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. OVERVIEW

Last year, Congress was able to pass a budget resolution that held down non-defense
discretionary spending and enact the Deficit Reduction Act (DRA), which reduced the
rate of growth in mandatory spending by $39 billion between 2006 and 2010 and by
nearly $100 billion over the next decade. The DRA represented the first significant step
towards restoring fiscal discipline in Congress in the last eight years. However,
enactment of the Deficit Reduction Act alone will not rescue our nation from its
impending fiscal crisis. It will take disciplined, responsible choices with regard to
discretionary and mandatory spending.

The FY 2007 Budget Resolution addresses spending aggressively in three key areas.
First, like last year’s budget, it restrains discretionary spending. Second, it addresses the
issue of “shadow budgets” — excessive supplemental spending that is off the books.
Third, it puts in place a new enforcement tool to curb entitlement spending if the general
fund contributes more than 45 percent of total Medicare outlays.

The Committee-reported resolution also assumes tax relief is extended in order to keep
the engine of new employment growth running strong. Unless Congress acts, provisions
of the Jobs and Growth Tax Relief Reconciliation Act of 2003 expire after 2008. Tax
rates on capital gains income would jump from 15 to 20 percent, and tax rates on
dividend income would jump from 15 percent to as high as 35 percent, damaging our
nation’s economic growth. In addition, the marginal income tax rate reductions, child tax
credit, marriage penalty relief, education incentives, estate tax relief and many other
provisions important to American families are set to expire after 2010.

Finally, the resolution makes good on the President and the Congress’ pledge to cut the
deficit in half by 2009. In fact, it cuts the deficit in half a year early - reducing a deficit
that was projected as $521 billion for 2004 (4.5% of GDP) to $250 billion, (1.7 percent of
GDP) in 2008. Under this resolution, deficits will remain under $200 billion per year for
the remainder of the five-year window and below 1.3 percent of GDP.
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Highlights of Committee-reported resolution

With regard to discretionary spending in 2007, the Committee-reported resolution
includes the President’s proposed level of $873 billion (as estimated by the Congressional
Budget Office) for the non-emergency activities of the federal government that operate
with annual appropriations. The discretionary cap represents an increase of $32 billion
above the current year. The Committee-reported resolution places a high priority within
the discretionary cap on financing the War on Terror, border security, health and
education programs.

With regard to mandatory spending, the resolution assumes $14 billion in net savings. In
this short legislative year, the Committee-reported resolution assumes that the authorizing
committees will continue to examine and reform programs to achieve these savings and
demonstrate continued progress toward deficit reduction.

With regard to emergency spending, the Committee-reported resolution includes $90
billion in emergency funding. This is nearly $40 billion above what the President
requested, but represents a more realistic estimate of what will actually be transmitted by
the Office of Management and Budget and considered by Congress. If Congress
appropriates $90 billion in emergency funding for 2007, any additional funding above
and beyond that level would be subject to budget enforcement and points of order as set
out in current law. The reform proposed in the Committee-reported resolution addresses
the abuse of the emergency designation and the trend toward having two sets of books for
discretionary spending.



As background, the emergency designation, as created in the 1990 Budget Enforcement
Act, was intended as a safety valve for addressing emergency and unforeseen
requirements, not as a means to annually request and provide discretionary funding
outside the constraints of the budget process. Regrettably, the emergency designation
frequently has been given to programs that, while they may be worthwhile, are neither
urgent nor unforeseen. Abuse of the emergency designation has greatly weakened the
purpose of discretionary caps, which were intended to limit spending. Designating
funding as an emergency is now seen as the most effective way for the President and
Congress to evade the discretionary caps and the need to establish spending priorities.
The Committee-reported resolution seeks to change that liability.

With regard to budget enforcement, the resolution includes a brand new tool to address
long—term entitlement spending. The point of order is motivated by legitimate concerns
that our nation cannot withstand unrestrained growth in entitlement spending. The
Comptroller General estimates that in the next 75 years, Social Security, Medicare and
other liabilities will cost the U.S. government $50 trillion; when Medicaid and other
programs are included, this amount exceeds $65 trillion. Medicare alone represents $30
trillion of that liability. The new point of order would apply against direct spending
legislation once it is determined that the general fund will contribute more than 45
percent of total Medicare outlays, a situation that could occur within the next five years.
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II. ECONOMICS

Recent Developments

The economy has now expanded for 17 consecutive quarters. Real Gross Domestic
Product (GDP) increased by 3.5 percent in 2005, four-tenths of a percentage point faster
than the past 20-year average. The economy is now roughly 14% larger than it was at the
end of 2000. Investment expenditures have played a major part in the economic
recovery. Gross private domestic investment accounted for a third of the increase in
economic growth since 2002 and is higher than its average contribution to economic
growth in the late 1990s.

Consistent with this experience, job growth has been strong. On March 10, 2006 the
Bureau of Labor Statistics (BLSE announced that the economy created 243,000 new jobs
in February, registering the 30" straight monthly gain in employment. Since August
2003, the economy has created nearly 5.0 million new jobs, more than Japan and Europe
combined.

The unemployment rate also declined 0.6 percentage points in February to 4.8 percent
from a year ago, approaching the lowest level since August 2001. The unemployment
rate is now significantly lower than its average in the 1980s and 1990s. Income growth is
also increasing. Personal disposable income increased five-tenths of a percent in January,
rising for the fifth consecutive month. Disposable incomes are now up 5.0 percent since
last summer.

The Economic Forecast

The Administration and Blue Chip (consensus of private economists) both forecast real
GDP growth of 3.4 percent for 2006, which would register above its 20-year historical
average of 3.1 percent. CBO forecasts that the economy will grow at a slightly faster rate
of 3.6 percent. All three forecasts expect growth to return to a more moderate trend in the
medium term.

CBO, OMB and Blue Chip all forecast that the unemployment rate declines by at least
another one-tenth of a percentage point this year. Blue Chip is the most optimistic,
forecasting that unemployment will decline to 4.9 percent in 2006 and remaining at that
level throughout the next three years. Over the medium-term, the CBO projection of
unemployment settles at its past ten-year average of 5.1 percent. OMB’s projection
remains slightly lower on average over the 2006-2011 period settling just below CBO
and just above the private sector.

Inflation is anticipated to decelerate from 2005 through 2006 and 2007. Both OMB and
Blue Chip estimate inflation declines at least four-tenths of a percentage point this year.
CBO forecasts a slightly faster deceleration to 2.8 percent. In the medium term, the
Administration and Blue Chip’s projection of inflation reverts back to its past ten-year
average of 2.5 percent. CBO forecasts that inflation will fall an additional seven-tenths
of a percentage point in 2007 before rising to its steady state rate of growth of 2.3



percent. CBO’s forecast is more optimistic than both OMB and Blue Chip’s by at least
two-tenths of a percentage point from 2007 through 2010.

All three forecasts indicate a moderate increase in short- and long-term interest rates
consistent with a growing economy. CBO and Blue Chip both forecast that short-term
interest rates increase by more than a percentage point this year as the Federal Reserve
continues to withdraw the liquidity it injected into the economy during the recession.
CBO and Blue Chip’s projections assume three month rates settle in at 4.5 percent in
2006 and 2007 before leveling off at 4.4 percent. The Administration’s forecast of short-
term rates lags behind both CBO and the private sector by 0.3 percentage point this year
and one-tenth of a percentage point through 2011.

Since the Federal Reserve initiated its tightening cycle in June 2004, the rate on 10-year
Treasury notes has remained relatively stable averaging 4.3 percent over the last 20
months, suggesting financial markets remain confident that inflation remains in check.
And although all three projections show the rate on 10-year notes increasing gradually,
none rise above their level in 2000 of 6.0 percent.

Income shares receive far less attention than other portions of the forecast but are
important because they underpin revenue projections. Income shares depict the
breakdown of national income between wages and salaries, benefits, corporate profits,
proprietors’ income, rental income, and net interest. Income shares are expressed as a
percentage of GDP.

If all types of national income were taxed at the same rate, the division between income
categories would make little budgetary difference. But not all income is taxed the same.
Wages and salaries and corporate profits are taxed at a higher effective tax rate than other
sources of national income -- as such, the more they grow relative to the other income
categories, the higher the projected revenue stream. Corporate profits and wages and
salaries are termed the “highly-taxed shares.”

Both CBO and OMB expect the highly-taxed shares to fall from their peak in 2005 and
steadily decline throughout the remainder of the projection. Corporate profits as a share
of GDP jumped in 2005 as a result of the expiration of bonus depreciation, which
permitted firms to deduct a larger-than-usual percentage of their capital expense from
their profits in 2004. Steadily declining corporate profits as a share of GDP largely
accounts for the overall downward trend in taxable income after 2006 under both
projections. The drop also reflects the contribution that firms are expected to make to
their defined benefit pension plans.

Wages and salaries are projected to rise gradually in both forecasts through 2011, albeit
not enough to offset the decline in the corporate profit share. Although the direction and
change in CBO and OMB’s projections of the wages and salaries share both rise, they
differ in level and magnitude. CBO’s projection of the wages and salaries share is on
average seven-tenths of a percentage point lower than OMB’s. In addition, CBO’s
projection of wages and salaries only grows three-tenths of a percentage point to 45.9



percent of GDP in 2011, whereas OMB’s projection rises six-tenths of a percentage point
to 46.7 percent of GDP.

Despite economic assumptions in line with CBO and the private sector, OMB estimates a
2006 baseline budget deficit of $367 billion versus CBO’s estimate of $337 billion.
Only $11 billion of the discrepancy is attributable to different assumptions about how
much tax revenue will be generated by a given level of economic output. However,
economic and technical changes to mandatory programs accounts for $19 billion of the
difference. In the aggregate, these two deficit forecasts are nearly identical.

Sensitivity to Economic Changes

There is uncertainty in any economic forecast. According to an analysis by OMB, a
reduction in the real GDP growth rate of 1.0 percentage point would increase the 2006-
2011 deficits by $662.3 billion. CBO conducted the same “rule of thumb” analysis and
found similar results. However, it is important to note that the rule of thumb works in the
other direction as well. Higher real growth would reduce the projected deficits by
corresponding amounts.



ECONOMIC PROJECTIONS COMPARISON

2006 2007 2008 2009 2010 2011 Average
GDP ($ billions)
Administration 13,210 13,949 14,713 15,493 16,310 17,177
CBO 13,263 13,960 14,696 15,455 16,208 16,954
Blue Chip 12,237 13,939 14,703 15,505 16,372 17,280
% Change (Year to Year):
Real GDP Growth
Administration 3.4 3.3 3.3 3.1 3.1 3.1 3.2
CBO 3.6 3.4 3.4 3.3 3.0 2.8 3.3
Blue Chip 3.4 3.1 3.2 3.1 3.3 3.2 3.2
GDP Price Index
Administration 2.4 2.2 2.1 2.1 2.1 2.1 2.2
CBO 2.4 1.8 1.8 1.8 1.8 1.8 1.9
Blue Chip 2.4 2.1 2.3 2.2 2.3 2.2 2.3
Consumer Price
Index
Administration 3.0 2.4 2.4 2.4 2.4 2.5 2.5
CBO 2.8 2.1 2.2 2.2 2.2 25 2.3
Blue Chip 2.9 2.4 2.4 2.5 2.4 2.5 2.5
Annual Rate:
Unemployment
Administration 5.0 5.0 5.0 5.0 5.0 5.0 5.0
CBO 5.0 5.0 5.1 5.2 5.2 5.2 5.1
Blue Chip 4.9 4.9 4.9 4.9 5.0 4.9 4.9
Three-Month T-Bill
Administration 4.2 4.2 4.3 4.3 4.3 4.3 4.3
CBO 4.5 4.5 4.4 4.4 4.4 4.4 4.4
Blue Chip 4.5 4.5 4.4 4.3 4.4 4.4 4.4
Ten-Year T-Note
Administration 5.0 5.3 5.5 5.6 5.6 5.6 5.4
CBO 51 5.2 5.2 5.2 5.2 5.2 5.2
Blue Chip 4.9 5.0 5.3 5.3 5.4 5.4 5.2
Share of GDP:
Corporate Profits
Administration 11.4 10.7 10.3 9.6 9.2 8.7 10.0
CBO 10.9 10.3 9.8 9.5 9.3 9.2 9.8
Wage and Salaries
Administration 46.1 46.3 46.5 46.7 46.7 46.7 46.5
CBO 45.6 457 459 46.0 459 45.9 45.8

Source: President’s FY 2007 Budget




[11. SPENDING AND REVENUES

Baseline Assumptions

A budget resolution is a statement of dollar aggregates that represent the set of changes to
spending and tax policies that the Congress agrees to pursue over some time in the future,
but it does not exist in a vacuum. The way we explain a budget resolution is to describe
how it would change these aggregates compared to what the budget would look like if
current law were to remain in place. The starting point for such a comparison point is
called a budget baseline.

The baseline used by the Budget Committee is based on projections made by the
Congressional Budget Office (CBO) in its January 2006 Budget and Economic Outlook:
Fiscal Years 2007 through 2016, as revised and reported in CBO’s March 2006
Preliminary Analysis of the President’s Budget Request for 2007 (letter to Senator Thad
Cochran, March 3, 2006).

Congressional budget law acknowledges the utility of a baseline by providing details
about how a baseline is to be constructed. Section 257 of the Balanced Budget and
Emergency Deficit Control Act, which sets out the rules that CBO follows when
preparing the baseline. (Sections 250 and 257 of the Deficit Control Act of 1985, [2
U.S.C. 900 and 2 U.S.C. 907], expires on September 30, 2006. These provisions contain
budgetary definitions, as well as principles for the construction of the baseline. The
Committee expects the Congressional Budget Office will continue to apply the concepts
in sections 250 and 257, unless changed by the Congress.)

For discretionary spending (which is controlled by annual appropriation bills), the rules
provide that the projections should assume that discretionary appropriations are
maintained at the level enacted in the current year (in this case, fiscal year 2006),
adjusted for inflation, throughout the projection period (currently, 2007 through 2016).
For mandatory spending and revenues, which are usually governed by permanent law, the
rules generally provide that the projections should assume no changes in current law
(though any phasing in, or phasing out, of policy changes provided for in current law are
reflected). There are certain specified exceptions. In the case of mandatory spending,
any programs in place in 1997 that have outlays of $50 million or more per year are
considered to be permanent even if they actually expire under current law. (See Table 3-
6 on pages 66-67 of CBO’s January 2006 Budget and Economic Outlook for a list of
programs that the baseline assumes will continue beyond their current expiration dates.)
For mandatory programs with annual outlays of more than $50 million enacted after
1997, CBO makes the decision whether to continue an expiring program in the baseline
on a case-by-case basis, in consultation with the House and Senate Budget Committees.
This way, recently created programs that were intended to be temporary are assumed to
expire in the baseline.

Certainly the baseline can be a complicated concept and can be especially difficult to
understand when it is done on a cash basis for most federal programs, but is done on a net



present value basis for federal credit programs (such as student loans). There is even
different treatment for estimating direct and guaranteed loan programs. The Budget
Committee has worked with CBO over the years to monitor the estimates made across all
credit programs, and over the past two years CBO has provided useful reports on federal
assistance for higher education and on estimating methods for the various student loan
programs. The Budget Committee intends to continue working with CBO to assess the
estimating problems in those programs in an ongoing effort to improve the quality of
estimates available to decision makers.

The revenue baseline takes into account that some provisions are scheduled to change or
expire over the 2007-2016 period. In general, the baseline assumes that those changes
and expirations occur on schedule. However, any excise tax dedicated to a trust fund is
assumed to be continued in the baseline even if it is scheduled to expire under current
law. This special rule affects the projections for taxes that finance the Highway Trust
Fund, the Airport and Airways Trust Fund, and the Leaking Underground Storage Tank
Trust Fund.

A. SPENDING

Federal spending is now consuming nearly 20 percent of the total annual output of the
U.S. economy (gross domestic product). Under CBQO’s baseline projections, the mix of
spending between discretionary programs, which receive annual appropriations, and
mandatory programs, whose spending is set by authorization law, is changing such that
mandatory spending will consume an increasingly larger portion (65 percent) of federal
resources by 2016 (compared to 54 percent today).

The President's budget has requested that total resources devoted to regular annual
appropriations in 2007 be set at $873 billion (as estimated by CBO), which is $32 billion
more than the amount enacted for 2006 and $7 billion more than the discretionary cap set
for FY 2007 in the FY 2006 Budget Resolution. The Committee-reported resolution
allocates the $873 billion of budget authority (and associated outlays) to the
Appropriations Committee for 2007. (The President's budget also indicates his intention
to request $52.3 billion as emergency funding in 2007; the Committee-reported resolution
includes $90 billion instead for emergency purposes. For 2008 and 2009, the Committee-
reported resolution also sets discretionary spending limits on budget authority reflecting
the President's request for those years, but does not include added emergency spending
for those years.) The President’s Budget includes many fee proposals to offset
discretionary spending to result in the net discretionary spending total of $873 billion.
Ultimately, it will be up to the Appropriations Committee to decide which fee proposals
to pursue and which to ignore, and in light of past practice, many of them will not be
enacted. The Appropriations Committee is responsible for dividing up the $873 billion
among its subcommittees and specific bills via the 302(b) suballocation process.

On the mandatory side, the majority of federal spending is on autopilot and rarely
undergoes annual review or evaluation (the Deficit Reduction Act of 2005 being the most
recent exception). Under CBO’s baseline projections, total mandatory spending (not
including interest), over which Congress could exercise direct control, will grow at an



average annual rate of 5.9 percent over the next 10 years. The greatest cause of this
unsustainable growth rate is the cost of the federal health programs. The uncontrolled
growth of these programs will increase the deficit in future years, adding to federal
interest costs.

MANDATORY HIGHLIGHTS
Health Care

Medicare. The Committee-reported resolution provides $382 billion for the Medicare in
2007, an increase of $55 billion over 2006, or 17 percent. Without legislative changes,
Medicare spending will grow to $518 billion in 2011, an average annual growth rate of
9.7 percent and total growth of 59 percent.

However, the resolution assumes the repeal of the Stabilization Fund included in the
Medicare Modernization Act, saving $7 billion over five years. The resolution also
assumes the enactment of legislation to extend the moratorium on therapy caps (costing
$710 million over five years).

The Committee notes that the Medicare program’s mounting insolvency in coming years
will demand increased attention towards reducing the rate of growth in payments to
providers; however, while this attention is warranted, the Committee urges that
consideration also be given towards the impact on beneficiaries.

The Committee strongly supports the effort by the Administration to strengthen
Medicare’s long-term financial security by addressing the program’s mounting unfunded
liability.  The Committee supports the automatic triggering mechanisms the
Administration proposed in the fiscal year 2007 Budget that in certain circumstances
would reduce Medicare outlays without Congressional action as a means to encourage
Congress to review these programs. The Committee encourages the committee of
jurisdiction to make every effort to enact legislation that will enforce funding discipline
in the Medicare program.

Medicaid. The Committee-reported resolution includes $199 billion in Medicaid
spending in 2007, an increase of $9 billion or 4.7 percent over 2006. Medicaid spending
is expected to grow to $270 billion by 2011, an annual average growth rate of 7.3 percent
and total growth of 42 percent.

The resolution also includes important Presidential initiatives to provide Transitional
Medical Assistance (costing $523 million over five years), to allow health departments to
provide vaccines ($715 million), the Cover the Kids initiative ($874 million), and a boost
to SCHIP funding in 2007 and 2008 ($225 million).

Subrogation. Public and private health plans and employers pay the medical expenses of
insured individuals when they are injured by a third party, but in these circumstances
public and private health plans and employers are entitled under federal law to be repaid
if the individual later recovers damages from the third party causing the injury. The right



of the recovery is an important means to restore federal revenue, to contain private health
plan and employer costs, and to reduce health care premiums for individuals. The
Committee understands the recovery rights of federal health programs (e.g., Medicare,
FEHBP and Medicare Advantage) and private health plans have been eroded by recent
court decisions. The result is higher federal and private health plan costs. The
Committee encourages the committees of jurisdiction to restore the right of recovery for
private health plans and employers.

PBGC

The Pension Benefit Guaranty Corporation (PBGC) insures pension plans covering 44
million workers. About 34 million of those in PBGC-insured plans are in single-
employer plans. The PBGC estimates that these single-employer defined-benefit plans
are under funded by more than $450 billion. The PBGC’s current and projected likely
liabilities from some of these plans expected to go into bankruptcy now exceed its assets
by $23 billion. This deficit represents the total present value of the PBGC’s unfunded
promises to pay pension benefits to retirees of defaulted plans.

This is the same problem that faced Congress a year ago, except now it is worse. The
Deficit Reduction Act enacted last month did increase fixed premiums paid by employers
for PBGC insurance, resulting in additional premium income of $3.6 billion over the
2006-2010 period, but that falls far short of solving PBGC’s problems. A pension reform
bill that is about to go to conference should seize its opportunity to improve how
employers fund their pension plans and to improve the financial position of the PBGC.
Meanwhile, the President has proposed that premiums be increased to generate another
$16.7 billion in income to the PBGC over the 2007-2011 period. Instead, the Committee-
reported resolution assumes legislation will be enacted to generate at least an additional
$2 billion in PBGC premiums over the next five years, but suggests that the relevant
committees could easily improve on that minimum goal to restore the solvency of the
PBGC and increase the likelihood that retirees whose pension plans default will at least
receive some retirement income from the PBGC.

Unemployment Insurance

The Unemployment Insurance (Ul) program provides temporary income support to
covered workers who lose their jobs, but benefit overpayments to ineligible recipients
reached almost $3 billion in 2005. The Administration proposes legislation to boost
States’ ability to recover benefit overpayments and deter tax evasion schemes by
permitting them to use a portion of recovered funds to expand enforcement efforts in
these areas and pay for private collection agencies. It will permit collection of delinquent
Ul overpayments, and reduce benefit overpayments and fraudulently obtained payments
due to identify theft. The Committee-reported resolution supports these initiatives and
reflects savings of $1.1 billion over 2007-2011.



ANWR

The Committee-reported resolution assumes a $3 billion increase in receipts as a result of
opening the Arctic National Wildlife Refuge (ANWR) to oil exploration and
development. While the budget resolution cannot dictate the contents of legislation
reported by any committee, the FY 2007 Budget Resolution can and does instruct the
Energy and Natural Resources Committee to meet a reconciliation target totaling $3
billion over the 2007-2011 period. Additionally, the Committee-reported resolution
includes a reserve fund stipulating that if legislation is enacted that opens ANWR to
drilling, $1.05 billion of the associated receipts will be devoted to appropriations for the
Land and Water Conservation Programs, the Forest Legacy Program, and the Coastal and
Estuarine Land Protection Program ($350 million per year in 2009, 2010, and 2011).

DISCRETIONARY HIGHLIGHTS
Defense

The Committee-reported resolution provides $457 billion in discretionary budget
authority for the National Defense Function, an increase of $24.7 billion or 5.7 percent
over the 2006 level (not including supplemental funding). Over the period of the
resolution, the average annual increase in Defense would be 3.3 percent. National
Defense includes the Department of Defense (which comprises more than 95% of the
spending in the function), Department of Energy Atomic Defense Activities, and Other
Defense Activities. The spending level in the Committee-reported resolution would
achieve four goals: support the Global War on Terrorism, implement the Quadrennial
Defense Review, build joint capabilities, and preserve the quality of life of U.S. military
personnel. In addition, the resolution recognizes that our troops in lraq and Afghanistan
will continue to require significant resources, and therefore sets aside up to $90 billion
for these and other costs in 2007.

The National Guard has a long history of outstanding service to our nation. Since
September 11, 2001, our reliance on the National Guard has only increased with many
thousands of troops serving the nation both at home and abroad. Congress has provided
the National Guard with significant resources in recognition of the important role the
Guard plays in our national security and to assure that it has the tools to continue to
perform its missions. This includes full funding of the Army National Guard’s end
strength of 350,000, which is assumed by this resolution.

International Affairs

For discretionary spending for international affairs activities, the resolution assumes
$33.2 billion, which is a $1.5 billion, or 5.5 percent, increase over the 2006 enacted
level. Since President Bush’s first budget (fiscal year 2002), discretionary spending in
this function has grown by $9 billion, or 37.9 percent. The resolution redirects $2 billion
from the level in the President’s request to other non-defense spending priorities such as
border security, education, and health care.



Education

The President requests $54.3 billion in discretionary budget authority for the Department
of Education for 2007. The Committee-reported resolution makes available an additional
$1.5 billion over this request for a total of $55.8 billion. At this funding level,
discretionary education programs are funded at $13.8 billion more than they were in
2001, a 33 percent increase.

The $1.5 billion over the President’s 2007 request for education programs included in the
resolution reflects the Committee’s commitment to increasing funding for programs
aimed at assisting lower income and disabled students. Additionally, beginning in 2008
and continuing through 2011, the Committee-reported resolution includes another $2
billion each year for Individuals with Disabilities Education Act (IDEA) state grants.
Together with the President’s request for an additional $100 million more than the 2006
enacted level for IDEA, the $1.5 and $2 billion in education funding over the President’s
request included in the Committee-reported resolution would boost federal special
education funding to $14.2 billion in 2008. At this funding level, IDEA grants would
cover over 20 percent (the highest rate ever achieved) of the average additional per pupil
costs incurred by states and local school districts in serving children under IDEA.

The Committee recognizes that a well-educated and skilled workforce is essential to
maintaining America’s role as a world leader in innovation and entrepreneurship. In this
regard, the Committee-reported resolution includes the President’s request for $412
million in 2007 for new math and science education initiatives and programs to ensure
students have access to highly skilled teachers.

Border Security and Administration of Justice

Effective border security is a critical part of maintaining a safe and secure nation. Secure
borders are a fundamental and inherent responsibility of the National Government. The
Committee-reported resolution assumes the President’s request for $7.9 billion in funding
for Customs and Border Protection, including funding for an additional 1,500 border
patrol agents. Given the necessity for effective border security, it is important that
adequate funding be provided for aging infrastructure and increased personnel. Just as is
the case with our military, it is essential to give the men and women on the front lines of
our borders the tools to accomplish their mission. Therefore, the Committee-reported
resolution assumes an additional $2 billion in discretionary funding, over and above the
President’s request, for critical border security infrastructure such as aircraft and
facilities, vehicles, and communications equipment. Congress should devote adequate
resources to maintaining secure U.S. borders, and the additional funding will better
enable our border security agencies to perform their functions. In addition, the
Committee-reported resolution assumes another $2 billion in emergency spending for
border security within the $90 billion assumed for emergencies in 2007.

Finally, the Committee-reported resolution assumes that construction of federal
correctional institutions will remain on schedule to incarcerate felons and reduce prison



over crowding. The resolution rejects the fiscal year 2007 President’s Budget proposal to
rescind and eliminate federal prison funding and facilities.

Health

NIH. The Committee supports the biomedical research funded by the National Institutes
of Health (NIH) throughout the United States and the world and includes an increase of
$1 billion for NIH for a total annual budget of $29.6 billion. NIH funds research on
critical national and international issues, such as basic and applied research in
bioterrorism and pandemic influenza preparedness for the development of effective
countermeasures.

CDC. The Committee recognizes the vital services provided by the Centers for Disease
Control and Prevention (CDC) by including $250 million more than the President’s
request. The increase would provide assistance to a number of new and ongoing
initiatives including increasing public health emergency preparedness, vaccines and
medical supplies for the Strategic National Stockpile, increasing surge capacity, and other
critical emergency preparedness functions.

Pandemic Influenza. The Committee-reported resolution recognizes the President’s
commitment to increase our Nation’s ability to prepare for and effectively respond to an
outbreak of pandemic influenza. The resolution includes $2.3 billion in emergency
spending to implement the second year of the Administration’s pandemic influenza
preparedness plan to increase domestic vaccine production and surge capacity, as well as
increasing medical supplies for the Strategic National Stockpile. The resolution also
includes an additional $352 million for pandemic influenza preparedness activities,
including improving expanding detection capabilities, increasing pandemic preparedness,
containment and response, and establishing a vaccine registry.

HRSA. The Committee recognizes the important mission of the Health Resources and
Services Administration (HRSA) to increase health care access for those who are
medically underserved. The resolution has increased funding for HRSA by $235 million
over the President’s request. These increases are intended to support rural health care
initiatives.

Community Health Centers. The Committee-reported resolution supports funding for
the Consolidated Health Centers program at a level consistent with the President’s
request. The Committee believes that these funds should be used to support the goal of
creating 1,200 new or expanded centers, serving an additional 6.1 million patients,
especially in underserved communities.

Funding for the Office of Generic Drugs. The Committee supports expanding efforts
to encourage the use of generic drugs to make more affordable medicine available to
consumers. Currently, more than 53 percent of prescriptions are filled with generic
medications. The Committee believes that with a backlog of more than 800 applications
for new generic drugs Congress should continue to invest in the generic drug review.
That investment can take several forms including increased appropriations or industry



user fees. The Committee notes the proven track record of industry user fees as a means
to speed drug and device approval leading to increased access for consumers.

IRS

The tax gap is the difference between the amount of tax the IRS collects and what it is
actually owed. The IRS estimates they collect on net $290 billion less than taxpayers
owe, which is equivalent to a noncompliance rate of 16 percent. Noncompliance entails
not reporting entire tax liability (underreporting), not filing required returns on time, or
not paying amount owed in a timely manner. The IRS estimates that 69 percent of the
overall tax gap is attributable to the following kinds of underreporting:

e 28 percent attributable to understated business income (unreported receipts &
overstated expenses)

e 16 percent from understatement of non business income (wages, tips, interest,
dividends, and capital gains)

e 16 percent due to underreported self-employment income

e 9 percent from overstated subtractions from income (deductions & exemptions)

IRS analysis suggests expanded third-party reporting and withholding would likely
reduce the tax gap. Currently wages and salaries are subject to both third-party reporting
and withholding. Their “visibility” to the tax system reduces the likelihood of
underreporting. As visibility falls, compliance declines. Interest and dividends are
subject to third party reporting but not withholding. As a result noncompliance is
relatively higher than it is for wages. Sole-proprietor income is the least visible forms of
income, exempt from third party reporting or withholding and most likely to be
misreported.

The President’s Budget requests $11 billion to fund the IRS for 2007. Of this amount,
almost two-thirds ($7.0 billion) would be spent on enforcement, including an increase of
$137 million to expand on an effort to close the tax gap. Like last year -- when an
additional $446 million was requested, reserved in the budget resolution, and ultimately
enacted -- the President is proposing a program integrity cap adjustment to make sure his
requested increase for enforcement activities is enacted in the appropriations process.
Because of the size of the tax gap and the importance of making sure every taxpayer
pays a fair share, the Committee-reported resolution would double the amount requested
to $274 million for the IRS enforcement program integrity cap. According to the IRS,
current enforcement activities yield four dollars in direct revenue for every dollar
invested in its budget. In 2005, the IRS collected a record $47.3 billion in enforcement
revenue — an increase of $4.7 billion (10 percent) compared to 2004.



Natural Resources and Environment

The Committee-reported resolution endorses the recommendations of the U. S.
Commission on Ocean Policy. The resolution assumes that the National Oceanic and
Atmospheric Administration (NOAA) is funded at not less than the fiscal year 2006 level.

Science

The Committee-reported resolution assumes full funding of the President’s request for
the Department of Energy Office of Science and the National Science Foundation. This
funding level will support scientific research tools for economically significant R&D,
bolstering K-12 education including Math and Science Partnerships, high-end computing,
advanced networking, nanotechnology, biotechnology, and science research. This
funding is critical in supporting world-class federal research facilities and advancing
innovation and discovery. Within Function 250, the resolution assumes full funding of
the President’s request for NASA.

B. REVENUES

Federal revenue collections have been on the rise recently, following three years of
decline. The terrorist attacks of September 11, the bursting of the stock market bubble,
corporate scandals, and an economic recession resulted in declines in tax collections in
2001, 2002 and 2003. Revenues rose 14.5 percent in 2005 and are projected to rise 6.9
percent in 2006.

The Committee-reported resolution assumes that tax rates are not increased (in
anticipation that Congress ultimately will extend the beneficial tax relief enacted in 2001
and 2003). The Committee-reported resolution assumes a modest reduction in revenues,
relative to the baseline, that balances the need for fiscal responsibility with the need to
continue modest tax rates necessary to continue economic growth and job creation.

Compared with the CBO baseline, the Committee-reported resolution assumes on-budget
revenues are reduced by $227 billion over five years. The resolution includes no revenue
reconciliation instructions.

The CBO baseline projects that the federal government will collect $13.8 trillion over the
next five years in tax receipts. The tax relief assumed in the Committee-reported
resolution is 1.6 percent of total expected revenues.

Since the Tax Relief Act of 2005 (pursuant to the reconciliation instruction in the FY
2006 Budget Resolution) has not yet been enacted, the tax relief assumed in the
resolution is sufficient to accommodate extensions of current capital gains and dividend
tax rates and existing provisions for small business expensing through the five year
budget window. The resolution also accommodates extension of the marginal income tax
rate reductions, child tax credit, marriage penalty relief, education provisions, estate tax



relief and many other provisions that are set to expire after 2010. The Committee-
reported resolution assumes these incentives continue throughout the five-year budget.
The resolution accommodates a 2006 Alternative Minimum Tax fix, and can
accommodate extensions of other provisions that will expire within the budget window,
such as the deduction for qualified education expenses, the research and experimentation
credit, the Generalized System of Preferences and others.

Economic Growth Propels Revenues

$3,100
$2,900
$2,700
Internet bubble bursts
$2,500 - 9/11 Attacks
E $2.300 - War Begins
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C. DEBT LEVELS

Gross federal debt (and the associated debt subject to limit) is comprised of debt issued to
government accounts as well as debt held by the public. Debt held by the public is issued
by the government to raise cash, and is the most meaningful measure of debt in terms of
its relationship to the economy. Debt held by government accounts reflects one part of
the government borrowing from another part, and involves no cash transactions with the
public. It is used to track money flows relating to specific trust fund programs, such as
Social Security.

Debt held by the public reached 109 percent of GDP during the heavy borrowing time of
World War 11, and it took nearly another two decades before debt held by the public fell
to its post-war average of 41.5 percent of GDP.

Under the Committee-reported resolution, debt held by the public, the debt that Congress
can control through its budget process, rises from $4,967 billion in 2006 to $6,169 billion



in 2011, and increase of $1.2 trillion. Under the Committee-reported resolution, debt
held by the public falls as a percent of GDP for the budget period, from 39 percent in
2007 to 36.8 percent in 2011, below the post-war average. Debt subject to limit, a
broader measure of debt (which includes debt held by government accounts), is projected
to be $8,527 billion at the end of 2006 and $9,190 billion at the end of 2007.

D. TAX EXPENDITURES

The Congressional Budget Act of 1974 requires a listing of tax expenditures in the
President’s budget submission and in reports accompanying congressional budget
resolutions. Tax expenditures are defined by the Act as “revenue losses attributable to
provisions of the Federal tax law which allow a special exclusion, exemption, or
deduction from gross income or which provide a special credit, a preferential rate of tax,
or a deferral of tax liability.” Under this definition, the concept of tax expenditures refers
to revenue losses attributable exclusively to corporate and individual income taxes. The
estimates presented here are from the Department of Treasury and were published in the
Analytical Perspectives volume of the Fiscal Year 2007 President’s Budget. Because of
the interaction among provisions, it is incorrect to assume that estimates of separate tax
expenditures can be summed to calculate a total revenue effect of a repeal of a group of
tax expenditures. The tax expenditures in the following list are estimated separately,
under the assumption that all other tax expenditures remain in the code. If two or more
tax expenditures were estimated simultaneously, the total change in tax liability could be
smaller or larger than the sum of the amounts shown for each item separately.



V. SUMMARY TABLES
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Reserve Funds Withheld from Committee Allocations

($ billions)
2006 2007 2007-2011
Banking Committee
National Flood Insurance Program
Budget Authority 2.700 2.900 2.900
Outlays 2.700 2.900 2.900

Reconciliation by Senate Committee

($ billions)
2007 2007-2011
Energy and Natural Resources
Budget Authority 0.000 -3.000
Outlays 0.000 -3.000

Pay-as-You-Go Scorecard
(In billions of dollars, fiscal years)

Pay-as-you-go scorecard reflecting levels for the Committee-reported resolution:

2006 $12.531
2007 $36.266
2007-2011 $213.942
2012-2016 $47.798



V. RESERVE FUNDS AND ENFORCEMENT

RESERVE FUNDS

Sec. 301 - Reserve Fund for the Uninsured. The Committee-reported resolution
includes a deficit-neutral reserve fund for legislation reported by the Committee on
Health, Education, Labor and Pensions or the Committee on Finance that addresses
health care costs, coverage, or care for the uninsured by increasing access to integrated
health care services and increasing the number of people who have health insurance
focusing specifically on individuals without employer-sponsored coverage, college
students, recent graduates, and chronically ill individuals.

Sec. 302 - Reserve Fund for Health Information Technology. The Committee-
reported resolution includes a deficit-neutral reserve fund for legislation that provides
incentives or other support for the adoption of health information technology to improve
health care quality.

Sec. 303 - Reserve Fund for Asbestos Injury Trust Fund. The Committee-reported
resolution includes a deficit neutral reserve fund for the asbestos injury compensation
legislation. The committee recognizes the urgent need for litigation reform for victims of
asbestos exposure. The committee intends any asbestos compensation fund to protect the
budget and taxpayers from a financial obligation associated with outstanding claims, debt
of the fund and interest on such debt. This reserve fund is structured to work exactly the
same as the asbestos reserve fund in the FY 2006 Budget Resolution.

Sec. 304 - Reserve Fund for Prescription Drug Importation. The Committee-reported
resolution includes a deficit-neutral reserve fund relating to the importation of Food and
Drug Administration (FDA)-approved prescription drugs from foreign countries with
strong drug safety laws.

Sec. 305 - Reserve Fund for County Payments. The Committee-reported resolution
provides for a deficit-neutral reserve fund for reauthorization of the Secure Rural Schools
and Community Self-Determination Act (P.L. 106-393), which provides payments to
counties in the Pacific Northwest and elsewhere that have experienced significant
declines in timber receipts from Federal lands.

Sec. 306 - Reserve Fund for Comprehensive Immigration Reform. The Committee-
reported resolution includes a deficit-neutral reserve fund for legislation for
comprehensive immigration reform that provides for increased interior enforcement, legal
employment verification, and enhanced information technology systems.

Sec. 307 - Reserve Fund for Indian Tribal Payments. The Committee-reported
resolution includes a deficit-neutral reserve fund relating to the settlement of trust
accounting deficiencies in the Individual Indian Moneys accounts.



Sec. 308 - Reserve Fund for The National Flood Insurance Program: The Committee-
reported resolution includes a reserve fund for legislation to reform the National Flood
Insurance Program. The reserve fund would liquidate the program’s remaining
obligations from the 2005 flooding, provided that the legislation forgives the program’s
debt to the Treasury and places the program on a sound actuarial basis by phasing out
subsidized coverage of non-primary residences, reducing the rate of repetitive loss
claims, and making other needed reforms.

In past disasters, the National Flood Insurance Program (NFIP) has had to borrow from
the Treasury upwards of $1 billion to pay claims that could not be covered by premiums
that had been collected. But the NFIP was always able to repay the Treasury with
subsequent premium collections as long as no new major flooding incidents occurred.
After Hurricane Katrina made landfall in August 2005, however, the NFIP was obliged to
pay unprecedented claims — exceeding $20 billion — without any money to pay them off.
To date, Congress has increased the NFIP’s borrowing authority from Treasury to $18.5
billion, but the NFIP is unlikely to ever be able to repay the Treasury because, under
current law, future premium income will not be sufficient to pay both the interest cost on
borrowing (which must be paid first) and the future claims that will occur from
subsequent flood disasters. Like the savings-and-loan crisis, the losses have already
occurred, and the federal government has a full faith and credit contractual pledge to
make good on them. The Congress might have simply appropriated the resources to the
NFIP to pay off outstanding claims, rather than increase NFIP’s level of borrowing, since
the NFIP has no hope of repaying unless Congress provides an appropriation to repay the
debt. This can still happen, however. As the NFIP has nearly exhausted its resources to
pay claims by the middle of March 2006, the Congress must act again to provide the
NFIP with authority to repay remaining claims from the 2005 floods. The reserve fund in
this resolution would accommodate legislation that would both resolve NFIP’s
obligations (to policyholders and the Treasury) and institute needed reforms to the
program.

Sec. 309 - Reserve Fund to Protect America’s Competitive Edge. The Committee-
reported resolution includes a deficit-neutral reserve fund for legislation reported by the
Committee on Health, Education, Labor and Pensions; the Committee on Energy and
Natural Resources; or the Committee on Commerce, Science, and Transportation that
increases the number of students and graduates pursuing science, technology, engineering
and math (STEM) or foreign language courses, degrees and occupations; improves
educational programs in these fields; increases investment in basic and applied research
at Department of Energy; improves educational opportunities in math, science, or
engineering; increases the investment in basic and applied research at NASA, NIST, or
NSF, or improves quality, coordination, or support for such research.

Sec. 310 - Reserve Fund for Conservation Programs. The Committee-reported
resolution includes a reserve fund stipulating that if legislation is enacted that opens the
Arctic National Wildlife Refuge (ANWR) to drilling, $1.05 billion of the associated
receipts will be devoted to appropriations for the Land and Water Conservation



Programs, the Forest Legacy Program, and the Coastal and Estuarine Land Protection
Program ($350 million per year in 2009, 2010, and 2011).

Sec. 311 — Reserve Fund for Chronic Care Case Management. The resolution
includes a deficit neutral reserve fund for legislation that addresses chronic care case
managements. The reserve fund creates a demonstration project that must be offset to
coordinate the care of chronically ill Medicare beneficiaries in fee-for service Medicare.

Sec. 312 - Reserve Fund for Bonneville Power Administration (BPA). The
Committee-reported resolution provides for a deficit-neutral reserve fund for legislation
that prohibits BPA from making early payments on its federal bond debt to the U.S.
Treasury.

ENFORCEMENT

Sec. 401 — Restrictions on Advance Appropriations

The resolution also continues a cap of $23.158 billion on advance appropriations
included in 2007 appropriation bills for 2008 and included in 2008 appropriation bills for
2009.

ACCOUNTS IDENTIFIED FOR ADVANCE APPROPRIATIONS

Interior: Elk Hills
Labor, HHS: Corporation for Public Broadcasting
Employment and Training Administration
Education for the Disadvantaged
School Improvement
Children and Family Services (Head Start)
Special Education
Vocational and Adult Education
Transportation, Treasury:
Payment to Postal Service
Veterans, HUD:
Section 8 Renewals

Sec. 402 - Emergency Legislation

The provision limits the use of “emergency” designations to avoid the budget process and
rules. This year the resolution includes a specific cap on the total amount of emergency
spending available for Fiscal Year 2007. The cap set at $90 billion is applicable to the
sum of all emergency spending, inclusive of amounts made available for the defense
function (050).



Sec. 403 - Discretionary spending caps

For 2007, the Committee-reported resolution sets limits for budget authority at $872.504
billion and outlays at $963.048 billion (caps that conform with enacted law to date are set
for 2006 also). The resolution includes a $274 million cap adjustment for IRS tax
enforcement. The resolution sets limits on budget authority at $895.784 billion for 2008
and $919.178 billion for 2009. During the appropriation process, a bill that would push
total discretionary spending beyond the cap amount would be subject to a 60-vote point
of order.

Sec. 406 - Creates a New Tool to Limit Direct Spending

The Committee-reported resolution includes a new enforcement tool to slow the growth
of federal direct spending when the Treasury’s general-fund contribution for the
Medicare program rises above 45 percent of total Medicare spending. The rate of growth
in Medicare spending under current law suggests that Medicare spending will soon
absorb a historically unprecedented amount of resources as a share of the both federal
government spending and the economy. Yet significant action to avoid this outcome is
lacking.

Under current law, there is already a warning system to indicate when Medicare spending
relies too much on general revenues instead of dedicated Medicare taxes (i.e., when more
than 45 percent of Medicare spending comes from general revenues). To create pressure
for significant Medicare or entitlement reforms (that will reduce the contribution from
general revenues to pay for Medicare costs), section 406 of the resolution creates a
budget point of order against any new direct spending legislation if the Chairman of the
Budget Committee projects (that within seven years) and notifies the Senate (for two
consecutive years) that the general fund will account for more than 45 percent of total
Medicare outlays. Direct spending proposals will not be subject to points of order if the
new direct spending is offset by changes in spending, receipts or revenues. The
Chairman may withdraw the notification when legislation to reduce the general fund
contribution to Medicare or reform of other entitlements are enacted.

Maintains existing points of order relating to Pay-as-you-go, Long-term Spending,
and Sense of Senate Provisions (not germane to a Budget Resolution)

The resolution leaves unchanged the existing pay-as-you-go point of order (waivable
with 60 votes), which would now apply against legislation that would increase the deficit
beyond the level assumed in the 2007 Budget Resolution for 2006, 2007, the 2007-2011
period, or the 2012-2016 period Also left in place is the long-term spending prohibition
against legislation that would cost more than $5 billion in any of the four 10-year periods
between 2015-2055.

Finally, the Committee-reported resolution notes that Sense of the Senate amendments
offered on the Senate floor to the budget resolution are not germane. During, markup, the



Chairman reiterated that section 204(g) of the FY 2001 Budget Resolution (H.Con.
Res.290 (106™ Cong.2™ Sess.) remains in effect, and reads as follows:

Precatory Amendments.—For the purposes of interpreting section 305(b) of the
Congressional Budget Act of 1974, an amendment is not germane if it contains
predominantly precatory language.



VI. COMMITTEE VOTES

On March 8, 2006, Chairman Gregg presented a “Chairman’s Mark” for the fiscal
year 2007 Budget Resolution to the Committee.

On March 9, 2006, the following roll call votes were taken during the Senate Budget
Committee mark-up of the FY 2007 Budget Resolution.

(1) Conrad, Feingold, Nelson and Wyden amendment to fully reinstate the pay-as-you-go
requirement through 2011.
Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham

(2) Murray, Stabenow, and Feingold amendment to increase Veterans medical services
funding by $1.5 billion in FYY 2007 to be paid for by closing corporate tax loopholes.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham



(3) Sarbanes, Stabenow and Feingold amendment to restore the cuts to the Assistance to
Firefighters Grant Program (FIRE Act) and the staffing for Adequate Fire and Emergency

Response (SAFER) Act by closing corporate tax loopholes.
Amendment defeated by:

Yeas: 10
Conrad
Sarbanes
Murray
Wyden
Feingold
Johnson
Byrd
Nelson
Stabenow
Menendez

Nays: 11
Gregg
Domenici
Grassley
Allard
Enzi
Sessions
Crapo
Ensign
Cornyn
Alexander
Graham.

(4) Feingold, Stabenow, Murray, Wyden, Sarbanes, and Menendez amendment to prevent
consideration of drilling in the Arctic National Wildlife Refuge in a fast-track budget

reconciliation bill.

Amendment defeated by:

Yeas: 10
Conrad
Sarbanes
Murray
Wyden
Feingold
Johnson
Byrd
Nelson
Stabenow
Menendez

Nays: 11
Gregg
Domenici
Grassley
Allard
Enzi
Sessions
Crapo
Ensign
Cornyn
Alexander
Graham



(5)Stabenow amendment to create a Medicare Part D reserve fund to provide seniors with
an option for a prescription drug benefit that is affordable, user-friendly, and
administered directly by Medicare.

Amendment defeated by:

Yeas: 9 Nays: 12
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn

Alexander
Graham
Menendez

(6) Menendez, Sarbanes, and Feingold amendment to provide an additional $965 million
to make our ports more secure by increasing inspections, improving existing programs,
and increasing research and development, and to fully offset this additional funding by
closing tax loopholes.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham



(7) Nelson, Stabenow amendment to provide funds ensuring Survivor Benefit Plan
annuities are not reduced by the amount of dependency and indemnity compensation that
military families receive and to provide funds for “paid-up” SBP by closing abusive
corporate tax loopholes.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham

(8) Conrad amendment to provide an additional $226 million to enhance the ability of the
Internal Revenue Service to collect taxes owed but not paid voluntarily, fully offset by
providing that taxpayers may no longer claim tax deductions for punitive damages, and
certain fines and penalties, as approved by the Senate in S. 202 and H.R. 4297.

Amendment withdrawn

(9) Murray, Stabenow amendment to restore funding for USCG traditional missions to
the FYO06 level, including a 4% overall increase, consistent with other Coast Guard
missions. The amendment would also provide additional funding for the small boat
programs, which allow the USCG the additional platforms necessary to perform its

traditional mission.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham



(10) Stabenow and Johnson amendment to provide an assured stream of funding for
veterans’ health care that will take into account the annual changes in the Veterans’
population and health care inflation to be paid for by restoring the pre-2001 top rate for
income over $1 million, closing corporate tax loopholes and delaying tax breaks for the

wealthy.

Amendment defeated by:

Yeas: 10
Conrad
Sarbanes
Murray
Wyden
Feingold
Johnson
Byrd
Nelson
Stabenow
Menendez

Nays: 11
Gregg
Domenici
Grassley
Allard
Enzi
Sessions
Crapo
Ensign
Cornyn
Alexander
Graham

(11) Wyden, Crapo, and Murray amendment to create a reserve fund for receipts from

Bonneville Power Administration.
Amendment accepted by Unanimous Consent

(12) Stabenow amendment to provide the necessary resources to our emergency
responders to that they can field effective and reliable interoperable communications
equipment to respond to natural disasters, terrorist attacks and public safety needs of
Americas communities and fully offset this by closing egregious tax loopholes, collecting
more from the tax gap and delaying a portion of tax breaks for those who make over $1

million per year.

Amendment defeated by:

Yeas: 10
Conrad
Sarbanes
Murray
Wyden
Feingold
Johnson
Byrd
Nelson
Stabenow
Menendez

Nays: 11
Gregg
Domenici
Grassley
Allard
Enzi
Sessions
Crapo
Ensign
Cornyn
Alexander
Graham



(13) Menendez, Feingold, and Wyden amendment to help make more students access an
affordable higher education, prepare for college, and learn critical skills be restoring
funding for higher education and vocational education programs, and reduce debt by
closing tax loopholes and Sense of the Senate regarding Pell grants.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham

(14) Feingold amendment to express the sense of the Senate regarding Army National
Guard end strength funding.
Amendment withdrawn

(15) Conrad amendment to increase funding to combat an avian flu pandemic, increase
local preparedness, and create a Manhattan Project-like effort to develop a vaccine to
inoculate the U.S. population against a possible pandemic by $5 billion in FY 2007, to be
paid for by increasing tax compliance by requiring withholding on all payments for goods
and services by all levels of government—federal, state, and local.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham



(16) Murray amendment to establish a reserve fund to improve the Medicare prescription

drug benefit.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham

(17) Wyden Amendment to ensure that any savings associated with legislation that
authorizes the Secretary of Health and Human Services to use the collective purchasing
power of 40,000,000 Medicare beneficiaries to negotiate the best possible price for
prescription drugs provided through Part D of Title XVII1 of the Social Security Act in
fallback plans, by private drug plans (if asked) and in other circumstances, but not
permitting a uniform formulary or price setting, is reserved for deficit reduction or to
improve the Medicare drug benefit.

Amendment defeated by voice vote

(18) Sarbanes amendment to restore funding for the U.S. Army Corps of Engineers’ civil
works program, the Clean Water State Revolving Fund, the National Park Service,
NOAA, USDA Forest Service and conservation programs and other natural resource
needs. Adds $2.9 billion to bring total for Function 300 up to $31.1 billion (baseline).
Offset by closing corporate tax loopholes.

Amendment defeated by:

Yeas: 10 Nays: 11
Conrad Gregg
Sarbanes Domenici
Murray Grassley
Wyden Allard
Feingold Enzi
Johnson Sessions
Byrd Crapo
Nelson Ensign
Stabenow Cornyn
Menendez Alexander

Graham



(19) Conrad amendment to allow for deficit-neutral legislation that provides the Centers

for Medicare and Medicaid Services (CMS) with $1.75 billion to create a demonstration

project or program that assigns a case manager to coordinate the care of chronically-ill

and other high-cost Medicare beneficiaries in traditional fee-for-service Medicare.
Amendment accepted by Unanimous Consent

(20) Grassley amendment to restore $500 million from Title XX of the Social Security
Act—The Social Services Block Grant (SSB) for FY 2007, re-establishing funding for
SSBG to a total of $1.7 billion for FY 2007.

Amendment accepted by Unanimous Consent

(21) Final Passage
Measure adopted by:

Yeas: 11 Nays: 10
Gregg Conrad
Domenici Sarbanes
Grassley Murray
Allard Wyden
Enzi Feingold
Sessions Johnson
Crapo Byrd
Ensign Nelson
Cornyn Stabenow
Alexander Menendez

Graham



Vlila. VIEWS AND ESTIMATES

Section 301(c) of the Congressional Budget Act requires the committees of the Senate to
report to the Budget Committee the views and estimates of budget requirements for
matters within their jurisdictions to assist the Budget Committees in preparing the budget
resolution.

Following are the views and estimates received from the various committees:



VIilb. ADDITIONAL VIEWS



Statement by

Senator Charles E. Grassley

Thank you Mr. Chairman. I want to acknowledge the hard work
you have put into providing a bill for this committee to consider.

You have put forth a package that contains no cuts to mandatory
agriculture programs. I was going to offer an amendment
related to farm payments and have decided against it.

But for the record, if at anytime during the course of the budget
process Congress considers cutting mandatory agriculture
spending, I will offer an amendment similar to the legislation
that I offered during the 2002 farm bill debate and direct the
savings to conservation, rural development, and nutrition
programs.

The American people recognize the importance of the family
farmer to our nation, and the need to provide and adequate
safety net for family farms.

Critics of farm payments have argued that the largest corporate
farms reap most of the benefits of these payments. The reality
is, 72 percent of the benefits have gone to only 10 percent of our
nation’s farmers.

Farm payments that were originally designed to benefit small
and medium sized family farmers have contributed to their own




2

demise. Unlimited farm payments have placed upward pressure
on land prices and have contributed to overproduction and lower
commodity prices, driving many family farmers off the land.

When T tried to strengthen payment limitations during the farm
bill debate it passed this body by a bi-partisan vote of 66 to 31
but was taken out in conference.

I offered a Sense of the Senate last year in the Budget
Committee addressing stronger farm payment limits and it
passed by a bi-partisan vote of 15 to 7.

Last fall during reconciliation I offered an amendment that
would have placed a hard cap of 250,000 on farm payments and
directed the 1.1 billion in savings over five years to
conservation.

This amendment was defeated because many members of the
Senate wanted to wait until the 2007 farm bill debate to adopt
such a provision,

As the only working farmer in the Senate it is hard for me to
advocate any cuts that could negatively affect small producers.

So I was pleased with the Chairman’s package that takes into
account the hardships that are being felt in rural America with

low commodity prices, and record high input costs.

Once again, I thank the chairman.




U.8. Congress
Washington, DC 20515

@'\ CONGRESSIONAL BUDGET OFFICE Douglas Holtz-Eakin, Director

March 3, 2004

Honorable Ron Wyden
United States Senate
Washington, DC 20510

Dear Senator:

On January 23, 2004, CBO stated in a letter to Majority Leader Frist that
siriking the “noninterference” provision (section 1860D-11(i) of the Social
Security Act, as added by P. L. 108-173, the Medicare Prescription Drug,
Improvement, and Modernization Act of 2003) would have a negligible effect
on federal spending. This letter responds to your question concerning the
potential for savings if that provision were modified to give the Secretary of
Health and Human Services authority to negotiate prices for single-source
drugs for Medicare beneficiaries.

Most single-source drugs face competition from other drugs that are
therapeutic alternatives. CBO believes that there is little, if any, potential
savings from negotiations involving those single-source drugs. We expect that
risk-bearing private plans will have strong incentives to negotiate price
discounts for such drugs and that the Secretary would not be able to negotiate
prices that further reduce federal spending to a significant degree.

Nevertheless, there is potential for some savings if the Secretary were to have
the authority to negotiate prices with manufacturers of single-source drugs
that do not face competition from therapeutic alternatives. Private plans
offering a prescription drug benefit to Medicare beneficiaries will have less
leverage in negotiating discounts for drugs without therapeutic alternatives
than they have in price negotiations for drugs that do face such competition.
(In that regard, the Medicare plans will be no different than private health
plans that offer prescription drug coverage to other populations.)

Under current law, there already are significant pressures that limit the prices
that manufacturers charge for drugs—whether those drugs face competition
from therapeutic alternatives or not. Those pressures include the prospects

www.cho.gov




Honorable Ron Wyden
Page 2

that plans will not cover a drug (or will substantially limit the amount they pay
for a drug) and that manufacturers will provoke a backlash (potentially
including legislation) if they set prices too high, Moreover, the creation of the
Medicare drug benefit has given federal officials greater opportunity and
incentive than under prior law to bring pressure on manufacturers—for
example, by influencing public opinion and policy makers—if the prices that
manufacturers set for single-source drugs that are not subject to competition
from therapeutic alternatives are perceived as being too high. Giving the
Secretary an additional tool—the authority to negotiate prices with
manufacturers of such drugs—would put greater pressure on those
manufacturers and could produce some additional savings.

CBO has not estimated the effect on federal spending of authorizing the
Secretary to negotiate prices for single-source drugs. The extent of any
savings would depend significantly on the details of legislative language; a
proposal that applied to a broader range of drugs could generate no savings
or even increase federal costs. The effect on federal spending would also
depend on how the Secretary would choose to exercise any new authority to
negotiate prices. '

If you have any further questions, we would be happy to answer them. The
CBO staff contact is Tom Bradley.

Sincerely,

D ety

'Douglas Holtz-Eakin
Director

cc: Honorable William H. Frist, M.D.
Majority Leader

Honorable Tom Daschle
Democratic L.eader

Honorable Don Nickles
Chairman
Committee on the Budget
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Honorable Charles E. Grassley
Chairman
Committee on Finance

Honorable Max Baucus
Ranking Democratic Member

Honorable Jim Nussle
Chairman
House Committee on the Budget

Honorable John M. Sprait Jr.
Ranking Member

Honorable William "Bill" M. Thomas
Chairman
Committee on Ways and Means

Honorable Charles B. Rangel
Ranking Member

Honorable Joe Barton
Chairman
Committee on Energy and Commerce

Honorable John D. Dingell
Ranking Member




, CONGRESSIONAL BUDGET OFFICE Douglas Hoftz-Eakin, Director
fy U.3. Congress
Washington, DC 20515

January 23, 2004

Honorable William H. Frist, M.D.
Majority Leader

United States Senate
Washington, DC 20510

Dear Mr. Leader:

At your request, CBO has examined the effect of striking the
“noninterference” provision (section 1860D-11(i) of the Social Security Act)
as added byP. L. 108-173, the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003. That section bars the Secretary of Health and
Human Services from interfering with the ncgotiations between drug
manufacturers and pharmacies and sponsors of prescription drug plans, or
from requiring a particular formulary or price structure for covered Part D
drugs.

We estimate that striking that provision would have a negligible effect on
federal spending because CBO estimates that substantial savings will be
obtained by the private plans and that the Secretary would not be able to
negotiate prices that further reduce federal spending to a significant degree.
Because they will be at substantial financial risk, private plans will have strong
incentives to negotiate price discounts, both to control their own costs in
providing the drug benefit and to attract enrollees with low premiums and
cost-sharing requirements.

If you have any questions we would be happy to answer them. The CBO staff
contact is Tom Bradley. ‘

Sincerely,

Douglas Holtz-Eakin
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Tom Daschle
Democratic Leader

Honorable Don Nickles
Chairman
Committee on the Budget

Honorable Kent Conrad
Ranking Member

Honorable Charles E. Grassley
Chairman
Committee on Finance

Honorable Max Baucus
Ranking Democratic Member

Honorable Jim Nussle
Chairman
House Committee on the Budget

Honorable John M. Spratt Jr.
Ranking Member

Honorable William "Bill" M. Thomas
Chairman
Committee on Ways and Means

Honorable Charles B. Rangel
Ranking Member

Honorable W. J, "Billy" Tauzin
Chairman
Committee on Energy and Commerce

Honorable John D. Dingell
Ranking Member




Senator Charles E. Grassley Remarks
Senate Committee on the Budget Mark Up
Fiscal Year 2007 Budget Resolution
Grassley Amendment Restoring Funding for the Social Services Block Grant
March 9, 2006

I thank Chairman Gregg for accepting my amendment to restore
funding to the Social Services.Block Grant.

Look, this is a good program that provides states and localities
with fuhding so that they can help our most vulnerable citizens.

Rather than micromanage this assistance, the SSBG provides
states with the flexibility to design a program that meets their

unique needs.

These include: child and adult protective services, services for
persons with disabilities and services for older adults.
Additionally, SSBG helps support child welfare programs.

The Deficit Reduction Act (DRA) included several provisions that
could have implications for child welfare services, including
reforms of Targeted Case Management and other foster care

eligibility provisions.
Additionally the new welfare reform requirements could redirect

money that states currently spend on child welfare in order to

meet the new work requirements.
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» I supported these provisions because I felt they had merit on the
policy and because I was able to redirect funding back into the
child welfare system in the form of increased spending on Safe
and Stabfe Families and funding for court improvement grants.

¢ However, these changes do mean that there may be a disruption
in state child welfare systems. We should not be reducing
another critical funding source for child welfare before states
have had the opportunity to adjust to the changes made in the
DRA.

e Again, I thank Chairman Gregg for accepting my amendment.
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Vilc. MINORITY VIEWS



MINORITY VIEWS OF RANKING DEMOCRATIC MEMBER
SENATOR KENT CONRAD (D-ND)
March 10, 2006

To the extent that this is a “vanilla” budget, as it has been described by the Majority, that is a mistake.
This is a time that calls for bold action to put the nation’s fiscal house back in order. Unfortunately,
by following closely to President Bush’s budget proposal, the Majority’s budget resolution says ‘steady
as you go; keep running up the debt; keep overcharging the credit cards.’

The reality is that the Bush administration has taken the nation from record surplus to record deficit
and has put us on a fiscal course that is utterly unsustainable. It has run up deficits and debt at the
worst possible time, on the brink of the retirement of the baby boom generation. And the Majority’s
budget resolution does nothing to put us on a more secure fiscal path.

Like the President’s budget, the Majority’s budget resolution leaves out large costs to make the deficit
look smaller. It leaves out the full ten-year numbers, concealing the exploding cost of tax cuts in the
second five years. It leaves out funding for ongoing war costs beyond 2007. It leaves out Alternative
Minimum Tax (AMT) reform beyond 2006. And it leaves out the cost of the President’s Social
Security privatization plan, which the President claims he is still committed to enacting.

Although the Majority claims that its budget plan will reduce the deficit, we can see that it will
actually result in a $71 billion higher deficit over five years than doing nothing at all. The cumulative
deficit over five years under the Congressional Budget Office’s baseline is $1.07 trillion, while the
cumulative deficit over five years under the Majority’s budget resolution is $1.14 trillion.

Senate GOP Budget: $71 Billion
Worse Than Doing Nothing

(% in trillions)

$71 billion higher
deficit under Senate
GOP Budget

$1.07 T

$1.00 Deficit Under: Deficit Under:

CBO Baseline Senate GOP Budget
FY 2007-2011 FY 2007-2011

Note: Cumulative deficit over five years:
Source: CBO, Senate GOP Budget Resolution




But the deficit increase doesn’t tell the whole story. The debt is increasing far more each year than the
deficit levels claimed by the Majority. When you add in omitted costs such as AMT reform and
ongoing war costs, as well as the Social Security and other trust fund surpluses also being spent, we see
that the debt will actually go up by more than $600 billion every year over the next five years.
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The result of following closely to the administration’s irresponsible fiscal policies is that gross federal
debt is exploding. At the end of 2001, the year the Bush administration took office, gross debt was
$5.8 trillion. By the end of 2006, gross debt is projected to reach $8.6 trillion. And under the
President’s budget, with AMT reform and ongoing war costs added in, gross debt will soar to $11.8

trillion by the end of 2011. We can expect a similar outcome if the Majority’s budget resolution is
adopted.

Building a Wall of Debt
Gross Federal Debt Soars

$11.8T
in 2011

$8.6T
in 2006

I

5 2001 2003 2005 2007 2009 2011

Source: CBO and SBC Demo: ic staff
Note: CEHO resstimate of Prasident's FY 2007 Budget with AMT reform and engeing war costs,




This soaring debt has made us increasingly reliant on foreigners to buy our debt and finance our deficit
spending. Foreign holdings of U.S. debt have gone up 115 percent since 2001, rising from $1.01
trillion in January 2001 to $2.18 trillion in December of last year. It took 42 Presidents 224 years to
run up a trillion dollars of external debt. This administration has more than doubled that amount of
external debt in five years.

Notably, the Majority’s budget resolution fails to restore the stronger paygo, or pay-as-you-go, budget
enforcement rule that was so effective in bringing down deficits in the 1990's. The paygo rule simply
requires that any new mandatory spending or tax cut legislation be paid for, or get 60 votes in the
Senate. Instead, the Majority’s budget resolution leaves in place the current weaker paygo rule that
exempts all mandatory spending and tax cuts included in any budget resolution.

The bipartisan budget watchdog group, the Concord Coalition, among others, has repeatedly called
for the restoration of a stronger paygo rule that applies to both spending and tax cuts. Last year, the
group stated: “Exempting tax cuts from PAYGO does nothing to promote fiscal discipline. It would neither
control spending nor shrink the deficit. All it would do is exempt any tax legislation from fiscal scrutiny,
regardless of the circumstances. Such an enormous and unnecessary loophole would not be wise policy given
that deficits are back for as far as the eye can see. Since spending and tax decisions both have consequences for
the budget, there is no good reason to exempt either from enforcement rules.”

Finally, like the President’s budget, the Majority’s budget resolution focuses on the wrong priorities.
At the same time that the Majority proposes tax cuts that primarily benefit the wealthiest, it again
proposes to cut funding for programs that impact the rest of the American people. Although the
resolution only provides overall spending levels for different areas, the totals assume most of the
President’s misguided cuts will be enacted.

A recent National Catholic Reporter editorial described the President’s budget this way: “But what has
become cliché during five years of the Bush administration is now glaringly apparent in the easily discerned
outlines of its proposed 2007 budget: Cuts in vital programs that benefit the poor and middle class,
continuing tax relief for the very wealthy and substantial increases for defense and Homeland Security. If
budgets are, as some contend and we would agree, moral documents, then this one suggests we have
abandoned a basic sense of right and wrong and any notion that we are at our best when we strive to make
life better for all, not just those who manage to accumulate wealth.”

Wrong Priorities

Program
Byrne Justice Assistance Grants | Eliminated
Safe and Drug-Free School Grants | Eliminated
Vocational Education | Eliminated
COPS | 78%
Firefighter Grants 55%

| 54%
Weatherization Grants | 32%

[ 30%
Community Development Block Grants | 20%
LIHEAP | 17%




We can provide the resources to support America’s priorities while still restoring fiscal responsibility.
But it will take real leadership. Unfortunately, the Majority has chosen instead to propose a budget
resolution that focuses on the wrong priorities and takes us further down the road of deficits and debt.



Vild. ADDITIONAL REPORT LANGUAGE

Emergency Management Performance Grants

The Committee recognizes that Emergency Management Performance Grants are
important for building state and local emergency management capability and
recommends that sufficient appropriations are provided for Emergency Management
Performance Grants to carry out the mission of the program.

Renewable Energy Research

The Committee recognizes the importance of renewable energy in creating an energy
future for the nation that is environmentally and economically sustainable. Recognizing
the important work performed by the Department of Energy’s Office of Energy
Efficiency and Renewable Energy, the Committee recommends that sums appropriated
be directed toward the Office’s core programs, such as the National Renewable Energy
Laboratory (NREL) and its competitive grant process. The Committee finds that the
doubling of earmarks from FY 2005 to FY 2006 detracted from the Office’s core
programs and, if continued over the long term, threatens NREL’s ability to provide for
our nation’s energy future.

Agricultural and Forestry Research

The Committee recognizes the importance of base support for university-based
agriculture and forestry research through the Hatch Act and Mclintire-Stennis Cooperative
Forestry Research programs. The Committee urges the Administration to work with
universities on a long-term plan to combine base and competitive funds to maximize
university response to federal research priorities.

Coal Research

The Committee recognizes the important role of coal (our most abundant domestic
energy source and primary fuel for electricity generation) and coal technologies in
helping America become energy independent. The Committee recognizes the success of
the Clean Coal Power Initiative (CCPI) and urges funding levels that put this program
back on track to meet the government's $2 billion funding commitment to CCPI by 2010.
The Committee also recognizes the FutureGen Project and the advanced coal research
program and urges additional adequate funding for these coal research programs as well.

Kidney Care
The Committee recognizes the importance of high-quality kidney care to Medicare

beneficiaries and urges review of the impact on patient care that the lack of an automatic
annual payment update for dialysis services has had on beneficiaries.



Rural Ambulance

The Committee believes that Medicare beneficiaries should continue to have access and
high quality service from rural ambulance providers.

Poison Control Centers

The Committee supports funding for the Poison Control Program as it serves an integral
part of our Nation’s health care system. Ready access to poison control services has
proven to reduce severity of illness, death, and health care costs. Additionally, the Poison
Control Centers serve an important role as a source of public information regarding
potential public health and bioterrorism threats.





