 800 to $6,000 for two or more children -
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"~ Pros

Cons

o ) ‘T ax Credzrs for Work-S:te Schools*

under age one.’ This proposal adds $1.6 bllhon to the cost of the ex1st1ng $4.5 billion proposal : |

over five years.

'i1) Same as 1), but assume $l,~2(3’0 per year in expenses end raise cost maximum to $3,600 for
one child under age one and $7,200 for two or more children under age one. This would add

about $2.9 billion to the oost of the existing $4.5 billion proposal over ﬁve years..
l

iii) Sarne as i), but increase the age hmlt so that: fam1hes w1th ehtldren under 4 beneﬁt ThES ., L

‘ would add $6.1 billion to|the cost of the existing $4 5 bllhon proposal over five years.

A variation of tlns proposal has been adopted by a number of Republreans in the Senate led by :
- Senator Chafee and a few in the House, 1nclud1ng Bob F ranks (R-NJ)..

B By havrng one tax proposal that supports Chlld care as well as stay—at—home parents it bullds _ ‘A
support for the 1n1t1at1ve from two dlfferent constltuenmes :

+. Some research suggests that 1nfants beneﬁt from havrng a stay-at home parent thus the .
.- disincentive to work may be de51rable in this case. '

, The incometax code and Social Security heavily faxror ﬁfamilies' :witha stay-at~home. parents, |

"It isa paradox to be argumg for tax rellef for stay-at-home pa.rents and mamage penalty relief. A
Most stay-at-home parents receive marriage bonuses; proposals to aid one-earner couples w111
v_merease those bonuses. - -

. The CDCTC is oné of the few ma_]or work 1neent1ves in the tax code for- seeond earners with
o children Provrdmg the credlt for one-earner couples partlally negates that incentive.

e’

Edncatmn and Trammg

A 25 percent tax credit would be prov1ded to ernployers who enter into a cooperatlve agreement' .
“with local public schools to pr{-ovrde space, utilities and maintenance for. satelhte elementary schools -
 located on their work site. The base for the annual credit would include the cost of tangible personal
property or real property ‘donated to the school plus the fair market rental value of real property
" dedicated for school use.” Teacher salaries are ineligible for the credit. The credit would be limited

1o $ 150, 000 per year per facﬂlty Credlts eould be clalmed for up to lO years: To be eltglble for the . . o
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- credit, the taxpayer must enter|into an agreement with a local public school agency that is approved
by the Department of Education. The Department may approve no more than X agreements per year.

Treasury is concerned that this/provision subsidizes quasi-private education by providing a tax credit
to private employers who con‘n act with public schools for their employees. This is inconsistent with
the Administration’s strong opposmon to the Coverdell bill, whrch would have directly subsidized

’ pnvate educatlon ~ '

- Pros

. Work—srte schools can beneﬁt employers by reducing turnover arid absenteelsm -and school V
dlstncts because work-site schools are an inexpensive way to relieve overcrowdmg

- About 30 work-site schools have been established over the pasf 10 years.

“Cons -

. Tax credlts wxll not pr0v1de an meentlve for government and non—proﬁt employers, nor for small ,
~ firms or those without tax habllxttes Several of the exrsung work-s1te schools were estabhshed .
by tax—exempt employers : : : r

. lt is not clear that a credlt would st1mulate the creation of many. addltlonal work site schools .
- since other factors appear to. dommate the dec1s1on to establish such schools for both employers;.
and school districts. ‘ : :

: o If work-srte schools conve y extra beneﬁts to employers, they, not the federal government, should o
share the costs wrth the local school dlstnct S S ,

- Tax Credit for Wo'rkplace Li tera’cy Program ’

. An alarmmg nmnber of adults in the U S - 44 rmlhon accordmg to the Natlonal Adult L1teracy¢ :
-Survey - struggle with a job) application or cannot read to their children. Many have'a léarning
- "disability and never knew it. Others aremmrgrants who face long wamng lrsts in many cities where o
» 'they seek Enghsh-as-a—Second Language (ESL) courses. ~ - R

‘~Under the proposal employers who prowde certain- workplace 11teracy, ESL and basu: educatron A

B programs for their employees would be allowed a 10 percent income tax credit agamst expenses,

-. with'a maximui credit of $525 per participating employee Eligible education would generally be
. limited to instruction at or below the level of a high school degree given to employees with less than -

o a hlgh school- -diploma or its eqmvalent and to' ESL for employees with limited Eriglish proficiency..
B E11g1ble expenses would mclude payments to third partles and payments made directly to cover .

. mstructlonal costs, 1nelud1ng salanes of mstructors curnculum development, textbooks ete Unless' )
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N
" the employer works w1th an ehgrble provrder under the Adult Educatron Act, the cumculum must
be approved by a state or local adult education authority. The education must be provided under a
section 127 educational assrstgnce plan. The employer could claim a credit for employees with high
school degrees but with-low functional education if the employer works with a provider under the
Adult Education Act to test the employees and provrde the instructional program.

Treasury believes that the substantlve goals of thrs proposal could be much more effectrvely met .
through a grant program. . S -

Pros

~+ - Two common problems with adult basic education programs are attrition and lack of relevancy.

* The three primary reasons for attrition are: 1) lack of child care, 2) lack of transportation to

classes, and 3) difficulty nhaking classes fit with job responsibilities. . This proposal avoids these
‘problems because employees would not need to find additional child care, transportation, and

~ time outside of that requrred for work. In.addition, because these courses are tailored to each
- employer, adults are better able to understand the relevancy of' the basw skllls concepts as they

- apply them to their current work | srtuatron
* Atax credlt available to all non-proﬁt prlvate-sector employers because of 1ts potentrally Wlde_‘_ h
- availability, would mesh 'well with the Prestdent s comm1tment to:reduce 1ll1teracy A grant

o program would reach far fewer employers

'Cons

. .Approx1mately two-thlrds of employers (30-40% employees) do not pay taxes and therefore ‘

ccould not benefit from a tax credit. Nearly 60% of C corporations that employ workers either

" pay no taxes or are lrmlted in thelr use of tax credits. Govemrnents and nonprofit entities such :
. ‘as unrversmes nonprofit hosp1tals etc. would not beneﬁt from a tax credtt '

ey ,'Much of the beneﬁts of the crecirt would srmply be wmdfalls for employers who are already L .

: provrdmg hteracy edueat1 on.

o tisunclear whether this credit would significantly affect employers"ndllingness,to establish
4 hteracyprograms o T e S

- ;,-The credrt wﬂl nnpose srgmﬁcant admrmstratxve burdens on both the IRS and on partrcrpatmg

employers in order to hmrt their ablllty to recharactenze job-specific training ‘that would not

o qual1fy for the credit as basic education that would ‘qualify. ‘Also, to prevent abuse, employers -
who want to serve workers with a high school degree but poor education would be forced touse

“outside provrders and testers whrch rmght not be the most efficient arrangements




» . The cost of subsidizing employers is less controllable with tax credits, which are essentially
“entitlements, than with grants. :

L:bemltze the Lg”eﬂme Learnmg Credit
" The proposal presents two options to enhance the Llfetlme Learmng Credlt The primary advantage_ :

.. is that this builds upon an exwtmg provision w1thout creatmg sxgmﬂcantly more complex1ty The
primary drawback is the cost , -

' 'Optlon 1

- Accelerate from 2003 to 2000| the i mcrease in the base of the lifetime leammg credlt from $5 OOO to
" $10,000. The approx1mate cost is $2.8 billion over five years, - :

Pros
. | Con51st ént \ﬁtﬁ{hﬁ ‘pfésidenf’g;;or'iginal prcpcsal.
. T&e' incentive effect of the higher limit would come into play sooner
. option2 + |

Increase the Ixfefﬁne leammg credit rate from 20 pefceht t0 30 percent of the first $5, OOO.and reduce

itto 10 percent on the second $5 000 of qualified expenses. The maximum credit per taxpayer T

would rcmam equal to $2 000." - The rough cost is $‘7 1 bllhon over 5 years
: PrOS>".

*  This Optlon prov1des a propomonately larger incentive for. hfetlme learmng for those takmg a .
e ,Asmgle course or attendmg a less expensxve lnstltuuon ' ’

. -Thm targetmg dlrmmshes the mcentwe for students to attend more expenswe educatlonal' -
- institutions, and makes 1thess hkely that the credlt will sunply be captured as hlgher tuition.

Con
'« Benefits only those with sufficient tax liabilities to use additional credits. -
Lifetime leamin g savings a*ccodnis

NVTwo proposals are bemg con51dered ‘The- first would make Educatlon Ind1v1dua1 Retlrement

Accounts avallable to everyclne (adults as well as ehlldren) by removmg the current-law age 30
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dlstrlbutlon requirement and the age 18 contrlbutlon limit. The second would add education
expenses to the list of d1str1|but1ons from a Roth IRA that can be taken tax free. Unlike other
~ distributions on the list, however, tax-free withdrawals for education expenses could be taken at any

time, without being subject to a five-year -holding period..
Treasury has serious concerns regarding these proposals because they are unl1kely to stimulate
"education among those most in ‘need, but prov1de wmdfalls to the rich for savmg they would have

done anyway.

Pros

RE ‘Well educated workers are essential to an economy- experlencmg technologlcal change and

facmg global competltloh The proposals are intended to encourage: the retramlng of the:

workforce to reﬂect chanlgmg needs and new technologies.

 Either proposal may make it easier fo_r adults to finance their own education.

~Cons’

el The proposal wrll be very meffectlve at increasing educatlonal opportumtres for fatmhes whose }
adult members have little 01 no post-secondary education. ‘These farnilies are much more hkely :
“to have low incomes. [I,ow-mcome families. do not have the financial resources to make
~ significant contributions to-an account for aduit education and often do not have tax liability. -
. Other tax-favored sav1nés wvehicles. already compete for their. limited savings, mcludmg
o .deductlble IRAs Roth IRAs 401(k) plans and Medrcal Savmgs Accounts '

. The proposal would pnmarlly beneﬁt people w1th h1gh incomes; provrdrng a w1ndfall for savrng - :

, _they are already llkely domg It 1s unhkely to 1ncrease thelr savrng

- e Current law a]ready contams many subsrd1es for adult educatlon whlch are better targeted to aid. _.

*low- and middle-income famlhes ‘These provisions include: the Llfetune Learning tax credit,
" the exclusion for employer-prowded educational assrstance guaranteed student loans, subsrdrzed '
loans, and student loan mterest deductlons s A

" --i Exclude Amertcorp Educatton Awards from Taxable Income ~_-.

. Amerlcorp members are ehgrble for post-servrce educatlonal awa.rds of up to $9 450 The awa.rds L
- canbe used either to pay higher education expenses or to repay student loans. Amerrcorp also'pays

“thie interest on ex1stmg studenti loans while the borrower is a member of Americorp. The educational
~awards and interest paymentsl, are treated as taxable i mcome The proposal would exclude from
- taxable income Amerlcorp educat1onal awards o
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Treasury believes that this proposal will beneﬁt few recnprents of Amerxcorp educatlon assistance

Pros

Cons

and could make many worse off.

Americorp officials strongly support the proposal because recent Americorp alumni have.

‘ complamed that they have been subject to unexpected tax liabilities at a time when they haveno
cash to pay R :

Similar tax subs1d1es exrst under the GI Btll (with respect to educational expenses) and Peace

N Corp (wrth respect to loan repayments and 1nterest forbearance)

" Many recipients will pay moré in taxes if education grants are tax-free, since the grants can

reduce educational expenses eligible for the Hope or Lifetime Learning credits. For taxpayers

in the 15-percent tax brae ket, the tax credits are more-generous.

'Excludmg amounts used for living expenses would run eou_nter‘ to the tax treatment of.
) scholarshlps generally ' ‘ : . S ' o

t Excludmg only amounts used for loan repayments would gwe better tax treatment than GIs who t
" cannot exclude recrultment bonuses in the form of loan repayments nor can they use GI Bill .-
beneﬁts (whlch are excluded from 1ncome) to repay student loans :

“Ek‘minate ‘60-'mo‘nth Iimit o"ri deductibility of sta'dent Ioan interest

1

Under current law student loan interest is- deduct1ble only durmg the first 60 months in which
1nterest payments are requxred The proposal would ellmmate the ‘60-month 11m1t

. .Pros h

Snnphﬁes calculatlon of dleductlble interest payments for students with more- than one student e

- loan as loans rnay have entered repayment status on dlﬁ‘erent dates.-

A 60-month lnmt is dlfﬁcult to admrmster and requlres specral rules to deal w1th common‘ '

" situations, such as penods of deferment or hardslnp forbearance loan reﬁnancmgs and loan.

L jdehnquent payments, or \Ivhether the lender structures the loan so that 1nterest payments-are B

fconsohdatlons

If 60-month 11m1tatron 1s ehrnmated interest pard on quallﬁed student loans would be .

deductible, without regard to whether a student makes voluntary early paymients or makes

,15; .




-required every other month (which arguably could extend the present-law 60-rhonth period for

10 years). ' ' '
* Provides longer-term relief to students with large educational debt. Present-law AGI limitations

(which apply at the time the interest payments are made) ensure that relief is targeted to low and

- middle-income taxpayers! - -

Con

« Student loan interest constitutes personal interest, which generally is non-deductible Therefore
- it-may be appropriate to lnmt the period of tlme for each loan that mterest payments can be

claxmed as an above the—lme deduction. = ,

- Urban - Empowermeht L

- Grée:z béizds

\ Under current law state and local govemments may issue tax—exempt bonds without lumt to pay for
the costs of public environmental remediation projects. In addition, tax-exempt bond money may -

~ be lent to private entities to finance facilities for sewage, solid waste, hazardous materials; .
* environmental enhancement of hydro-power fac111t1es? and urban redevelopment, but those bonds

are limited by the prlvate actmty bond .cap. The proposal -would. create a new financing
mechanism—green bonds-to raise fiinds to finance environment-related public projects. Like-
- quahﬁed zone academy bonds (QZABS) this program would allow state and local governments to. -

. isSue zero- -interest bonds-to lenders who could claima tax credit for the life of the bond in lieu of

" interest. -Green bond authonty for each state is capped. The issuer makes no principal or interest
- payments on the bond until matunty (13 years'under the QZAB program) Other optlons are also
being considered: mcludmg a credit similar to the low-income housing tax credit model; a new

category. of pnvate activity tax-exempt bond; and a ‘state-managed revolving fund financed by

" federal grants used to subsidize.interest payments on tax-exempt bonds issued by localities.. .~
: Pros: S ‘-1 S

' A tax credlt bond prowdes a much larger submdy to State or Local government 1ssuers than .
' tax-exempt bonds ' ‘ ‘ oo

| o Tax credlt bonds may: be miore. efﬁment than tax-exempt bonds because they do not prov1de .
. windfall gams to hxgh-bracket taxpayers ' : g

+ Limiting the amount that can be issued limits the Federal revenue loss.

,ig;‘.,




Cons .
. ) ] ~
+ The tax credit bond s extremely complex and untested. It may meet market resistance.

Complex rules will be necessary to deter abuse. Many are similar to those that apply to
tax-exempt bonds, but each element needs to be reexamined to see how it applies to the new

: .bonds. Bond purchasers may thus heav1ly dlscount- the new bonds espemally in the short run.

o It is unclear that state and local governments are rnakmg madequate mvestment in enwronmental
S remedlatton » ‘

Home ownership tax credit

This proposal aims to encourage home ownershlp among low-mcome people. State housing ﬁnance
agencies would induce mvestors to purchase low»mterest second mortgages by auctioning tax credit
authority (paid over ten years) to subsidize the ‘mortgage payments. The unsecured second
mortgages of up.to 20 percent of purchase price would allow purchasers to quahfy for- first

- mortgages with lower incomes and down payments and avoid PMI payments. This pro gram would '

~ be targeted- at families in underserved areas. Credit authority is capped; the program is designed to
. cost about. $500" million overl five years: (Treasury does not have enough information to do a
" revenue estimate.) It would save family buymg 4 $75,000 home $750 in up front costs and $140-
per month pnmanly in lower mortgage msurance costs :

, Treasury is concemed that this proposal is extremely complex. and encourages | home ownershlp '
among those least likely to be|able to afford it on a sustainable basis. . By competing for resources
.- with the low-income housmg credit, 1t rmght dxvert tax subs1d1es from a more effectwe mechamsm

to a591st them - : ~ ‘ ' ‘

P-ros -

. This proposal would mcrease home ownerslnp rates among lower-mcome famrhes who have
a lower home ownership rate than higher-income fatmhes (50 percent vs. 80 percent) Some

. ev1denoe suggests that home -ownership has positive externalities: for example, compared to ) ) o
- renters, home owners are ‘more likely to vote in electtons, more likely to- invest -in their .
- communities (e.g., miaintain and i improve the appearance of their re51dence), and more hkely to o

: get involved i in orga.mzatlons (e 8 PTA)

- . . This proposal could make the tax system more equltable because lower—mcome home owners .
~‘receive smaller benefits ﬁom the mortgage interest -deduction: ﬁrst they are less likely to -~

itemize; second, if they dolttenuze, they will receive the deductton ata lS-percent rate. compared o (

S to rates up to 39 6 for the h1ghest income fam1hes
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" Cons

Whereas ev1dence from a recent Federal Reserve working paper suggests that current provisions
in the tax code help exacerbate urban sprawl, this proposal -- by bemg targeted at underserved

- areas -- would help to revitalize distressed 1nner-01ty communities.

Unlike the mortgage deduetion which helps lower the cost of monthly payments, this proposal
helps lower up—front costs, Wthh the evxdence suggests is the greatest tmpedlment to home o
ownershlp : ' ’

It will help lower-income families build asscts.

This program is targeted at people who the pnvate mortgage market has deemed to be un-credrt— :
worthy (probably for good|reason). Early information suggests that dehnquency rates for these .

low down payment mortgages are twice those of conventional mortgages.

By lowenng the down payment requuement it will reduee saving among low-income people
who would like to be home owners.. Moreovér, it is' unclear why we want to encourage poor

. people; especially those who cannot save, to. purehase their homes.- For example, in an economic
' downturn these home owners may be more vulnerable and more hkely to Iose their homes

This credlt is hkely to comipete for fundmg w11h the Iow-mcome housmg credlt arguably a morei
efﬁment mechamsm for advancmg the housmg needs of low-income famlhes

, The tax credtt mechamsm itself is hkely to be mefﬁcxent the credits are hkely to trade at a o
' discount because of the hrgh default risk of the loans, the risk to mvestors that they may not be .

able to use the credits, and p0551b1e syndlcanon and marketmg costs

"A better approach isto guarantee access to credlt and reduce the cost of PMI as 1s done currently

C through the FHA loan program

: :.'It is far from clear that home ownershrp causes the saIutary eﬁects attnbuted to home owners :

“This prOposal isa less efﬁment mechamsm to prov1de asststance w1th down payments and
: closmg costs to lower-mcome fannhes than a grant program -

, !

- .'Tax Credit For Eqmty In vestments m Commumty Development F manczal Instztuttons

‘- The Commumty Development Bankmg and Fmancral Instltutlons Act of 1994 created the g
“Community Development Financial Institutions (CDFI) Fund, riow housed within the Department o
of Treasury, to provide equity investments, grants, loans, and technical assistance to qualifying

organizations for community development ‘The CDFI Fund was appropnated $95 million in FY

o 1999. The proposal would provxde $100 mllhon in nonrefundable tax credlts to the CDFI F und to o

R




"~ . Pros’

allocate among equlty mvestors in quahﬁed CDFIs between 2000 and 2009 The allocatlon of

credits would be determined by the CDFI Fund using a competitive process similar to the one used
for grants, loans, and equity investments. The maximum amount of crédit allocable to a particular-
investment would be 25 percent of the amount invested, though the CDFI Fund could negotiate a
lower percentage. Certain spcl:cial basis and recapture rules would apply and certain design issues
remain. - -

= The eﬂ’ecttvely capped credlt ensures that llmlted resources are targeted to assist. those areas most :
in need : '

K Smce grants by taxable en}tltleS to some tax-exempt CDFIs are already deductlble the tax credlt
essentlally gives similar tax treatment to equity investments in for-proﬁt CDFIS

‘ Con‘s :

. Thls proposal does not assist non-profit CDFIs or those that do not issue stock such as mutual
organizations. This could result in the CDFI Fund shifting Federal grants and loans’ to the noii-.
profit CDFIs. Also, the proposed credlt xmght raises concerns that the CDFls wﬂl recerve lower

- appropmatlons - - : : -

¢ The CDFI Fund was unde.r‘ attack last year by some in Congress (although‘the Fund did receive
- anincreased appropnatlon tlns ﬁscal year and its reauthorlzatlon was reported favorably outof .

:Subcommntee)

o "Slnce CDFIs are already dlrectly subs1d1zed by grants it would be stratghtforward and much :
: .more efﬁcrent to snnply lncrease the approprlatlon :

o Increase the private activizy band cap, -

‘ 'Under current law- the volurnc cap for each state is the greater of $50 per capxta or: $150 rmlhon The

© .currént cap ‘allows'about $15 billion of private activity bonds to be issued annually, about $5.billion.

" which are new mortgage revenue bonds.’ The cap will mcreased by 50 percent between 2003 and- . :

2007, when it will be the greater of $75° per capita or $225 million. The proposal would make the ' B

* . .increase in-the cap effectlve in 2000 The proposal would eost about $.5 billion over 5 years

- There is 'widespread Congressional support forvfurther increasing the‘volume'- cap -

State and local housmg agencles strongly support thlS proposal hopmg to secure larger : -'

: allocatlons of 1ssuance authonty
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* Increasing the cao might make more bond-financed low-income hoosing credit projects possible.
Cons

+ Tax-exempt bonds are mherently inefﬁcient because the federal revenue loss exceeds the interest .
" savings to the 1ssuer o - I ) ‘ '

"+ 'Increasing the volume of priyate'activlty bonds puts upward pressure on interest rates,
exacerbating the meﬁimenry, and rarsmg the cost of school bonds and other more worthy pubhc -
© activities. : '

. | Increasmg the volume cap ireduces the incentive for State and local governments to choose the
best projects among competing apphcants and to allocate no more volume cap to any one prO_] ect
than necessary , : . A

« Additional mortgage revenue bonds are not needed because market rates are quite low by

historical standards, and most bond- generated mortgage funds ard those who would be ellglble‘ :

i for mortgages w1thout the subsrdy
. WTW/WOTC longer extenstons - N :

The work opportumty tax credrt (WOTC) and the welfare to work (WTW) tax eredrt encourage
employers to hire members of| certain economically disadvantaged targeted groups.. The WOTC .
is limited to wages paid during the.first year of employment. - Targeted groups include family
-assistance recipients for any 9 months during an 18 month period, certain economically
-disadvantaged groups, and voclattonal rehabilitation referrals. The maximum credit is $2,400. The
WTW credit is limited to wages paid during the first two years of employment, and targets long-term
.- welfare remplents and md1v1duals who are no longer eligible for welfare because of federal or state
- time limits. - The maximum credlt for the first year is $3,500 and for the second year is $5,000. Both
" credits will expire on June 30 1999. The proposal would make the WOTC and WTW credit -
'permanent Alternatively, the length of extension would be tailored to avarlable revenue offsets -
(Last year’s budget contained short-term extensions of both credits.) The revenue loss estunates for
' 'one-year extensrons of the WOTC and WTW credit are $439 million and $91 xmlllon, respectlvely

" Pros

‘," A permanent WOTC and WTW would encourage employers to lure ‘certain econormcally
dlsadvantaged targeted groups- w1thout the uncertamty created by temporary eredlts




o Cons

Con

~ «  Permanent extensions of the WOTC and WTW are premature. The WOTC replaced the prior
targeted jobs tax credit which was the subject of some criticism regarding its effectiveness as an
employment incentive. The Congress specifically intended the credit to be short-term to provide
an opportunity to assess the operation and effectiveness of the new eredlt For similar reasons,
the WTW credit was enacted as a témporary credlt ‘ ‘ :

Modify Research and Experimentation Tax Credit |

Background L

The lcurrent research credit is 20 percent of qualified research expenses above a base amount. The

. base amount generally is the product of the taxpayer’s “fixed-base percentage” and the average of = |

‘the taxpayer’s gross receipts for the four preceding years. Taxpayers can also elect into an
alternative credit that has lower 'credit rates and lcwer statutory ﬁxedebase percentages.

K Quahﬁed research expenses generally 1nclude expenses for wages and supphes used. to conduct .

. technological research activities within the United States.  Contract research paymerts also are .

eligible for the credit, but the amount of payment ehglble for the credit is limited to 65 percent of |

- the amount paid by the taxpayer (75 percent in the case of research consortia). In addition, a 20

: percent credit is provided for i mcreases in amounts paid by the taxpayer to educatjonal‘institutions

- and certain other orgamzattons‘ for basic research over a minimum basic research amount (the “basic -
research credlt M. The research credlt exprres on June 30 1999 o

.Thereare tWo 0p,t1()nS.

Provrde a refundable tax credzt for small businesses.

.. (We are also explormg other proposals to provzde reliefro small busmesses that conduct research ) o

" Pro. 3
oL e ‘ : A X

Many small busmesscs do not have tax hablllty agamst whrch to clalm the research credrt and

" receive no tax benefit in the current year for undertaking research A refundable credtt would '
pr0v1de a current tax benefit for small ﬁrms whether they have a tax hablhty or not:

e Ftrms wrth no tax hablhtiy (or sales) could claim’ that they undertook ‘research to’ obtam a o
‘ refundable credit, and it would be extremely dlfﬁcult for the IRS to pnllce whether quallﬁed S
o research had actually been undertaken e :
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- Canada enforces 1ts refpndabie credit by examining the vahdrty of every claim for a refund.
The Canadian government established a separate administrative unit for thrs purpose.

Small businesses that are start-ups already receive favorable treatment, which was expanded in
1996.

' Proposals that would expand the avallabrhty of the credrt would raise the revenue cost of
- extending the current cre(|11t For that reason, the NEC consrdered and rejected proposals to .
- expand the research credit in 1994 '

Increase the percentage of ,gt,‘aliﬁed research expenses paid to certain research consortia that is-

eligible for the credit. o - L ,
{(Under a speczal rule enactea’ m»J 996, 75 percent of those research expenses-are eligible for the
credit. ) ' ' T A ‘

Pro

, .

.Cons

o .

The proposal would encourage research on problems of mdustry—wrde concern and would avord -
duphcatlon of research by cornpetmg ﬁrms S :

Research undertaken through consortia already receives favorable tax treatrnent Flrms that.

~ contract out research generally are allowed to claim a credit for 65 percent of those expenditures,

_ whereas for consortia establlshed by non-proﬁt educatronal orgamz.anons or trade assoclatrons S
the percentage is 75 percent : : '

Increasmg the percentage of ehgrble research for consortia to 100 percent would provrde alarger.
tax benefit to research conducted through consortia than research performed in house. A portion

. - ofthe research expendrtures paid to consortla (and contractors) is disallowed to provide a level -

- playmg field with research conducted in house. Certain expendrtures that are not- drrectly related |

o consoma

to research conducted in house are mehgrble for the credit, such as certain overhead and. proﬁt o

margins. These expenses should -also be drsa.llowed when research is conducted through aj

"I?hcre is no evidénce that research performed through consortia is more beneficial to society than . -7

other research, including research conducted in-house. Although the ‘spillover benefits to a

. : specific mdustry may be large, other research may have greater. Sprllover benefits to society. (i.e., - |
. medical research). - Absent mformatron on'the socretal beneﬁts from different forms of research,
‘the Federal government attempts to “pick the winners” may distort theallo.catron of research

spending in ways that reduce the benefits to society.
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+ The proposal would largely be a windfall to firms that would undertake certain types of research ‘
using consortia anyway. Even absent the credit firms have a financial incentive to undertake
research through consortia|to solve industry-wide problems -- they avoid the cost of duplication
of effort in cases where it would be extremely difficult for an individual firm to capture the
profits attributable to the research.

'« The proposal benefits a sImall number of research consortia (andy their lndustr’y supporters) _
‘Many of those organizations have also beneﬁtted from significant dlrect support from the F ederal .
~government.

Other

Allow Pérsahal Credits fo be Déducted Against the Alternative Minimum T ax

- The proposal would extend the deductibility of personal tax credits against Alternative Minimum -

- Tax (AMT) liability for one yelar for tax year 1999. The recent omnibus spending. bill provided that
personal tax credits could oﬁ"set AMT l1ab1hty tax year 1998 A one-year extension would cost .
about $0.8 bllllon : : : ’

T P'ros

» The proposal preserves the ablhty of peOple to take advantage of the new chrld and educa’uon ‘
credits. . ' , : o

. Perrmttmg personal tax crledxts to offset AMT hab111ty better targets the AMT to those makmg' -
‘ excesswe use of tax preferences : 4

. 'Perrmttmg personal tax credits to offset AMT hablhty eliminates complex tax computatrons for. -
- many taxpayers, both those who are actually affected and for mrlhons who must do the .

o computatlons only to l'md1 that therr tax habﬂuy is not affected ’

.Con o |

Penmttmg tax credits to oiifset AMT llabrhty may divert attenhon from neecled long term reform . B
K such as mdexmg the parameters for mﬂauon , : :

o Employee telecommuter exp’ zm*e o

' Quahﬁed telecommutmg expenses pa:rd fc)r or relmbursed ‘by, an employer would be excludable
from the income of an employee. Qualified expenses would include charges for an additional

telephone lme or advanced telcommumcatrons service up to $60 per month (1ndexed after the mmal S
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Treasury has serious concerns that this proposal would be extremely difficult to administer and
would largely produce wrndfalls for those who are currently telecommutmg

- Pros

* This would encourage telecommuting and thus reduce the environmental impact of other types
of commutmg ' ' ‘ ‘ ‘ '

o It encourage's employers Vto make more flexible wOrl( schedules available to emp'loyeesv. o

. The proposal would give telecommuters an income exclusron equivalent to that prov1ded for
many actual commuters. |

Cons - t

~ * Abuse will be very difﬁcul’lt to monitor. Because the benefit can be provided by salary reduction
. (that is, at no cost to the employer) the employer has l1ttle or no stake in hmltmg the beneﬁt to
’ employees actual busmess use. : '

s - The proposal favors telecommutmg expenses over home office’ expenses and the. expenses of
-self-employed persons workrng out of home wrth respect to the costs of second phone lines.’

. It is une'lear ‘that the tax su§1331dy 'wo_uld be an effec‘tlve means to encourage telecornmutl_ng. -
Financial security '

A number of proposals were part ofa Fmanelal Secunty package sent to the NEC from Treasury -
Most of these prOposals involve increased. spending, and most of the tax proposals have already in = .
- proposed in last year's budget The only proposal that represents a new tax incentive calls for. - .
eliminating user fees for initial determmauon letters for small busmesses adoptmg a. quahﬁed .

_retlrement plan for the first tnhe ‘

. ) Capttal Gams Excluston For Seles of Land for Conservatzon

Under current law sales of land to non-proﬁt orgamzatlons or govemments for conservation’ purposes

~are subject to tax on any capital gain. Such land donated to non-profit organizations generally =

: quahﬁes for a charitable deduction and avoids tax on the gain. The proposal would providea 50

o percent exclusion for eapltal gams for land sold to government agencies or quahﬁed non-profit

“conservation organizations thereby reducing the maximum capital gains rate from 20 percent to 10-
percent. The proposal requires that the land be used to protect fish, wrldhfe or. plant habltat or open
space for’ agnculture outdoor recreatlon orf scenic beauty -
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‘ Treasury is concerned that thlS proposal would add to the complexity and inequity of the tax code |
without advancing land conservatron

Pros

» The proposal might advance land conservation goals through voluntary sales by property owners
rather than by regulation. S ' ‘ '

-« The proposal might reduce the price of land sold to governments and qualified non—p'roﬁ.ts.‘,;
Cons

“»  Generous tax provrsrons alrleady exrst to benefit’ land conservatlon Landowners can- deduct the
value of conservation easements and the discount.in bargam sales to charitiese as charitable
deductions. Taxpayers candeduct the full market value of apprecrated land thereby saving both

the value of the charrtable deduction and the capital gains tax.

+ The proposal mrght actually hurt conservatlon programs by favormg sales over donatrons of land .

for conservation, thereby forcmg the non-proﬁt groups to. raise larger amounts of funds for land

‘ purchases and reducing thei funds avarlable for drrect conservatron efforts

. " The proposal may allow taftxpayers to double dip. 'I‘he caprtal gains exclusron would allow a.
- sellerto reduce the price ofjland by the capital gains tax saving.. The taxpayer may then be able -

- to claim a chantable deducuon for the bargam sale to the charrty

e " The proposal has the potentral for srgmﬁcant abuses For example land could be sold toa non- .
‘ proﬁt and then. leased back~ to the seller for contmued use in ranchmg or farmmg

) The cost of the proposal may 'be'srgnrﬁcantly hrgher than antrcrpated if some very large
propertles are transferred or such sales techniques are marketed more broadly to agricultural
landholders. In addition to the 1mt1a.l revenue cost, future income wou_ld be removed from the

‘incometaxbase- C RN ' o

A. ,‘r..The proposal would add to the onerous complexrty of. the caprtal gams tax.
| Farm and Rzmch stk Management (FARRM) Accounts

. Upto20% of farmmg income could be contmbuted toa FARRM savings account and deducted from-

" income. -The income earned on the account is taxable as earned. The contribution plus any. accrued .

capital. gain is taxable upon xyrthdrawal from the account. Contributions and earnings must be
. withdrawn wrthm 5 years; otherwise the balance in the account would be deemed .to have been -

- distributed and subject to mcorr're tax. and alo percent penalty Balances would be deemed to have e

been drstrlbuted and taxable tvlfo years after an account holder stops farmrng '

,-25--«_ LA




The Administration strongly opposed adoption of FARRM accounts and prevented the provision
 from being enacted in the omnibus appropriations bill. It would provide a windfall to a few rich
farmers and do nothing to reduce risk or encourage saving.

Cons

. FARRM accounts are of no value to farmers suffering losses because a tax deductlcn is
worthless to them. More than 75 percent of farmers have no tax hablhty Most of those who are

taxable have substanttal nt?)n-farm income.

e FARRM Accounts are nth IRAs, but tax-preferred short-term savmgs velucles mtended to"
ameliorate income volatlhty among farrners ' :

- The tax preference folr FARRM Accounts d1ffers from that for IRAs because FARRM
: accounts do not allow Itax-free buildup and amounts must be distributed \mthm ﬁve years.

'+ The propOSal is a.pparentlyi meant to respond toa perceptlon of excessive volatility in farmers’
. incomes. However, other much more effectlve and. equltable tax prov1s1ons are 1n place to
» address volatthty

s Farmers can elect to’ average their fannmg income over a three—year penod (Made’
: .permanent in 1998.) - : :

- Farmers are allowed to 'carry back net operating losses over the five preuious' years. (Most : .
taxpayer are allowed to carry back NOLs for only two years. ) (Enacted in 1998 )

emergency hvestock slales can be deferred

"« The provision i is rncst valu}able to wealthy farmers WhO arein hrgh meomc tax brackets and have
avallable substantlal wealth to deposu in an account.

- 4 Taxes on certaln payments mcludtng dlsaster payments, crop msurance and proceeds frorn ’

- By perpetually contnbutmg 20 percent of income into a FARRM account, a farmer could -
o eventually sheltet about a year’s income from tax mdeﬁmtely (5 years’ contnbutlons each

- .equal to, 20 percent of Iannual mcome)
o ‘ | The prowsmn 1s unhkely to stlmulate savmg

. «  Because basls and eammgs rnust be tracked separately, _the taxation of FARRM accounts would"' '
' be complex -
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Pensions
Enterprise zone wage credit extension

Current law provides a 20 percent credit for the first $15,000 of wages for employees who live and
work in empowerment zones| (EZs) or who live in DC and work in the DC zone (an EZ-like
designation covering parts of the District of Columbia). The credit will expire at the end of 2004
for EZs and 2002 in the DC zone. The proposal, put forward by the Department of Labor (DOL),
is aimed at encouraging zone employers to provide pension and health benefits to EZ wage credit-
eligible employees. The credits, which are 20 percent of the employer’s qualifying pension and
~ health insurance contributions, would not be included under the current wage cap, but the qualifying
~ contributions would be. sub]ect to separate limits of $2,500 (for pensions) and the Federal FEHBP
contribution (for health msurance) The Departments of Housing and Urban Development and
o Agnculture would certify that the pension and health beneﬁts offered quahfy for the credit (although 4

- only DOL has expertlse in that drea). -

Treasury 18 concemed that thrs proposal has a very hlgh cost-benefit ratio- and would make the EZ .
wage credr_t_more complex. '

| :~Pr0 :

31'- Some workers rrright get p:rrsiorl co\'(erege..._ , ) -
‘Cons -
. Tlus proposal will do little for pehsion secority 'relative-te ite'cost. ,

- Low -income workers are much more llker to leave thelr JObS within one or two years,
' resultmg in httle capacrcy for accumulatmg vested pensmn savmgs : ’

. The credlts are hkely to subsidize behavmr that would have occurred in any event or to,
o accrue.to thll‘d partles rather than the mtended rec1p1ents : :

- It would be dlfﬁcult to. prevent workers from makmg a conmbutlon clarmmg a credlt
: and then mthdrawmg the contrlbutlon : '

. Addmg an aédltlonal cred1t will make the EZ wage credit more complex and drfﬁcult to . .
“administer. In partlcular it would be difficult for DOL to determine who was covered by a '
Jpension prior to enactment and thus drsquahﬁed Given that few employers are hkely to use this .

credit, the admm1strat1ve costs could be large relatwe to the nurnber of addltlonal emponees? '
( covered ‘ ;




Employee benefits tax credit for EI TC recipients

EITC recipients could claim additional refundable credits if they purchase health insurance or
contribute to pension plans. The maximum pension credit would be equal to the lesser of 50 percent
of the employee’s contribution or $1,000 (indexed). The maximum health credit would be equal to
the lesser of 50 percent of the employee’s contribution or 50 percent of the employee cost for
standard Blue Cross insurance{under FEHBP. The credits would not be phased in with earnings;
rather, a taxpayer would be ehglble for the maximum credit as soon as the taxpayer contributes to.
a pension plan or purchases health insurance. The credits would be phased out with the EITC. In
addition, the definition of non-taxable earned income would be modified to exclude non—taxable
conmbutlons to pension plans land health insurance purchases ~ o

‘Treasury is eoneerned that thrsf proposal would raise comph_ance probleme with the EITC and do.
" little to enhance health insurance and pension coverage among low-income families.

Cons

+ The propesal is 1nefﬁelent because it will subs1dlze savrng that is- already occurrmg and is -
unllkely to increase savmgI for retirement. S
- Lew mcome workers are unhkely to have the resources to make srgmﬁcant contnbutlons to
. pension savings plans Many will prefer to save for more 1mmed1ate needs, lf they are able
~ to save at all : :

- The propOSed credlt rate (50 percent) is substantxally hlgher than penaltres for early
" ‘withdrawals of tax preferred retirement savings (10 percent). As a result, taxpayers would
~ be able to receive a subsuly for contributing to a savmgs plan, even 1f they 1mmechately

‘ wrthdrew the contnbutron B '

~*  Most EITC recrprents wait until the end of the year to claim the credrt on- therr tax return, even

~when they have the optlonl of clarmmg advance payments during: the year. Workers may be
reluctant to claim the credit in advance for. fear of overestlmatrng the amounit to which they are .

) -entitled.- If low income Workers are unwﬂlmg to claim a credit in advance, they will not recelve
it when they actually need assrstance purchasmg health insurance.

.. The proposal could i 1ncrease EITC noncomphance The IRS eannot currently venfy health o
- insurance expenditures. Thie IRS receives information about 401(k) and IRA contrzbutrons ‘but .
' this mformatlon is not maty ,hed to tax retums before EITC cla1ms are pa1d :

. From 1991 to 1993 EITC recrprents could receive a supplemental credit 1f they purchased health

' insurance for their chrldren§ Somie taxpayers claimed the credit even though they purchased no.

- healthi insurance. Others were taken advantage of by sellers who claimed that taxpayers had to
buy a health plan to receive the EITC OBRA 1993 repealed this provrsron '
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T he HHS Ap‘peal‘

0 Followmg Through on Presrdentlal Initiatives
- & Tobacco, Health Research 'Head Start, Food Safety,

Drug Abuse Treatment

* Strengthemng Public Health - N
- & FDA Modernization, Chronic Dlsease’, Bioterrerlsm
BER £ Enhancing the Health of All Americans

o Safety Net, Racial Health Disparities, Native o \
American Health Violence Agamst Women, Elderly

htj AM}M% s0C LA

. Providing Sufficient Program Support
* All HHS Agencres and a modernlzed HCFA
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Medicaid Recoupment -

¢ The Tobacco Agreement re|mburses States for

Medlcald costs that are partly Federal costs

4 HHS has an obllgatlon to the taxpayers to
recoup the Federal share of these costs. In 2000
- alone no less than $4 billion is Federal taxpayer
- money. - |

¢ Medicaid Re_coupment can finance both the-," o
'HHS appeal and other appropriate investments.

T DI \Der9BASMBBio-psi.ppt-2



Following Through on
~ Presidential Initiatives

Health Continue the long-range expansion plah for NIH

Rese arch AHCPR health services;CDC preventlon research:
(+$1 2 b11110n) |

Head Start Continue on the path towards serving one million
children in 2002. (+$100 million)

F ood o Improve the safety of fruits, vegetables, seafood;
Safety | ~ reduce disease with faster response to outbreaks.
(+$67 million) |

| B Enhance enforcement of FDA rule and reduce
"Tobacco - children’s access to tobacco. (+$50 million)

“Deglamorize tobacco” - and provide the science base
for tobacco control activities. (+$154 million)
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Following Through on Presidential Initiatives
‘Health Research - NIH, AHCPR, CbC

g ThIS Administration commltted to and should follow through on long-

term expansion

¢ Appeal contmues 5- year 50% N!H growth plan with even annual

- growth

FY 1998

FY 1999

‘FY 2000 Passback

Appeal

$15.6 Billion | -

$136Billion 1 .

$15.6 Billion .

$15.6 Billion ~ +$1.1 Billion

- 10

11 12 13 14 15 16 17 18
Budget Authority in Billions
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Strengthehing Public Health

Countering Bioterrorism

‘We must improve the nwation’s readiness for the medical

needs resulting-from a bioterrorist attack; in-the followmg
areas: (+$193 million) - Ermicgins  Tording

¢ Public Health and Medical Infrastructure (+$156 million)
- & Employ more epidemiological intelligence and laboratory specialists
4 Purchase rapid communication systems and lab equment |
~ & Train medical and lab staff to detect lethal agents

& Research and Development (+$33 million)
¢ Ensure an effective defense against the health consequences of
bioterrorism and develop better treatment

¢ Medical Response Capability (+$3 million)
# Better equip and train our National Medical Response Teams and Iocal
Metropohtan Medical Stnke Teams
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Enhancmg the Health of AII Amencans
~ Improving Natlve Amencan Health

| & I'ndian pedple have the Nat‘io‘n’s worst health status.

& 5 year mortality rate increases in alcohohsm (+15%),
diabetes (+35%), HIV (+200%), and cancer (+1 1%).

| & We need an additional $205 million to:

¢ Increase medical services - e.g., reduce current 30 to 90 |
day waiting: period for alcohohsm services; respond to the
2% annual growth rate in the Indian service population.

~ & Bring sanitation and clean water to 1,800 more homes -
¢ Continue construction of hospltals (Navajo), and support
- Tribal Joint Ventures to build own facilities. | .
& Support Tribal Self—Determmatlon by fundlng 95% of tribal
contract support costs. W ol B , |

DI \DecHRASMB\Bio-pst.ppt-F 1


http:l00c9S\ASMBIB;o.pstppt.11




w;ﬁ’}% Sh’” &? wAOs ...

l.h“'
£ [0 Wi~ .

L Bor
| lip T

FY 2000 Prosident’s Budget Health Sourees and Uses ’n‘f Funds - lﬂEVISED , - |
$ in biltions, all estimales preliminary] numbers may not add due 1o foundt
FY2000 |  FY00-04
BOURCES . {
Tehacco Revenue . 0.00 | -3.60
Reduce Medicare Epotcin (EPQ) Paynients by 10 Pergent (FY 99 PB, -0.05 ! +0.32
Require Comractors to Provide MSP Data (FY 99 PR -0.01; . -0.69
Clarify Medicare's Partjal Hospitalization Bencfit (FY 99 PB) 0.02* - 0.12
Buse Melicare Payment for Drugs on Provider Acquitition Cost (FY|99 PB), -0.07 -0.68
Centers of Excellence (EY 99 PB} . .00 : -0.52
WReduee Hospitals' Market Busker 1/ ) H -0.57 -3.00
ws Reduee Medicare Bad Debt Pay all Proviters ! -0.29 -1.69
b . 1Puy Singfe Fee for Surgery . } i -0.08* -0.51
o Rewuce the Medicare Lah Test Fee Ceil ing Reimburschnent 4314/ + -0.06 0.34
e Wish ¢ Nationaf Limit for AU Prosthetics and Orthotics ] -0.07 -0.3%
\,}—*Decrc:uc Prosthetics eud Orthotics Updare & 1 -0.0% -0.14
Require 10% Coinsurance for Certain Medicare Lab Services 3/ i 0.0 -0.81
,:} k 1. 5% Colrversion Factof for Physicians i { -0,25) [ -1.403
[4 Accclerate Inberent R hics Savings U502 0.14
! .
VWM«'@M: Cost Allacatidn ) X -0.05) -1.39
fedicaid Rebates from Generic Drug nlnuuﬁxcturc‘rs | -0.01 -0.13
]
fedicaid costs from Mcdicare coinsurgnce proposal : Sy 0.0 0.04
B ‘ LY ] . )
Subtotal, Sources of Funds -1.53 ' -15.80
USES
HHS Dispretionary 1.30 7.90
Public Health Infrastructure lnitiative | 0.03 . 1.00 '@S v
Modicare Buy-in for 53165 (FY 99 P8) 5/ i 000 - L6
Cancer Clinical Trinls (FY 99 PB) ! 00 . 0.75
Discase Mi : Asthma Initiative 0.05; i 0.05
Waive Cost-sharing for Preventive Bengfits 5 0.00 : 0.81
Veffords/Keanedy 007 ' 1,05
W cgal Immigrant Children (FY 99 PB} 0.04] ; 0.24
CHIP Frnding for the Territories (FY 99 PB} 0.03 0.03
[ncrease \BBA DSH All Jor DC Medicaid ' 0.01 : 0.01
Foster Ciire Extension 9.0t H 0.08
B00% Ellgibility Expangion 0.01 : 011
of Medicuid TANF Transitioht Fund 0.00 H .40
Assisted Living Initiati 0.00 { 0.00
Transitional Medicaid Simplificati 0.00 0.0d
Medicare+Choice Policies i j 000 i 0.04
Expand Medigap Open i 10 Disahled/ESRD 0.00 M 0.0
Guarani¢e Medigap Envoliment for Benes. Losing HMO Drug 000 i - 0.04
Patients|Bill of Rights i - : 000 | 0.04
1 : =
/<> Enable Shates to Increade CHIP Spending on Outreach &/ i , 0o | o.a’a)
" \Bubtotal, Uses of Funds < | - - 156 1 ~paad
OTAL, SOURCES +USES 002 | -1.44
et

HCFA believes propospt cannot be injpl in HY 2000 due to Y2K,
1/ Repregents update of MB-2.6 in FY 2000 {i.e.) 2 0.1% update).
2/ Reducp lab fee ceiling by an additional 1% (the ceiling would be reduced from 74% o 72%).
1 HCFA does not suppért proposal. o ;
4/ DPC does not suppor| proposal. :
$/ Includes SSA costs :
{ @Rcmo ¢ outreach frof 10% cap. Cidp at 3% of benefits. Policy delayed one year, Cost estimatés

s ]

B Y. : '
NOTE: Table does not include long-term care initiativies with other sburces: i
oA Natonal Family Chregivers, Long-Term Care Tdx Credit, Disability Tax Credit, i
and longsterm care i for Federpl employecs. i

I i
Note: Alcapital cut (bofh inpatient and outpatient) that could score u to $200m in FY 00 ‘
and $200m over five is also available, : i




TN 2009 Rudyed

HEALTH CARE IDEAS

1. Long-Term Care. This initi}ative could be part of a “preparing for Medicare long—ténn
reform™ package; a women’s initiative if coupled with pension policies for women or family
leave policies; or with an elderly housing initiative (policies to promote maintaining home
ownership, begmnmg to promote assisted living fac111hes and ensuring quality in nursing
homes).

« . Long-term care tax credit. (new policy) Along with the lack of coverage of
prescription drugs, the p'oor coverage of long-term care represents a major cost burden for
the elderly and their farrllilies. Long-term care costs account for nearly half of all
out-of-pocket health expenditures for Medicare beneficiaries. This proposal would give
people with three or more limitations in activities of daily living (ADL) or their
caregivers a tax credit of up to $1,000 to help pay for formal-or informal long-term care:

(Cost: About $6 billion over 5 years).

«  Offering private long-term care insurance to Federal employees. (new policy) Since
expanding Federal programs alone cannot address the next century’s long-term care
needs, the Federal government -- as the nation’s largest employer -- could serve as a
model employer by promoting high-quality private long-term care insurance policies to
its employees. Under this proposal, OPM would offer its employees the choice of buying -
differing types of policies and use its market leverage to extract better prices for these
policies. There would be no Federal contribution for this coverage. (Cost: Small
administrative costs OPM estimates about 300,000 participants).

. Family Caregiver Support Program. (new policy) About 50 million people provide
some type of long-term care to family and friends. Families who have a relative who
develops long-term care needs often do not know how to provide such care and where to
turn for help. This proposal would give grants from the Administration on Aging to
states to provide for a ione—stop-shOp access point to assist families who care for elderly
relatives with 2 or more ADL limitations and/or severe cognitive impairment. This
assistance would include providing information, counseling, training and arranging for
respite services for caregivers. (Cost: About $500 -750 million over 5 years;
discretionary).

. Nursing home quallty initiative. (expanding on admlmstratlve initiative) On July 21,
the President announced an initiative to toughen enforcement tools and strengthen
Federal oversight of nprsmg home quality. On October 22nd, the Justice Department and
HCFA held a conference to begin to develop other quality/anti-fraud and abuse initiatives
with enforcement agencies from around the nation. Proposals to respond to these
challenges and to implement the initiatives the President outlined in July can be included
in the budget or as freestanding legislation. The initiative will no doubt include new-
enforcement prowsmns (e.g., increased penalties, etc.), as well as new funds to conduct
more frequent survcys of repeat offenders and improve surveyor training. We are also
working with DHHS and HUD to explore the possibility of establishing a Commission to



oversee HCFA’s nursmg home enforcement efforts as well as to begin te look at other
types of housing where health care is offered (e. 8., assisted living facilities). (Costs: $500
- 750 million over 5 years).

2. Dlsablhty This health mmatlve could be packaged with the non-health ideas such as the
“Bridge” integratlon grant proposal and the access to information technologies initiative.

L]

Jeffords-Kennedy Work Incentives Improvement Act. (Congressional proposal; not
passed in 1998) In the final budget negotiations this year, the Administrative put the
Jeffords-Kennedy bill on its list of priorities for passage. This bill would enable people
with disabilities to go back to work by providing an option to buy into Medicaid and
Medicare, as well as other pro-work initiatives. Although it was rejected by Repubhcans
the Administration has been stating that we will continue to fight to give people with
disabilities the opportunity to work -- including the critical health insurance that makes

work possible. (Cost: About $1.2 billion over 5 years).

Tax credit for work-related impairment expenses for people with disabilities. (new
policy) Almost 75 percent of people with significant disabilities are unemployed; for
many, the high costs of Wsupport services/devices, as well as the potential to lose Medicaid
or Medicare coverage, prevent them from seeking and keeping jobs. This proposal would.
give a tax credit of $1, 000 to $5,000 (depending on the design and costs) to people with
disabilities who work, in recognition of their formal and informal costs associated with
employment. This pohcy complements the Jeffords—Kennedy Work Incentive proposal,
described above, but has the advantage of helping people in all states irrespective of
whether states take up éptlonal coverage. (Cost: Depends on the options; $1 to 2 billion
over 5 years). ]

Promoting Medicaid de-institutionalization. One of the biggest frustrations for people
with severe disabilities jand their families is the “institutional bias” in Medicaid --
meaning the tendency to simply put people with great health care needs in nursing homes
rather than develop viaple community-based alternatives. In 1998, HHS funded a small
demonstration project m 4 states to test different models for offering people with
disabilities the choice of care settings. This proposal would build on these tests by
developing and propagating models that give people residing in a nursing home after a

“date certain” a choice of care settings. (Cost: $50 million over 5 years).

Medigap reform for people with disabilities. In 1997, the President endorsed
bipartisan legislation fr:]om Rockefeller, Chafee and Nancy Johnson that makes Medigap
supplemental insurance more accessible to beneficiaries. The Balanced Budget Act did
include some of its im;]}ortant protections for seniors on Medicare, but essentially
excluded be.neﬁciariesfwith disabilities from this reform. This proposal would make all
Medigap insurers provide Medigap to people with disabilities when they sign up for
Medicare. It would also ensure that they get a guaranteed issue¢ Medigap option when in.
the event that their HMO withdraws from Medicare. (Cost: not clear that there will be

costs).




3. Modernizing Medicare. These policies could “lay the grouﬁdwork” for the

f

recommendations of the Medicellre commission and re-affirm our ongoing commitment to
improve and modernize Medicare.

Adopting private secter, competitive pricing strategies. (FY 1998 budget) The

President has consistentl‘y supported giving the Health Care Financing Administration the

‘same tools to manage health care costs as aré used by private sector plans. This includes

competitive pricing for services like durable medical equipment and other supplies;
expanding the competiti!ve pricing demonstration for managed care; and adopting new -
payment methodologies like Centers of Excellence, among others. Although these ideas
are being considered by the Medicare Commission, the President could take the lead on
increased competition within Medicare since he has supported this approach in the past.
(Savings: $0.1 to $0.5 bllllOl’l dependmg on the policies).

'Reducmg Medicare fraud and overpayment (Some FY 1999 policies; some new

policies) Medicare fraud poses a serious threat to its financial well-being. In every
budget for the last 5 years, the President has proposed new initiatives to help combat
excessive payments and’ provider fraud in Medicare. Last year alone, Medicare saved
over $1 billion through these efforts. The President announced last January a 10-point
plan for reducing fraud |and overpayment, including provisions like reducing
overpayments for drugs‘ and ensuring Medicare does not pay for claims that ought to be
paid by private insurers, HHS and the Department of Justice continue their efforts to
enforce current policies/and develop new ones. (Savings: From $1 to 3 billion over 5

years, depending on the policies).

Protecting beneficiaries from HMO withdrawals from Medicare. This year,a .
number of HMOs have pulled out of Medicare with only a few months notice, leaving
50,000 beneficiaries with no plan options in their areas. These withdrawals are causing
beneficiaries unnecessa:ry hardships as they rush to find alternative sources of coverage. -
The President has stated his determination to work with the Secretary of HHS and
Congress to develop le;’gislation to prevent this behavior in the future (e.g:, limit the time
between when a plan files to participate in Medicare and when enrollment begins, making

it less necessary for plans to pull out at the last minute). (Cost: not clear that there w1ll be

costs).

Prescription drug coverage for Medicare beneficiaries. (new policy) The lack of
coverage for prescription drugs in Medicare is widely believed to be its most glaring |
shortcoming. Virtually; every private health plan for the under-65 population has a drug
benefit, in recognition of the medical commumty s reliance on prescriptions for the
provision of much of the care provided to Americans. Lack of Medicare coverage of
drugs results in high out-of-pocket beneficiary costs -- which will only become larger in
the next century since the vast majority of advances in health care interventions will be
pharmacologically-bas ‘ed. Responding to this fact, Republicans and Democrats on the
Medicare Commission, as well as almost every health care policy expert, are consistently

stating that reforming Medicare without addressing the prescription drug coverage issue




would be a mistake. We are developing a wide variety of options, including a
means-tested Medicaid option, a managed care benefit only approach, a traditional benefit
for all beneficiaries, and|an unsubsidized purchasing mechanism that uses Medicare’s

size as leverage for drug discounts for beneficiaries. If desirable, a proposal could be
included in the budget or coordinated with the March release of the Medicare
Commission’s recommendations. (Cost: Varies significantly depending on proposal,
ranging from $1 to 20 blillion a year).

. Redesigning and increasing enrollment in Medicare’s premium assistance program
(extension of July executive action and new policy). Over 3 million low-income
Medicare beneficiaries afxre eligible but do not receive Medicaid coverage of their
Medicare premiums and cost sharing. Many more may not get enough assistance through
the new, BBA provision that is supposed to help higher income beneficiaries. We are
developing a range of proposals that build on the President’s actions in this area to better
utilize Social Security (Dfﬁces to educate beneficiaries about this program, to reduce
administrative complex1ty for states and to give them incentives to engage in more

- aggressive outreach efforts. (Costs vary dependmg on policies; up to $500 million over 5
years)

. Cancer clinical trials demonstration (FY 1999 budget; not passed). Less than three
percent of cancer patients participate in clinical trials. Moreover, Americans over the age
of 65 make up half of all cancer patients, and are 10 times more likely to get cancer than
younger Americans. This proposed three-year demonstration, extremely popular with the
cancer patient advocacy community, would cover the patient care costs associated with
certain high-quality clinical trials. (Cost: $750 million over 3 years). -

. Providing needed education funds to children’s hospitals. (new poliC)") Medicare has
invested billions of dollars in graduate medical education to hospitals since 1966. |
However, because of it,s current formula, free-standing children’s hospitals are forced to
shoulder the majority of the cost of training pediatricians, placing them at a severe
financial dlsadvantageI This proposal would consider addition funding outside of
Medicare to provide relmbursement for the training costs incurred by children’s hospitals.
Addressing children’s hospltals education financing has bipartisan support, and Senator
Frist has made this a priority for the Medicare Commission. (Costs: depends on the
proposal). '

4. Health Insurance Coverq’ge Expansions. The rising number of uninsured makes the need to
propose insurance expansions important.

. Small business purchasing cboperatives (different version in previous budgets; not
passed). Over a quarter of workers in firms with fewer than 10 employees lack health
insurance — almost twice the nationwide average. This results in large part because
administrative costs are higher and small businesses pay more for the same benefits as
larger firms. This initiative encourages the development of purchasing groups modeled

.on FEHBP by allowir!lg them to be considered non-profits (which will facilitate private



foundation support), providing Federal grant support, and having the Office of Personnel
Management provide techmcal assistance. We are also considering giving employees
who purchase coverage through the purchasing groups with tax credits to encourage them
to take up coverage. (Cost: about $50 to 100 million over 5 years). ~

Children’s health insurance outreach (FY 1999 budget; not passed and new policy).

To date, 42 states have had their CHIP plans approved. These new expansions have great
potential to help uninsured children, but not if families do not know or understand the
need for insurance. Moreover, over 4 million uninsured children are eligible for
Medicaid today. To facilitate spending on outreach, this proposal would allow states to
draw down more of its CHIP allotment for outreach. An additional proposal is to pay for
a nationwide toll-free nufmlier that connects families with state eligibility workers. NGA
is sponsoring this line for one year only; such a line is essential for the nationwide media
campaign that we are planning to launch in January with the NGA. (Cost: small but
unknown at this point' could be funded through tobacco recoupment)

Demonstration of Medlcare buy-in for people ages 55 to 65 (full proposal in FY 1999
budget; not passed). Amerlcans ages 55 to 65 have a greater risk of becoming sick; have
a weakened connection to work-based health insurance, and face high premiums in the
individual insurance market The latest report shows that the uninsured are growing at
the fastest rate in this age group; by 2010, the number of uninsured people age 55 to 65
will nearly double. Bmldmg on last-year’s proposal, we could allow a limited number of
people ages 62 to 65 and displaced workers ages 55 to 65 to buy into Medicare. Asa
demonstration, this mlght gain the support that it lacked last year. (Cost: at least $500
million over 5 years, which would assist about 30,000 people).




Public Health/Undersei'ved P(Jipulations

. Combating Resistaxfxce to Antibiotics (Super Bug). - Recent reports have indicated
that resistance to antibiotics is increasingly becoming a public health crisis, causing
prolonged illnesses and even death. For example, 500,000 Americans per year are

~infected with Staphi (Staphylococcus aureas), a commonly-acquired, potentially

lethal, hospltal-based infection. The bacteria now only responds to vancomycin, and

CDC has recently documented the first cases of resistance to this last resort drug.

The hospital costs alone associated with treating antibiotic resistance total over $600

million per year. This new initiative could address this critical emerging problem

through: (1) a rnajor health-warning outreach campaign involving hospitals, health

professionals, and managed care organizations; (2) new research and surveillance

efforts to understand where and why antibiotic resistance occurs and develop

effective responseslas well as to develop new vaccines that could help limit the

occurrence of diseases where there is or will soon be increased antibiotic resistance;

. and (3) demonstratio:ns that bring in a team of public health experts into a community

' to implement and test effective strategies to combat antibiotic resistance. (Cost: $25
million per year). | :

*  Assuring Ability to Detect and Manage Bioterrorism. Bioterrorism is becoming
an increasing threat that has the potential to injure or kill millions of Americans
through deadly diseases, such as anthrax. While law enforcement and intelligence

- agencies seek to thwart these kinds of attacks, when prevention fails, we need a
system in place that is prepared to manage and minimize the public health
consequences. Unfortunately, unlike many types of attacks, bioterrorist threats could
go for days or even weeks without being detected as they could be noticed only when
clusters of deaths or a series of illnesses begin to emerge. Therefore, it is critical that
the nation’s pubhc§ health system is equipped to both detect and respond to this
potential problem. ThlS initiative would: train epidemic intelligence officers who can
coordinate with state health departments and other intelligence officers to identify
and respond to attacks; develop a Metropolitan Medical Response System, a mass

) casualty emergency response system, that includes primary care, emergency
\ transportation, and ,decontamination abilities that will be critical to save lives in the
event of an attack; create and maintain a stockpile of pharmaceuticals, that would be
critical in the eventIof a bioterrorist attack that could expose hundreds of thousands
of Americans to a disease (current stockpiles, that contain many inactive antibiotics,
are inadequate to address a major outbreak); and improve research to develop new
vaccines and annbiotlcs that could be used in the event of an attack (Cost: $100 to
$300 million per year)

. Announcing a New Initiative to Prevent and Treat Asthma. Over the past 15
years, there has yelt to be a fully understood and greatly concerning incréase in the
number of ch11dren afflicted with asthma. In fact, cases have doubled to total about
15 million, with the increase in rates highest in children under S years old. - This

disease is one of the leading causes of school absenteeism, accounting for over 10




million missed school days. Recently, the National Heart, Lung, and Blood
Institute developed néw treatment guidelines designed for health care providers and
patients with asthma. These guidelines demonstrate that appropriate medical care,
along with measures to control allergens and other environmental triggers, can
tremendously reducethe frequency and severity of attacks. The proposed initiative
is designed to broadly disseminate these guidelines to State and local public health
programs. These public health coalitions will then work with schools, child care
organizations, businesses, and other community organizations to reduce harmful
exposures to asthma |1:>at1ents and make it easier for asthma patients to follow their
treatment plans. Th1s initiative would complement our current efforts to identify
and enroll eligible chlldren in Medicaid and the new Children’s Health Insurance

Program (Cost: $50 million).

Launching New Imtlatwe to Improve Awareness and Treatment for People
With Mental lllness. Mrs. Gore’s office is recommending a White House
Conference on Menta}d Health for this spring to raise awareness about mental illness
and to take the next steps to improving access to and treatment of mental health. In
addition, next year!, HHS will release a historic Surgeon General’s report
documenting the widéspread incidence and impact of mental illness. To bolster these
activities, the Vice President’s office would like to unveil a series of public-private
initiatives to furthq improve access to prevention and treatment and to raise
-awareness about mental health, including involving foundations, businesses, and
states in new partne[rships to highlight and build on cost effective coverage and
delivery practices; and improving the delivery of mental health services in Federal
health programs. We believe this initiative should also include increases in the
mental health block: grant which enables states to provide critical mental health
-services, including a:issuring homeless shelters identify and treat mental illnesses,
improving the availability of  state-of-the-art treatments, and providing new
incentives to communities who have implemented effective mental health programs,
including homeless f)rograms that effectively address mental illness. (Cost: Up to

$100 million per year).

Applying Effective Prevention Strategies to Combat Heart Disease, the Natmn s
Leading Killer. Whﬂe diseases, such as cancer and HIV/AIDS receive far more
media attention, heart disease is the leading killer of women and men across nearly
* all racial and ethnic groups. More than 960,000 Americans die of heart disease each
year, accounting for] more than 40 percent of all deaths, and 58 million Americans
live with some form of this disease. This disease can be markedly reduced by:
preventing smoking which causes one-fifth of all cardiovascular deaths; improving
physical activity, as Americans who are not physically active are at twice the risk of
heart disease; and improving nutrition. ‘We are taking new strides in research in this
area, and NIH recently launched one of the largest clinical prevention trials, that is
examining heart disease among postmenopausal women, including the role of
‘nutrition, increased exercise and physical activity. This initiative could also
emphasize: launching a new partnership with aging networks to evaluate and




improve nutrition in' public-private programs; measuring successful community -
prevention approaches and replicating them nationwide; and creating a network of,
educators, churches, minority-based organizations to launch nationwide awareness
campaign about prevention. (Cost: $20 million per year supplemented by NIH
funding in this area). ‘ ‘

Improving Emergency Medical Services in Rural Areas. The presence of viable
EMS systems is cr1t1cal for residents in rural and frontier areas. Because of the
high rates of occupatlonal injury associated with employment unique to rural areas,

such as farming, mining, and fishing, rural residents experience disproportionate
rates of trauma and| medical emergencies. Although farmers constitute only 4
percent of U.S. workers, 38 percent of all machinery related deaths occur on
farms. In addition, the death rate from accidental injuries in most rural areas is
.over twice the rate for the largest city. Long distances between hospitals, tertiary
care centers, and other providers can increase the morbidity and mortality
associated with medi‘eal emergencies. Financing modern emergency care systems
in small rural communities is difficult at best. Many rural and frontier
communities face challenges in obtaining ambulance equipment and communication
systems and recruiti:ng, training, and retaining EMS personnel. This proposal
would provide funds to States and local communities to improve access to 911
services or alternative systems where the 911 option is not economically viable.

It would also devel?p and fund programs to help rural communities train local
citizens in CPR and first responder techniques, help recruit and retain EMS
personnel, and develop distance learning programs for EMS staff in order to ensure
they receive appropriiate training and support. (Cost: $50 million).

Investing in Promising Biomedical Research. We are now poised to make
revolutionary advances that could dramatically alter and improve the way we treat
diseases. To help reahze these new possibilities, the President’s FY1999 budget
included a historic 1rnultl-year investment in biomedical research and Congress
funded NIH at even higher levels (a $2 billion increase this year). However, there

is no evidence that thie Republicans in Congress have any intention of altering their

longstanding comm1t|ment to outbid us on NIH funding. It appears futile to compete
with them while st1ll maintaining our own commitment in other priority areas.
Moreover, even NIH is beginning to get a level of scrutiny about their ability to
wisely and appropriately spend such large increases. Having said this, the research -
issue has captured the imagination of virtually every community, and the President
and Vice President have both spoken at great detail about the importance of this type
of investment. Therefore it seems ill-advised not to continue some level of increased
commitment. We recommend somewhere between $500 million' and $1 billion,
“although the higher|amount is only conceivable assuming we use at least some

tobacco dollars in this area:

Improving Access to Promising HIV/AIDS Drugs. With progress in lifesaving
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HIV/AIDS therapxes the AIDS community has made it a top priority to extend these
state-of-the-art treatments to Americans in need. While we have supported healthy
incréases in these areas, in some states, such as Texas and North Carolina, there are
up to year-long waltmg periods to get on these drugs, and other states have chosen
to limit their programs so they do not pay for the comprehensive range of drugs
needed to effectivelyﬁtreat HIV. Therefore, we are recommending new investments
in the AIDS Drugs Assistance Program (ADAP) which helps people pay for thése
costly therapies that can run as high as $15,000 per year. In addition, we believe we
should propose new increases-in prevention and treatment for HIV/AIDS. (Cost:
approximately $150 rmlhon per yea:)

Continuing the President’s Successful Race and Health Initiative. Minorities
suffer as much as ﬁvcla times the rate for certain diseases and mortality rates, such as
cancer, diabetes, heatt disease, immunizations, HIV/AIDS, and infant mortality. In
fact, infant mortality rates are 2% times higher for African-Americans and 1%
times higher for Na:tive Americans, and African-American men under 65 suffer
‘from prostate cancer at nearly twice the rate of whites. The President’s race and
health initiative, designed to eliminate the startling racial health disparities in these
six critical health areas has been extremely well received by the minority and public
health communities. When launching this program last year, we committed to
investing $400 millién over five years, and this budget should include no less than
the $80 million promised for each year. This initiative could fund: (1) new
incentives to public health programs to target disparities, including creating
incentives for communities to develop effective private-public cardiovascular
outreach camp‘aigml; and developing new networks with managed care,
‘minority-based organizations through the National Diabetes Education Program to
implement treatment guidelines, (2) a $30 million grant program to test innovative
community approaches to addressing these disparities and replicating these programs
nationwide; and (3)|investments to build on this year’s historic prevention and
treatment efforts to address the ongoing health crisis of HIV/AIDS in the minority
community. These investments could be supplemented by new efforts at NIH to
better understand these disparities and develop new approaches to disseminate the
most up-to-date information. (Cost: $120 million -$150 million per year).

Enhancing Drug Approvals, Food Safety, and other FDA priorities. The FDA
has unprecedented new challenges, including: a surge in promising technologies and
drugs that need approval; increasingly challenging diseases, such as AIDS and
emerging pathogens; important public health issues such as food and blood safety
and dietary supplemelnts; as well as major new statutory responsibilities from FDA
reform. However, funding for this agency has not increased in several years. This
has serious implications for the agency, as food inspections, organ banks, and drug
companies are rarely inspected; and it is more challenging to meet drug approval
needs. OMB and HHS have made it a high priority to increase funding for this

agency this year, and the Vice President’s office has recommended increases as well.
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We are working Ql(;)SCly with them to determine the most advisable and needed

funding. 3

Improving Health' for Medically Underserved Native Americans. Native
Americans have dieroportionately high rates of chronic and acute diseases (as much
as five times higher diabetes rates, and three to four times the rate for SIDS). It is
widely recognized that the IHS, the main health care resource for Native Americans
living on reservation:s, does not have sufficient funding to address the needs of this
‘population, and OMB and HHS are proposing increases in this area. We believe that
- this initiative shoulél also include an emphasis on health areas where there are
particularly large disparities, such as diabetes and cancer. This would build on the
President’s efforts to elevate the Director of THS to an Assistant Secretary position
and his participationlg in the conference on “Building Economic Self-Determination -
in Indian Communities”. It would compliment \ﬁ(;ll»his"fgce and lié‘alt}; initiative.
(Cost: working with HHS and OMB to determine needed increases). ™

Improving Accessgto @ngeﬁé’yr/ilioom Care for Veterans« As par\g of the.
P%idétf%ﬁ:ﬂg&/suo’bﬁng Federal health programs into-¢ompliance with the
patients biH-of rights, there is some question as to whethef the VA provides veterans

dequate access t0 emergency room|services. T A currently only pays costs
associated with emegenci%sf:wipes provided gerVeterans at VA hospitals;/and some
gue that even though this is a discetio l,(ieliberatél'y/_limitqd prograin, it is not
tixgly consistent with the patient t@ﬂo assure emergency services when and
where theed.arises. We expect Senator Daschle will offer a proposal to extend

veterans’ access to er:ne ficy rooms at\non-VA facifities, and it is/Advisable for us
to address this wi r y<publicized issu_@/gome/extent SO WE ot perceived as
reneging on g commitrn\erl‘f‘tq—ap‘ﬁly the patients’ bill of rights where we can.

(Cost: VA’s current f)roposal costs $550 million per year. However, OMB has been
working to dramatically reduce the costs of this proposal).

Investing" in Promising DoD Breast Cancer/Prostate Cancer Research
Programs. We ha\ffe continually highlighted DoD’s innovative, popular cancer
research programs (most recently the President announced grants in the DoD prostate
cancer research prog'ram in his Father’s Day radio address). However, we have been
increasingly criticized by advocates who question the Administration’s commitment
. . | . . .
to this program because the President’s budget has never proposed any funding for
this critical program.] Advocates believe that the lack of an Administration proposal
makes it much more difficult to lobby for funding on the Hill. DoD is somewhat
resistant to this conéept as they believe that although they have developed a model
program in response|to a Congressional mandate, cancer research is not within their
military mission. If you chose to fund this area, we would need to at least match
FY1999 funding and potentially increase this amount.(Cost: About $250 million per

year).




