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, .", DRAFT· 
"., ". .' '~ ": ':' " 

" ," ,',~ , . ". FY2000 Mandatory Health Sources & Uses of FU~ds ,,' " 

($ in billions, by fiscal year, numbers may not add due to roUnding) 

1000 10~1004: 

. SOURCES·OF FUNDS ..•.. , 
, '..,.. . ' . , , ,',"" . 

Reduce Me(U~re Epoteln (EM) Payments by 10%. FY'1999 Budget proposal. -0.07. ~O.4l. 


R~ilire Contractors to Provide MSPData. FY 1999 Budget proposal. -0.01 -0:76. 

Clarify MecJicare's Partial Hospitalization Benefit. FY 1999 Budget p~opos~l.. . . -O~OZ '. '~O;lS; 


.Qa~e MediearePayiDent' for'Dnigi:onProvider:AcquiSitio~ Cost.1iy 1999 Blic:!;get ~(j~1l ':'0.71.'" 

proposal." . 

Centers ofExcellence. FY .1999 Budget proposal delayed by one year.. 0.00 -0.5.9' . 


" 3 '8'8' '.· Reduce HospitalS' Market Basket. Provides zero update ofhospital market basket for 4>.65 .. ',,-. . ":.. ' 

'. FY 2000. ":"', ,.', 

Reduce Medicare Bad . Debt PaYl1lents. Increases BBA bad debt cut to 55% beginning -O.JO . -2.n 
'in FY 2000 and reduces'bad debt payments to ali non-hospital providers that recieve 
· reimbursemc;nt by 5~% beginning·in FY 2000. '.,' . 

Reduce'pps Hospital' Payments f6r Capital; inereases!JBAcapital reduction by·an .. ' ~O.~o./ '. 


additional 3% iiI FY 2000 (Le., net 5.1% percent reduction inFY 2000). 

Establish a National Limit for All Prostbetiesand Orthotics. Establishes national 
 -OA3 
limits based .on thl=' median of all s~te fee schedules.. " :-, 

, RequireJOO/o CQinsura!lcc for Certain Medieare Lab Servi~. Institu~ 10% "::, ,0,00·.' . 
. ' 'eoiruiurance rate on hospital OPD lab services, Coinsurance does not apply to lab 


ser'Vicesthat are also preventive services (e.g., pap ~ears). Effective date: January I, 

2001.' 


.Acc~le"'te:inhereilt Reasonableness savings; Reduces reimbursement for six: selected '.' ' .. :.O~02 


. DME (e.g., 2 types ofelectric nerve stimulators). : ", 

· Medieaid Cost Alloeation. Reduces Medicaid .similar to approach for Food Stamp ~0.05 .-1.39· ". 


reduction in Agriculture Research bill but without TANF prolubition. 
, .' Medicaid Rebatesfro!p Generic IlrugManufaeturers. : HCFA A-l9 proposal. .-0.01 •. ~O.I~ '. . .......: 

Otber N(tn..MedicareJMedic!aid Offset Sources. . O~(j"Q ": . ( ..3;60.." . . 

. . ': '$~bt()taJ,SOl:lrCe;o/ Funds . . -1.47 :-ls;is' 

.... '.:,'. USES OF FUNDS 
':,' 

Dlseretionary Spending for Public Heal~ IDfrastrueture Initiative. 0.00 . . '.'1.00 
Other Hils Discretionary. 1.30 ' 7:90 
Medicare.Buy-In for 55-65. Effective date: 11110.'" 0,00 ··... ,i44,.;,. '. 
. CancerClinieal Tr~ls•. FU.nds allocated to separate account outSide ofMedicare trust O:()O' '.. 0.75· .. '. 

. '. .: ., 

, funds.· Capped ,demonstration .. Structure of trials covered to follow. 

. " . 

.. Dis~~e M;anagement: Asthma Initiative.' Provides $50 million in grants in FY 2000 . O.O~ . .o~05 
,'.. 

":' ,":,to states that submit M~caid dlseasemanagementprograpls to identify and treat .' '. 
· asthmatic children with the most appropriate care. .' .'. . .. 

· Waive Cost-sharing for Medicare Preventive Benefits. Waive deductible anellor . '0.00 

" coinsurance for preventive benefits requested in HCFA A-I 9 . . Effective date: 1anuary I, .... ,. 
 ' 

2001 . 

. ' JeffoFdsil<.enn~dy. '.. 
 O;Ol 0.79 

".'. ' 
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DRAFT···· .. · 

.FYlOOP M'ndatory Health :$ource.s & Uses of F~nds 
.{S.irt bill.i~Rs, by fisCal year, numbers may not add due to roUnding) 

2000'·· .200ft-Z004:: 
Medicaid'Costs oCSSI Restoration. Restores SSI and related Medicaid for disabled 
legal qualified !Inmigrants who entered after 8122196 an~ lived in U.S. for Sor more 
years. .. .' . 
Prenatal,Care farlmniigrants. Allow States to provide Medicaid prenatal care to 
· qualified legal iriu.nigrants who entered the US after 812'2J96. . 
·Leg~iJtDmignint Children. FY 1999 Budget proposal.' 
CHIP Funding'Cor the'Territories.· FY 1999 Budget p~posal. .' . 

•Inereas~ DBA I)SH Allotment for DC Medicaid; .. Provides $9 miUionfederal DSH 
· allotment Increase in FY 2000 for D.C. 
Foster Care Extension. Allows states. to extend Medicaid eligibility to children up to 
age 21 who were eligible for Foster Care assistance at age 18. 

'. 300°,4'Eligibllity Expaosiqn. ,ReFA A':"19proposal. . 
· Eit~osiono(Medicaid TANF Transition Fund~ Expands use of$SOO million TANF 
fund to tWid oritreaohto 'all children. Lifts sunset. 
Assisted Living Initiative. Provides $80 million in HUI;> grants to senior housing 

. ' facilities converting to 'assisted living. Grants contlngenton States offering Medicaid· .. 
services (personal~e. HCBW) in facilities. . . . 
TransitionalMedicaid Simplificat.ion. Eliminates rePorting requirements for certain 
families and s~tes; drops state mandate to provide transitional Medicaid ifexpand 
coverage t() low-income ~ilies.'. . 
(jth~~ LTC~Incl~desseveral non-Medicaid/Medicare long-terril~eproposals funded 
by other sources. . ' 

Medlcare+qloicePolicies; Per earlier discussions with HCFA. 


· Expand, M~igap Open Enrollment to DisabledlESRD~' Expands initial 6 month open '. 

· enrollment period ,to new. disabled and ESRD beneficiaries and provides a guaranteed 

issue option in the event their HMO withdraws from Medicare. 

·Guarantee Medigap Enrollment in, Plans with Drug Coverage for Beneficiaries 


.. Dropped By HMOs. Allows guarante~ enrollment forbenes. dropped by HMOs in 
any Mewgap pi.m.that offers drug coverage, provided the benefiCiary's liMo offered 
such ..cove91~e. . .' . 

. ..Patients' Bill of Rights •. 
CHIP Outreach. Removes outreach from 10010 cap; establishes separate outreach cap of 
3% of benefits; 'requires states to use portion of remaining lOOAl cap to improve datil· . 
systems, collection and reporting activities. . ' . 

. Subtotal, Uses of Funds 
. .' '. : . . .' ­

EffectofMedj~re pr'apo~a/s o~ Medicaid s~di~g.. ' 

0.00 "0.50 

'0.00' '0:10 ...... '. 

'0.03 ~.2:t. '. 
.0.03' ,0,14'" 

·'·0.01 '.0:0·1 

0.010.05' ..•. 

0.01 0;11:·· 
0.04'0.35 

" ," 

.0.00 . 

" 

0.00 .... 0.00 .' 
.C.·, . 

N/A NiA . '.!.: 

0.00 .' .. :,;0:;00.'. 
0.00 .' .··C),OO. 

. ',-.. 

0.00 9;.00. ' 
'0.00 . O~gs :'. 

I.S0 J5.03· 

-0.01' -0.()7 
';':'. :," 

····.·IITOTAL. o.or 
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.....: ... ' 

TOTAL P.04 

http:0.010.05


Mandatory Decisions for FY 2000 HHS Health Budget 
. December ~1, 1998 

The attached table provides detail on the decisions for mandatory health initiatives, and offsets for 
the FY 2000 IlliS 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 IlliS' budget 

Additional administrative items wiU 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 imple;mented in 
FY 2000. We also removed several proposals to which IlliSIHCFA raised policy objections. 
Please provide your response to this table by close, ofbusiness, 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 IlliS'to discuss 
appropriate minimum criteria for grant recipients. .. . 

, " 



HHS Health Funding Alternatives 
S in millions; non-adds are in italics; indent\ld lines are non-adds to the line above 

HIlS 

FY 1999 FY200q FY 2000 5600 MOver 

Enacted Passback 


FDA Program Level 1,135 1,263 1,527 +64 

FDABA 982 1,080 1,328 +64 

Injury Reporting NIA 15 15 

Product Safety (includes $ 20.4Mfor LA lab) NIA 43 56 +9 


PMA Approvals NIA 20 36 ·9 

Food Safety 49 49 98 +30 

Tobacco 34 34 84 +34 

Rent 83 , 95 95 

Buildings & Facilities II 16 23 

ll11egrating NOAA Seqfood PBO o 3 3 


RRSA 4,118 4,023 4,409 +62 

MCH Block Gralll 700 700 755 

Health Professions 302 197 340 

Consolidated Health Celllers 925 925 1.015 +20 

Ryan While 1.411 1.484 1.505 +27 

Health Facililies Construction 65 Q o 

Program Management 119 117 133 

Hansen's Disease Activities 22 12 /7 +5 

Family Planning 21S 230 230 +10 


IllS Program Level 2,600 2,775 2,980 
IIISBA 2,242 2,417 2,622 
Clinical Services 1.542 1.667 1,693 


Denial Health 71 81 88 

Preventive Services 87 92 104 


Community Health Rep.lNursing 76 81 93 

Other Services 321 348 441 


Urban Health ,26 28 40 

Contract Support Costs 204 229 305 


Facilities 292 310 384 

, Health Facilities Construction 41 37 83 

All Other 273 301
25t 

CDC Program Level 2,705 2,731 3,929 +119 


CDCBA II 2,610 2,627 3,481 +'114 

Chronic and Envil'. Disease 294 259 552 +47 


Tobacco 74 74 228 +27 

Preventive Health Block Grant 150 120 160 

NI0SH 200 212 2/7 

NCHS Program Level 95 105 /35 +5 

NCHSBA 27 o 39 

Injury Control (incl. violence against women) 58 61 125 


J ,.;,

Savings ofO.43%from S&Efrom increased efficiencies NIA -3 o .';, ' 

Immunizations 421 476 573 +30 

Global Polio/Measles 28 25 33 +/0 


STDs 124 129 139 +2 

Infectious Disease Program Level (CDC +PHSSEF) /38 173 226 

Infectious Disease CDC BA 138 153 226 +10 


Public Health Surveillance Initiative (BA) 21 NIA 30 30 

Food Safety 14 14 32 +10", 

HepatilisC NIA 5 15 
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FY 1999 FY 2000 HIlS S600MOver 
Enacted Passback ~ Passback 

CDC continued 
, 

Buildings & Facilities ­ Labs 18 40 115 
Construct/on II 32 62 

HIV Prevention 657 657 669 {+lo.000] 
Violent Crime Trust Fund 51 51 51 
Race and Health 10 /0 32 +25 

NIH 15,612 15,661 17,198 +0 

i 
SAMHSA Program Level ,2,488 2,542 2,798 +167 
SAMHSA 2,488 2,405 2,796 +167 
Mental Health Block Grant 289 289 375 +70 
Mental Health KDA 98 . 78 102 +20 
PATH 26 30 30 +1 
Substance Abuse Block Grant 1.585 1.585 1,685 +50 
SABG Advance Funding NIA 100 0 
Substance Abuse Treatment KDA 151 /31 155 
Substance Abuse Prevention KDA 90 65 94 
Targeted Capacity Expansion 21 26 73 
Youth Substance Abuse Prevention Initiative 66 40 66 +26 
Substitute BA/or 1% Eval. Funds in Nat'l Household Survey 
PL 38 38 42 
BA 38 0 42 

AHCPR Program Level 171 201 216 +5 
AHCPRBA 100 0 142 +5 
Research on Health Costs. Quality, and Outcomes 141 50 173 
MEPS 28 36 40 
Program Support 2 2 2 
Research on Race And Health +5 

Office of the Secretary Program Level 241 234 450 +3 
Office of the Secretary BA 221 196 253 +3 
Increase Nursing Home Init. by S9.5M;Reduce AFL by S8.5M NIA I 9 
Discontinue Office 0/Minority Health Earmorks 28 25 34 +3 
Substitute BA/or 1% Eval. Funds in Pol. Research andASPE 

PL 17 17 17 
BA 17 0 17 

GDM savings/rom discontinuing SI.59M in one-time activities 
and $4M/orone-time Congressional increase NIA -6 0 

Trust Fund Transfer 6 7 7 
Office/or Civil Rights 21 22 23 
Bioterrorism 2 0 

PHS 1% EvaL S Buy Back ? 

PHSSEF 406 294 928 +87 
Bioterrorism /34 128 305 +37 
CBCAIDS 50 0 50 +50 
MeaslesiPoliolEnvironmental Health Lab II 33 {30.000] {38.000] 
Y2K 189 166 573 

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 Program Level 2,086 2,336 2,747 +25 
HCFABA 1,947 1,780 1,994 +25 
Long Tenn Care +25 

IG 29 30 33 

Other Committed EXOP +40 

Total Discretionary BA 30,755 30,487 35,183 +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 pass.back. Therefore the HHS appeals document shows PHSSEF 
$38M higher and CDC $38M lower than the numbers shown in this chart. 

'1J Includes S20M from the PHSSEF in FY 2000. 

12/18/9812:39 PM 



Tax Meeting Agenda 

December 16, 1998 

I. Discuss starting point package -- modify on pay-as-you-go basis. 

II. Prioritize how package would be shaved if insufficient offsets. 

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



5 YEAR COST (IN BILLIONS OF $ ) 

Long-term Tax Credit 5.2 

Tax Credit for the Disabled 0.7 

PROPOSAL 

I. Child Care 

a. Dependent Care Tax Credit (DCTC) 

b. Tax Credit for Employers 

II. School Construction 

III. Employer Provided Education (Sec. 127) 

IV. Low Income Housing Tax Credit 

V. Climate Change 

VI. Pensions 

VII. Extenders (R&E, WOTC, WTW,etc.) 

VIII. International and Puerto Rico 

5 YEAR COST (IN BILLIONS OF $) 

5.1 

0.5 

5.0 

1.0 

1.6 

3.6 

0.9 

3.3 

1.4 

0.2III. Small Business Health Purchasing Cooperatives 

0.6IV. Stay at Home Moms (add to child care) 

Iv. 
0.2VI. Tax Credit for Workplace Literacy 

0.3VII. Eliminate60-month limit on interest deduction 

VIII. Green Bonds 

IX. Fund ofFund Tax Cut 0.9 

0.8X. Personal Credits and AMT 



Items Not Discussed at the Last Meeting 

Option 5 Year Cost (billions) 

Steel na 

Proposals Left On the TablelBelow the Line from Last Meeting 

OptiQn 5 Year Cost (billions) 

na -- likely small .Tax Credit for Work-Site Schools 

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 

Proposals Taken Off the Table at the Last Meeting 

Option 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 

HUD (multi-family exit, LIHTC carveout, elderly tax' 
credit) 

na 



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 atax credit of$I,OOOto help pay for formal or informal long-term care. The credit 
would also cover people with severe cognitive impairments. . 

· Cost: .. $6.5 billion over 5 years.· 

Process Status: 

The process is nU. along and in good shape. Thenext step· is decision 011 whether to include in 

th.e budget. 


Taxcreditjor disabled workers·· .. 
· Almost 75 percent ofpeople with severe disabilities are unemployed.· Formariy, the high cost of 

support 'serVices and devices, as well as the potential to lose Medicaid or Medicare coverage,.. . 
· prevent them from seeking and keepingjobs.. This proposal would· give a tax credit of $1 ,000 to . 

· ·people with disabilities who work in recognition of their formal and informal costs associated 
with employment. Thecredit would be available for people who are lifllited in two or more 
ADLs (excluding continence management) or three or more instrumental AnLs (IADts -- meal. 

· preparation, shopping, money management, telephoning, and housework); About240,000 
taxpayers will benefit in CY 2000. . 

· Cost: $700 million over five years.. .. 

· Process Update: . 
The process is far along and in good shape. The next step·is decision on whether to include in 

. :. th~budget.· . 

Small'business .health purchasing co(iperaiiyes·· . ., 
·Ov~r ~'quarterofpnvate-sector workers :in f1rms with 50 or fewer employees lack health' . 

• insurance':';' significantly higher th~ the;national average' of 17 percerituninslired. This results' ' 
in part because administrative costs are higher and sm~l businesses pay more for benefits than 

· larger employers. Thisinitiative encourages tl1e development of small business health.' . 
purchasing cooperatives, in some ways modeled on FEHBP. There are two tax pr9posals 
regarding these cooperativeS. The fi;rst proposal would make them tax-exempt. (We are· 

. exainip.ing mOre limited alternatives to taX-exempt'starus that would also promote the. making of· 
· grants by private foundations to aqualified cooperative.) •. The second part of the proposal would 
create a new tax credit for employers with fifty or fewer employees, who purchase hea1th 



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 di~cussions among DPCINEClTreaSurylHHS staff. The main issue 

of contention is over the tax treatment of the· cooperatives. Treasury has serious tax policy . 

concerns about granting permanent tax exemption to entities that are functionally identical to for­---.. 

. profit businesses to help cover start-up expenses .. DPCINECIHHS are extremely concerned that 
· without such tax treatment foundations will not provide funds to cooperatives and the proposal 
will not be viable. . . . 

Children and Families 

Tax Relieffor Stay-at-Home Parents 
Oui: proposed increase in the DCTC did not receive strong bipartisan support~ in part because 
conservatives objected to the. exclusion of benefits· for stay~at1home-parents. To increase support 
for our existing child care tax proposal, it could be expanded to includ.e tax assistance tQ stay-at- .' . 
home parents. This would be accomplished by assuming these families incur a certain amount of . 
child";care expeI1$e~ and therefore could be eligible for the DCTC. To control the cost, thestay~ 
at-horne-parent options would focus on familieswith.very young children. . 

A series of options ~ve been developed that assume a certilln amount ofchild.:care expenses for 

· all families with very young childfen. 


Cost:. Cost from options range from ~o additional cost (carved out of existing child-care tax cut) 
to. $6.1 billion over five years (on top of existing·proposal). Two in:-between optiQnSc9st $1.6 

" billion arid $2.9 billion overtive years.· .. . 

Process Update: . .. ... . 

The options have been developed and costs estimated .. 111 addition to theqilestionofthe. . 

· avru.labilityof funds, the main issue is OVer bro~eningthe appeal ofour proposal by adding 

stay-at-home parents versus Treasury ~ policy concerns over exacerbating the code;stilt in 


.. favor of stai·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, utiliti~s 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 for up to 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 ofEducation. The Department would be 
limited in the nUmber of agreemerttsthat could be approved per year. 

Cost: 

Process Update: , 
There have been ongoing staff discussions. . A decision needs to be made on whether to pursue 

. this option further. Treasury is concerned that this provision subsidizes quasi~private education· 
,.. by providing a tax credit to private employers who contfactwith public schools for their 

employees.. 

, Tax'Creditfor Workplace Literacy Programs . ' .. ' . . 
Employers who provide certain workpla¢e literacy~ ESL, andbasic education programs for their 
employees would beallov:;ed a 10 percent inqome tax credit against expenses, with & maximum 
creditof $525 per participating empl()yee. Eligible. education would generally be linrited to. 
instruction at or below the level ofa highschool degree given to 'employees with less than' a high 

. 	 , I . • 

\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 ' 
instnictional coSts; in~ludin:g salaries. of mstnIctors, curriciUum development, textbooks, etc~ . 

Cost: 

Process Update:' .' . ' 
The proC(;ss is reasonably far 'along .. A decision needs to be made on whetherthis optiori should 
be pursued on the tax or spending ~ide. .. . . 

Liberalize th-e Lifetime Learning Credit 
The proposal presents.two options to enhance the Lifetime Learning Credit... First, accelerate 
from 2003 to 2000 the increase in the base of the lifetime learning credit from $5,000 to $10,000. 

'. 	 Second, Increase ihelifetim~ learning credit rate from 20 percent to 30 percent ofllie first $5,000 
.and reduce it to 1 opercent on the second $5,000 of qualified expenses. The maximum credit per 
taxpayer would remain equal to $2,000. 



Cos~: The approximate cost of the first options js $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 accounts . 
Two proposals are being considered. The first would make Education Individual 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 RothlRA 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. 

Cost: 


Process Update: . 

The options have been developed. Treasury, however, has serious concerns regarding these 

proposals because they are unlikely to stimulateeduciltion among those most in need, but' 


.. provide windfalls to the rich for saving they would have done anyway .. 

Exclude AmericorpEducation Awards from Taxable Income 
.. Americorp members are eligible for'post-service educational'awards ofup to $9,450. The 

awards can be uSed either to payhigher education expe~es or to repay stud~ntloans. Americorp 
al~o pays the interest on existing student loans' while the borrower is a member ofAniericorp. 
The educational awards andinter~st payments are treated as taxable income. The proposal would 
exclude from taxable income Americorp educational awards." '., 

Cost: 

Process Update: ........' ..' .... '" '" •. .... '. .' .' 

, " There have been several discussions ()n tills issue; . The main sticking point is that many 
: Americotps participants'wotild actually be made worse, off because they would lose access to 
. HOPE and Lifetime Learning tax crediis. '.' , 

. Eliminate .60-month.limit on deductibility ofstudentloan interest 
.'Under current law, s1:tldent loaninierest is deductfble only during the. first 60 months in which' 
interest payments are required. The proposal would eliminate the 60-month limit. . 

. Cost: 



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 cost~ 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 stateand 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: 

, Pr~cessUpdaie: ' 
The process is reasonably far along but is not complete. In addition to the school cOnStructiori 
model, 'a staffgfoup has been considering including a credit siinilarto the low~incoine housing 
tax credit model; ~ new category ofprivate activity tax~xempt 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 needs to be made on whether to pursue this option further. 

Home ownership tax credit 
This proposal aims to encourage home ownet:ship among low-income people; State housing 

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 secondmortgages'ofup'to 20 percent ofpurchase price would allow purchasers to 
qualify 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 

" informationto do a revenue estUnate,) It would save a familybtiying a $75,000 home $750 .in up 
" frontrosts and $.140 per month"primarily in lower mortgage insurance costs. 

Cost: Roughly $500 million over five years.' ' 

Process Update: , 

The process is reasonably far along. There have been ongoing discussions among , 

NECIDPCffreasuryIHUDINRC. A decision needs to be made on whether to continue to pursue, 

'this option. Treasury is concerned' that this proposal is extremely complex and encourages home 

ownership among those leaSt likely to be' able to afford it on a sustainable basis. ' 




Tax Credit For Equity Investments in CDFls 
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 design issues remain. 

Cost: 

Process Update: 
The option is nearly complete . 

.Increase the private activity bond cap. 	 ' 

.	Undercurrent law the volume cap for each state is the greater of $50 per capita or $150 million. 
The current cap allows about $15 billion ofprivate activity bonds to be issued annually, about $5 
billion which are new mortgage revenue bonds. The cap will increased by 50 percent between . 
2003 riJId 2007, when it will be the greater of$75 per capita or $225 million. The proposal 

· would make the increase in. the cap effective in 2000. . 	 ' 

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

Process Updat~: .' 

Option has been deve~oped.. . 


WTW/wOTC longer extensions _ 
The work OPPQrtunitytax credit (WOTC) and thewetfare to work (WTW) taX credit encourage' 

· employers to hire members of certain economiCally disadvantaged targeted groups. Both credits 
will expire on June.30, 1999. The prop()sal would make the WOTC and WTW credit permanent. . 

, Altema,tively, the iength Qf extension would be 'tailored to available revenue offsets. (Last year's 
· budget contained short-term extensions-of both credits.) 

Cost:. 

Process Update: 
· Options have been developed. 



R&D 

Modify Research and Experimentation Tax Credit 
The current research credit is 20 percent ofqualified 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/OVPffreasury staff. Options need to be fleshed out further. 

A decision needs to be made on whether to pursue these options. 

Other 

Allow Personal Credits to be Deducted Against 'the Alternative Minimum' Tax 
The proposalwQuld extend the deductibility ofpersorial tax credits against Alternative Minimum,' 
Tax (AMT) liability for one year, for tax year 1999. The recent omnibus spending bill provided 
that personal tax credits could offset AMT liability tax year 1998. 

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

Process Update: 
Option has been developed. 

Employee telecommuter expense 
Qualified telecommuti,ngexpenses paid for, or reimbirrsed by, an eniploy~r would be excludable 
from the income of an employee. Qualified expenses would in~lude charges for an additional . 
telephone line Qr advanced telecommunications service up to $60 per month (indexed after the . 
initial yeai)~' . . . . 

Cost: 

Process Update: . 

The option has been developed. While this would encourage telecommuting 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 nwnber ofproposals 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 ofLandfor Conservation 
Under current law sales of land to non-profit organizations or governments for conservation, 
purposes are subject to tax oriany 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, wildlife or 
plant habitat or open space for agriculture, 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 complexity and inequity of the tax code Without advancing land 

conservation. 


, Farm and Ranch Risk Management(FARRM) Accounts 
Up to- 20% of farming income could be contributed to a F ARRM savings account and d~ducted 
from income. The income earned on the account is taxable as earned. The contrib\ltion plus any 
~rued capital gain is taxable upon Withdrawal frOm the account Contributions and 'earnings 
must be withdrawn within '5 years; 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 policy process. ' It is irDportant to note that 
the Administration strongly opposed adoption ofFARRMaccounts 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 
ana 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 ofColwnbia). 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 ofHousing 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 working group. This 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 creditfor EITC recipients 
EITC recipients could claim additional refundable credits if they purchase health insurance or 
contribute to pension plans. The maximwn pension credit would be equal to the lesser of 50 
percent of1):1e employee's contribution or $1,000 (indexed). The maximwn 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 maximuni 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 pension working group. This is 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 decision 
needs to be made on whether to pursue the option further. 



Additional Proposals/Areas Have Been Raised: 

• Steel 

• Oil and Gas (Energy Department Proposal on marginal wells) 

• VI 

• Additional Housing Proposals (HUD) 



De~ember 1, 1998 

MEMORANDUM FOR GENE SPERLING· 

DIRECTOR, NATIONAL ECONOMIC COUNCIL 


FROM: ROBERT E. RUBIN 

. . . . . 

SUBJECT:,· Meeting on Tax Cut Options 

An. NEC. process incoordination with Treasury staffhas developed possible new tax cut optIons for 

" · the president's:budgel.NEC-DPCsUb-gioups{TreasurY,OMB,CEQ~OV1:\ and vario).lSageIl:ci~s) , 


have been working on pripiiiY areas, mchiding health,education and training, children and families, 

.empowerment, R&D, and pen~ions. '. . . .'. . ' 

This meeting will focusonthese new possible proposals and the co~text for their co~ideration: 
Treasury has ,·anumber ofcone ems' about many of these proposals,' including questions about, .,,' 

. adininistra:bility, marginal effect and social policy judgments. Moreover, as, a more general matter, . 
·we face serious·budgetarYand 8naIytic resource constraints. Given what the. Administration is 
. almost certainly conUnittedto, there is little room for new proposaIs, especially.if we decide to '. 
support,a fix to the marriage penalty.' ' 

in that context,' w~ need to decide which, if any, of the' new proposals to work on, bearing in ri1ind 
that such eiIortpbmes at.the cost of work.. 9IJ. other high',pnority issues, .deVelopment of possible .' 
raisers, revision of the tax baseline and issuance of regulatory guid~ce (which is always heavily: 
weighted toward year.;end).. . ..'.. .' .,' 

. More ge~erdly; fuereis as always th~ broader questionregardmg the extent to which we:sh~uld . 
. focus on simplifying the tax code' versus 'the extent t6 which we shotilc;l pursue other social, and . 
economic objectives at the expense·ofm.aki.ng the tax code more complex. " 

.', ." 

" In light of the above ,considerations~ we believe that the NECPrincipals need to focus oit the',' 
, folloWing questions:' ' , .' , 

". '. , . .' :",,'. :" 

• ' '. Should the budget include marriage penalty.rdief? 
.. ..' .. ", '. . -,,' 

• . Should a share of tobacco receipts, ifarry,go to offset tax c;utS? ." ' 

http:expense�ofm.aki.ng
http:especially.if


• Will all revenue raisers continue to be dedicated solely t~ 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, jf any? 
. '. . 	 . , , '. .. Which tax ~ut options should.not be.consldered further, because they are bad policy, co~flict .. 
with other objectives, or havelio realistic prospect of being enacted? . 

. 	 . 

.Below is a discussion and background relevant to the above questions as well as brief descriptions, .' 
· pros and ccins~ and rough cost estiIhates of the possible new tax cut proposals: 

Marriage Penalty Relief·' 

·Treasury estimates that, in 1999, 48 percent ofall couples will have a marriage penalty and 41' 
percent will have a, marriage .bonus. Aggregate penalties Will be $28 billion in 19,99,and a,ggregate 
bonuses will be $27 billion. Despite this rough parity, marriage penalty ielicfhas broad support in 
Congress; ". Various: legislativ.e proposals have .,eeniiltroduced to address the· marriage penaltY ,soine 

·	of which the Administration has supported. The question now is whether marriage penalty. relief .. 
should'be iJichided in the budget. ' Marriage penalty relief would costmor~ than $10 billion over . 
'~~. 	 . : ' 

. Pros 

•. , It would increa,se the appeal ofour package. to Democrats (as well as Republicans) and increase .' ' 
, the likelihood 'that they would embrace our proposal Qverallandhelp ensure that it:wouldserve , ' ' 
, as the Democratic? proposal in any tax debate.' Recall that this past year the Senate Democrats 

dropped some of our key tax cuts to make room for marriage penalty relief. " " 

, . • It would put the President on the record more clearly on an issue that we have voiced support for, .' 
. 'in the past, that i~ likely to 'pass , one day in sOIlle form 'and that we would never openly oppose .. ~ " 

, InCluding a specific proposal might increaSe our chances'of influencing'the;ultim~te ,design of . " 
any marriage penalty relief. 

Cons 

.• '.' Proposed solutions are very costly. Even limited relief would absorb $10 billion or more.in " ' 
, .' raisers that could be used for other priorities. . 

• 	 ,There is little evidence that marriage penalties and bonuses in the income tax affect decisions , 
to marry, divorce or work. . , . . . , ,. . 



• 	 "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 penalties due to the phase-out of the EITC. 


If the group decides to move ahead on serious consideration of marriage penalty relief, two very 
general design options should be considered: 

", ". " . " .' . 

1) Increase the Standard Deduction for Married Couples -- Both Archer ($27 billion over five "" 
" years) and" Granirn-DomeniCi ,(about $15" billion) used this design; although their specific 

proposals were flawed and are not expressly sug~ested. 

2) ASooondEarnerDeduction:--: Daschle (~bout $10 billion) took this approach, although his 
"" s~cificproposalw~overly Corilplicatedand is not expressly suggested. Couples would be 
" " allowed to deduct aportion of the earnings of the spouse' with lower earnings. 

"There is a tradeoffbetWeeri the two approaches. Raising the standard deduction is simpler, but the" 
second earner de~uction is better targeted to coupies that actually face marriage penalties. " 

Tobacco 

The details abollt how to'approach tobacco need to be r~solved. The first decision, ofcourse~ is . 
whether tobacco should be on the listofrev~nue raisers. If so, one possibility would be to impose 

, a $0.50 per pack excise tax oncigaret.tes(and a proportionate increase" in the excise tax on other 
" tobacco products). (Alteniatively,the excise tax could beset equal to thedifferemce between the , " 

$1.10per pack uicreaseprojected to hi:lVe arisenfrom last year's aborted tobacco settlement and the "' 
price increase due to the just-enacted settlement With state attorney generals.) A $0.50 excise tax 
would raise roughly $30 billion over five years. " . 	 . .,. . .. 

, .<:.Pros 

• 	 It would reduce smoking' "by ~()ughly 2.5 billionpaclcs per-year (a 1O%reduc~iori),.ti.l(.';reby 
f" 

" proIUotingtlie health ofllie U.S. population; YOtith SIl1okin~would fallby roughly 16%". 

• 	' "Many people want to quit, but can't; Preventing people from startinfi to smoke can make them 

. much better off over the long'IUIl, even ifthey" are hilit by the tax"in the short run. "" " 

"" ' 

."theex~isetaxis Oluchsimplerthan some alternative proposals and Will have a more certili~ " " 

effect on cigarette prices. " " "" " " """" 


"-~-



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. 

• 	 Smokersrilay react to higher taxes by switching to brands with highertar and nicotine, or to less 
heavily taxedforrns oftobacco, therefore reducing the health gains. 

• 	 Cigarette excise taxes are regressive. 

• 	 A high tax burden on cigaretteseneottrages smuggling; Sinugglingcan be addressed by stepped-:- " 
up enforcement, but that is costly. 

Revenue Raisers, 

About $22 billion over five years ofour reveIiue r8isers~maln from last year's bucige( This is 
. several billion' less than the 'cost of our 'existing ,taX cut package. ' Treasury staff is currently 
condUcting an'intensive effort to develop 'additional revenue ,raising provisions.. It is too early to , 
know themagnituCie of these additional raisers. Many of our existing raisers remaincontrDversiaL " 
.'. . ," . , .':' "." .,' .', . . 

Under the existing taxpackage~ the r~venue 'rai~ing provisions are dedicated solely to tax cuts. The 
group needs to, discuss whether ,the new budget should be similarly constructed or whether any of 
the revenue raisers should go to offset spendirig priorities; , The obvious downside of using the 
revenue raisers for spending priorities is that it will invitethe critiCism that the President's budget 
does not include a taX cut but a tax increase. The upside would be that the resources 'would provide 
some,flexibility irian extreqiely tigl:lt budget year.' 

, " ,Existhlg 'TaxCut Package 

In addition to focusing on possible new proposalst the group needsto focus on whether to include' 
,	,eachof'the proposals from l~t year and whether any should be modified. The table belowprovides 

an overview.of,'our existing tax cut package: ' " , , 
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" ExistillgProposals Five Year Cost ~- Billions 
(Scoring from last year's.budget) 

Child Care: 

. DependehtCare Tax Credit (DCTC) 
 5.1 ' 

Tax Credit for Employers 
 0.5 

, Subtotal 5.6 


School Construction 5.0,· 


Employer Provided Education (Sec: 127) 1.0 . 


Low Income Housing Tax Credit 1:6., 


Climate Change 3.6 


Pensiori.s 0.9 


Extenders (R&E, WOTe, WTW, etc~) , 3:3 


International and Puerto Rico "'1.4 


$2,()00 Severance Pay Exemption' , ' 0.8 


TOTAL $24 billion 


We h~ve discllssedpossible modifications to some ofoUr existing proposals, including: 

School Construction --: a staff group has been discussing technical modificat\ons tq improve the, ' 
targeting and efficiency of the school construction proposals. 

Child'Care -:-. in'addition to consideriitg additions to the current DCtCproposal, the child and 
fanrllY sub-group'has beenexPloring. how to iIicIu&~ a stay~at~home:,mom component within . 

"th~ existing proposal, inih~:event that no additional offsets are, available (see ljelow).. 
, . , 

. 'Climate Change -~ ToddStein's working group has been exploring possible modifications to 
" the' existing pacIalge witW..O the same revenue constramt. . 
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Possible New Tax Cut Proposals 

Health 

Long-term Care Tax Credit 

Lack ofinsurance against the costs oflong-tenn 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 ofdaily 
living (ADLs- eating, toileting, transferring, bathing, dressing, and continence) or their caregivers 
atax credit of$l,OOO to help pay forformalor informallong~t~rm care.' The creditw<;>uld also cover 
people with severe cognitive impairments. The cost is $6.5 billion over .5 years. , ., ' 

Pros 

e 	 'Long-term' care costs account' for nearly, half of all out-of-pocket health expellditures for 
Medicare beneficiaries. ' , , 

e "Tb..e credit provides iInmediate Telief for people'rieeding long ..:terrncare and thdr families., 

e ,Preliminary"conversations with aging advocates suggest that this ,tax credit would be well 
. , received.' " " '. " , 

, Cons 

e,	Many p~ople who need the mosthe1p will not benefit because they ,are not taxable and the credit 
is not refundable for most recipients. (Making ,the credit-refundable would double its cost)

" . .' . . 	 . ..' 

,e, 	 ,His exceedingly'difficult todefme a qualifying 'standard for children under 6 years of age. 
Obviously~ ~ smallchildreriarelimited in theirADLs. Treasuryofs working withDPCand HHS' 
to try tQwor~ out anemorceable anet equitable standard.' ' 

"'. Tai cr~ditlor disabled workers ' ' 

Alm:ost 7$ percent of people with ,severe disabilities areune~ployed~ For many, the high c~st of ' 
, support services and devices, as wellas the potential to lose Medicaid or Medicare coverage,- prevent 
them fromseeking anci keeping jobs. TIlls proposal would give a tax creditof$l,OOO to people with " 

'" disabilities who'workin recognitiQooftheir formal and infonnal Costs associated with ,employment. 
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The credit would be available for people who are limited in two or more ADLs (excluding 
continence maQagement) or three or more instrumental ADLs (IADLs -- meal preparation, shopping, 

. money management, telephoning, and housework). The proposal will cost about $700 ulillion over 
five years. About 240,000 taxpayers will benefit in CY 2000. 

Pros 

-Many disabled individuals incur additional cQsts in order to work and earn taxableincome, 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. 


• - This' credit is more attractive than' a credit against employment related expenses because it.­
compensates disabled people for fonnal and infonnal expenses both-at homeand,at work. _ 

Cons 

-	 The proposed $1,000 credit would not induce many-disabled people to enter the workforce. 

- . Many.people who need thenio~t help·will.not benyfit becauSe tJ.leyare not taxable. 

• - -_ 	 Allowing taxpayers With ditficulties 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 exploring alternative 


. options to provide coverage to disabled worketswithout using an IADL test.) 

Sml!ll bUsiness healthpurchasing cOQperatives . 

Overa quarter ofprivate.sectorworkers infilms with 50 or fewer employees lackhealth insurance-­
. .significantly bigherthan the ~tional average of 17 percent uninsur~d. rhis results in partbecause 
administr~tive costs are. higher and.small bUSinesses pay more for .benefits than iarger employers~ 
-This initiativeeIIcourages .the development of small.business·health purchasing cooperatives, in 
some ways modeled on FEHBP. There.are two tax proposals regaiding these cooperatives; The first -. 
. propoSal would make them tax~xempt. (We are examining more limited alternatives to 'tax-exempt . 
status that. woUld .also promote .the making of grants by privat~ foundations to a qmuified 
-coopeI'$tive;) The second part ofthe proposal would create a neW tax credit for employers with fifty . 

.. '	or fe',VerernployeeS, who purchase health insurance .through.the cooperative, and who had not 
pr~yiously provided heaith insurance. - The.credit wou,ld be available for the first two yeats of _-_-­

. coverage and would equal ten percent of employetcontributions up toa caP.' .. -- . 

Provide Tax Exemption to Cooperatives 
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Treasury has serious tax policy concerns about granting permanent tax exemption to entities that are " 
functionally identical to for-profit businesses to help cover start-up expenses. 

Pros 

• 	 ,Private foundations would be more likely to make start-up grants to th~ cooperatives. 

Cons 

• ' 	 The cooperatives would be indistinguishable from (and would compete on a tax-advantaged 
basis with) taxable, for-profit illsurance brokers. ' 

. .... .' '. . . 

• 	 Without special rules,granting tax-exempt status to these cooperatives creates the opportunity 
, ,for small employers to, shelter investment income fmm tax. ' ' , . 

.• It is unclear that the purported economies ofscale to be gleaned by the cooperatives ,would ever 
materialize, especially since those employers that can purchase health insurance at favorCible 

.. rates are less likely to join. Also, there is no gllilranteethat the benefits of tax exemption Would 
'flow through from the coop~rative to small empl~y'ers. . ' , 

• 	 The' purpose of the' tax .exemption would be, to enable private foundations to· make grants' for 
start-up expenses :..': a short term problem -- but tax exemptions would be permanent. ' 

EmployerTax Credit 

. Pros.' 

•. 	 .Anemployer ~credit may help to jump-start the cooperative.', 

"., 	.' The proposed tax credit has. been designed .. to minimize both inequitie~~ and undesirable, 
. behavioral responSes to a credit. Tax credits are targeted to new health insurance cQ:verage, . 
, reduciDgtbe chance that credits merely p~vid~ win~a1ls tQ ·e.~ployers for continuing to do what . 
they already do. ',' '. 	 ". . 

Cons 

• 	 .!v1anymay view this'·credit as unfair. EfupIQyers'.who currently provide health insurance will 
view the creditas an unfair benefit to their. ·competitOrs ..Employers who insure outside the 
cooperative and large'employers would notooeligible·for the credit.· Employees who purc;hase 
insurance outside ofwork typically pay higher premiurilsthan do employers and ·receive no tax . 
benefit at 'all-neither exClusion from. Income nor a tax credit-:-and may feel especially' 
disadvantaged. ' . . 
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I'. The proposed credit is unl~kely to substantially increase health insurance coverage. 

Children and Families 

, , , Taxll..elieffor Stay-at-Home !Parents ' , " ' , , ' , , 

..Our existing. package inC!UdJ an expansion of the child and dependent care tax credit (DCTC) to . 
make it easier tor families to afford child-care. The DCTC is equal to a percentage of the taxpayer's 
employment-related expendikes for child or dependent care" with the amount of the credit 
depending onthe tax:paye~'s m'come. Our eXisting proposal, which costs about $4.5 biliion over five· 

. ' '. I ' , ' " .' . 

years (not inclUding the'cost ofproposed simplification to the household maintenancetest),w(;mld 
increase the maXimUm creditl from its current rate of 30% to 50% for those with ineomes under 
$3Q,000,and gradually phase ih down to 20% at $59,000 of income. ' ' ", : .. ' ' 

Our proposed increase in thl DCTC did not receive strong bipartisan suppo~, in part because· 
conservatives objected to the lexclusion of benefits for stay-at.:home-parents. To increase support 
,for our eXIsting' child care tax ptoposru., it could be expanded· to include tax assistance to stay-at- .. 
home ·parentS;· Thiswould b~a:tcomplished by as~uniing these famill~s incur a certain~ount of 

. child~care expenses and therefore could be eligible for the DCTC. To control the cost, the stay-at­
home-parent options would f6cus on families with very young children. 

I 

Treasury haS serious tax policy concerns about compounding the tax code's heavy bias in favor of . 
. ' stay-at-home parents and exa6erbing disincentives to work. ., ' 

Options include: ...... . I < • .. ... .... . 

.. A.ln~lude stay-at'-home fami:ly feature withinexisting revenue cost. This option would reduce our .' 

, " . . .'I " .'. ..' ' . 
. original proposal so that families with income of$30,000 or less could take a credit for 40% of ' 

, , their expenses (rather thm} our proposed.50%), and the tate.wouldmore grad~ly phase down 
, ,to 20% at.$58,500..The proposal would add an allowance for $600 worth· ofchild care expenses 

per year for those familiy~ with children under age one regardles!) of ~ctualchild care costs or 

. 'earnings. The maximuinbr~dit for a fainily,with an infant and a ·stay-at;.home parent is $240. ' 

:Under this option~. the mfrnnuin allowable child care expenses would rem~$2,400 for. one . 

child and $4;800 for. tWo or more children . 

.' ., ,.. , .. " '. '. .. '/" .. '. ',., . 

. . ' B .. Add stay~at-homep~erit feature on top ofexistingproposaL'· Add.one oftheiollowing to the. 
., I '. ," " ., . 

existing proposal: .'.. " .'. . ,... .. 
,.! ' 

i) . Allow all fatnilies with a child under the age ofone to have assUmed expenses of $600 per 
year .per child .. Under this proposal, the maximum allowable expenses would increaSe from 
, I " .., 

·.$2,4QOto$3~000 for one' child under age 0Ile and from $4,800 to $6,000 for. two or more ~hildren 
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under age one.' This proposal adds $1.6 billi()D to the cost of the existing $4.5 billion proposal 
over five years. 	 . 

ii) Same as i), but assume $1;200 per year in expenses and raise cost maximum to $3,600 for 
one child under age one rind $7,200 for two or more children under age one. This would add 
about$2.9 billion to the dost of the existing $4.5 billion proposal over five years. 

I 

iii) Same as i), but increase the age limit so thatfa~ilieswithchildren under 4 benefit This. 
wouldlldd $6.1 billion to the cost of the existing $4.5 billion proposal over five years. 

Pros I 

I 


• Avariation ofthis proposal has been adopted by a number ofRepubiic8ns in the Senate, led by . 
I" 	 . '. ., .' . 

Senator Chafee, and a few in the House, including BobFranks(R~NJ) .... 	 . 
. .' 	 '. .I 

• 	 By having one tax propo~al that supports child care as well as stay~~t:-homeparents,it builds 
support for the initiative from two .different constituencies. 

•. 	Some research suggests· that infants, benefIt from having-a' stay~at home paren~;' thus, the '. 
. ' disincentive to workn:lay!b~ desirable ihthis case. . , " '. 

Cons 

• 	 The income tax code and Social Security heavily favorf~ilies·withstay~at..homeparents. 
, ," '. . 	 .'.', ," - ,.' . 

• 	 'It is ,a paradox to be arguing for tax relief for stay~at~homeparents and marriage penalty relief. ' ' 
. I . ' . 	 , " . 

Most stay~at~home parents receive. marriage bonuses; proposals to aid one-earner couples will 
increase those bonuses .. 

" ,'. : Th~ CDCTC is one of thl few major work incentives ~n the tax code for second earners with 
. " I·· . 	 ." ',... ' 

.. children...Providing the credit for one.:eamercouples partially negates that incentive. . .,.', 

. ,Education ,and Trailiing 

" Tax Credits for Work-Site S¢hooIs 

. i 
A25 percent tax credit would be provided to employerswho enterintoa cooperative agreement 

'with 10ca1ptiblic schools to ptovide space, utilities and maintenance forsatellite elementary schools. 
located on their work site. rue base for the annual credit would include .the cost of tangible personal . .,' . ' 	 . .... I '..,.. . 
property or real property donated to the school plus the fair market rental value of real property· 

, ", dedicated for school U$e.' T~her salaries are ineligibleJor the cre<iit. The credit would be limited' 
. to $150,000 per year, per facility .. Credits could be claimed for lip to 10 years. Tobe eligibJe,for the 

. .!' '.. . 	 .' 
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, credit, the taxpayer must enter into an agreem~nt with a local public school agency that is approved 
, by the Department ofEducation. 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 priv~te employers who contract with public schools for their employees. This is inconsistent with 
the Administration's strong opposition to the Coverdell bill, .which would have directly subsidized 
private edllcation. 

',Pros 

e" Work~site schools can benefit employers by reducing turnover arid absenteeislll,and school' 
. diStricts, because work;sitr schoolS are an inexpensive way to relieve overcrowding, . 

e' About 30 work-site schools have beeri established over the past 10 years. 


: Cons " ' ,', ,,'. I ",', " .. ' '.' '. '." 


• 	 . T axcfwits viillnotProvid~!lll incenti~~ for go.v=ent and non-profit employ~s, nor for small 
firms or those'without tax ~iabilities.. Sevei:al ofthe existing work-site sGhools were established, " 
by taX-exempt employers. 

i 

e 	 It is not clear that a creditwould stimulate the'cre~tion of many additional work-site schools,: 
siticeother factors appear to, dominate the decision to establish such schools for,both employers, 
and school districts. 

, ' , 	 . '. 

. eIfwork-site schools co~veyextra benefitsto employers~ they, not the federal.goveriunen~ should, ,,' 
, . 'I " ' 	 ", ,..' , ' 

share the costs with the Io,cal school district. 
',.' 	' '., ". ',.f' ", ' 

Tax Cred# for' Workpiace, Li(eracy Progra'fls,
," ' ...,'. ',I 	 '~. 

An ruarnting' number of adtdts in the 'U.S.-:- 44 mj.llion~ccording to ,the National AduitLiteracy , 
, SUrvey' -- strUggle with a jobl application or cannot read to ,their children. Many have ,a learniD:g , 
, disability and n~verkItew i~. fhers ar~U;nmigrants who face long waiting lists ip many cit,ies w~ere 

theyscekE~gbsh-as-a-s~r.anguage (ESL) ~ur~s.. ..... . . .... • .. •.• ...•. .. .• ...., 

'Under the proposru, employers who provide certain ,workplace hteracy, ESL" and basrceducatlOll. 
, ,,' '. ,). " .' " 	 ", ',' " 

, : programs for their employee~ would be allowed a,I0 percent income tax credit against expenses~ 
.. ', witlia l1Ui:x4nutri creditof$525 per participating employee. Eligible education would generally be 

··limited to instruction at or belbw the level ofa high school degree given to employees with less than . 
a high school diploma or its e~uivalent, and to ESL for employees With limited EriglishproficiencY. 

,', ' " . I'""""" . '., ' ' 

, :Eligible expenses would include payments to third parties and payments made directly to cover' . .... . .. .'. ,·1 . ' ., ..... ,.., '. .'. . .. '. ......... . 

instructionalcostS~ including salaries of instructors, curriculum development, textbooks, etc .. Unless', .' I . . .. 	 , . ,. , ., " 

, , 	 -II ~ , 
. '., .1. 	 , 

! , 



the employer works with an ~ligible provider Wlder the Adult Education Act, the curriculum must 
be approved by a state or 10cl:11 adult education authority. The education must be provided Wlder a 
section 127 educational assist~Ilce plan. The employer could claim a creditfor employees with high 
school degrees but with low functional education if the employer works with a provider under the 
Adult Education Act to test tfue employees and provide the instructional program. 

I 
. 	 . r· 

. Treasury believes that the substantive goals of this proposal could be much more effectively met. 
I 	 . 

through a grant program. " 

Pros 

.• . Two com.rno~ problems 1th adult ?~ic education pro~ are attrition and lack of rele~ancy. 
· The three pnmary reasons for attritIon are: 1) lack ofchIld care; 2) lack of transpot:tatlOn to 
classes, and 3) difficulty niaking classes fit withjob responsibilities .. Thispropos~ avoids these 
. problems because employees would not need to find additional child care, transportation, and 
time outside of that required for work. In.addition, because these courses are tailored to each 

· employer,adults are bettet able touriderstandtherelevancy oithe basic skjlls concepts as they 
apply them to their clUTeJtworksituatton.· 	 . 

· . . ..... '. I. ..' 
I .... 	 . 

• .. A tax.credit available to all non-profit private-sector employers,. becausy.of i~potentially wide. 
'. 	 availability, would mesh IweU With the'President's cOInrnitJ;nent to;teduce i11iteracy~ A grant. 

program would reach far fewer employers .. 

Cons' 

.A.pproximately two-third~ of employers.(30-40% employees) do not pay taxes and therefore' 
.could not benefit fr.oin a ~ credit. Nearly 60% ofe corporations that employ workers either 
. pay no taxes or are limiteq in their use of tax credits. Governments and nonprofit entities such 

. ' 'as un,iversities, nonprofithospitals, etc. would not benefit from a taX credit. . . ' . 
. ' 	 .. ....... " . '··1 : .... ..).' .... ...... . . ." .... ." 

. • . Much of the benefits of the credit wotild simply be windfalls for employers who are already 
, .' . 1 . 	 _. , • • . , • 

providing literacy education; 
'.' ..... I.' 
.' . . . i . . . .' 

• 	 .It is.uriclel;lf·whetherthiscredit would significantly affect employer$"Willingn~ss to esrilblisll'. 
literacy programs. .. . 

• . ·Th.e credit. will impose significant administrative burdens on both the IRS and' on participating . 
· employers in order to lin\it their ability tor~haracterize job:-spedfic trajning thatwould not 

qualify for the .creditas bfsic. educ~tion that would qualify. Also, to. p~eV'ent I;l.buse, employers 
who want to serve workers WIth a high school degree but poor education would be forced to use 

. I • . . .' I.. . 

outside providers and testers, which might nat be the most efficient arrangements .. 
. . 1.· . 	 ...... 

I 
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. ..... .' I· . '.' .' . ..... . . .'. . . . ." .' 
• 	. The cost of subsidizing 9mployers is less controllable with tax credits, which are essentially 

entitlements, than with grants. 

Liberalize tbe Lifetime Leaming Credit 	 . 

. The proposal presents two op~ons to enhance tile Lifetime Leaming Credit The primary advantage . 
· is that this builds upon an existing provision without creating significantly more complexity. The 

. . 	 primary drawback is the costl. . . . 

'. Option! . .' .'1 

. . .... . j' . . .... 	 .' '. . . 
Accelerate from 2003 to 2000 the incre~e in the base of the lifetime learning credit from $5,000 to 
$10,000. The approximate cbst is $2.8 billion over··five years.' '. '. . 

Pros 

. .~ .copsistent witht:he Prf~sident'soriginal proposal. 

....• ' .' The i~centiveeffectofthlhigher limit~o~idcomeinto play sooner~ 
. Option 2 . 

Increase the lifetime learning bredit rate from 20 percentto 3~ percent'of the first $5,000 and reduce 
· it to 1 Qpercent'oli the seco~d $5,000 of qualified expenses. The maximum credit per taxpayer 
would remain equal to $2,000." The rough cost is $7.1 billion over 5 years . . .. 	 '. . '.. I . . '. '. . 
Pros' .' . . .....'... ' I··.· .' .'. .... . .'. . '. .' 

• . This option providesaprbponionatelY larger incentive forlifetime learning for tho§etakjnga 
... single course or attending.a less expensive institution ..•. '. .'. " ... ' .... 

. '. . I 	 " .' . '. . 

• ."fiu~ 'targeting diminishes the incentive' . for stUdents to attend ~ore ex;ensi~e ed~cation~ . 
'. inStitUtions, and makes iiJiess.likely that.thecredit will'simply becaptured as higher tuition:. 

COD 

· • Benefi~ 'only those with sllfficient tax liabilities to Use ,additional credits; '. 
'. .... . '. '1· ...... . . . . 
Lifetime learning savings accounts'. ..' . .' 

. 	 t·. ... ..' 
Two' proposals are being cohsidered. The first would make Education.' Individual Retirement . .... .'.... ' .... ' ',' . '. I . . ........ ". . .'. ...... . '" . 


.. Accounts available to everyone (adults as well as children) by removing the current,:,law age30 
, '. ' • , .", 	 > " • • '. ','. 

-13~ 



distribution requirement and the age 18 contribution limit. The second would add education 
I 	 . 

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

Treasury has serious conce4s regarding these proposals because they are unlikely to stimulate 
education among those most fnneed, but provide windfalls to the rich for saving they would have 
done anyway. '.... 

Pros 

• 	 Well-educated workers are essential to an economy experiencing technological change. and 
facing glo'bal competitioh. The proposals are intended to encourage the retraining of the·' 
workforce to reflect chan~ingneeds and new technologies. . . . 

• 	 Either proposal may makl it easier for adults to finance their own education . 

Cons 

.' The proposal will be yery reffective at increasing ed~caiionalopj:lo~ties for families ~hose.· 
adult members have httle. orno post-secondary educatIOn. :These fartuhes are much morehkely . 

. to have low incomes. rlow-income.families. do not have the financial resources to make 
significant contributions io an account for adult education and often do not;have tax liability. 
Other tax-favored savin~s ·vehicles· already compete for. their . limited savings, 'including . 

. deductible IRAs, RothlAAs, 401(k) plans and Medical Savings Accounts. .'. ... .. 

• . The proposal would Prim1lYbenefit people with high incomes, providing a windfall for saving" 
. . I .... .. . 

they are already likely doing. It is unlikely to increase their saving. .... . .' 

~ Current.1aw already conlsmany sUbsidi~s foradult education whlch are better targeted toaid 
. . .. I 	 '. .. '. . .' ." .. ' 

.. low- and.l;lliddle-income families .. These provisions include: the Lifetime Leapring tax credit, 
the exclusion for employet-provided educational assistance, guaranteed student loans; stibsidi~d 

, '" . I 	 . • . . '. ..' . 

loans, and student loan interest deductions.· 	 .. . .... ........ ; ..J ..•........ ' .. " 

. Exclude Americorp Education Awards from ·Taxable Income 

. '.. ." . : . '. ·:'1 .' . .' ." '.' '., .. " .. 

AffieriC6rP~embers are eiigible for post-:servlce educational. awards of up to $9,450. The awards' 

.. ' Can beusedeither to pay hlgh~r education expenses or to repay student loanS. An1ericorpalsopays . 


the interest on eXisting student! loans while the bOrrower is amem.ber ofAmericorP. Theeducational 

awards and interestpayment~are treated as taxable income. Theproposaf would exClude from 

taxable income Americorp ed~cational awards. . . 

I. 
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Treasury believes that this proposal will benefit few recipients of Americorp education assistance 
and could make many worse bff. . . 

Pros 

• 	 Americorp officials stro~gly support the proposal. because recent Americorp alumni have 
cOinplail1ed that they hav~ been subject to unexpected tax liabilities ata time when they have no . 

.. 	~~~ .. I ... ... . ..... . 

• 	 Similar tax subsidies exiJt Under the GI Bill (with respect to educational expenses) and Peace 

. Corp (with resped to loarl repayments imdiriterest forbearance) . 


. Cons . 

• 	 . Many recipients will pay1more in taxes if education grants are tax-free, since the grants can 
reduce educational expensrs eligible for the Hope or Lifetime Learning credits. For taxpayers 

.. in the I5-perCent tax bracfet, the tax credits.are more generous. 
• '. . .. .'. '. i ,.' " • '.'...'.,,' '. ... '.' 

• -Excluding anlouritsused for living expenses would run ~ounter to the tax treatment of· , : 

scholarships gen~rally. I· . ., . . ... .',. ... ..... ' ..... " ..., . . ...' · 

• 	 ,ExCluding only amounts liked for loap repayments would giv~ better tax treatment than GIs who 
cannot exclude recruifuie?t bonusesin the form Qf loan repayments nor can they use GI Bill .. ' 
benefits (which areexcludedfromincome)!o repay student loans . 

. c" • ' .' I ..... . ' , . . 

Eliminate '60-month limit (j~deductibility ofstlident loan interest 	 ,
..' .. , . , .' ,.j .... ". '.' .... . . '., '.' " •. ' . " ,.'. 
Under current law, studenUban' interest is deductible only during the first 60 months in which 
· . I 	 .,.' 

interest payments are required. The proposal would eliminate the60-month limit. , . 	 . 

*, " 

..Pros.· 

, .' . " . ,I '., . .,., . , . ' 
• 	 Simplifies calcUlation ofdeductible interest payments for studentS with more than onestu4ent 


loan; as loanS may hav.~ ehtered repayment status ori different 4ates.· ...... ' " "......, 

. 	 I . 

• 	 . 60-:-mdnth limit is diffi~tilt to admiruste~ and~equire~ sp~clal rules ,to deal with cOn1mon 
situations, such asperlodk ofdeferment or hirrdship' forbearance, loa:n refinancings, ~d '19an 

. conSolidationS. , 

'. ··If 60-month limitttion :is eliminated, interest 'paid on . qualified 'stud~nt loans would, be 

deductible, without regard to whether a, student makes voh.ii1tary earlypayrrients or makes ' 

.delinquent paymentS, or -i.vhether,thelenderstructures the loan so that interest payments are . 


. _. ;". . . '. '" I· .' ". '. . ',. .' 	 .'. 
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1 

required every other 1)10nth (which arguably could extend the present-law 60-month period for 
10 years). i . . 

• Provides longer-tenn relie~ to ~tudents 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 taxpayersl . 

Con . . .. . ····1 

• 	 Student loan interest cons~itutes personal interest, which generally is non..;deductible. Therefore, 
. it· may be appropriate to limit the period of time for each loan that interest payments can be 

. .' ...... I . .' . 	 . 

claimed as anabove-the-line.deduction. . . '. 	 . 

. Urban - Empowerment 

Green bonds 

Under .current la~, $lte ~d l~ governments. may issu~ tax-exempt bonds without limi~ t6 pay for 
the.costs ofpubli~ environm~nta1 remediation projects. In addition, tax:-exempt bond money'may' 
be lent toprivate entitles t~ finance facilities for sewage, solid waste\ hazardous materials; .. ' 
environmental enhancement ofhydro~power facilities~ and irrb.an redevelopment, but those bonds 
are limited by the private ~ctivitybond ,cap. The ·proposal .would. 'create a new financing 
mechanism-green bonds..;.,.to !raisefunds to finance environment-related public projects.. Like·' 

.. qualifiCxt zone academy bonds (QiABs), this progr;unwould allow state and local governments to. • 
. is~;ue zero-interest bOllds toJ~nders who could' claim a tax credit for the life of the bond in lieu of 

.' .interest. . Green' bond auih?rl~ fo~ eacllstateis capped.' Th~ issuer makes no princip~l orinterest 
. payments on the bond untIlmatunty (13 yearsunderthe QZAB program). Other optlOns are also 

being consider!!d: including'~ .credit similar to the'low-income housing tax credit model; a neW 
category of pl;ivate activity tax-exempt bond; and a state-managed revolving fundfin~ced by . 
federal gi:antsused to subsidik.mterest payments on tax-exempt bonds.issuedbY localities.;' 

" 	 .:.'. . . . '. . 
'c 	 • : 

ProS' I 
. . .... .. "':1 .. ' ..... . ". .... '. . .. .'.: ' 

• '. Aiaxcredit.bond proVidrs. ain\1cll larger sUbsidy toSt;lteor Local government issuers· than 
... tax-exempt bonds. 

'.. 	 T~. credit ~onds ~~ty bel'more efficient than tax.;exempt bon~Sbeca~se they do not provide ...... 
WIndfall gams to hlgh-bickettaxpayers: . .... . .... ... . ',:, . . . . . . '. 

. . ..•. . i. ..... . 
• Limiting the amount that can be issued . limits the Federal revenue loss .. 
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Cons 

• 	 The' tax credit bond ·is 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 eadh element needs to be reexamined to see how it applies to the new 

.. bonds. Bond purchasers ~ay thus heavily discount th~ new bonds, especially in the short run. 

• 	 . It is' unclear that state and IlcalgOVernments are making i~adequate investment in environmental 
. remediation. 

Home owne,ship tax c,edit I .. ... .... .. 	 . .. 
This proposal aims to encourage home ownership among low-income people. State housing finance 
. agencies would induce investots to purchase l()w-interest second mortgages by auctioning tax credit . 
authority (paid over ten yeats) to subsidize the. mortgage payments. The unsecured second 
mortgages of p-p .. to 20 pef(~~nt of purchase price would allow purchasers to qualify for' first 

. mortgages with lower incomed and down payments and avoid PMI payments. This program would 
be targeted at families in undetserved areas. Credit authority is capped; the program is designed to 
cost about..$500· mil1ion·bve~.five ye~s~ (~reasury' dpes'not have en~ugh ·inf011Ilation todo··a 
revenue estImate.) It would save afamIiy buymg a $75,000 home $750 In up front costs and $140 
per month, primarily mlower mortgage insuranc~ costs. . 

. Treasury is. concerned that this proposal is ·extremely . ~omplex.and encourages home ownership . 
. ~ong those !eastlikely t~ belabl~ t? a~ord i~on a sustain~b~e basis.. By competin.g for resow:ces 
.. WIth the l()w~mcome housmg credIt, It ffilghtdlyerftax SubSIdIes from a more effectIve mecham~m 

to assist them. 

P·ros 

• .. This propo~al wouJd 'incr~e home ownership rates amollg lower-income famili~s, who have 
..'. a lower home ownership tate thanhigher:-income families (50. percent vs.80 percent). Some 
. evi~(mce suggests that home. ownership has positive exterruilities: for example, compared to 

retiters, . home owners ar~more likely to vote in electio~: more likely. to inyest· in .their '. 
commUnities (e.g., maintain and improve the appearance oftheir residence); and morelikeIy to . 

. 	 . .' ·1' .'. . '. ..' '., .... . 
get involved in organizations (e.g~, PTA).. . '.' ". " . . .. . I' .'. . 	 .. 

•..This Ptopos~ couldmak~t:he tax system more equitable becatiselower-inc;ome home owners 
. receive smaller benefitS fronf the mortgage interest deduction: 'fir$t, they are less likely to' 
item,ize; second, ifthey cJ0litemii.e,theYwill receive the deduction at a i5-pef(~ei1t rat~compared .. 

.'. to rates up to 39.6 for.thehighest income families. . . '. 
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• 	 Whereas evidence from a ~ecent Federal Reserve working paper suggests that current provisions 
in the tax code help exacerbate urban sprawl, this proposal -- by being targeted at underserved 

,,I .' . , ' , 

. areas -- would help to revitalize distressed inner-city communities. 
, I ., " . 

• 	 Unlike the mortgage dedudtion which helps lower the cost of monthly payments, this proposal 
helps lower up-front costk, which the evidence suggests is the greatest impediment to home. ' 
ownership. 

. '. " 

• .It will help lower.;income families build assets ... 

Cons 

• ' 	 This program is targeted at people who the private mortgage market has deemed to be un~credit- . 

worthy (probably for goodlreason).· ~ly infornlationsug?ests fuafdelinquency ratesf'or these, 

low down payment mortgages are twice those ofconventIOnal mortgages... . 


. • " By l~wering the down paJmentreqUirement, it will reduce saving among low-income people 
who would like to be horrie owners. Moreover, it is unclear why we want to encourage poor' 

, " people; especially tho~ew~o cannot.save, to.purchase theirh)mes .. ~Qr example, in ~ ec.onomic , 
downturn~ thes,e home oWJ;l~rs may be more vulnerable and more lIkely to lose theIr homes. 

• ' This credit is likely to combete for funding with the lo~-income hQusing credit, arguably a more' , 
efficient mechanism for advancing the housing needs of low:-income familie~. '.." " .' ,'. ,.'

• .The tax credit inechanism itself is likely to be inefficient; the. credits are likely to trade, at a 
discoupfbecauseofthe high default risk ofthe loans, the· risk to' investors that they may not be· 

'able to use the credits, and possible 'syndication and marketing 60sts. ..... ."', ' 

• 	 A, better approach isto ~lee access tocredit;u,dreduce the cost ofPMI, as i,done Curret1t1y· .I ' .'. 	 .'" 
.' through the FHA loan program., , '. . ' .. ' " , . ' . '.',. ..', .', 

" ., It is far from 'ciear that hoieownershiPc~us~s the:salutaryeffects attributed to home:owners. " , 	.' r· . . " '," . .' 
.Thi~ proposru is ille~~ eificient. ~~chani~m to)rovide assistance with down payments .and " . 

, closmg costS, ~o 10we~-mC0me farruhes than a grant program. ,." '. ' " . .
. I .., " ,. . . ... .' , 

. .'I. . . , ' ,. 
. TaxCred,ltFoi' Equity Invesl!nents in Community Developiftent Fin.ancial Institutions, 

The co~unity .Dev~lop~d~t Banking and Financial Instituti~nsAct of 1994 created. ·the . 
Community Development Finbcial Institutions (CDFI) Fund, now h~used within the Department . 
of Treasury, to provide equitY investments, grants, loans, and technical assistance to qualifying 
?rganizationsforcommunity·fe~dopment.~. The.CD~I Fund was appropri,ated $95 millioriin FY . 
1999. The proposal woulq.provlde $100 mIllIon In nonrefundable tax credIts to the CDFI Food to . 
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allocate among equity investors in qualified CDFls 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 irivestments. The maximum amount ofcredit allocable to a particular 
investment would be 25 perc6nt of the amount invested, though the CDFI Fund could negotiate a 
lower percentage. Certain spbcial basis and recapture rules would apply and certain design issues 
remain. ' 

Pros' 

,., The effectively capped cre~it ensures that limited resources are targeted to assistthose areas most 
in need. ' " 

• 	 Since grants by taxable entities to some tax-exempt CDFIs are already deductible, the, tax credit 
. essentially gives similar tke treatment to equity investments in for-profit CDFI~. ' ' 

Colis 
. , . . '" . . '., . . - . 	 .' ' . 

• 	 This proposal does,:notas~istnon-profit CDFIs or those that do not issue stock, such as mutUal 
org£Urizatio~. This coulc;l result in the CDFIFund shifting Federal,grantsand loans t9 the nori~', ' 
profit CDFIs. Also, the 'ptoposed credit might r8lses concerns that the CDFIswillreceive lower ' 
appropriations;· ' '1. " , , 

• 	 TheCDF'I Fund was under attack last year by some in Con~ess (&lthQughtl1e Fund did receive 
all increased appropriatio~ this fiscal. year and its reauthorization was report~d favorably .out .of 
Subcorru:ilittee). I' 

• 	 Since CDFIslire alreadyl directly sUbsidized by grants, it would bestraightforward and Iiluch ... 
more,efficient to simply increase the appropriation." ,.. ., 	 .. 

, , 	 ' 

, Increase the private activity bond cap " 

, Undercurreni1a~'the,volmne cap for each Siatfds the greater 0($50Per capitt 0;$150 nrlllion. The 
c~t cap allo;ws'about $1 5Ibilli.on ofprivate activi~ ,~nds to be iSSued annually, about $5 ,billion , 

, which are new mortgage re~enu~ ~onds.: The cap wIll Increased by 50 per<?ent betwe~n 2003' and , 
2007; whenit will beth~gre~ter of$75 percapita or $225 million. The proposal would make the 

, , "increase..in the cap effective lin 2000. The propcisalwould C.ost ab.out$:5 billl.on .over 5 years. , 

Pros 	 '/
!' 

,'.' There js widespread Corigressional support f.or,further increasing the v.olume cap. 
, , .'" I " " '" " 	 , ' 

, • , ", State and local housing agencies strongly support this pmposal, hoping to secure larger, 
, '" ' " ,', 'I ' '," ,", ' '', , ' , , 

allocati.ons of issuanc~ 1uthority. 

, '-/ 
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- Increasing the cap might mLe more bond-financed low-income housing credit projects possible. 

Cons 

- Tax-exempt bonds are inherently inefficient because the federal revenue loss exceeds the interest. 
. savings tothe Issuer. . 

-Increasing the volume of private' activity bonds putS upward pressure on interest rates, 
exacerbating the inefficienby, and raising the cost of school bonds and other more worthy public 
activities. 

- . Increasing the volume cap reduces the incentive for State and local governments to choose the 
best projects among compdting appliCants and to allocate no rp.on~ volume cap to any one project 
than necessary." I 

• 	 Additional mortgage·reve,nue.bondsare not needed because market rates are quite low by 
historical. standards, and most bOIid-generated mortgage funds aid those who would' be eligible' 

for mortgages withoutthe IS~bSidY. : . '. .... . . ..... . . . .........• .' . . .' . 

WTWIWOTC longer extens;4r . 	 . 
The work opportunity' tax crepit .(WOTC) and the welfare to work (WTW)tax credit encourage 
employers to hire members o£ certain economically disadvantaged targeted groups.. The WOTC '. 
is limited towages paid durihg the first year of employment. . Targeted groupS include family . 

. . assistance recipients for any 9 months during ail 18 month period, certain economicaliy 
. disa<;ivantaged gfOUPS; and voclttional rehabilitation referrals. The maximum credit is$2,4QO. The 
WTW cre"dit is limited to wagek paid dliring the first two years ofemployment,and tiirgets long-term 

'. welfare recipients and individJals who are no longer eligible for welfare because of federal or state 
time limits. ~ The maXimum creftit. for the first year is $3,500 and. for the second Year is $5,000. Both 
credits. will expire .. on June 39, 1999. .The pr,oposal would make the WOTe ~d. 'NTV!' credit· 
'permanent; .A1tematively;th~length of extension woulclbe tailored to available· revenue offsets .. . . . I .... . " .' . . ..... " . . .. 
(LaSt year'sbudget contained ~hort-terril extensions ofboth credits.) The revenue loss estimatesfor. 
one~y~extensiOll$ of~e W~TC and WfVl credit are $439 inillion and $91 milliori,. respectively ... 

.Pros . 	 I"" . "... "" 

." . j .' '. . 
- A permanent WOTC and WTW would encourage employers to hire certain economically 

. . . .j-. . 	 . : • .. " 

...". disadvantaged. targeted. gn;,ups without the uncertainty created .by temporary credits . 
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Con 

• 	 Permanent extensions of the WOTC and WTW are premature. The WOTC replaced the prior 
targeted jobs tax credit whlich 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 ilie operation and effectiveness of the new credit. For similar reasons, 
the WTW credit was enadted as a temporary credit. . 

Modify Research and Experimentation Tax Credit 

Background' 

. The~urrent research credit is 20 percent of qualified research expenses above a base runount. The

.' 	 i' ". 
base amount generally is the p,roduct of the taxpayer's "fixed-base percentage" and the average of 

. the taxpayer's gross receiptJ. for the four preceding years. Taxpayers can also elect into an 
'. alternative creditthat has low~rcredit rates and lower statutory fixed.,.base. percentages . 

. . Qualified research expenses ~eherailY includ~ expenses for wages and supplies used to conduct 

techrtological research activities within' the United StateS. Contract.research payments also are . 

eligible for the.credit, but the Fount of paym~nt eligible for the credit is li~ited to 65 'p~rcent of 

the amount paId by the taxpayer (75 percent 111 the case of research consortIa). In additlOn, a 20 


. percent credit is proyided for~ncreases in amounts paid by the taxpayer to educatjonalinstitutions 

'. andcertaino~er organizations, for b~ic r~searchover aminimum basic research amount (the "basic· 


research credIt"). The research credIt expIres on June 30, 1999. . ". ..' 
.. . 

. There !:Ire two options.' . 

Provide a refundable tax credit for small businesses., . '. . 
(We are also exploring otherp~oposalsto provide relief to small businesses that co.rui.uctresearch.) 

. . I '. .... . .... 

Pro .j 
. I" . . . .' ... 

• .·M~y smaH businesse~ dolnot haye tax liability again~t whichto claim the research cf.edi! and 
. receIve no taxbene:ti,t In, tlie curr~mt year for undertaking research .. Arefundable credIt would 

provictea current tax benettfor small frrms whether theyhave a tax Hability or not;' . 

Cons 

• 	 Firms ~th no tax'liabi1i~ (Qr·sales)··co~ldclaim.thatthey undertook res~arch to··obtai~a 
refundable credit, and it would beextrerrieIy difficult for the IRS to police whether qualified 

. research had actually been,\lBdertaken.· .... . . 
, ., " " ,. ­
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. Canada enforces its re~dable credit by examining the validity of every claim for a refund. 
The Canadian government established a separate administrative unit for this purpose. 

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

• 	 Proposals. that would ex~and the availability 'of the credit would raise the revenue cost of 
extending the current credit. For that reason, the NEC considered and rejected.proposals to . 
expand the research credit! in 1994. . . '.. .... . .... ....... . 
.' 	 I . . '. . 

Increase the percentage of qrlalified research expenses paid to certain research consortia that .is· 
eligible for the credit. . I' . . 
{Under a special rule enacted in 1996, 75 percent o/those research expenses are eligible/or the' 
credit. ) 

Pro 
. . .' , .' .' " .' . " " 

e. 	 The prop~sal would encourage research on problems of industry.;.wide concern and would avoid •. 

duplication ofresioarch by!competing finns. .. . . ... .. .... ... •.. ..•. . . 

Cons 
, . ..,.' 	 . , 

e 	 Rese.arch undertaken .thropgh consQrtia a,lready receives favorable tax treatment. Firms that. 
cop.tract out research generally are allowed to claim a credit fot65 percent ofthose expenditures, 
whereas for consortia established by non-profit educational organizations or tra,deassociations·. . 
.' '. I" . . . 	 . . 

the percentage is 75 percent.· ... ..':. 	 . .'. . . 

e 	 . Increasing the percentage Jfeligible res~ch for consortia to 100percent would provide aJarger . 
. ~ . I . 	 . 

tax benefit toresearch conducted through consQrtia than research performed in house. A portion .' 
. ofthe research expendi~spaid tQ cop.sortia.(andcontraetors) is disallow~d to provide a level· 
. '. 	 playing field with, rese~~h~conduct~ ~.h.o~e.. ~ertain e~peri~ture~ ~t :u-eIlotrlireetlyrelated . 

to research conducted m house ar~ mehglble for the credIt, such as certain overhead and profit··. 
marginS. These expenses should also be disallowed when research is conduded tPrqugh .a 

. consortia .. 

e .'. There is noevidence that research performed through consortia. is more benefi~ial to society than '. 
.... . . . I·· .... . . . . . '. . . 
other research, including research conducted in· house. Although the spillover benefits to a' . 

'. .' specific industry may be l~e, other res~chmayhav~ greaterspillovef benefitsto society. (i.e., . 
. mediCal research).' Absent information on the societal benefitS from differentIotins ofres~ch, 
. the Federal government aAempts to "pick the winners" may distort the allocation of research 

spending in ways that reddce the benefits to soCiety. 
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• The proposal would largely be a windfall to finns that would undertake certain types of research 
using consortia anyway. Even absent the credit finns have a financial incentive to undertake 
research through consortia/to solve industry-wide problems -- they avoid the cost of duplication 
of effort in case~ where i~ would be extremely difficult for an individual firm to capture the 

profits attributable to the rearCh.. ... .. ... 

• The proposal benefits a small number of research consortIa (and theIr mdustry supporters). 
Many ofthose otganizatioJs have also benefitted from significant direct support from the Federal 

,government. 

Other 

Allow Personal Credits to be Deducted Against the Alternative Minimum Tax 

,', The proposal would extend tJe dedu~tibility of personal tax credits against Alternative Minimum 
TaX (AMT) liability for one Ydar, for tax year 1999. The recent omnibus spending bill provided that 
, ,I 	 " 

personal tax credits could offset AMT liability tax year 1998. A one-year extension would cost 
about $0.8 billion. I 

Pros 

• 	 The' proposal preserVes the ability of people to take advantage of the new child and education 
credits. ' 

, • ' Permitting personal ~ credi~to offsetAMTliability b~ttertargets theDAMT tothosem~aking 
excessive rise oftax prefetel1ces. " , ' , ,.' " "', 

• -Permitting personal tax cJdits to offset AMT liability eliminates complex tax computations for, 
many'taxpayers, both thbse who are actWuly affected and for millions who must'do the ' 
computations only to find! that their tax liability is not affected.. ' , " , "', " 

,Con 
. . . 	 ... 

• ",PeilniitingtaX credits to offset AMT liabilitYniaydivert attention from n~eded long tennrefo~,' " 
, such as indexing the parameters for inflation. " , ' , , " " ' , 
, ,', ,,', ',,'.', I ' , ' ," 	 " ", 

Employee telecommuter expenSe' -", 

Qualified telecomm~tingeX~nses paid for, or reimbursed 'by, an employer would. heexchldable 
from the income of an emplbyee. Qualified expenses would include charges for, an additional 
telephone line or advanced telbommunications service up to $60 per month (indexed after the initial " 
year)., , , ,."," '/; "', '"",' , , '" " "", , ,'" "',' ,,', 
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Treasury has serious concernp that this proposal would be extremely difficult to administer and 
would largely produce windfalls for those who are currently telecommuting. ' 

, Pros 

• 	 This would encourage telebommuting and thus reduce the environmental impact of other types, 
of commuting. I 

, i , 	 , , 
• . It encourages employers to make more flexible work schedules available to employees. 

. 	 " I" . . 
.. 	 .. 

• 	 The proposal would give telecommuters an income exclusion equivalent to that provided for 
many actualcommuters~ • 

Cons' I 
• 	 Abuse will be very difficult .to monitor. Beca~e the benefit can be provided by salary reduction 

.(that is, at no cost to the e~ployer), the employer has little or no stake in limiting the benefit to 
employees' actual business use .. 

. '. . '. ·1·.···,' . . . '.'.. .".,' '.' 
'.. The proposal favors telecommuting expenses over home office expenses and the,expenses of

,,' 	 I., " '. . 
self-employ~d persons working out ofhome \Vith respe¢t to the costs of secoridpho.ne lines. 

. i 	 .' , . 
• It is unc;learthat the tax subsidy would be an effective means to encourage telecommuting. ' 

. ' " 	 . " , I ' . . . . . , . , 

Financlal ••curtly ... ... I ..•... .... . . ........... .... . . .... ...... . . ... .. 

A nwnber of proposals were part ofa -Financial Security package sent to the NEC from Treasury. 
Most of' these proposals invol~e increased. spending, and most of the tax proposals have already iIi 

, .' I ' . 	 '. . 
· proposed in laSt year's budget: The only proposal that represents a hew tax incentive calls for, 

. .,I . , 	 ' ' 

elimin~ting user fees for initial determination letters for small businesses adopting a qualified . 
retirement plan for the first t~e. ' .

I 	 ' . 
Capital Gains Exclusion For Sales ofLandfor Conservation. ' 

· Und~r current law. sales ofland to non-profltorganizatlons or-governments foi:conservationpurposei£ 
."are subject to taxon any capital gain.' Such land donated to non-profit organizations generaily . 
· qualifies fqr acharitable dedubtion and avoids taX on the gain. The propo~al would provide a 59 
· percentexch,lsiori for capital' kains forIand .sold t6 government agenCies or qualified 'non-profit 

conSerVation organizations thereby reducing the maximwn capital gafus rate from 20 per~erit to 10, 
percent. The proposalrequiredthat the land be used to protect fish, wildlife ot. plant habitat or open 
space fot agricuhure, outdoor ~ecreation or scenic beauty. . '.,' .' '..' . " 
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Treasury is concerned that thi~ proposal ~ould add to the complexity and inequity of the tax code 

without advancing land consetvation. . . 


Pros 	 I . 

• 	 The proposal might advance land conservation goals through voluntary sales by property owners 

rather than by regulation. I ." . ... .', '. .. . 


. 	 . 
. . . . 	 . 

.• The proposal might reduce the price ofland sold to governments and qualified non-profits .. 
l 

~~ . I' 	 . 

• 	 Generous tax provi~ions al~eady exist to ben~fit land.conserv~tion. Lando~~rs candedu~t the 

value of conservatlOn easements and the dISCOunt m bargam sales to chantiese as charItable 

deductions. Taxpayers canldecluct the full marketvalue ofappreciated land thereby saving both 

the value of the charitable deduction and the capital gains tax. . ' 


• . The proposal might actualll hurt conservation programs by favoring sales over donations of land 
. '. .'. I ..... 	 . . . 

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

purchases and reducing thi funds available for di~ect conservation efforts.. . 

... The proposal may allow ~payers to double dip. The capital gains exclusion would allow a .. 

sellerto reduce the price of11and by the capital gains tax saving. The taxpayer may then be able . . 
. to claim a charitable deduction for the bargain sale to .the charity. ". . . . 
. 	 . . . I'" .... . .... " 

•. 	The proposal has the potential for significant abuses. Forexample,land could besold to a non- . 
profit and then leased bac~ to the seller for continued use in ranchi~g or farming. . 

. . 	 . 

• . The .cost of the proposal maybe'· significantly . higher .than anticipated if some very larg~' 
properties are transferred or such sal(!s ~echniques are marketed more broadly to agricultural 

. landholders. In addition toll the initiat revenue cost, future income would be removedfroin the 
income tax base ...' . . ... 

• .... The pro;osal would add 101ilie onerous compleXilyofthe capital,gainstax, . 

F.arm and Ranch Risk Management (FARRM) Accounts . . 

Up to 20% offarming income luld be co~tributed to a. f ARRM savings account and deducted from . . I . .. 	 . .' . . 
income. The income earned on, the account is taxable as earned. The contribution plus any R9crued .. 
capital gain is taxable upon withdrawal from the account. Contributions and earnings must be . 

. withdrawn withi~ 5 years; otherWise the balan~e in the a:ccountwould be deemed to have been 
. . I ... .' . " 	 .. 

. distributed and subject to income tax and a 10percent penalty. Balances would be deemed to have .' 

been distributed and taxable t\to years after an account holder stops fainiing: . :. . ... ' '.. 
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The Administration strongl~,opposed adoption of F ARRM accounts and prevented the provision 
from being enacted in the omhibus appropriations bill. It would provide a windfall to a few rich 
farmers and do nothing to red~ce risk or encourage saving. 

Cons 

• 	 F ARRM accounts are of no value to farmers suffering losse~, ?~cause a tax deduction is 
l

worthless to them. More tlian 75 percent offarmers have no'tax habIhty. Most of those .who are 
taxable have substalltial n6n-famt income. ' ' 

• 	 F ARRM Accounts are nlt lRAs, bu(tax-pr~ferred short-term savings vehicles intended to ' 
ameiiorate' income volatili~ among farlners. . " " , " '" " , 

, - The tax preference fo~ FARRM. Accounts differs from that for lRAs because F ARRM 
accoUnts do not allow tax-free buildup and amounts must be distributed within five years. 

'I 	 ' 
• 	 !he proposal is apparently: me~tto respond t? a percepti~n of excessive. v.olatility ~n farmers' 

',Incomes. However, other much more effective and eqUltable tax provIsIons are In place to . , 'I " " " 	 ' ' ,
address volatility; , , ' " ' " ' ',' " " . , " " .', 

... Farmers.can el~Ctolaveragetheit famting inoome over a three-year period.· (Made 
pe'rmanent in 1998.) , . 
" 	 .. ' , I 
Farmers are allowed to' carrY back net operating losses over the five previous years. (Most, 
taxpayer are allowed t6 carry: back NOLs for only two years.) (Enacted in 1998.)

, .. : 	 - . 

, Taxes on certain payrn~nts, inciuding disaster payments, crop insurance and proceeds from . 
emergency livestock shles can be' cle!erred. ,', ' , ' ' , 

• 	 The provisionis mbst Vallbleto wealthy fru:merswho are in high income tax brackets and·have 
available substantial wealth to deposit in an account. .' .'" ' .. ' .",,' . 

. 	,' '. , .' I ,,:' "', .' .. ..., ....".' .. ", "',' " 
'By perPetually contributing.-20 percent ofinc6me into a FARRM account, 'a farmer could· 


" eventually shelter abobt a yeai~s income from tax indefinitely (5 years' contributions each 

. equ.alto20 percentof lannUal income). ',' '.' " .'.. ...,. '. , :'.' 


e' , .'Thep~ovisio'n is tinlikel) t~ sti~ulatesaving. . . 
i 

': • . 	 Becam.e b~is and earning~ must be ~ackect separately; the taxation ofFARRM:accounts ~ouid 
be complex;' . 
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Pensions 

Enterprise zone wage credit extension· . 

Current law provides a 20 perc~nt credit for the first $15,000 of wages for employees who live and 
work in. empowerment zonesI(EZs) or who live in DC and work in the DC zone CanEZ-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 zdne. The proposal, put forward by the Department of Labor (DOL), 

· is aimed at encouraging zone einployers to provide penSion and health benefits to EZwage credit­
eligible employees. The credits, which are 20 percent of the employer's qualifying pension and 
health insurance contributions, lwould 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 

I· . 

contribution (for health insur~ce). The Departments of Housing and Urban Development and .. 
· Agriculture would certify that the pension and health benefits offered qualifyJor the credit (although 
only DOL has expertise in thatarea)~· . . . . ... .. . . . 

Treasury is concerned that this proposal has a very high cost-benefit ratio and would maketheEZ 

wage credit more complex.' . 


:pro 

· • Some workers might get pension coverage. . 
..... ... I .. ... 

~on~s proposal mIl doIiillel for pension seCurity relative toi~ cost. .. . ... .. .. ... . ... 

Low-income workers are much more likely to leave their jobs within one or two years,
. I· .. . 

resulting in little capacity for accumulating vested pension: savings.' 
, , . .' . , , ',' . . 

The credits are like~y to subsidize behavior that would have occurred in any event, or to '. 
· acctue to third parties rather than the intended recipientS. . .I . .. . 

. . . " . - ,.:.' ',.' , 

.. It would be difficu~t to prevent workers from making acontribution, claiming a credit, 
· an.d then withdrawing the contribution. · ..... I· .' 

.• . Adding anadditional crel:lit will make the EZ wage credit morecompl~x anddifficult.. to 
. administer: . In p~cular, lit would be difficult for DOL to determine who wasc()vered by a . .. 
pension prior to enactment and thus disqualified. Given that few employers are likely to use this .. 
credit, the administrative bosts could be large relative to the number of additional employees 

covered. ' . I 



Employee benefits tax credit for EITe recipients 

EITC recipients could claim idditional refundable credits if they purchase health insurance or 

contribute to pension plans. Thb 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 insurancel 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 heatth insurance .. The credits would be phased out with the EITC. In 

addition, the definition of nonLtaxable earned income would be modified to exclude non-taxable 

contributions to pension plans land health insurance pUrchases~ .' .. 


. . I. 	 . . . 

Treasury is concerned that thil proposal would raise compliance problems' with the EITC .and do. 
. . I. 	 . 

. little to enhance health insurance and pension coverage arnoI;1g low-income families .. 
, 	 . 

Cons 

• 	 The proposal is inefficient, because it will subsidize saving that is already occurring and· is .. 
'. unlikely to increase savingifOr retiremerit. 

. Low income workers ate unlikely to have theTesources to make significant contributions to 
. .' • . ' j • .' .' 	 • 

pension savings plans. Many will prefer to save for more immediate needs, if they are able 
to save at all. ..).' .' . .' . . •... .... ...... '., ....... '. .' . ..' 

The proposed . credit tate (50 percent) is substantially higher than penalties for early 
withdrawals of taX pre~erred retirement savings (10 percent). As a result, 'taxpayers would 
be able to receive a supsidy for contributing to a savings. plan, even if they iIll1)1ediately 

. 	 I . 

withdrew the contribution. 	 . . 

• 	 Most EnCrecipients wait Ltil the elld of the year to claim the credit on their tax return, e~Ol1 

.. when they have the optioJ of claiming advance payments during the year..·Workers may be 


reluctantto Claim the creditlin advance fot; fear ofoverestimating the arnourlt to which they are . 
.entitled.. If low income wotkersare unwillitlgto clairiJ. a credit in ad-vance, they will not receive 
. it when they actually' need lassistance pUrchasmg'health insuranCe. ..' .., 

• Theproposal could increL mTC noncompliance. The IRs cannot currently verify health •.• 
insurance expenditures. THe IRS receives infonnation about 401 (k) and lRAconttibutions, but ' . 

. this information is ~ot matbhed to tax returns before EITC claims are paid. . 
. . ..!., . .' . . 

, .'..'. .. '. -I - .. '. '. '. . 

• 	 From 1991 to 1993~ EITC recipients could receive a supplemental credit if they purchased health 

insuran~e for their childrenj Some taxpayers claimed the credit even though they purchased no. 

health insurance. 'Others were taken advantage of by sellers. who claimed that taxpayers had to 

buy a health plrui to receiv6 theEITC. 'OBRA' 1993 repealed this' provision.. . . . ..' - .' 
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,c. 

TheHHS Appeal . 

• Following Through on Presidentiai Initiatives 

+ Tobacco, Health Research, l:iea~ Start, Food Safety, 

Drug Abuse Treatment. . _. .­

• Strengthening Publi.c·Healt-h 
+ FDA Modernization,Chronic Disease, Bioterrorism 

• Enhancing the Health of All Americans 
+ Safety Net, Racial Health Disparities, Native 

American Health, Violence Ag~inst Women, Elderly 

• Providing Sufficient Program Support . 
+ All HHS Agencies ar:-d a mo~-ernized HCFA 

OJlID<e98IASMO\Bio-pst.ppl-l 
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.. 


Medicaid Recoupment 

___~_TbeIQb_accoAg~reement reimbursesStates",---fo=---r__ 

Medicaid 'costs that are partly Federal costs. 


+ HHS has an obligation to the taxpayers to 
recoup the Federal share of these costs. In 2000 

. alone no less than $4 billion is Federal taxpayer 
money_ 

+ Medicaid Recoupment can finance bO.th the 
HHS appeal and other appropriate investments. 

OJI \Oe1:98IASMBIBi,,·psl.ppt.2 
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. Following Through on 

Presidential Initiatives 


..--.-------~-,.. 

Health Continue the long-range expansion plan for NIH, 

Researc 

Head Start 

Food 
Safety 

Tobacco 

~JlePR-h-e-alth-servic:es,-e-Be-prevention~research-.--- -­
( +$1.2 billion) 

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

Improve the safety of fruits, vegetables, seafood; 
reduce disease with faster response to outbreaks. 
(+$67 million) 

Enhance enforcement ofFDA rule and reduce 
children's access to tobacco. (+$50 million) 

. "Deglamorize tobacco" - and provide the science base 
for tobacco control activities. (+$154 million) 

OJ I \0ec98\ASMBlBiO-l"t.ppt.J 
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.. -.-----~.-.-.-. 

Following ,Through on Presidential Initiatives 
. Health Research - NIH, AHCPR, CDC 

• This Administration committed to and should foilow through on long­
-1­ termexpanslon-----­

• 	 Appeal continues 5-year, 50% NIH growth plan with even annual 
growth 

FY 1998 I $13.6 Billion 

FY 1999 I $15.6 Billion 

'FY 2000 PassbacW $15.6 Billion I 

Appeal I $15.6 Billion D +$1.1 Billion 

------1 

10 11 12 13 14 15 16 17 18 

Budget Authority in Billions 

OJ I \D«:98\ASMIDBio-psl. 1'1'1.4 
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..... 

Strengthening Public Health 
Countering Bioterrorism 

-.-~--.--~,- .--.- .... ~ 

. We must improve the nation's readiness for the medical 
----·-Aeeds-Fesu-Itin~-ffem~abioter-r-or-is-t-a-ttaek--;-in-the-followlng 

areas: (+$193 million) ~- ~('\~'J"'" ~~'''j 
• Public Healthan~ Medical Infrastructure (+$156 million) 

. + Employ more epidemiological intelligence and laboratory specialists 
.+ Purchase rapid communication systems and lab equipment 
+ 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 local 

. Metropolitan Medical Strike Teams 

OTlIO<c98\ASMBl8i.,..pst_ppl-8 
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Enhancing the Health of All Americans: 
Improving Native American Health 

• Indian people have the Nation's worst health status . 

• -5~ye-ar-m-ortatitY-rate increases-inalconolisni(+ '--5

c

%)-,- ­
diabetes (+350/0), HIV (+2000/0), and cancer (+11%) . 

• 	 We need an additional $205 million to: ' 
• Increase medical services - e.g." reduce current 30 to 90 


, _ day waiting' period for alcoholism services; respond to the 

20/0 annual growth rate in the Indian service population. 

, '. Bring sanit~tionand clean water to 1 ,800 more homes· 
• 	 Continue construction of hospitals (Navajo), and support ' 

Tribal Join.! Ventures tobu,ild oWn' facilities. 
• 	. Support Tribal Self-Determination by funding 95% of tribal 

contract support costs. .. ~. o..\><t tv'«Ji«-­
OJ I l00c9S\ASMBIB;o.pstppt.11 
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HEALTH CARE IDEAS 

1. Long-Term Care. This initiative could be part of a "preparing for M~dicare long-term 
reform" package; a women's initiative if coupled with pen~ion policie~ for women or family 
leave policies; or with an elderly housing initiative (policies to promote maintaining home 
ownership, beginning to promot1e assisted living facilities, and ensuring quality in nursing 

homes).. I. 	 . 
• 	 Long-term care tax credit. (new policy) Along with the lack of coverage of 

prescription drugs,. the ~??r coverage of long-term care represents a major cost burden for 
the elderly and then famlhes. Long-term care costs account for nearly half of all 
out-of-pocket health ex~enditures for Medicare beneficiaries. This proposal would give 
people with three or mote 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). .

I . . 
• 	 Offering private long-~erm care insurance to Federal employees. (new policy) Since 

expanding Federal programs alone cannot address the next century's long-term care 
needs, the Federalgovebment -- as the nation's largest employer -- could serve as a 
model employer by pr6t.noting high-quality private long-term care insurance policies to 
its employees. Under this proposal, OPM would offer its employees the choice of buying

I 

differing types of policies and use its market leverage to extract better prices for these 
I 

policies. There would be no Federal contribution for this coverage. (Cost: Small 
. . 	 I 

administrative costs; OPM estimates about 300,000 participants). 

• 	 Family Caregiver suJport Program.· (new policy) About 50 million people provide 
some type of long-tern:t care to family and friends. Families who have a relative who 
develops long-term cate needs often do not know how to provide such care and where to 
turn for help. This proposal would give grants from the Admi~stration on Aging to 
states to provide for a ';'one-stop-shop" access point to aSsist families who care for elderly 
relatives with 2 or mote ADL limitations andlor severe cognitive impairment. This 
assistance would incluae providing information, counseling, training and arranging for 
respite services for carbgivers. (Cost: About $500 ...750 million over 5 years; 
discretionary). 

• 	 Nursing home quality initiative. (expanding on administrative initiative) On July 21, 
the President announced an initiative to toughen enf~rcement tools and strengthen 
Federal oversight ofn~sing home quality. On October 22nd, the Justice Department and 
HCF A held a conference to begin to develop other quality/anti-fraud and abuse initiatives 
with enforcement agehcies from around the nation. Proposals to respond to these 

I 
challenges and to implement the initiatives the President outlined in July can be included 
in the budget or as fre'estanding legislation. The initiative will no doubt include new 
enforcement provisiohs (e.g., increased penalties, etc.), as well as new funds to conduct 
more frequent survey~ ofrepeat offenders and improve surveyor training. We are also 
working with DHHS and HUD to explore the possibility ofestablishing a Commission to 



oversee HCF A's nursing home enforcement efforts as well as to begin to look at other 
types of housing where liealth care is offered (e.g., assisted living facilities). (Costs: $500 
• 750 million over 5 years). 	 ' 

. 	 I 
2. Disability. This health initiative could be packaged with the non-health ideas such as the 
"Bridge" integration grant prop6sal and the access to information technoiogies initiative. 

• 	 Jeffords-Kennedy WO~k Inc~n¢ives Improvement Act. (Congressional proposal; not 
passed in 1998) In the final budget negotiations this year, the Administrative put the 
Jeffords·Kennedy bill ob its list of priorities for passage. This bill would enable people 
with disabilities to go bJck to work by providing an option to buy into Medicaid and 
Medicare, as well as otHer pro-work initiatives. Although it was rejected by Republicans, 
the Administration has ~een stating that we will continue to fight to give people with 
disabilities the opportun'ity to work·· including the critical health insurance that makes 
work possible. (Cost: About $1.2 billion over 5 years). . 

I 	 . 
• 	 Tax credit for work-r~lated impairment expenses for people with disabilities. (new 

policy) Almost 75 percent of people with significant disabilities are unemployed; for 
many, the high costs of Isup port services/devices, as well as the potential to lose Medicaid 
or Medicare coverage, ~revent them from seeking and keeping jobs. This proposal would 
give a tax credit of$I,OOO to $5,000 (depending on the design and costs) to people with 
disabilities who work, ih recognition of their formal and informal costs associated with 
employment. This poliby complements the Jeffords·Kennedy Work Incentive proposal, 
described above, but has the advantage ofhelping people in all states irrespective of 
whether states take up 6ptional coverage. (Cost: Depends on the options; $1 to 2 billion 
over 5 years). I 

• 	 Promoting Medicaid de-institutionalization. One of the biggest frustrations for people 
with ~evere disabilities lan~ their families is tt:e "institutional bias" in M:dicaid.-­
mearung the tendency to SImply put people With great health care needs m nursmg homes 

I 

rather than develop viable, community-based alternatives. In 1998, HHS funded a small 
demonstration project ih 4 states to test different models for offering people with 
disabilities the choice df care settings. This proposal would build on these tests by 
developing and propaghting models that give people residing in a nursing home after a 
"date certain" a choice ofcare settings. (Cost: $50 million over 5 years). 

• 	 Medigap reform for people with disabilities. In 1997, the President endorsed 
bipartisan legislation from Rockefeller, Chafee and Nancy Johnson that makes Medigap 
supplemental insurance more accessible to beneficiaries. The Balanced Budget Act did 
include some of its important protections for seniors on Medicare, but essentially 
excluded beneficiaries Iwith disabilities from this reform. This proposa! would make all 
Medigap insurers provide Medigap to people with disabilities when they sign up for 
Medicare. It would al~o 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. Tliese policies could "lay the groundwork" for the 
recommendations of the MedicJre commission and re-affirm our ongoing commitment to 
improve and modernize Medic~e. 

• 	 Adopting private sectol, competitive pricing strategies. (FY i 998 budget) The 
I 

President has consistently supported giving the Health Care Financing Administration the 
'same tools to manage hJalth care costs as are used ,by private sector plans. This includes 
competitive pricing for ~ervices like durable medical equipment and other supplies; 
expanding the competiti~e 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. 

I 

(Savings: $0.1 to $0.5 billion, depending on the policies). 

• 	 'Reduci~g Medicare frLd and ~verpayment. (So~e FY 1999 policies; some new 
policies) Medicare fraua poses a serious threat to its financial well-being. In every 
budge~ for the last 5 yeo/s, 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 bd overpayment, including provisions like reducing 
overpayments for drugs l and ensuring Medicare does not pay for claims that ought to be 
paid by private insurersl HHS and the Department ofJustice continue their efforts to 
enforce current policies Iand develop new ones. (Savings: From $1 to 3 billion over 5 
years, depending on the policies). , 

• 	 Protecting beneliciariL 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 unnecessahr hardships as they rush to find alternative sources of coverage. ' 

I 	 ' 
The President has stated his deterinination to work with the Secretary of HHS and 
Congress to dev,elop le~islation to prevent this behavior in the future (e.g;, limit the time 
between when a plan fiies to participate in Medicare and when enrollment begins, making 
it less necessary for plahs to pull out at the last minute). (Cost: not clear that there will be 
costs). 

• 	 Prescription drug coverage for Medicare beneficiaries. (new policy) The lack of 
coverage for prescripti~n drugs in Medicare is widely believed to be its most glaring \ 
shortcoming. Virtuall~ every private health plan for the under-65 population has a drug 
benefit, in recognition of the medical community's reliance on prescriptions for the 
provision of much of tlie care provided to Americans. Lack of Medicare coverage of 
drugs results in high o~t-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~d. 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 

I 



) 

would be a mistake. We are developing a wide variety of options, including a 
means-tested Medicaid ~ption, a managed care benefit only approach, a traditional benefit 
for all beneficiaries, andian 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 ot coordinated with the March release of the Medicare 
Cominission's recomm~ndations. (Cost: Varies significantly depending on proposal, 

I 

ranging from $1 to 20 billion a year). 
I 

• 	 Redesigni~g and increksing enrollment in Medicare's premium assistance program 
(extension of July execJtive action and new policy). Over 3 million low-income 
Medicare beneficiaries fu-e eligible but do not receive Medicaid coverage of their 

I 	 ' 

Medicare premiums and cost sharing. Many more may not get enough assistance through 
the new, BBA provisioJ that is supposed to help higher income beneficiaries. We are 
developing a range ofptoposals that build on the President's actions in this area to better 

I 

utilize Social Security <»ffices to educate beneficiaries about this program, to reduce 
administrative complexity for states and to give them incentives to engage in more 

, aggressive outreach eff6rts. (Costs vary depending on policies; up to $500 million over 5 
years). 

• 	 Cancer clinical trials demonstration (FY 1999 budget; not passed). Less than three 
percent of cancer patieAts participate in clinical trials. Moreover, Americans over the age 

I 
of 65 make up half of ~ll 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 clihical trials. (Cost: $750 million over 3 years). I, 

• 	 Providing needed edJcation funds to children's hospitals. (new policy) Medicare has 
I 

invested billions of dollars in graduate medical education to hospitals since 1966. 
However, because of its current formula, free-standing children's hospitals are forced to 

I 

shoulder the majority of the cost of training pediatricians, placing them at a severe 
financial disadvantagel This proposal would consider addition funding outside of 
Medicare to provide r~imbursel)1ent for the training costs incurred by children's hospitals. 
Addressing children's Ihospitals' 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 Coverage Expansions. The rising number of uninsured makes the need to 
. 	 . !.

propose Insurance expanSIOns Important. 

I 	 ' ,
• 	 Small business purcJ;Iasing cooperatives (different version in previous budgets; not 

pa~sed). Over a quarter of workers in firms with fewer than 10 employees lack health 
insurance - almost t~ice the nationwide average. This results in large part because 
administrative costs ate 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 allowiAg them to be considered non-profits (which will facilitate private 



foundation support), proyidirtg Federal grant support, and having the Office of Personnel 
Management provide technical assistance. We are also considering giving employees 

I 

who purchase coverage through the purchasing groups withJax credits to encourage them 
to take up coverage. (Cdst: about $50 to 100 million over 5 years). ' 

• 	 Children's health insuJance outreach (FY 1999 budge~; not passed and new policy) . 
To date~ 42 states have ~ad their CHIP plans approved. These new expansions have great 
potential to help uninsur~d children, but not if families do not know or understand the 
need for insurance. Mor'eover, over 4 million uninsured children are eligible for 
Medicaid today. TO,facil:itate 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 n~mber that connects families with state eligibility workers. NGA 
is sponsoring this line fdr one year only; such a line is essential for the nationwide media 
campaign that we.are pl~ing to launch in January with the NGA. (Cost: small but 
unknown at this point; cbuld be funded through tobacco recoupment) 

). . 	 . 

• 	 Demonstration of Medicare buy-in for people ages 55 to .65 (full proposal in FY 1999 
budget; not passed). Americans ages 55 to 65 have a greater risk of becoming sick; have 

I 

a weakened connection to work-based health insurance, and face high premiums in the 
individual insurance matket. The latest report shows that the uninsured are growing at 
the fastest rate in this agb group; by 2010, the number of uninsured people age 55 to 65 

. . I 

will nearly double. Building on last-year's proposal, we could allow a limited number of 
people ages 62 to 65 anq displaced workers ages 55 to 65 to buy into Medicare. As a 
demonstration, this might gain the support that it lacked last year. (Cost: at least $500 
million over 5 years, wHich would assist about 30,000 people). . 

! 	 . 



I 
Public HealthlUnderserved P~pulations 

. - j 

• 	 Combating ResistaJce to Antibiotics (Super Bug). - Recent reports have indicatoo 
I 

that resistance to antibiotics is increasingly becoming a public health crisis, causing 
prolonged illnesses bd even death. -For example, 500,000 Americans per year are 
infected with Staphj (Staphylococcus aureas), a commonly-acquired, potentially 
lethal, hospital-based infection. The bacteria now only responds to vancomycin, and 
CDC has recently dbcumented the first cases of resistance to this last resort drug. 
The hospital costs albne associated with treating antibiotic resistance total over $600 

I 

million per year. This new initiative could address this critical emerging problem 
through: (1) a major~ health-warning outreach campaign involving hospitals, health 
professiomlls, and rb.anaged care organizations; (2) new research and surveillarice 

I 	 .' 

efforts to understand where and why antibiotic resistance occurs and develop 
effective' responsesjas 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) demonstratidns that bring in a team ofpublic health experts into a community 
to implement and te~t effective strategies to combat antibiotic resistance. (Cost: $25 

million per year), I . . , 
• 	 Assuring Ability t~ Detect and Manage Bi_oterrorism. Bioterrorism is becoming 

an increasing threat that has the potential to injure or kill millions of Americans 
through deadly disdases, such as anthrax. While law enforcement and intelligence 
agencies seek to t~wart these kinds of attacks, when preventiqn fails, we need a 
system in place that is prepared -to _manage and minimize the public health 
consequences. Unf6rtunately, unlike many types ofattacks, bioterrorist threats could 
go for days or even ~eeks without being detected as they could be noticed only when 
clusters ofdeaths o~ a series of illnesses begin to emerge. Therefore, it is critical that 
the nation's public! health system is equipped to both detect and respond to this 
potential problem. This initiative would: train epidemic intelligence officers, who can 
coordinate with· stite health departments and other intelligence officers to identify 
and respond to attabks; develop a Metropolitan Medical Response System, a mass 
casualty emergendy response system, that includes primary care, emergency 
transportation, andaecontamination abilities that will be critical to save lives in the 
event of an attack; 6reate and maintain a stockpile of pharmaceuticals, that would be 
critical in the eventlof a bioterrorist attack that could expose hundreds of thousands 
ofAmericans to a disease (current stockpiles, that contain many inactive antibiotics, 
are inadequate to aadress a major outbreak); and improve research to develop new 
vaccines and antibibtics that could be used in the event of an attack. (Cost: $100 to 
$300 million per y~ar). ­

I 

• 	 Announcing a Ne~ Initiative to Prevent and Treat Asthma•. Over the past 15 
years, there has yet to be a fully understood and greatly concerning increase in the 
number of childreJ afflicted with asthma. In fact, cases have doubled to total about 
15 million, with ~e increase in rates 'highest in children under 5 years old. This 
disease is one of the leading causes of school absenteeism, accounting for over 10 

r 



million missed school days. Recently, the 'National Heart, Lung, and Blood 
Institute developed n~w treatment guidelines designed for health care providers and 
patients with asthma.l. These guidelines demonstrate that appropriate medical care, 
along with measure~ to control allergens and other environmental triggers,. can 
tremendously reducelthe 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 batients and make it easier for asthma patients to follow their 
treatment plans. ThIS initiative would 'complement our current efforts to identify 
and enroll eligible cllildrenin Medicaid and the new Children's Health Insurance 

I ! 	 ' 

Program. (Cost: $50 million). 

I 	 ,
• 	 Launching New Initiative to Improve Awareness and Treatment for People 

With Mental 1IIne~s. Mrs. Gore's office· is recommending a White House 
Conference on MentJi 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 widhspread incidence and impact ofmental illness. To bolster these 
activities, the Vice P~esident's office would like to unveil a series of pUblic-private 
initiatives to furthe~ improve access to prevention and treatment and to raise 
awareness about me'ntal health, including involving foundations, businesses, and 

/ 	 states in new partne~ships to highlight and build on cost effective coverage and 
delivery practices; ~d improving the delivery of mental health services in Federal 
health programs. We believe this initiative should also include increases in the 
mental health bloc~ grant which enables states to provide critical mental hea!th 

. services, including assuring homeless shelters identify and treat mental illnesses, 
! 

improving the availability of, state-of-the-art treatments, and providing new 
incentives to commuhlties who have implemented effective mental health programs, 
including homeless programs that effectively address mental illness. (Cost: Up to 
$100 million per ye11r). 

1 
• 	 Applying Effective frevention Strategies to Combat Heart Disease, the Nation's 

Leading Killer. While 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 ofheart disease each 
year, accounting fori more than 40 percent of all deaths, and 58 million Americans 
live with some fOrql of this disease. This disease can be markedly reduced by: 
preventing smoking \vhich 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 urlproving nutrition. We are taking new strides in research in this 
area, and NIH recen~ly 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: launchibg a new partnership with aging' networks to evaluate and 



improve nutrition in pUblic-private programs; measuring successful community 
prevention approachds and replicating therri nationwide; and creating a network of, 
educators, churches, binority-based organizations to launch nationwide awareness 
campaign about pre~ention. (Cost: $20 million per year supplemented by NIH 
funding in this area).j' , 

• 	 Improving EmergeJcy Medical Services in Rural Areas. The presence of viable 
EMS systems is crittcal for residents in rural and frontier areas. Because of the 
high rates of occupational injury associated with employment unique to rural areas, 
such as farming, mirling,and fishing, rural residents experience disproportionate 
rates of trauma andi medical· emergencies. Although farmers constitute oJ?ly 4 
percent of U.S. workers, 38 percent of all machinery related deaths occur on 
farms. In addition, ithe 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 dther providers can increase the morbidity and mortality 
associated with medital emergencies. Financing modern emergency care systems 
in small rural corrimunities is difficult at best. Many rural and frontier 
communities face chJllenges in obtaining ambulance equipment and communication 
systems and recruidng, training, and retaining EMS personnel. This proposal 
would provide fund~ to States and local communities to improve access to 911 
services or alternati~e systems where the 911 option is not economically viable. 
It would also devel6p and fund programs to heJp rural communities train local 
citizens in CPR and first responder techniques, help recruit and retain EMS 
personnel, and develbp distance learning programs for EMS staff in order to ensure 
they receive approptiate training and support. (Cost: $50 million). 

, , 

I 	 . 

• 	 Investing in Promising Biomedical Research. We are now poised to make 
revolutionary advandes that could dramatically alter and improve the way we treat 
diseases. To help r~alize these new possibilities, the President's FY1999 budget 
included a historic multi-year investment in biomedical research and Congress 

I 

funded NIH at even higher levels (a $2 billion increase this year). However, there 
is no evidence that the Republicans in Congress have any intention of altering their 
longstanding commikent to outbid us on NIH funding. It appears futile to compete 

I. 

with them while still maintaining our own commitment in other priority areas. 
I 

Moreover, even NIH is beginning to get a level of scrutiny about their' ability to 
wisely and appropriJtely spend such large increases. Having said this, the research 
issue has captured th~ imagination ofvirtually every community, and the President 
and Vice President hilVe both spoken at great detail about the importance of this type 

I 
ofinvestment. Therefore, it seems ill-advised not to continue some level of increased 
commitment. Werdcommend somewhere between $500 million' and $1 billion, 
although the higher Iamount is only conceivable assuming we use at least some 
tobacco dollars in this area; 

I 
• 	 Improving Access to Promising HIV/AIDS Drugs. With progress in lifesaving 



, . 
HIVIAIDS theraPies) the AIDS community has maoe it a top priority to extend these 
state-of-the-art treatJents to Americans in need. While we have supported healthy 
increases in these areks, in some states, such as Texas and North Carolina, there are 

I 

up to year-long wait~ng 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 effectively treat HIV. Therefore, we are recommending new investments 
in the AIDS Drugs Assistance Program (ADAP) which helps people pay for these 
costly therapies that dan 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 million per year). ' 

• 	 Continuing the pJsident's Successful Race and Health Initiative. Minorities 
suffer as much as fivb times the rate for certain diseases and mortality rates, such as 
cancer, diabetes, heart disease, immunizations, HIV/AIDS, and infant mortality. In 
fact, infant mortalit~ rates are 2'h times higher for African-Americans and l'h 
times higher for Native Americans, and African-American men under 65 suffer 
from prostate cancet 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 aretts has been extremely well received by the minority and public 
health conlmunities. When launching this program last year, we committed to 
investing $400 milli0n over five years, and this budget should include no less than 
the $80 million prdmised for each year. This initiative could fund: (1) new 
incentives to publi~ health programs to target disparities, including creating 
incentives for conuhunities to develop effective private-public cardiovascular 
outreach campaign~ a"nd developing new networks with managed care, 
minority-based orgaAizations through the National Diabetes Education Program to 
implement treatment 19uidelines, (2) a $30 million grant program to test innovative 
community approaches to addressing these disparities and replicating these programs 
nationwide; and (3) Iinvestments to build on this year's historic prevention and 
treatment efforts to address the ongoing health crisis ofHIV/AIDS in'the minority 
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community. These investments could be supplemented by new efforts at NIH to 
better understand th~se disparities, and develop new approaches to disseminate the 
most up-to-date infotmation. (Cost: $120 million -$150 million per year). 

• 	 Enhancing Drug AJprovaIs, Food Safety, and other FDA priorities. The FDA 
has unpreced~nted ndw challenges, including: a surge in promising technologies and 
drugs that need app~oval; increasingly challenging diseases, such as AIDS and 
emerging pathogens;! important public health issues such as food and blood safety 
and dietary supplem~nts; as well as major new statutory responsibilities from FDA ' 
reform. However, ruhding for this agency has not increased in several years. This 
has serious implicatibns for the agency, as food inspections, organ banks, and drug 
companies are rarel~ 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 Ithe Vice President's office has recommended increases as well. 
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We are working d~sely with them to determin~ the 'most advisable and needed 
funding. 

, I 
. 

• 	 Impr~ving. Health] for Medically Underserved !'fative Americans. Native 
AmerIcans have dIs~roportlOnately high rates ofchromc and acute diseases (as much 
as five times higher: diabetes rates, and three to four times the rate for SIDS). It is 
widely recognized 14at the IHS, the main health care resource for Native Americans 
living on reservationS, does not have sufficient funding to address the needs of this 
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population, and OMB and HHS are proposing increases in this area. We,believe that 
this initiative shoul~ also include an emphasis on health areas where there are. 
particularly large di$parities, such as diabetes and cancer. This would build on the 
President's efforts t6 elevate the Director ofIHS to an Assistant Secretary position 
and his participation I: in the conference on "Building Economj~. ,S.elf-Determination 
in Indian Communities". It would complime~t ~el1-his'ra~~ andhealtJ:t initiative .. 
(Cost: working with HHS and OMB to ~eani~needed increases). '\ 

,.......... 	 '\ 

~'" 	 \

• I proving Access Ii to ~r.geiicy I Room Care for Veteran As p~ of the, 
Pr . 'dent'~ req~estit0~J5rin~ Feder~l h~alth programs int compli~ce tith the 
pat n s -.()~~~ there IS some questI~n as to whe , the V A proVIdesreterans 
dequate access to eme~ncy room servIces. T A currently only pays costs 

associated with emei:genc~~-i~:.s p vided ~terans~.;Y~ hospitalsy~d ~ome 
gue that even though this IS a d~~t Q d :llber-ately lImIted program, It IS not 

iyconsistent wfth the patient tiQ,~to assure emergJflcy serv~~s when and 
where h~..needarises. We e ~t Se~tor Das~wi~offer a proposal to extend 
veterans' acces to eine ncy rooms atfon-V A faCI l' and it i fidvisable for us 
to address thi~~ ~ublicized issue to som:ee-xtent so we, ot perceived as I. 

reneging on ~7cobnitrnenno-ap~ patients' bill 0 rights where we can. 
(Cost: VA's current proposal costs $550 million per year. However, OMB has been 
working to dramatic~lly reduce the costs of this proposal). 

• 	 Investing' hi prolising DoD Breast CancerlProstate Cancer Research 
Programs. We hate continually highlighted DoD's innovative, popular cancer 
research programs (most recently the President announced grants in the DoD prostate 
cancer research progfam in his Father's Day radio address). However, we have been 
increasingly cnticizdd by advocates who question the Administration's commitment 
to this program beciuse the President's budget has never proposed any funding for 
this critical program.! Advocates believe that the lack ofan Administration proposal 
makes it much morJ difficult to lobby for funding on the Hill. DoD is somewhat 
resistant to this condept as they believethat 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 
FYl999 funding and potentially increase this amount.(Cost: About $250 million per 
year). 


