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General Notes:

All years are fiscal years unless otherwise noted.

Throughout the document, the following abbreviations are used:
for the Congressional Budget Office, CBO;
for the Office of Management and Budget, OMB; and
for Gross Domestic Product, GDP.

Unless otherwise noted, funding levels for discretionary programs are stated in budget authority,
and funding levels for entitlements and other direct spending programs represent outlays.

The amount needed to maintain purchasing power at the 2008 level is calculated based on
OMB’s estimate of baseline levels, unless otherwise noted.

Numbers in tables may not add due to rounding.
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Overview

The President’s 2009 budget contains the same

misguided policies as his previous budgets. Rather
than balancing in 2012 as the Administration has
repeatedly promised, under realistic assumptions,
this budget will create large deficits for “as far as
the eye can see.” Using OMB estimates, the 2008

in Billions of Dollars
Total Revenues

Total Expenditures

2009 Budget Summary

deficit will reach $410 billion (the second largest in
history), followed by a 2009 deficit of
$407 billion, a number that is likely to grow as the

Total Deficit

full costs of Administration policies are
included. Deep cuts in key programs —
ranging from health care to education,
most of which have proven unpopular
when proposed in the past — are again
used to pay for tax cuts that heavily
benefit the most fortunate Americans.

Administration 2009 Budget Reflects

the Same Misguided Priorities — As in

prior years, the budget prioritizes
permanent extension of the 2001 and
2003 tax cuts, at the expense of funding
for critical domestic services and
investments.

Budget Never Reaches Balance Under
Realistic Assumptions — The budget

Misguided Priorities

Winners

« 2001/2003 tax cuts
($3.0 trillion over 10 years)

Losers

+ Domestic priorities including
aducation, health research first
responders

* Medicare beneficiaries

* Future generations burdened by
erowing debt

Realistic Bush Deficit Shows Administration

Budget Never Reaches Balance
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Administration’s Economic and Budget Record

The budget represents the last policy statement this Administration is likely to put forward.
Together with previous proposals, the budget paints a comprehensive overview of the
Administration’s economic and budget record. The picture that emerges is one of diminished
government services, record deficits and debt, and the gradual deterioration of the country’s
economic security.

Broken Government: Government Core Capabilities Have Deteriorated — The collapse of the
Minneapolis bridge, FEMA’s failed response to Hurricane Katrina, and persistent patient neglect
at Walter Reed have served as some of the most poignant and visible examples of the strains
under which the federal government has been operating. But the stresses brought about by
seven years of indifferent management and budget cuts are taking their toll in many other ways
as well. Basic government services are falling badly behind. Social Security disability backlogs
are approaching a record 750,000, with the wait for a hearing averaging 17 months. The
veterans’ disability compensation system is under significant strain, with claims processing
backlogs growing more than 50 percent since 2003. Long-term infrastructure investments are
not being made. Important improvements in homeland security have been deferred.

Broken Budget: Administration . S
Posts Record Debts and Deficit—  Budget Deteriorates by $8.8 Trillion

The Administration's estimated Under Republican Policies
deficit of $407 billion marks a $5.6 Trillion Suphis

$1.1 trillion deterioration for one
year alone relative to the

$710 billion surplus estimated for
2009 when the Administration took B
office. In all, the $5.6 trillion =

projected ten-year surplus that the

Administration inherited when it

took office has been converted,

under realistic estimates, into a H=nuary 2001 Fresidert's Policies
$3.2 trillion deficit. This represents LeSets mmaecas) S

a swing of $8.8 trillion in the wrong

direction — the largest fiscal deterioration in American history. More than 80 cents of every
dollar of new debt since 2001 is owed to foreign investors, including foreign governments. The
high level of indebtedness to foreign investors heightens the economy’s exposure to potential
instability from abroad or even financial threat from unfriendly foreign governments, and places
additional burdens on our children and grandchildren.

Total SurplusfOeficit 200222011




Broken Economy: Economic Record is Stagnant — The combination of underperforming
government and reckless fiscal policy have resulted in an economic record that offers little cause
for celebration. The current turmoil in the American economy comes on the heels of years of
lackluster economic performance. The brief recession of 2001 was followed by the weakest
recovery in modern history — with GDP, investment, and other key indicators growing at below
their average growth rates for other economic expansions. Even with the relatively weak
performance of the economy as a whole, the typical American family has fared even worse.

Job Creation Is Down, Long-Term

Job Growth Significantly Weaker under Unemployment Remains Persistently High

Current Administration

b i — The economy, which created more than
237,000 Heededto Keep 200,000 jobs per month between 1993 and
P:f‘: f;i?;?:::;m 2000, has averaged only 67,000 new jobs a

122,000 month since 2001 — only about half the pace

needed to keep up with the growth of the
working-age population. This weak job
market has left nearly 1.6 million more
‘ workers unemployed and increased long-term
. . unemployment by 62 percent. The
Clinton Bush manufacturing sector has been particularly
' - hard hit, with a loss of over 3 million jobs.

- . [

Many Lower- and Middle-Income
American Families Are Left Behind —
American workers are more productive
than ever, but the benefits have flowed
disproportionately to the most fortunate.

Typical Family Income Decreases
Under Bush Administration
Median Howsshokd Income, Constant 2006 Doiars)

A recent analysis by CBO shows that real Rl

after-tax income increased an average of $49.000 F } - §1.000
nearly $180,000 (or more than 20 $45.000 | :
percent) for households in the top one

percent in 2005 alone (the latest year of $47.000 F

tax return data). Meanwhile, since 2000 $46.000

the real income of a typical family has

fallen by almost $1,000, and our most i $45,000
vulnerable citizens have fared the e

worst. In 2006 (the last year for which

Census data are available), the official poverty rate was 12.3 percent. That is 36 million
Americans living in poverty — an increase of 4.9 million people since 2000. Nearly 13 million
children are now living in poverty, representing over 17 percent of all American kids.

2000 2006



Families Are Being Squeezed — Rising
energy prices and health care costs are
making it harder for American families to
make ends meet. In 2006 (the last year for
which data are available), 47 million
Americans were making do without health
insurance. From 2000 to 2006, 8.6 million
people lost their coverage. Those with
health insurance are losing more and more
of their paychecks to premiums, without
receiving more generous benefits. Gas is
over $3 a gallon — more than twice its price - $':1'Bnm S A A
when the President took office. A gallon of ¥ ‘ '

milk is now approaching $4 in many cities.
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Administration Fiscal Policy Has Real Economic Growth Significantly
Produced the Weakest Economy since Weaker under Bush Administration
World War II — Since the implementation 41 3.7 hemeAmaine
of the tax cuts, economic growth has failed 351
to match the CBO estimate of economic 31
growth without the tax cuts. The current 25
expansion is now the weakest of all the 3
economic expansions since the end of 15 -
World War II. 1l
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The economy is slowing, American s
households are hurting, and Congress is responding. The Congress just recently passed a
stimulus bill, the result of careful negotiation between the Administration and Congressional

leaders.

Over the next year, Congress will continue to advance proposals that will improve our economic
security and strengthen the fiscal fundamentals. This will include investing prudently in high
impact programs and supporting families struggling to make ends meet in the slowing economy—
all within a framework of fiscal responsibility.



Broken Government

At the same time deficits and debt are setting records, the level of government services and
responsiveness has deteriorated significantly over the past several years as a result of persistent
underfunding by this Administration and previous Republican Congresses. Social Security,
Veterans, State, and other departments and agencies are experiencing record backlogs for
essential government services, investments in critical infrastructure are being delayed, and
needed improvements in homeland security and emergency response are not being made.

Record Backlogs for Essential Government Services

Social Security Administration Waiting Times For Disability Decisions Have
Backlogs Top 17 Months — The Social Increased Under the Bush Administration
Security Administration is currently AR (eSSt S (A ST S R e (2

experiencing a record backlog of
746,744 pending disability hearings,
with the wait for a hearing averaging
17 months. Social Security cases will
increase by about 90,000 annually over
the next five years, likely resulting in a
backlog of one million cases by 2010.
The cause of the backlogs is mostly the
result of chronic understaffing and e e T L B e
increased claims. Lengthy waits can = 2
lead to bankruptcies, foreclosures, and a

high degree of personal stress. “People have died waiting for a hearing,” said Social Security
Commissioner Michael Astrue in July 2007.
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Veterans Claims Backlog Has Risen
50 Percent since 2003 — In March

2007, the Government Accountability
Office described a veterans’ disability

252
— benefits system on the verge of crisis.
S e As the number of veterans disability
claims grew from 735,000 in 2003 to
i 838,000 in 2007, the President’s budgets
254 and the Administration’s policies failed
1] to respond adequately. As a result, the
J number of claims pending at year’s end

smos | zoar — the “backlog” — grew by more than 50

Veterans Disability Claims Backlog Has
Grown More than 50 Percent Since 2003
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percent from 2003 to 2007, to nearly 392,000 claims. On average in 2007, a veteran’s
compensation or pension claim was pending with VA for six months. If a veteran appeals VA’s
determination, it takes an average of nearly two years (657 days) to resolve the appeal. Congress
has provided significant funding increases for 2007 and 2008 to hire another 2,900 claims
processors and begin to reduce this large backlog. For more information, see Function 700
(Veterans).

Deferred Maintenance and Infrastructure Spending

Nearly 300,000 Units of Affordable Housing
Lost — Data from the Department of
Housing and Urban Development (HUD)
show a steady loss of housing for low-income Letter from HUD Administrator to Landlord
families and elderly and disabled people who
live in public housing or receive federal
subsidies for private apartments. Each year, the Administration has ignored and added to the
$18 billion backlog in deferred maintenance for public housing units, instead allowing the units
to deteriorate until they are uninhabitable. Last summer, HUD simply failed to make contract
payments on time to landlords across the country that provide affordable housing through
Project-Based Rental Assistance. Most of the payments were delayed by one to three months,
and some were delayed even longer. HUD recently acknowledged that last year’s budget request
was $2.6 billion less than was needed to fully fund the contracts.

‘I cannot tell you exactly when the
property will be paid.”

Inadequate Resources for Homeland Security and Emergency Response

Underfunded Homeland Security and Emergency Response — Despite persistent threat of
attack, the Administration’s budgets have repeatedly cut the funding for several programs that
would either make us safer from attack or would bolster our ability to respond if such an attack
occurred. Every year the Administration has proposed large cuts to first responder grant
programs. The President's 2009 budget cuts funds for first responders by $2.0 billion below the
level needed to keep pace with inflation. Every year the Administration has proposed either no
funding, or inadequate funding, to address the more than $5 billion in basic security measures
that the Coast Guard has assessed that our ports need. The President's 2009 budget cuts port
security grants by $190 million below the 2008 enacted level.



Inadequate Consumer Protections
Food and Drug Administration Unable to Keep Pace — The inability of the Food and Drug
Administration (FDA) to support its mission has become an all-too-common story in recent

years. Peter Barton Hutt, a former chief counsel of the FDA, testified:

“the agency is barely hanging on by its fingertips.”

As an example, he pointed to the problems
experienced this past year with “FDA has become a paradigmatic
example of the ‘hollow government’
syndrome — an agency with expanded
responsibilities, stagnant resources, and
the consequent inability to implement or
enforce its statutory mandates.”

contaminated pet food. Given insufficient
resources, FDA must leave particular areas
neglected. According to Hutt, “This is what
happened with contaminated pet food, one
of many areas which have been neglected
because of a lack of agency resources.” Peter Barton Hutt, former FDA Chief Counsel

Last year, Representative Stupak, Chairman

of the Subcommittee on Oversight and Investigations of the Energy and Commerce Committee,
highlighted the problems FDA faces in protecting the nation’s food supply during hearings on
the topic:

“Due to the globalization of the American economy, there has been a dramatic
increase in the amount of imported food in recent years. In the last decade alone,
USDA-regulated meat and poultry imports have increased by 87 percent . . . Ata
time when food imports are sharply increasing, FDA inspections of imported food
have decreased by 90 percent from 50,000 inspections in 1972 to just 5,000 in
2006. The FDA now inspects less than 1 percent of all imports and only a
fraction of that number are even tested. This is simply unacceptable.”

Consumer Product Safety Commission Plagued by Insufficient Budget — The failure of the
nation’s product safety system became apparent last year with the record number of consumer
product recalls. As Chairman Dingell of the Energy and Commerce Committee stated, “We’ve
had a failure in our product safety system that allowed millions of dangerous and unacceptable
products to pass right under our noses with the potential to harm the people who use them.”

The ability of the Consumer Product Safety Commission to provide effective oversight has been
harmed by years of decreasing staffing at the agency. The budget the Administration submitted
last year would have provided for the fewest number of staff in the agency’s history. To address
these issues, the House passed bipartisan legislation last year that will provide the needed budget
and staff resources while also tightening federal standards for lead in toys.

7



The Near-Term Economic Outlook

Probability of Recession Rising — Fears of recession began to grow last summer, when the
crisis in the subprime mortgage market began to spread to credit markets as a whole, spurring
prominent economists — most notably, Martin Feldstein and Lawrence Summers — to start talking
about the need for fiscal stimulus. The Administration and the Congressional Budget Office
both locked in their latest economic forecasts in November and December of last year,
respectively, and although the forecasts had already become less optimistic than previously, the
economic news since December has only gotten worse. In recent (January 29) testimony before
the House Budget Committee, Dr. Summers put the probability of recession sometime in
calendar year 2008 at more than 50 percent and warned that the slowing economy could result in
deficits approaching $500 billion per year (or back to over 3 percent of GDP).

Recent Economic News Very Worrisome — The health of the overall labor market suddenly
took a turn for the worse in recent weeks, as the Labor Department reported first a three-tenths
of one percent increase in the unemployment rate (from 4.7 to 5.0 percent) in December, and
then a loss of 17,000 jobs in January. In addition, the latest jobless claims data (for the week
ending January 26) showed a huge increase of 69,000 in initial claims, to 375,000; this was the
largest weekly increase in more than two years. All of these labor market indicators are far
worse than expected and are characteristic of an economy that could already be in recession.
Consumer spending appears to be suffering as well, with a 0.4 percent drop in retail sales (also
far worse than expected) in December. Concerns about inflation are growing: producer inflation
in 2007 was the highest in 26 years, and there is some evidence that through rising energy costs,
inflation may be spreading to overall consumer prices as well. The housing markets continue to
worsen, with home construction, sales, and values falling, and foreclosures rising. In late
January the Commerce Department reported that the economy nearly ground to a halt in the
fourth quarter of 2007, with real growth at a mere 0.6 percent annual pace.

Monetary Policy in Overdrive, Yet Fiscal Stimulus Needed — In mid-January Federal Reserve
Chairman Ben Bernanke testified before the House Budget Committee and expressed his
growing concern about the stability of the U.S. economy and the need for a well-constructed
fiscal stimulus package as a complement to the monetary easing that began last fall. On

January 22, following a dramatic, one-day slide in global financial markets, the Federal Open
Market Committee of the Federal Reserve felt compelled to take emergency action and cut the
federal funds rate by 75 basis points—the biggest single cut in a quarter century. On January 30,
the day of the negative news on fourth quarter 2007 GDP and just eight days after its emergency
rate cut, the Fed cut rates by another 50 basis points. Since last fall the Fed has cut the federal
funds rate by 2.25 percentage points to its current level of 3 percent, and it has signaled that it is
prepared to cut further in the months ahead. Leading economists believe that the U.S. economy
needs the bolstering of a well-constructed fiscal stimulus package in order to avoid a major near-
term deterioration in the economic outlook. Although fiscal stimulus would add to the deficit in
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calendar year 2008, these economists view the stimulus package as an “insurance policy” against
bigger economic losses that could have a lasting effect on the budget outlook for years to come.

Slowing Economy Worsens the Budget Outlook — Lower interest rates reduce federal
government spending by reducing debt service costs, but that is about the only mechanism
through which the slowing economy is (only indirectly) helping the bottom line of the federal
budget. The federal government has so far posted a 2008 deficit of $106 billion. This represents
a substantial increase over the $80 billion deficit recorded for the first three months of 2007.
This is partially due to declining corporate tax receipts, along with increased outlays for both
defense and domestic spending. CBO showed in the January outlook report that adverse
economic developments alone have worsened their ten-year budget outlook by $218 billion over
five years and $486 billion over ten years, even with their economic forecast which was set in
early December before the most recent and more negative news. The Administration’s
economic forecast was set even earlier, in late November, and is significantly more optimistic
than that of CBO. If the Administration’s revenue forecast were adjusted to correspond to CBO
economic assumptions, revenues would be $337 billion lower over five years (partially offset by
lower mandatory outlays), and the Administration’s budget would remain in deficit in 2012 and
2013.

Fiscal Policy for the Near Term vs. Fiscal Policy for the Long Run — The fiscal stimulus
necessary in the near-term will inject some stability into an economy that is operating at less
than full capacity and less than full employment. This near-term condition calls for increasing
aggregate demand, which is mostly composed of household spending. The appropriate
prescription for our economy’s short-term ailments does not negate the need for moving forward
on longer-term strategies to boost economic growth once the economy’s slack has been taken up.
But instead of pursing policies that would boost national saving and economic growth over the
longer term, the Administration since 2001 has been imposing fiscal policies that do just the
opposite.



Revenues

The President’s Budget Is More of the Same: Tax Cuts Still the Biggest Priority — Having
already enacted over $2 trillion in tax cuts since 2001 (nearly $4 trillion including interest costs),
the Administration’s budget calls for additional tax cuts costing $903 billion ($1.0 trillion
including interest) over five years and $2.4 trillion ($3.0 trillion including interest) over ten
years. At the same time, as in last year’s

budget, the Administration fails to provide Tax Cuts Still Administration’s
for relief from the Alternative Minimum e e FNE:“?E:::.Q:; ':::T"Emm. e
Tax (AMT) beyond the current (2008) tax #1000 e
year, while extending the full complement goo | M Changeto Mandatory Spending

of 2001 and 2003 tax cuts, which do not B i e $903
expire until December 31, 2010. While the E

Administration claims that spending is g e

responsible for the deterioration in the < #d

fiscal outlook, its recommended 4o

$217 billion in harmful cuts to mandatory o 1

spending (over five years) represents less g | ManHeny Spzndng Cuts

than a fourth of what it proposes in tax &

cuts.

Extension of Signature Tax Cuts Are Bulk of Tax Proposals — The extension of the 2001 and
2003 tax cuts accounts for nearly three fourths (73.7 percent) of the cost of the President’s tax
proposals over five years, and for all but a tenth (90.3 percent) over ten years. The health
insurance standard deduction proposal costs $106 billion over five years, but raises $32.5 billion
in revenue over ten years. The President’s budget also extends other expiring tax provisions,
including one year of AMT relief and permanent extension of the research and experimentation
tax credit. As in prior budgets, the Administration provides for expansion of tax-free savings
opportunities, which involve large and growing revenue losses over the longer run, beyond the
ten-year budget window.

New Tax Cuts for High-Income Households Use Gimmicks to Hide Budget Costs — The
budget again includes a provision to allow households to place $5,000 per family member each
year in tax-sheltered “Lifetime Savings Accounts” (LSAs). Earnings on the

accounts and withdrawals from them are tax-free. Individuals can also annually place

another $2,000 each into a tax-sheltered “Retirement Savings Account” (RSA). These RSAs
replace IRAs, but the income limits on who can use IRAs are eliminated. Few of the benefits
from these new savings accounts go to families with incomes under $100,000, because most
such families can already make comparable investments in IRAs, and few such families have
such large amounts to invest. Because the proposals encourage high-income households to cash
out existing accounts (often paying capital gains taxes) in order to move assets into the new tax-
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sheltered accounts, the proposals generate revenues in the short run. After the first four years,
however, the proposals reduce revenues substantially. The Urban-Brookings Tax Policy Center
argues that over time, the proposal would be tantamount to complete exemption of capital
income from taxation, and annual revenue losses could exceed 0.3 percent of GDP after 25
years.

Meanwhile, Administration’s Simplification of Tax Policy for Low-Income Families Reduces
Benefits — The budget simplifies tax laws for families by clarifying the definition of a
qualifying child and modifying qualification requirements for the Earned Income Tax Credit
(EITC) and the refundable child tax credit. Together these changes save $2.7 billion over five
years and $6.4 billion over ten years.

Administration Tax Policy Increases Income Inequality — According to CBO data, since the
passage of the tax cuts in 2001, the after-tax incomes of the wealthiest Americans have risen
faster than the after-tax incomes of everyone else. In fact, high-income households have seen
their after-tax incomes rise even faster than their pre-tax incomes. According to estimates by the
Urban-Brookings Tax Policy Center, over half of the cost of last year's tax cuts went to
households in the top ten percent of the income distribution. Eighteen percent went to the
relative handful of Americans making more than one million dollars per year. These households
received an average tax cut of more than $100,000, while households making $40,000-$50,000
(around median income) received less than $900. Across the spectrum, higher-income
households got a larger percentage of their income back in tax cuts than lower-income taxpayers,
implying that contrary to what the Administration claims, its tax policy agenda has been highly
regressive.

Administration Tax Cuts Fall Far Short of Paying for Themselves — In 2001 and 2003,
supply-side proponents of the President’s tax agenda claimed the tax cuts would encourage so
much economic growth that they might even pay for themselves after a few years. But no such
economic boom has been produced by the tax cuts, and revenue growth is now slowing with the
economy. Corporate tax receipts grew by 27.2 percent between 2005 and 2006, but by just

4.6 percent in 2007, and CBO and the Administration now expect those revenues to decline
slightly in dollar terms in 2008. Total revenues for 2007 came in $268 billion below where the
Administration estimated they would have been without the tax cuts, back in 2001. The
Administration’s policy forecast now shows a 2011 level of revenues that is $407 billion below
their pre-policy forecast for 2011 revenues made in 2001. The tax cuts have already cost
trillions of dollars, just as the official revenue estimates in 2001 predicted they would.

Administration Budget Policy Drives Down National Saving and Hence Long-Term Economic

Growth — The most important contributor to long-term economic growth is national saving. By
producing record budget deficits which represent negative public saving, the tax cuts have
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helped cause national saving to fall from
the six to six-and-a-half percent of GDP
range in the late 1990s and 2000, to just
one to two percent of GDP since 2002.
National saving has mirrored movements
in the deficit, because contrary to claims
by tax cut proponents that the marginal tax
rate cuts would spur increases in private
saving, private saving has instead fallen
since the late 1990s (to about half of what
it was), and has fallen since 2004, after the
capital gains and dividend tax cuts were
passed.
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Health Tax Policy

The President’s budget again makes fundamental changes to the tax treatment of health expenses
and continues to support the expansion of tax-favored savings vehicles linked to high-deductible
health plans. In total, the budget’s tax policies related to health coverage cost $110 billion over
five years and save $21.0 billion over ten years.

Budget Effects of Health Tax Policy Proposals
(In billions of dollars)

2009- 2009-
2013 2018
Changes in Revenue
Provide flat deduction for health insurance -94 1 41.1
Expand flexibility of Health Savings Accounts -4.3 -11.5
Changes in Spending
Provide flat deduction for health insurance: Earned Income Tax
Credit interactions 11.5 8.5
Net Budget Cost 110.0 -21.0

Restructures the Tax Treatment of Health Coverage — Current law excludes employer
contributions for health insurance from workers’ pay for income and payroll tax purposes and
allows itemized deductions against income for medical expenses if expenses exceed 7.5 percent
of income. The self-employed can deduct their premiums, but others who buy insurance on the
individual market get no tax break on their premiums. The President’s plan replaces existing tax
preferences with a new deduction ($7,500 for individuals, $15,000 for families) to workers with
either employer-provided or individually purchased coverage. (Under the President’s plan, the
tax treatment of employers would not change — employer contributions toward health insurance
would remain a deductible business expense.) The President’s plan aims to equalize the tax
treatment of individually purchased and employer-provided insurance plans. The Administration
estimates that a net 8 million of the 47 million uninsured would get coverage under the plan.

Health Inflation Leads to Tax Increases over Time — The Administration estimates that about
80 percent of workers will pay less taxes under the President’s plan to establish a flat deduction,
while the 20 percent whose employers provide more than $15,000 worth of health benefits will
see their taxes go up. These percentages are not stable over time. The President’s plan indexes
the deduction to inflation, but health insurance premiums generally grow at a much faster rate.
As a result, the plan reduces tax revenues by $94.1 billion from 2009 through 2013 but increases
taxes by $135 billion in the five years after that (2014-2018).
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Affects Social Security Benefits — Low- and middle-income workers would pay lower payroll
taxes if they have a health plan valued at less than the deduction limit. However, they would
also receive lower Social Security benefits when they retire. The budget includes no information
on the long-term effects to these individuals, many of whom rely on Social Security benefits the
most.

Expands Flexibility of Health Savings Accounts — The President’s budget also includes

$11.5 billion over ten years to expand the use of Health Savings Accounts (HSAs), which are
tax-favored savings vehicles available to individuals covered by high-deductible health plans
(HDHPs). The budget expands the definition of HDHPs to include plans with coinsurance rates
of at least 50 percent, expands the definition of qualified medical expenses under HSAs, and
makes it easier for individuals and their employers to contribute to HSAs under certain
circumstances. HSA tax subsidies tilt the playing field in favor of HDHPs relative to other types
of insurance. HSAs mainly benefit the healthy and wealthy, since this type of coverage is most
attractive to those who have low health care costs and are in higher tax brackets.

Total Plan May Weaken Coverage for Those Who Need It Most — Taken as a whole, the
President’s package of flat deductions and HSA tax breaks gives incentives to relatively healthy
and well-off individuals to opt out of the employer-provided system and purchase
high-deductible plans, with the potential effect of driving up costs in the employer system and
further undermining access to insurance for older, sicker, and poorer individuals. Workers with
health problems — even minor ones — find it very difficult to buy coverage on the individual
market, because there are inadequate mechanisms for risk-pooling. Currently, the federal
government partially subsidizes the care of the uninsured through special Medicare and
Medicaid payments to hospitals that serve large numbers of low-income individuals. The
Administration supports the concept of redirecting these payments to help individuals with low
incomes or in poor health to purchase coverage. The budget does not explain how or whether
the federal government would ensure that viable individual markets for affordable health
coverage would exist in every region of the country to make up for the loss of compensation to
the hospitals that care for the uninsured.
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Entitlements and Other Mandatory Spending

The category of federal spending known as mandatory — also called direct spending — refers to
programs for which spending is not determined by annual appropriations acts. Mandatory
spending includes entitlements to individuals such as Social Security, Medicare, student loans,
and food stamps; payment of interest on the public debt; certain payments to states; and any
other program where the level of spending is determined by the language of the law that created

the program.

President’s Budget Cuts Mandatory
Spending by $618 Billion over Ten

Years — The President’s budget cuts
spending on mandatory programs by

Mandatory Spending in the

President’s Budget, 2009-2018

(billions of dollars)

$618 billion over ten years (2009- 2009- 2009-
2018) through a combination of service 2013 2018
reductions and increases in fees and Mandatory Proposals 2171 -617.7
premiums. Fees and premiums are Social Security Private Accounts 30.3 647.2
treated as offsets to spending, so a Outlay Effects of Tax Proposals 39.3 110.7

provision increasing Medicare

premiums, for example, would appear as a spending cut. The bulk of the spending cuts —
$556 billion — result from reducing payments to Medicare providers. See Function 570
(Medicare) for more information. Other significant mandatory policy changes include
$46.7 billion in legislative cuts to Medicaid, $18.5 billion from increasing Pension Benefit
Guaranty Corporation premiums, and $15.0 billion in savings from eliminating the Social
Services Block Grant.

Some Cuts Are Offset by Spending Increases — Within the $618 billion of mandatory changes,
the President’s budget increases spending in a few areas. For example, the budget increases
spending for the State Children’s Health Insurance Program by $50.0 billion over ten years,
although this investment of new resources in health is almost completely offset by cuts to
Medicaid.

Budget Worsens Deficits and Debt by Diverting Resources to Social Security Private
Accounts — The budget again includes the President’s plan to divert up to one-third of workers’
Social Security payroll contributions into private accounts and to impose steep cuts to traditional
Social Security benefits. Private accounts by themselves do nothing to reduce the long-term
budget challenges associated with the aging of the American population; they simply make the
budget situation worse. OMB estimates the private accounts cost $647 billion through 2018, but
that figure understates the annual fiscal effect of the plan because the budget assumes
implementation of the plan will not begin until 2013, the last year of the President’s five-year
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budget window. The plan adds trillions of dollars to the government’s publicly held debt over
the next six decades.

Effect of Tax Proposals on Mandatory Spending — Some tax policies affect mandatory
spending by virtue of their effect on refundable tax credits such as the Earned Income Tax Credit
(EITC). These spending effects associated with the President’s tax proposals increase
mandatory spending in the budget by a total of $111 billion over ten years. The President’s new
tax deduction ($15,000 for a family, $7,500 for an individual) for the purchase of health
insurance has interaction effects that increase EITC spending by $8.5 billion over ten years.
Child Tax Credit spending increases by $95.9 billion over ten years resulting from extension of
the 2003 tax cuts, and EITC spending increases by $12.6 billion due to extension of marriage
penalty relief. Partially offsetting the EITC and Child Tax Credit increases are changes in the
eligibility guidelines for the EITC and the Child Tax Credit that have the effect of reducing
spending by $6.3 billion over ten years.
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Appropriations Overview

The President’s budget continues the pattern of recent budgets, increasing base defense funding
by 7.3 percent while at the same time domestic programs are funded well below the level needed
to keep pace with inflation. Discretionary totals for years beyond the budget year are once again
unrealistic.

Total Funding for Appropriated Programs
(Budget Authority in Billions of Dollars)

Kee Request v.
2008 pacewil  podiest | Keoppace
Regular Amounts:
Domestic 410.9 426.2 413.4 -12.8
National Defense 500.2 513.1 536.8 +23.7
International Affairs 34.0 34.8 39.5 +4.7
Total Regular Appropriations 945.1 974.2 989.8 +15.6
Emergency Amounts:*
Irag/Afghanistan 197.4 n.a. 70.0 n.a.
Other emergencies 11.3 n.a. 5.8 n.a.
Total Including Emergencies 1,153.8 na 1,065.5 n.a.

Notes: 2008 regular amounts are the enacted level, including contingent amounts provided for the Department of
Veterans Affairs programs. The 2008 emergency amounts are those enacted plus additional amounts requested in
the 2009 budget.

*For the war, Congress has enacted $89.4 billion for 2008 and the President’s budget includes an additional
$108.1 billion for 2008 and $70.0 billion for 2009. For other 2008 emergencies, Congress has enacted $11.3 billion
and the President’s budget includes an additional $5.8 billion for Corps of Engineers construction.

Budget Increases Non-Emergency Appropriations Overall but Cuts Domestic Funding — The
President’s budget provides $990 billion in regular appropriations for 2009, which is

$15.6 billion above the amount needed to maintain purchasing power at the 2008 level and
$44.6 billion above the $945 billion in non-emergency funding already provided for 2008.
However, as shown in the table above, despite the increase in total appropriations, the
President’s budget cuts funding for domestic services by $12.8 billion below the amount needed
to maintain purchasing power.

This overall cut includes reductions in many domestic agencies, including the Department of
Health and Human Services, the Department of Labor, and the Environmental Protection
Agency. Many of the cuts will affect the most vulnerable in our society — children and the
elderly — and erode public health, safety, and environmental protection. See Damaging Cuts and
Freezes for specific details about some of the programs cut by the President’s budget.
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In contrast, the budget increases appropriations for the other categories of non-emergency
discretionary funding: defense funding increases to $537 billion, which is $23.7 billion above the
amount needed to maintain purchasing power at the 2008 level, and international affairs funding
rises to $39.5 billion, which is $4.7 billion above that level.

More Emergency Funding for 2008 and 2009 — The budget provides an additional

$108 billion in supplemental emergency funding for 2008 for the wars in Iraq and Afghanistan.
However, unlike last year when the budget provided a full war funding request for the budget
year, this budget returns to the earlier Administration practice of only providing partial funding
($70 billion). This does not allow for a full look at the budget’s fiscal imbalance as Congress
makes its spending decisions. Under a likely war funding scenario developed by CBO, war
funding would total $161 billion for 2009. For 2009, the budget also provides $5.8 billion for
Corps of Engineers construction related to Hurricane Katrina and other 2005 storms.

Funding for 2009 Through 2013

Domestic Funding Cut Even More Deeply Over Time — As deep as domestic funding cuts are
for 2009, they only get more painful over the next four years covered by the President’s budget.
The official budget materials assert that there is no policy attached to the funding levels beyond
2009, but clearly a budget that in 2012 provides $52.7 billion (11.2 percent) less than needed to
maintain purchasing power for domestic services will deeply cut many programs.

Domestic Funding Cut Deeply
(Discretionary Non-Defense, Non-International Budget Authority in Billions of Dollars*)

2009 2010 2011 2012 2013 | 2009-2013
President’s Budget** 413.4 412.5 413.4 415.2 416.3 2,070.9
Maintain 2008 Level 426.2 434.3 4455 457 1 469.0 2,232.1
Cuts in Budget -12.8 -21.8 -32.1 -41.9 -52.7 -161.2
Percent Cut in Budget -3.0% -5.0% -71.2% 92% -11.2% n.a.

*Excludes emergency funding.
**Excludes FAA proposal, which reduces budget authority from 2010 through 2013. The reduction is related to a

change in the financing mechanism for FAA programs, which lowers governmental receipts by a similar amount.

Imposes Defense and Non-Defense Discretionary Funding Caps — Like last year’s budget, the
President’s 2009 budget limits total discretionary funding for the next five years. Caps are set
separately for defense and non-defense programs for 2008 through 2010; a single cap is set for
2011 through 2013. Caps are at the levels proposed in the budget with one exception. The
Administration’s changes to the financing of the Federal Aviation Administration are not
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incorporated; upon enactment of the proposal, the caps would be adjusted. Portions of the caps,
totaling $968 million in 2009, are only available for specific program integrity initiatives.
Mandatory savings related to two of the initiatives are included in the budget estimates.

Unvrealistically Low Outyear Levels Make Proposed Funding Caps Implausible — The
budget’s caps on discretionary funding are based on the levels in this year’s budget through
2013. Similarly, last year the 2008 budget set discretionary caps at the levels in that budget. For
2009, the caps in the 2008 budget would have been $531 billion for defense and $433 billion for
non-defense programs. The President’s current request for 2009 would have exceeded last
year’s proposed caps by $5 billion for defense programs and almost $18 billion for non-defense
programs.
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Damaging Cuts and Freezes

The President’s final budget includes wide-ranging, deep cuts affecting a broad spectrum of
services and constituencies. At the same time, the budget includes significant tax cuts and a
level of defense spending that is higher than at any point since World War II. Belt tightening is
limited to domestic programs — including Medicare, Medicaid, LIHEAP, COPS, and the EPA. It
is children and families, seniors, and state and local communities that will bear the brunt of the
President’s reductions. The following sections provide illustrative examples of the damaging
cuts and freezes included in the budget.

Cuts Affecting Children, Families, and the Elderly

Cuts Medicare by 3556 Billion over Ten Years but Does Not Address Wasteful Managed Care
Overpayments — The budget includes legislative Medicare spending cuts of $178 billion over
five years and $556 billion over ten years. Most of these savings come from cutting payments to
hospitals and other service providers, but $25.9 billion comes from requiring more beneficiaries
to pay extra premiums based on their income. These provisions are described in further detail in
Function 570 (Medicare). While making deep fee-for-service cuts, the budget makes no effort
to address the well-documented overpayments to Medicare managed care plans.

$33.3 Billion in Cuts to Medicaid Over Five Years and $82.6 Billion Over Ten Years — The
budget makes legislative cuts to Medicaid of $18.6 billion over five years and $47.9 billion over
ten years. It imposes another $14.7 billion in cuts through regulatory changes over five years
and $34.7 billion over ten years, for total gross cuts of $33.3 billion over five years and

$82.6 billion over ten years. The budget includes $1.2 billion in increased Medicaid spending
over five years, for a net effect of $32.1 billion in Medicaid legislative and regulatory cuts over
five years and $81.4 billion over ten years. The new cuts proposed in the budget are on top of
the cuts enacted in the measure labeled the Deficit Reduction Act of 2005 (S. 1932), which
reduced Medicaid by $28.3 billion over ten years.

Cuts Low-Income Home Energy Assistance Program (LIHEAP) Despite Rising Energy
Costs — The budget cuts total LIHEAP funding by $570 million below the 2008 level and cuts
regular (non-contingency) funding by $320 million below the level needed to keep pace with
inflation. According to the Department of Energy, home heating costs for the average family
have increased by almost 80 percent since 2001. The Administration has proposed cuts below
the amount needed to maintain current services in six of the past eight years, and the program
currently serves only 16 percent of eligible households.

Slashes the Social Services Block Grant (§$BG) — The budget cuts SSBG funding by
$500 million (29.4 percent) in 2009 and completely eliminates it in 2010. This grant provides
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states with discretion to use these funds for social services such as child care, child welfare,
home-based services, employment services, prevention and intervention programs, and special
services for the disabled. Many states depend on the SSBG to help them avoid cuts in social
services due to tightening state budgets.

Eliminates Community Services Block Grant — The President’s 2009 budget repeats past
Administration budgets in eliminating the Community Services Block Grant and three other
community services programs, cutting $698 million for a range of services to reduce poverty and
to provide assistance in the areas of housing, health, nutrition, energy, and substance abuse.

Cuts Affecting Public Health and Research and Veterans’ Health Care

Cuts Centers for Disease Control and Prevention (CDC) — The budget provides $5.7 billion
for CDC, $433 million (7.1 percent) below the 2008 level. The budget eliminates the Preventive
Health and Social Services Block Grant ($97 million), and reduces Occupational Safety and
Health by $111 million (25.0 percent) below the 2008 level. These cuts come at a time when
there are critical public health needs to be addressed in our nation.

Freezes Funding for National Institutes of Health (NIH) — The budget provides $29.3 billion
for NIH, $630 million below the amount needed to maintain purchasing power at the 2008 level.
Without sufficient resources to cover inflation, NIH will be unable to make critical advances in
medical research that lead to improvements in health.

Provides Inadequate Funding for Veterans’ Medical Care — The 2009 budget for veterans’
medical care is $38.7 billion, which is a little more than $2.0 billion above the 2008 level, but
the President’s budget cuts total veterans funding by a net $20.0 billion from 2009 to 2013.
Because medical care funding is more than 85 percent of total veterans appropriations, it faces
large cuts over the five-year period in the President’s budget.

Cuts Affecting Communities and Economic Development

State and Local Law Enforcement Assistance Severely Cut — The President’s 2009 budget
reduces funding for programs that assist state and local governments in combating crime. The
Administration’s budget eliminates several key programs, such as the State Criminal Alien
Assistance Program, the Edward Byrne Memorial Justice Assistance Program, Byrne
Discretionary Grants, and Drug Courts, and instead creates two, smaller flexible grant programs.
While the 2008 appropriation for the state and local programs totaled $908 million, excluding
emergencies, the 2009 budget provides $404 million in new funding (a 55.5 percent cut), making
communities compete for a much smaller pool of resources.
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Community Oriented Policing Services (COPS) Eliminated — The President’s budget
eliminates the COPS program. Instead, it consolidates the program into the flexible State and
Local Law Enforcement Assistance grants. COPS provides grants and other assistance to help
communities hire, train, and retain police officers and to improve law enforcement technologies.
In 2008 it received $587 million.

Environmental Protection Agency (EPA) Funding Cut Again — For 2009, the President’s
budget once again cuts EPA funding, providing only $7.1 billion, a $330 million (4.4 percent)
cut from the 2008 level. As in previous years, the majority of this decrease is attributed to large
cuts in grants to states and tribal governments that help protect public health and maintain
environmental quality. At a time when many state and local governments are facing difficult
economic and budgetary conditions, the budget compounds their challenges by cutting valuable
financial assistance for environmental protection efforts.

Surface Transportation Funding Cut Below Authorized Levels — The surface transportation
reauthorization included specified funding levels for both the highway and mass transit
programs. For 2009, the President’s budget provides $39.4 billion in obligation limitation for
the Federal-Aid Highways Program. This funding level is $800 million short of the adjusted
obligation limitation specified in the reauthorization (highway funding is adjusted down based
on updated estimates of revenue into the Highway Trust Fund). Also, in providing $10.1 billion
for mass transit, the budget does not fully fund transit programs. The majority of the

$203 million transit cut comes at the expense of a grant program that assists states in building or
extending major mass transit projects. The budget provides $1.4 billion for safety programs,
which includes a shift of $122 million from the general fund to the Highway Trust Fund.

Federal Aviation Administration (FAA) Funding Cut — The budget limits grants to improve
airports to $2.8 billion, a cut of $765 million from the 2008 level.

Amtrak Funding Slashed Again — The President’s budget provides only $800 million in direct
assistance for Amtrak, a cut of $525 million (39.6 percent) from the 2008 level.

Continues Pattern of Cutting the Community Development Block Grant Program — The
budget again cuts the Community Development Block Grant (CDBG) program. It provides just
$2.9 billion for 2009, which is $731 million (19.9 percent) less than is needed to maintain
purchasing power at the 2008 level. CDBG, which provides funding for local solutions to
challenges like affordable housing, job creation, and economic development, has been reduced
by $1.5 billion since 2001. At the same time the United States has lost over 3 million
manufacturing jobs and nearly a million units of affordable housing.

Cuts Funding for Rural Development Programs; Eliminates Rural Low-Income Direct Loan
Programs — The budget cuts total rural development funding by 42.9 percent below the level
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needed to maintain purchasing power at the 2008 level, eliminating funding for rural
empowerment zones and enterprise community grants. The budget also rescinds $39 million in
unspent economic development grant funding and cuts Economic Development Assistance
Programs, which are used to generate or retain jobs and attract new private-sector investment, by
$148 million (60.9 percent). The budget also reflects a dramatic alteration in USDA’s role in
providing housing assistance to low- and very low-income borrowers and renters, eliminating
direct lending for single-family home purchases under Section 502 and for multifamily housing
development under Section 515 and shifting resources to unsubsidized guaranteed loans.

23



Homeland Security

The homeland security budget spans approximately 20 agencies, the largest of which are the
Department of Homeland Security (51.1 percent of total resources), the Department of Defense
(25.8 percent), the Department of Health and Human Services (6.5 percent), and the Department
of Justice (5.5 percent). The largest amounts for homeland security are contained in Function
050 (National Defense), Function 400 (Transportation), Function 450 (Community and Regional
Development), Function 550 (Health), and Function 750 (Administration of Justice).

Overall Funding Levels

The President’s budget includes a total of $68.5 billion for all homeland security activities for
2009, $6.7 billion more than the 2008 non-emergency level. These totals include mandatory and
discretionary programs, including homeland security funding for the Department of Defense and
homeland security activities that are fee-funded. Net appropriations for domestic homeland
security activities (a total that excludes all national defense and international affairs funding as
well as fee-funded activities) for 2009 total $37.3 billion. The 2009 domestic total reflects a
$5.4 billion (16.9 percent) increase above the 2008 non-emergency level, $2.2 billion of which is
an advance appropriation for Project BioShield. When excluding the $2.2 billion, the increase
drops to $3.2 billion (10.1 percent).! Additionally, when including the $2.7 billion of
emergency-designated funding provided in 2008 (mostly for border security), the 2009 increase
is smaller — only $528 million (1.5 percent).

Homeland Security Funding
(Billions of Dollars)

2008 2009 Increase % Increase

Total Resources 61.8 68.5 6.7 10.8
Mandatory Programs 2.9 3.2 0.4 12.3
Fee-Funded Discretionary Programs 5.3 5.3 0.0 01
Net Appropriated Programs: 53.6 59.9 6.3 11.8
National Defense (Function 050) 21.6 22.2 0.5 2.4
International Affairs 0.1 0.5 0.4 509.6
Domestic Discretionary (Excl. Emergency) 31.9 37.3 5.4 16.9
Domestic Discretionary (Less BioShield) 31.9 35.1 3.2 10.1
Domestic Disc. (Inc. Emergencies/Less BioShield) 34.5 35.1 0.5 1.5

All numbers are based on OMB estimates. Numbers may not add exactly due to rounding.

"'In 2004, Congress appropriated $5.6 billion for Project BioShield to cover ten years of the program —

$3.4 billion from 2004 through 2008, and $2.2 billion from 2009 through 2013. Therefore, to get an apples-to-
apples comparison of homeland security resources, it is necessary to exclude this funding.
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Program Highlights

Project BioShield — The budget reflects $2.2 billion for Project BioShield, funding that was
appropriated in 2004, but not made available until 2009. This funding will finance initiatives to
bolster medical countermeasures in preparation against chemical, biological, radiological, and
nuclear attacks. Efforts include pre-purchasing vaccines and medications to be placed in the
Strategic National Stockpile. In 2004, Congress appropriated $5.6 billion for Project BioShield
to cover ten years of the program — $3.4 billion from 2004 through 2008, and $2.2 billion from
2009 through 2013.

First Responders — The budget includes a total of $1.3 billion within the Department of
Homeland Security for first responder funding, which is $1.1 billion (46.1 percent) less than the
amount enacted for 2008 and $1.2 billion (47.2 percent) below the amount needed to keep pace
with inflation. Within this total cut, the budget decreases State Homeland Security grants by
$708 million, Urban Area Security Initiative grants by $12 million, and Firefighter Assistance
grants by $465 million. For the Department of Justice, the budget eliminates the Byrne Justice
Assistance grant program and the Community Oriented Policing Services (COPS) program.
(See Function 750 for a detailed discussion.)

First Responders
(Millions of Dollars)

Cut
2009 Below
2008 Inflation 2009 Inflation

Enacted Adj.Level Request Adj.Level Percent

Department of Homeland Security

State Homeland Security Program 890 908 200 -708 -78.0%
Urban Area Security Initiative 820 837 825 -12 -1.4%
Firefighters Assistance Grants 750 765 300 -465 -60.8%

Subtotal 2,460 2,510 1,325 -1,185 -47.2%

Department of Justice

Byrne Grants 170 173 0 -173  -100.0%
Community Oriented Policing Services 587 596 0 -596 -100.0%
Subtotal 757 769 0 -769 -100.0%
Total 3,217 3,279 1,325 -1,954 -59.6%

Note: While the budget deleted funds for the Byrne Grant program, the budget includes $200 million for a new program called
“Byrne Public Safety and Protection Program.” However, it is not clear whether this program will provide similar assistance to that
provided under the Byrne Grant Program.

Port Security Grants — Port security grants from the Department of Homeland Security provide
funds for port agencies to install the fencing, surveillance technologies, and other measures
needed to prevent terrorists from gaining access to docks and other port facilities. The
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President’s 2009 budget provides $210 million for port security grants, a $190 million cut below
the enacted level for 2008. The Security and Accountability for Every (SAFE) Port Act of 2006
authorized $400 million per year for the port security grant program. The Coast Guard estimated
that basic security measures such as installing fencing, lighting, and surveillance cameras at our
ports will cost more than $5 billion over ten years.

Customs and Border Protection — The budget includes $9.5 billion in appropriated funding for
U.S. Customs and Border Protection at the Department of Homeland Security, $1.6 billion

(20.6 percent) more than the 2008 non-emergency level. When comparing the budget to the
2008 level including emergency-designated funding, it reflects a much smaller increase —

$88 million (0.9 percent). Most of the increased funding is for hiring, training, and equipping
new border patrol agents. This increase is partially offset by a decrease in funding for the Secure
Border Initiative (SBI). For 2009, the President’s budget includes $775 million for SBI — a

$450 million decrease from the 2008 level.

Transportation Security Agency (TSA) — The budget includes $6.4 billion in total

resources (including fees) for TSA, an increase of $106 million (1.7 percent) above the 2008
enacted level. However, when excluding fees the budget reflects a reduction of $61 million

(1.5 percent). The budget also eliminates the Federal Air Marshals program as a stand-alone line
item and merges it within the Aviation Security program.
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Budget Process Proposals

The President’s budget includes process reforms similar to those offered in the past. The major
proposed reforms, as listed below, would have long-term consequences if enacted.

Budget Enforcement for Entitlements Ignores Impact of Revenue Losses — The
Administration proposes several rules addressing the impact of mandatory spending on the
deficit and the long-term obligations of major entitlement programs. Unlike the Budget
Enforcement Act of 1990, these rules do not attempt to control revenue reductions, thereby
opening the door to fiscal irresponsibility. The proposed rules are summarized below.

o One-Sided Pay-As-You-Go (PAYGO) Rule — Although the Administration first
proposed a statutory extension of PAYGO in 2001 that applied to both taxes and
spending, the 2009 budget applies PAYGO to mandatory spending only. Under this
proposal, mandatory increases that are not offset by mandatory spending cuts would
result in sequestration of direct spending programs. However, there would be no
enforcement against tax cuts that are not offset.

° Congressional Procedural Hurdle for Expansions in Entitlement Programs — The
budget proposes a point of order against legislation that expands major entitlement
programs including Social Security, Medicare, federal civilian and military retirement,
veterans disability compensation, and Supplemental Security Income. Other entitlement
programs would be included once actuarial estimates are available for those programs.
The budget proposes a rule requiring the Administration to report on any enacted
legislation that expands the programs covered by the new point of order.

o Automatic Cuts in Payments to Medicare Providers — The budget proposes a rule that
would impose automatic cuts to Medicare once trustees issue a warning that general
revenue Medicare funding is expected to exceed 45 percent of Medicare’s total
expenditures. Under the proposal, payments to providers would be cut by four-tenths of
one percent in the year the threshold is exceeded unless Congress has taken applicable
action first and would continue to be cut by an additional four-tenths of one percent every
year the threshold continues to be breached.

o Funding Warning for Social Security Disability Insurance (DI) — The budget
proposes a new funding warning to highlight fiscal problems facing DI. If the Social
Security Administration actuaries project a negative cash flow that is more than 10
percent of program costs for four consecutive years in the upcoming 10 years, the Board
of Trustees will issue a warning in its annual report.

Discretionary Spending Caps — The Administration proposes to reinstate discretionary
spending caps for years 2008 through 2013 at levels of appropriations in the President’s budget.
The budget proposes separate defense and non-defense caps for years 2008 through 2010 and
separate outlay categories for Federal Highway and Mass transit programs for 2008 and 2009. In
addition, the budget creates a separate category for Project BioShield. A portion of the cap
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would be protected for specific program integrity funding. For more discussion on these caps
and appropriated levels in the President’s budget, see Appropriations Overview.

Assumed Extension of the Administration’s Tax Agenda — The budget proposes that CBO
and OMB assume in their baselines the extension of all tax cuts expiring under the Economic
Growth and Tax Relief Reconciliation Act of 2001, and certain tax provisions expiring under the
Jobs and Growth Tax Relief Reconciliation Act of 2003. Under the Budget Enforcement Act,
these tax provisions expire in the baseline at the time they expire in law.

Emergency Designations and Baseline Exclusions — The budget proposes to include
provisions in the Budget Enforcement Act that define emergencies as “necessary, sudden,
urgent, and unforeseen.” The budget would exclude discretionary funding for emergencies from
the baseline. Under the proposal, the President would have to agree to the designation before it
would take effect.

Earmark Reform — While the President’s budget recognizes the 110™ Congress made some
progress by enacting rules requiring disclosure of earmarks, the budget states that the reduction
in and transparency of earmarks remains a priority for the Administration.

Credit Reform Initiative — The budget proposes that the Administration, in conjunction with
Congressional Committees, CBO and GAO, address the following issues relating to budgetary
accounting for Federal credit programs: scope of the Federal Credit Reform Act; treatment of

administrative costs in credit program estimates; improvements for making credit subsidy cost
estimates; and treatment of financial risk insurance programs.

Review of Treatment of Federal Insurance Programs — The budget proposes to adopt
implementation of accrual budgeting for insurance programs.

Joint Budget Resolution — Under current law, the Congressional Budget Resolution is an
annual concurrent budget resolution that does not go to the President for his signature. It is an
internal blueprint for Congressional budget decisions. The Administration proposes that
Congress enact a joint budget resolution that would require the President’s signature and be
enforced by sequestration. Sequestration would require across-the-board cuts to offset spending
above the budget totals.

Biennial Budgeting and Appropriations — The budget includes a proposal to adopt budgets and
appropriations every two years, in odd-numbered years, with the even-numbered years devoted

to enacting authorizing legislation. However, the President’s 2009 budget provides details for
only one year, thus making biennial budgeting impossible under the Administration’s plan. In
addition, this proposal does not address a process for updating economic and budget projections.

28



Line Item Veto — The Line Item Veto Act of 1996 gave the President authority to cancel new
spending and limited tax benefits. The United States Supreme Court ruled the Act
unconstitutional in 1998. Again this year, the budget proposes to create a constitutional line-
item veto. The initiative would grant the President authority to propose rescissions of new
spending only, not targeted tax benefits. Congress would then be required to vote on the
rescissions under expedited provisions that do not allow for consideration of amendments. The
budget does not address the number of rescissions the President may send forward in any year,
the extent to which the President may resubmit proposals previously rejected by the Congress, or
the authority of the President to withhold funds pending Congressional consideration of
rescission proposals. The budget states that savings from line item veto provisions would be
applied to deficit reduction.

Automatic Continuing Resolution — An automatic continuing resolution prevents a
government shut-down in the event that Congress does not enact regular or temporary
appropriations at the beginning of a fiscal year. The budget proposes automatic funding at the
lower of either its proposed funding levels or the funding levels enacted the previous year.

Results and Sunset Commissions — The budget proposes Results Commissions and a Sunset
Commission to evaluate the restructuring, consolidation, or termination of existing programs.
Recommendations of the Commissions would be considered in Congress under expedited
procedures.

29



Original President's Budget

Function Totals

2008 2009 2010
Budget Authority 3,013.088 3,025.590 3,064.367
Outlays 2,931.222 3,107.355 3,091.340
Revenue 2,521.175 2,699.947 2,931.348
Surplus (+)/Deficit (-) -410.047  -407.408  -159.992
Debt Held by the Public 5,429 5,856 6,031
Debt Subject to Limit 9,625 10,386 10,928
050 National Defense
Budget authority 693.214 611.131 549.774
Outlays 607.263 675.084 590.357
150 International Affairs
Budget authority 39.465 38.441 39.363
Outlays 34.826 38.027 37.408
250 General Science, Space
Budget authority 27.407 29.555 30.78
Outlays 27.631 29.170 29.661
270 Energy
Budget authority 2.823 3.113 3.09
Outlays 3.005 3.104 2.914
300 Natural Resources and Environment
Budget authority 33.045 35.456 27.844
Outlays 35.549 35.546 31.206
350 Agriculture
Budget authority 18.706 19.976 19.29
Outlays 20.967 19.070 18.354
370 Commerce and Housing Credit
Budget authority 9.304 13.375 15.467
Outlays 7.361 4.182 4.612
400 Transportation
Budget authority 76.318 70.338 75.717
Outlays 80.268 83.901 71.71
450 Community and Regional Development
Budget authority 19.804 11.280 11.127
Outlays 27.601 23.345 19.25
500 Education, Training, Employment, and Social Services
Budget authority 91.729 87.891 89.088
Outlays 93.389 88.313 89.37
550 Health
Budget authority 286.032 297.008 315.347
Outlays 284.499 299.393 314.061
570 Medicare
Budget authority 402.918 413.491 427.529
Outlays 396.333 413.324 427.608
600 Income Security
Budget authority 383.556 402.229 414.277
Outlays 388.440 401.711 412.164
650 Social Security
Budget authority 617.903 652.455 689.754
Outlays 615.256 649.332 686.689
700 Veterans
Budget authority 87.963 91.275 93.966
Outlays 86.618 91.875 93.691
750 Administration of Justice
Budget authority 46.423 47.288 47.488
Outlays 46.202 51.143 48.859
800 General Government
Budget authority 20.300 22.034 25.877
Outlays 19.809 21.534 24.839
900 Net Interest
Budget authority 243.920 260.232 279.983
Outlays 243.947 260.231 279.982
920 Allowances
Budget authority 0.000 -0.543 -0.52
Outlays 0.000 -0.495 -0.521
950 Undistributed Offsetting Receipts
Budget authority -87.742 -80.435 -90.874
Outlays -87.742 -80.435 -90.874

2011
3,192.328
3,171.233
3,076.423

-94.810

6,140

11,432

556.292
560.748

40.041
38.71

32.08
30.678

3.071
3.055

29.182
32.943

19.098
18.113

10.546
0.817

76.198
67.82

11.293
15.066

89.865
89.353

335.236
331.004

460.625
460.365

428.253
423.208

728.791
725.468

97.385
100.434

48.292
48.294

22.113
21.191

293.537
293.536

-0.528
-0.528

-89.042
-89.042

2012
3,266.881
3,221.828
3,269.878

48.050
6,110
11,845

565.135
563.67

40.943
39.352

33.449
32.437

2.934
2.968

30.004
30.99

19.137
17.959

10.502
-0.252

76.448
65.957

11.345
12.8

92.115
89.62

356.088
352.181

454.518
454.193

425.409
420.293

772.489
768.681

100.767
95.947

48.759
48.617

22,191
21.768

299.872
299.871

-0.53
-0.53

-94.694
-94.694

2013
3,438.114
3,398.886
3,428.235

29.349

6,097

12,256

575.643
572.142

41.346
39.266

34.884
33.685

2.557
2.6

29.607
29.866

18.813
17.547

8.085
-0.192

76.711
66.02

11.324
11.872

87.065
90.003

379.628
375.037

504.927
504.958

439.318
433.44

851.603
847.38

103.529
102.87

49.235
49.035

21.89
21.41

302.467
302.466

-0.531
-0.532

-99.987
-99.987

Five Year
15,987.280
15,990.642
15,405.831
-584.811

2,857.975
2,962.001

200.134
192.763

160.748
155.631

14.765
14.641

152.093
160.551

96.314
91.043

57.975
9.167

375.412
355.408

56.369
82.333

446.024
446.659

1,683.307
1,671.676

2,261.090
2,260.448

2,109.486
2,090.816

3,695.092
3,677.550

486.922
484.817

241.062
245.948

114.105
110.742

1,436.091
1,436.086

-2.652
-2.606

-455.032
-455.032



Original President's Budget
DISCRETIONARY

2008 2009 2010
Budget Authority 1,153.798  1065.513 990.484
Outlays 1,136.505 1211.532 1100.487
NDD BA 464.031 458.717 445.069
NDD Outlays 532.817 540.817 514.515
Domestic BA 422.199 419.203 404.797
Domestic Outlays 494.377 500.294 474.691
050 National Defense
Budget authority 689.767 606.796 545.415
Outlays 603.688 670.715 585.972
150 International Affairs
Budget authority 41.832 39.514 40.272
Outlays 38.440 40.523 39.824
250 General Science, Space
Budget authority 27.282 29.430 30.655
Outlays 27.434 29.017 29.525
270 Energy
Budget authority 4.946 4.492 4.300
Outlays 4.959 4.742 4.668
300 Natural Resources and Environment
Budget authority 31.737 34.647 27.973
Outlays 34.980 35.167 31.586
350 Agriculture
Budget authority 6.477 5.714 5.577
Outlays 9.521 6.082 5.876
370 Commerce and Housing Credit
Budget authority 3.047 3.974 6.654
Outlays 3.050 3.834 5.893
400 Transportation
Budget authority 27.291 23.397 19.022
Outlays 78.122 81.463 69.257
450 Community and Regional Development
Budget authority 20.310 11.462 11.289
Outlays 27.789 23.547 19.440
500 Education, Training, Employment, and Social Services
Budget authority 79.771 79.545 78.562
Outlays 82.668 81.214 80.255
550 Health
Budget authority 53.359 54.854 50.993
Outlays 54.340 55.238 53.539
570 Medicare
Budget authority 4,915 5.425 5.230
Outlays 5.022 5.414 5.197
600 Income Security
Budget authority 52.317 54.058 52.521
Outlays 58.589 58.357 56.991
650 Social Security
Budget authority 4,979 5.233 5.200
Outlays 4.900 5.202 5.224
700 Veterans
Budget authority 43.268 44,917 42.884
Outlays 41.866 44.374 42.699
750 Administration of Justice
Budget authority 45.401 44.140 46.227
Outlays 43.774 48.393 47.121
800 General Government
Budget authority 17.099 18.390 18.166
Outlays 17.363 18.677 17.877
900 Net Interest
Budget authority 0.000 0.000 0.000
Outlays 0.000 0.000 0.000
920 Allowances
Budget authority 0.000 -0.475 -0.456
Outlays 0.000 -0.427 -0.457
950 Undistributed Offsetting Receipts
Budget authority 0.000 0.000 0.000
Outlays 0.000 0.000 0.000

NOTE: Totals and Function 550 amounts include Bioshield

2011
998.352
1059.366

446.514
503.092

405.556
461.876
551.838

556.274

40.958
41.216

31.955
30.546

4.380
4.568

28.204
31.927

5.637
5.829

1.823
2.769

19.261
65.388

11.439
15.237

79.621
79.380

51.528
52.184

5.289
5.239

52.822
56.142

5.313
5.307

43.157
42.636

47.067
46.967

18.520
18.217

0.000
0.000

-0.460
-0.460

0.000
0.000

2012
1009.646
1055.607

449.080
496.525

407.276
454.691
560.566

559.082

41.804
41.834

33.324
32.309

4.782
4.978

28.078
29.043

5.625
5.632

1.429
1414

19.433
63.503

11.467
12.948

80.144
79.735

51.464
52.292

5.263
5.222

52.581
54.680

5.287
5.289

42.845
42.295

47.569
47.503

18.443
18.306

0.000
0.000

-0.458
-0.458

0.000
0.000

2013 Five Year

1021.650
1062.162

450.620
494.650

408.457

452.909

571.030

567.512

42.163
41.741

34.759
33.560

4.764
4.962

27.972
28.585

5.619
5.610

1.506
1.404

19.622
63.406

11.497
12.058

80.071
80.102

51.391
52.080

5.239
5.207

52.301
53.050

5.261
5.265

42.459
41.842

48.091
47.982

18.360
18.252

0.000
0.000

-0.455
-0.456

0.000
0.000

5,085.645
5,489.154

2,250.000
2,549.599

2,045.289
2,344.461
2,835.645

2,939.555

204.711
205.138

160.123
154.957

22.718
23.918

146.874
156.308

28.172
29.029

15.386
15.314

100.735
343.017

57.154
83.230

397.943
400.686

260.230
265.333

26.446
26.279

264.283
279.220

26.294
26.287

216.262
213.846

233.094
237.966

91.879
91.329

0.000
0.000

-2.304
-2.258

0.000
0.000



Original President's Budget

MANDATORY ONLY

2008 2009 2010
Budget Authority 1,859.287 1,960.077 2,073.883
Outlays 1,794.714 1,895.823 1,990.853
BA without Interest 1,615.367 1,699.845 1,793.900
Outlays without Interest 1,550.767 1,635.592 1,710.871
050 National Defense
Budget authority 3.447 4.335 4.359
Outlays 3.575 4.369 4.385
150 International Affairs
Budget authority -2.367 -1.073 -0.909
Outlays -3.614 -2.496 -2.416
250 General Science, Space
Budget authority 0.125 0.125 0.125
Outlays 0.197 0.153 0.136
270 Energy
Budget authority -2.123 -1.379 -1.210
Outlays -1.954 -1.638 -1.754
300 Natural Resources and Environment
Budget authority 1.308 0.809 -0.129
Outlays 0.569 0.379 -0.380
350 Agriculture
Budget authority 12.229 14.262 13.713
Outlays 11.446 12.988 12.478
370 Commerce and Housing Credit
Budget authority 6.257 9.401 8.813
Outlays 4.311 0.348 -1.281
400 Transportation
Budget authority 49.027 46.941 56.695
Outlays 2.146 2.438 2.453
450 Community and Regional Development
Budget authority -0.506 -0.182 -0.162
Outlays -0.188 -0.202 -0.190
500 Education, Training, Employment, and Social Services
Budget authority 11.958 8.346 10.526
Outlays 10.721 7.099 9.115
550 Health
Budget authority 232.673 242.154 264.354
Outlays 230.159 244.155 260.522
570 Medicare
Budget authority 398.003 408.066 422.299
Outlays 391.311 407.910 422.411
600 Income Security
Budget authority 331.239 348.171 361.756
Outlays 329.851 343.354 355.173
650 Social Security
Budget authority 612.924 647.222 684.554
Outlays 610.356 644.130 681.465
700 Veterans
Budget authority 44.695 46.358 51.082
Outlays 44.752 47.501 50.992
750 Administration of Justice
Budget authority 1.022 3.148 1.261
Outlays 2.428 2.750 1.738
800 General Government
Budget authority 3.201 3.644 7.711
Outlays 2.446 2.857 6.962
900 Net Interest
Budget authority 243.920 260.232 279.983
Outlays 243.947 260.231 279.982
920 Allowances
Budget authority -0.003 -0.068 -0.064
Outlays -0.003 -0.068 -0.064
950 Undistributed Offsetting Receipts
Budget authority -87.742 -80.435 -90.874
Outlays -87.742 -80.435 -90.874

2011
2,193.976
2,111.867

1,900.439
1,818.331

4.454
4.474

-0.917
-2.506

0.125
0.132

-1.309
-1.513

0.978
1.016

13.461
12.284

8.723
-1.952

56.937
2.432

-0.146
-0.171

10.244
9.973

283.708
278.820

455.336
455.126

375.431
367.066

723.478
720.161

54.228
57.798

1.225
1.327

3.593
2.974

293.537
293.536

-0.068
-0.068

-89.042
-89.042

2012
2,257.235
2,166.221

1,957.363
1,866.350

4.569
4.588

-0.861
-2.482

0.125
0.128

-1.848
-2.010

1.926
1.947

13.512
12.327

9.073
-1.666

57.015
2.454

-0.122
-0.148

11.971
9.885

304.624
299.889

449.255
448.971

372.828
365.613

767.202
763.392

57.922
53.652

1.190
1.114

3.748
3.462

299.872
299.871

-0.072
-0.072

-94.694
-94.694

2013
2,416.464
2,336.724

2,113.997
2,034.258

4.613
4.630

-0.817
-2.475

0.125
0.125

-2.207
-2.362

1.635
1.281

13.194
11.937

6.579
-1.596

57.089
2.614

-0.173
-0.186

6.994
9.901

328.237
322.957

499.688
499.751

387.017
380.390

846.342
842.115

61.070
61.028

1.144
1.053

3.530
3.158

302.467
302.466

-0.076
-0.076

-99.987
-99.987

Five Year
10,901.635
10,501.488

9,465.544
9,065.402

22.330
22.446

-4.577
-12.375

0.625
0.674

-7.953
-9.277

5.219
4.243

68.142
62.014

42.589
-6.147

274.677
12.391

-0.785
-0.897

48.081
45.973

1,423.077
1,406.343

2,234.644
2,234.169

1,845.203
1,811.596

3,668.798
3,651.263

270.660
270.971

7.968
7.982

22.226
19.413

1,436.091
1,436.086

-0.348
-0.348

-455.032
-455.032



Function 050: National Defense

The National Defense function includes the military activities of the Department of Defense
(DoD), the nuclear-weapons related activities of the Department of Energy (DoE) and the
National Nuclear Security Administration (NNSA), the national security activities of several
other agencies such as the Selective Service Agency, and portions of the activities of the Coast
Guard and the Federal Bureau of Investigation. The programs in this function include: the pay
and benefits of active, Guard, and reserve military personnel; DoD operations including training,
maintenance of equipment, and facilities; health care for military personnel and dependents;
procurement of weapons; research and development; construction of military facilities, including
housing; research on nuclear weapons; and the cleanup of nuclear weapons production facilities.

The President’s 2009 budget includes $607 billion for Function 050 (National Defense) —
$537 billion for non-war related national defense appropriated activities and $70 billion as a
placeholder for the wars in Iraq and Afghanistan. Of the non-war amount, $515 billion is for
DoD, $16.1 billion is for the nuclear weapons-related activities of DoE, and $5.2 billion is for
miscellaneous national security activities in other agencies such as the Federal Bureau of
Investigation and the Coast Guard.

National Defense (Function 050)
Budget Authority in Billions of Dollars

Dollar Percent

2008 2009 Change Change

Discretionary (Excl. War)
Department of Defense 479.5 515.4 36.0 7.5
Atomic Energy Activities 15.3 16.1 0.8 5.5
Other Defense Activities 54 5.2 -0.2 -3.6
Total Discretionary (Excl. War) 500.2 536.8 36.6 7.3
War Funding 189.6 70.0 -119.6 -63.1
Total Discretionary (Incl. War) 689.8 606.8 -83.0 -12.0
Mandatory 3.4 4.3 0.9 25.8
Total Function 050 (Excl. War) 503.7 5411 37.5 7.4
Total Function 050 (Incl. War) 693.2 611.1 -82.1 -11.8
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2009 Defense Spending Highest Since _ _ _
World War II — Spending (outlays) on 2009 Defense _Spendlng Highest Sl_nce
national defense totals $675 billion in 2009 BTG L G AR AT

and measured in constant 2008 dollars %" i tess i ;
($658 billion) ranks as the largest defense z e ~ ~

budget since World War II, surpassing the 20

peak spending years of both the Vietnam g 400 ,J \_""’_"{ \\\_’// \,\v

and Korean wars. Spending reaches this £ 30

high level even though the budget includes 5w VJ

only $70 billion in new budget authority to 3 1m

finance a portion of the total cost of the T U——
nation’s deployments in Iraq and L i i el s

Afghanistan in 2009. Spending in 2009 will
increase above this level once war costs for the full year are realized.

Non-War Funding Reflects $21.2 Billion Change Since Last Budget Submission — Funding
levels for national defense, excluding emergency funding, increase by $21.2 billion as compared
with the outyear projections of the 2008 budget. For 2009, the President’s budget includes a
$5.2 billion increase above last year’s submission. While a $21.2 billion increase in the defense
top line is significant, it actually represents a slowdown in defense increases. Last year’s budget
included a top line increase of more than $100 billion over five years.

Comparison with 2008 President’s Budget for National Defense
Discretionary Budget Authority in Billions of Dollars

2009 2010 2011 2012 2013 Total 2009-13

FY 2008 Budget 531.6 542.0 548.0 556.9 565.9 2,765.6
FY 2009 Budget 536.8 5454 551.8 560.6 571.0 2,744 .4
Change +5.2 +3.4 +3.8 +3.7 +5.2 +21.2

MNational Defense Funding Declines in
In Constant Dollars, Defense Increases in Real Terms Over Five Years
2009 but Then Declines — The President’s e
budget includes $541 billion ($528 billion
in constant 2008 dollars) for the “base,” or
non-war, defense budget for discretionary
and mandatory programs. This represents
an increase of $37.5 billion (7.4 percent)
above the 2008 enacted level. However,
looking beyond the budget year, defense 208 mee @0 2o 2oz 200
funding tapers off in real terms. By 2013,
the budget reflects a 3.6 percent cut below

a2
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the level needed to keep pace with the 2009 current services level. However, this level still
represents 1.0 percent real growth above the 2008 enacted level.

Defense Increases Under the Administration
— The outyear slowdown in non-war defense
spending comes after a period of
unprecedented growth in the defense budget
over the last seven years. The chart shows the
increase in the defense budget from $301
billion in 2000 to $552 billion for 2011,
which does not include war funding. If
CBO’s projection of likely war costs are
included, funding could increase to

$680 billion by 2011, doubling the amount for
defense in just ten years.

080 Koo E&In EHlllon s of Dollars

Increased Cost of Defense Under
Bush Administration

Racal Yaar

War Costs Grow Even With Only Partial Request for 2009 — The budget includes a request of
$70 billion for military operations in Iraq and Afghanistan, which the Administration
acknowledges is just a placeholder level that will not fund the full cost its policy for 2009. To
date, including the Administration’s full 2008 war request, the cost of the wars has been

$800 billion, and including the 2009 request makes brings that total to $870 billion. According to
a CBO scenario that assumes deployed troop levels in the Iraq and Afghanistan theaters will
reduce to a steady-state level of 75,000 by 2013, costs over the next ten years could run to

$1 trillion — which would bring the total to $1.8 trillion.

War Costs Total $800 Eillion From
2001 Through 2008
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CBO Calculates Fubure War Costs
Totaling $1.0 Trillion over Ten Years
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The Department of Defense

Military End Strength — The budget includes $20.5 billion, an increase of $8.7 billion above the
2008 enacted level, to increase personnel levels for the Army and the Marine Corps by 7,000 and
5,000, respectively. This is one of a series of planned troop and marine increases that began in
2007 to increase the size of the military by 92,000 by 2011.

Retired Military Health Benefits — The budget for the third year in a row increases enrollment
fees and deductibles under Tricare for military retirees under the age of 65. This proposal
generates savings of $1.2 billion for 2009 and $15.9 billion over five years.

Military Pay and Benefits — The budget includes a 3.4 percent military pay raise (equal to the
Employment Cost Index [ECI]) totaling $2.7 billion and a 2.9 percent pay increase for the civilian
workforce (equal to ECI minus 0.5 percent) totaling $1.9 billion. Congress has repeatedly
rejected similar proposals to provide smaller pay raises to civilian employees.

Department of Defense by Title — The following table compares the President’s base budget
request with both the 2008 enacted level and the level that is needed to maintain purchasing
power at the 2008 level (the “Inflation-Adjusted” column).

The DoD “Base” Budget by Title: Comparisons with the 2008 Enacted Level and

the Level Needed to Maintain Purchasing Power, Excluding War Funds
Discretionary Budget Authority in Billions of Dollars

Inflation

Enacted 2009 Dollar  Percent Adjusted Dollar  Percent

2008 Budget Change Change 2008 Change Change

Personnel 116.5 125.2 8.8 7.5 1201 5.1 4.2
O&M 164.2 179.8 15.6 9.5 168.7 111 6.6
Procurement 99.0 104.2 5.2 5.3 101.0 3.2 3.2
RDT&E 76.5 79.6 3.1 4.0 78.3 1.4 1.7
Mil Construction 17.8 21.2 3.4 19.3 18.1 3.1 16.9
Family Housing 2.9 3.2 0.3 11.7 2.9 0.3 9.5
Other DoD 2.7 2.2 0.5 -19.3 2.8 -0.6 -21.9
Total DoD 479.5 515.4 35.9 7.5 491.9 23.5 4.8

Military Personnel — The military personnel accounts fund the pay and allowances of active and
reserve personnel, and include accrual payments for future retirement and health benefits. The
personnel budget is $8.8 billion (7.5 percent) above the 2008 enacted level, and is $5.1 billion
above the level needed to maintain purchasing power at the 2008 level.

Operations and Maintenance (0&M) — The O&M accounts are critical to readiness because
they fund training, military exercises and operations, spare parts, fuel, and all the other items a
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military force needs to operate its forces and installations. As the table indicates, the O&M
budget is $15.6 billion (9.5 percent) above the 2008 enacted level, and $11.1 billion (6.6 percent)
above the level needed to maintain purchasing power at the 2008 level.

Procurement — The budget includes $104 billion for procurement of weapons systems and
military equipment including aircraft, ships, vehicles, and satellites. This level is $5.2 billion
(5.3 percent) more than the 2008 enacted level, and is $3.2 billion (3.2 percent) above the amount
needed to maintain purchasing power at the 2008 level.

Research and Development — The budget includes $79.6 billion for research, development, test,
and evaluation programs (RDT&E). This level is $3.1 billion above the 2008 enacted level and
$1.4 billion (1.7 percent) above the amount needed to maintain purchasing power at the 2008
level.

Military Construction — These accounts fund the facilities where military personnel work and
the barracks where single enlisted personnel live. The 2009 funding level of $21.2 billion for
construction of new facilities in the budget is $3.4 billion (19.3 percent) above the 2008 enacted
level, and is $3.1 billion (16.9 percent) above the amount needed to maintain purchasing power at
the 2008 level. Of this increase, $1.9 billion is for implementation of base realignment and
closure (BRAC) decisions.

Selected Program Highlights

Ballistic Missile Defense — The budget includes $10.4 billion for ballistic missile defense
programs, an increase of $858 million (9.0 percent) above the 2008 enacted level. The 2009
budget continues the production of additional ground- and sea-based interceptors and supports the
production and fielding of forward-deployed radars.

Shipbuilding — The budget includes procurement of eight new ships in the shipbuilding budget.
They include: one Virginia class submarine, one DDG-1000 destroyer, two littoral combat ships,
two auxiliary cargo ships (T-AKEs), and two joint high speed vessels (one of which is for the
Army). However, the budget includes only a portion of the full cost of the DDG-1000 destroyer.
Future budgets will need to include funds to complete the ship.

DoD Nonproliferation — The bulk of U.S. nonproliferation funding is within DoE, but the DoD
budget includes the Cooperative Threat Reduction program, often called the “Nunn-Lugar”
program (named after its primary legislative sponsors, former Senator Sam Nunn and Senator
Richard Lugar). The Nunn-Lugar program focuses on the dismantling of nuclear missiles and
chemical weapons. The budget includes $414 million for the Nunn-Lugar program, which is

$12 million (2.8 percent) below the 2008 enacted level, and $21 million below the level needed to
maintain current services.
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Atomic Energy Defense Activities

The budget provides $16.1 billion for the nuclear weapons-related activities of DoE and other
agencies. This is $835 million (5.5 percent) above the 2008 level. It is $515 million (3.3 percent)
above the amount needed to maintain purchasing power at the 2008 level.

Nuclear Nonproliferation Programs — DoE oversees several important programs to stop the
spread of nuclear materials to terrorist groups and nations that are of concern to the United States.
Most of these programs are focused on stopping the spread of materials located in Russia and
other states of the former Soviet Union. The budget provides $1.2 billion for these programs for
2009, which is $411 million below the 2008 level.

Weapons Activities/Stockpile Stewardship — This program maintains the safety and reliability of
nuclear weapons in the absence of underground tests. Stockpile stewardship relies on computer
modeling, surveillance of weapons, and experiments that do not produce nuclear yields. The
budget provides $6.6 billion for the stockpile stewardship program, which is $320 million

(5.1 percent) more than the 2008 level.

Cleanup of Former Weapons Production Sites — The budget provides $5.3 billion in the
accounts dedicated to environmental activities, primarily the cleanup of nuclear and other
hazardous waste, at DoE’s weapons production sites. This is $53 million (1.0 percent) below the
2008 level.
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Function 150: International Affairs

Function 150 covers funding for U.S. international activities, including: operating U.S. embassies
and consulates throughout the world; providing military assistance to allies; aiding developing
nations; dispensing economic assistance to fledgling democracies; promoting U.S. exports
abroad; making payments to international organizations; and contributing to international
peacekeeping efforts. This funding constitutes about one percent of the federal budget. The
major agencies in this function include the Department of State and the U.S. Agency for
International Development.

For 2009, the President’s budget provides $39.5 billion in non-emergency funding for
appropriated international affairs programs, an increase of $5.5 billion (16.1 percent) above the
2008 level. The budget does not include any emergency supplemental funding related to overseas
military deployments for 2009. Congress has appropriated $2.4 billion in emergency
appropriations for international affairs for 2008.

Key Administration Initiatives

Global HIV/AIDS Relief — The budget includes $5.1 billion for global HIV/AIDS relief
programs in this budget function, $112 million (2.2 percent) more than 2008. (The budget
includes another $300 million for HIV/AIDS relief in the budget for the National Institutes of
Health, which is in Function 550 [Health].) Since 2004, Congress has appropriated almost

$20 billion for HIV/AIDS relief, almost $5 billion more than the initial authorization for the
President’s Emergency Plan for AIDS Relief (PEPFAR). The President proposes that the United
States provide $30 billion in HIV/AIDS relief funding over the next five years.

Millennium Challenge Corporation — The budget includes $2.2 billion for the Millennium
Challenge Corporation (MCC), $681 million (44.1 percent) above the 2008 level of $1.5 billion.
MCC’s appropriations since its inception in 2004 total $7.5 billion. MCC funds are available to
countries with low and moderate per capita incomes. Countries receive MCC funds based on
their performance on 17 economic and performance indicators grouped in three clusters:
governance, investments in health and education, and economic policy. MCC has signed
compacts, or agreements, with 15 countries and projects that it will sign compacts with up to five
other countries in 2008. In recent years, billions of dollars in funding for MCC from previous
years remained unspent.

International Clean Technology Fund — The budget includes $400 million for a new fund to

help developing countries increase their use of efficient and renewable energy technologies. The
President proposes that the United States provide $2 billion over the next three years.
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International Security Assistance

Foreign Military Financing — The budget provides $4.8 billion in non-emergency funding for
Foreign Military Financing (FMF), $362 million (8.1 percent) more than 2008. The top recipients
of FMF aid are Israel ($2.6 billion), Egypt ($1.3 billion), Pakistan ($300 million), and Jordan
($235 million). The United States signed a new agreement with Israel in 2007 to provide

$30 billion in FMF over ten years.

International Narcotics Control and Law Enforcement — The budget provides $1.2 billion in
non-emergency funding for these programs, $646 million (116.0 percent) more than 2008. Most
of the increase is for the Merida Initiative with Mexico and Central America, which is intended to
strengthen security in these countries. The budget includes $450 million for Mexico and

$100 million for Central American nations for 2009. (The President is seeking emergency
supplemental appropriations for 2008 to begin the initiative.) For Afghanistan, the budget
provides $250 million for narcotics control and law enforcement, $23 million less than 2008.

Non-Proliferation, Anti-Terrorism, Demining, and Related Programs (NADR) — The budget
provides $499 million for NADR, $16 million (3.3 percent) less than the 2008 level. The budget
includes increased funding to support weapons dismantling activities in North Korea.

Diplomacy and Selected Assistance Programs

Diplomatic and Consular Programs — The budget provides $5.4 billion in non-emergency
funding for operations of most diplomatic and consular programs, including the support of U.S.
embassies and much of the Department of State. This budget is $819 million (18.0 percent) more
than non-emergency funding for 2008. The budget proposes more than 1,000 new diplomats.

Embassy Security, Construction, and Maintenance — The budget provides $1.8 billion for U.S.
embassies, which is $364 million (25.5 percent) more than the 2008 level.

Economic Support Fund — The budget provides $3.2 billion in non-emergency appropriations
for the Economic Support Fund, which provides bilateral economic assistance to countries of
particular importance to U.S. foreign policy. The budget is $706 million (28.9 percent) more than
the 2008 level.

Development Assistance — The budget provides $1.6 billion for 2009 for this program, which is
only $15 million (0.9 percent) more than the 2008 level. This assistance goes to countries that
face long-term development challenges.
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Function 250: General Science, Space, and Technology

This function includes the National Science Foundation (NSF), programs at the National
Aeronautics and Space Administration (NASA) except for aviation programs, and general science
programs at the Department of Energy (DOE). The function also includes a small amount of
funding for programs within the Department of Transportation.

Last year, Congress passed and the President signed into law the America COMPETES Act,
authorizing critical increased investment in education, science, and technology to keep America
competitive in the global economy. This legislation authorized significant increases for both NSF
and the DOE Office of Science.

Function 250 is one of the few areas of domestic Science Funding Increases

policy where the President’s 2009 budget increases Includes some funding outside Function 250
funding. The budget provides $29.6 billion in Increase
funding for Function 250 programs for 2009, which (Billions) 2009 v. 2008

is $2.1 billion (7.8 percent) above the 2008 level,
and $1.6 billion (5.5 percent) above the amount

needed to maintain purchasing power at the 2008 NSF $7.0 $0.8
level. All three agencies receive an increase.

NASA $17.6 $0.5

DOE Science $4.7 $0.7
NASA Funding Increases by $497 Million — Total Increase for Agencies $2.1
Funding for NASA increases by 2.9 percent Memorandum: Total Increase in $1.6

(5497 million) from 2008, to a total of $17.6 billion |EULglQn 28—

for 2009. Of that total, $446 million is included in Function 400 (Transportation), $117 million is
in Function 500 (Education), and the remainder is in this function. These increases do not fully
cover the costs of the President’s announced mission to the moon and Mars (the Vision for Space
Exploration), which is supplemented through funding cuts to existing programs.

° Aeronautics Research Cut Deeply — The budget provides $446 million for aeronautics
research critical to advances in aviation safety and capacity. This represents a $65 million
(12.7 percent) cut below the 2008 level for programs already hit hard by funding cuts in
previous years.

o Education Programs Cut — The budget cuts funding for NASA education programs to
$117 million, a cut of $31 million (27 percent) below the 2008 enacted level.

National Science Foundation Funding Increases by 3821 Million — The President’s budget
provides $7.0 billion for NSF programs for 2009 including $67 million in Function 050 (National
Defense) This is an increase of $821 million (13.3 percent) over the 2008 level or $697 million
(11.1 percent) above the level needed to keep pace with inflation. Despite the Administration’s
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stated focus on improving teaching and achievement in math and science, the Education and
Human Resources account in NSF has suffered deep cuts since 2004 when its funding peaked at
$944 million. The 2008 budget proposes $790 million for this account, which is a $64 million
increase from last year, but represents a $154 million (16.3 percent) cut below the 2004 enacted
level.

DOE Office of Science Funding Increases by $749 Million — The 2009 budget provides

$4.7 billion for general science programs in DOE, an increase of $749 million (18.9 percent)
above the 2008 level, or $668 million (16.5 percent) above the level needed to keep pace with
inflation. The 2009 budget increases funding for every program in the Office of Science.
Notably, it provides a $298 million (23.5 percent) increase over the 2008 enacted level for the
Basic Energy Sciences program, which designs and constructs scientific facilities and manages
research, for total funding of $1.6 billion. It provides $493 million for the Fusion Energy
Sciences program, an increase of $207 million (72.1 percent) over the 2008 enacted level. It also
provides a large increase — $43 million (64.9 percent) over the 2008 level — for Science
Laboratories Infrastructure, which receives $110 million for 2009.

42



Function 270: Energy

Function 270 comprises energy-related programs including research and development,
environmental clean-up, and rural utility loans. Most of the programs covered by this function
are within the Department of Energy, although the rural utility program is part of the Department
of Agriculture. Despite the name of this budget function, it covers only about 20 percent of
appropriated funding for the Department of Energy.

For 2009, the President’s budget provides $4.5 billion in appropriated funding, $454 million
(9.2 percent) less than the 2008 level. Total mandatory spending for this function is negative
because the U.S. government collects more money than it spends marketing federally-produced
power. The government also collects fees from commercial nuclear reactors.

Selected Appropriated Energy Programs

Energy Efficiency and Renewable Energy Programs — The budget provides $1.3 billion for
these programs, $467 million (27.1 percent) less than the $1.7 billion in funding for 2008. The
President’s budget for 2008 also proposed cutting these programs by hundreds of millions of
dollars. Cuts to these programs in the President’s budget for 2009 include:

° Solar Energy — The budget of $156 million is $12 million (7.1 percent) less than 2008.

° Hydrogen and Vehicle Technologies — The budget provides $367 million, $57 million
(13.4 percent) less than the 2008 level.

o Weatherization and Intergovernmental Activities — The budget terminates the
weatherization assistance program, which received $227 million for 2008.

Strategic Petroleum Reserve — The budget provides $344 million, $157 million (84.0 percent)
more than 2008. The reserve provides emergency oil in the event of a severe disruption in
supply. Its storage capacity is 727 million barrels, and the President proposes to double capacity
to 1.5 billion barrels by 2029. See Function 950 (Undistributed Offsetting Receipts) for
information on how filling this new capacity will reduce government receipts.

Fossil Energy Research and Development — The budget provides $754 million for fossil energy
research and development for 2009, $11 million (1.5 percent) above the 2008 level. Within this
program, the budget increases coal research and development to $624 million, which is

$130 million (26.4 percent) more than the 2008 level.

Nuclear Energy Research, Development, and Infrastructure — For 2009, the budget provides
$854 million, $183 million (17.7 percent) less than the 2008 level of $1.0 billion.
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Function 300: Natural Resources and Environment

Function 300 includes programs concerned with environmental protection and enhancement;
recreation and wildlife areas; and the development and management of the nation’s land, water,
and mineral resources. It includes programs within the following federal departments and
agencies: Agriculture, Commerce, Interior, Transportation, the Army Corps of Engineers, and the
Environmental Protection Agency. This function does not include the large-scale environmental
clean-up programs at the Department of Defense and Energy. See Function 050 (Defense) for
information on those programs.

Eighth Straight Year of Cuts to Environmental Programs

The Administration continues to tout its commitment to environmental protection and
conservation, but reality does not match the rhetoric. For 2009, the President’s budget once again
significantly cuts funding for programs that protect public health and environmental quality. The
budget provides $28.9 billion in discretionary funding for these programs, which is $2.1 billion
(6.8 percent) below the 2008 level, and is $2.6 billion (8.3 percent) below the level needed to
keep pace with inflation. These substantial cuts undermine the ability to meet critical
environmental needs and jeopardize our nation’s treasured natural resources.

Budget Details

Environmental Protection Agency (EPA) Funding Cut Again — For 2009, the President’s
budget once again cuts EPA funding, providing only $7.1 billion, a $330 million (4.4 percent) cut
from the 2008 level. As in previous years, the majority of this decrease is attributed to large cuts
in grants to states and tribal governments that help protect public health and maintain
environmental quality. At a time when

many state and local governments are EPA Clean Waier Siate Revoking Fund

facing difficult economic and budgetary Funding, Adjusted Hr Inflation

conditions, the budget compounds their 1,200

challenges by cutting valuable financial I S e

assistance for environmental protection i O I R

efforts. 120 0B
L0001 ] -

° Evaporating Support for Clean
Water — The budget heavily cuts
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support for EPA’s Clean Water R EEEREERBR
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the 2008 level and a cut of $792 million (58.8 percent) from the 2001 level. In inflation-
adjusted dollar terms (see figure), the picture is even more stark: since 2001, the
Administration has substantially reduced the federal government’s commitment to state
and local governments to help share the cost of implementing the Clean Water Act and
protecting water quality.

o Funding for Groundwater Contamination Continues to Decline — The budget cuts
funding for EPA’s Leaking Underground Storage Tank (LUST) Program despite the
Government Accountability Office’s findings in a 2007 estimate that the public cost of
cleaning up about 54,000 of the known leaking tanks will likely cost upwards of
$12 billion. In 2009, total LUST Program funding is $72.2 million, a reduction of
$33.6 million (31.8 percent) from 2008.

Includes Drilling in the Arctic National Wildlife Refuge — For the eighth consecutive year, the
President’s budget opens the Arctic Refuge to oil and gas exploration. Over the 2009-2013
period, the budget includes $4.0 billion from lease bonuses for the federal treasury and

$4.0 billion distributed to the State of Alaska. None of this funding is reflected in Function 300 —
see Function 800 (General Government) and Function 950 (Undistributed Offsetting Receipts).

Cuts Non-Emergency Funding for Army Corps of Engineers — Despite the recent enactment of
the Water Resources Development Act of 2007, which authorized a number of high-priority flood
control, navigation, and environmental projects, the President’s budget heavily cuts funding for
the Corps of Engineers non-emergency construction and maintenance activities. For 2009, the
budget provides $4.7 billion, $845 million (15.1 percent) below the 2008 level. Importantly, the
budget includes $5.8 billion in new emergency funding in 2009 to provide 100-year storm
protection to the greater New Orleans area.

Sows Bitter Harvest for Agricultural Conservation Funding — The budget provides the Natural
Resources Conservation Service (NRCS) only $801 million in 2009 in appropriated funding, a cut
of $136 million (or 14.5 percent) from 2008. On the verge of a new farm bill that would expand
conservation activities, the President heavily cuts technical assistance funding and personnel from
the primary agency responsible for delivering the farm bill’s conservation programs. Such a
substantial reduction would significantly impact NRCS’s ability to deliver needed resource
conservation that would enhance water quality, restore wetlands, and improve wildlife habitat.

As part of the cut, the President’s budget eliminates two programs — the Resource Conservation
and Development Program and the Watershed and Flood Prevention Operations. These programs
provide assistance to rural communities to deliver locally driven conservation activities and
install water supply and flood control infrastructure projects.
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The President’s Land and Water
Conservation Fund Support Never
Matched Initial Promises — In his
final budget, the President again fails to
keep commitments to fully fund the
Land and Water Conservation Fund
(LWCF) at the authorized level of
$900 million. Importantly, the budget
provides only $43 million in 2009 for
federal land acquisition to better
preserve parks, forests, wildlife refuges,
and open space. This represents a cut
of $87 million (67.2 percent) from the
2008 level and almost $411 million
(90.6 percent) relative to 2001. In
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inflation-adjusted dollar terms (see figure), the Administration has repeatedly slashed LWCF

funding for federal land acquisition.
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Function 350: Agriculture

Function 350 includes farm income stabilization, agricultural research, and other services
administered by the U.S. Department of Agriculture (USDA). The discretionary programs
include research and education programs, economics and statistics services, administration of the
farm support programs, farm loan programs, meat and poultry inspection, and a portion of the
Public Law 480 international food aid program. The mandatory programs include commodity
support programs, crop insurance, and certain farm loans.

Mandatory Programs

Overall Mandatory Spending Projected to Increase Largely Due to Higher Crop Insurance
Costs — For 2009, mandatory agriculture spending under the Administration’s estimates of
current law will increase above the 2008 level by $2.2 billion. The main driver of the increased
direct spending is the larger cost associated with the federal crop insurance program. Because
market prices for many commodity crops covered by the crop insurance program are at or near
record highs, the public’s costs for subsidizing the insurance are projected to increase markedly in
20009.

Appropriated Programs

The budget provides $5.7 billion in appropriations for programs in this function, a cut of
$141 million (2.4 percent) from the 2008 level and $312 million (5.2 percent) below the amount
needed to keep pace with inflation.

Cuts Research and Extension Activities — The budget provides a total of $1.0 billion for the
Agricultural Research Service’s main salaries account, a cut of $84 million (7.5 percent) below
the 2008 level. The budget also provides a total of $1.0 billion in appropriated funding for the
Cooperative State Research, Education, and Extension Service, a decrease of $189 million
(15.8 percent) below the 2008 level. The budget derives the cuts by eliminating or redirecting
funding for Congressional research priorities.

Enhances Animal and Plant Health Funding — The budget provides $919 million for the
Animal and Plant Health Inspection Service’s main salaries account, a $51 million (5.9 percent)
increase above the 2008 level. The new funding will support increased surveillance and disease

outbreak response activities under USDA’s Food and Agriculture Defense efforts.

Imposes New User Fees — The budget imposes a variety of new user fees, including:
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Country of Origin Labeling — The budget imposes a new mandatory fee to help the
Agricultural Marketing Service implement the Country of Origin Labeling (COOL)
requirements for certain food products. The budget estimates the agency would collect
$10 million in new fees to fund random compliance reviews.

Grain Inspection, Packers, and Stockyards Administration (GIPSA) — The budget
imposes $27 million in new fees in 2009 for GIPSA to fund the development, review, and
maintenance of grain standards, as well as licensing packers, stockyards, and other meat
and poultry participants.

Animal and Plant Health Inspection Service (APHIS) — The budget creates a new fee to
help cover the costs associated with the Animal Welfare Act, Virus Serum Toxin Act, and
Plant Protection Act. The budget estimates that APHIS would collect $20 million in fees
in 2009.

Risk Management Agency (RMA) — The budget establishes a new fee to cover RMA’s
costs to build a modern IT system. Beginning in 2010, the fee would generate $15 million
annually through an assessment of about one-quarter cent per premium dollar collected
from companies participating in the Federal Crop Insurance Program.
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Function 370: Commerce and Housing Credit

Function 370 includes deposit insurance and financial regulatory agencies such as the Securities
and Exchange Commission (SEC); the mortgage credit programs of the Department of Housing
and Urban Development (HUD) and the Department of Agriculture (USDA); the Department of
Commerce’s Census Bureau, its business promotion programs, and its technology development
programs; rural housing loans; the Small Business Administration’s business loans; the Postal
Service (USPS); and other regulatory agencies such as the Federal Communications Commission
(FCO).

The President’s budget provides $4.0 billion in appropriations for programs in this function, an
increase of $927 million over 2008 levels.

Mortgage Credit Programs

Rural Low-Income Direct Loan Programs Eliminated — The budget reflects a dramatic
alteration in USDA’s role in providing housing assistance to low- and very low-income borrowers
and renters. The budget eliminates direct lending for single-family home purchases under Section
502 and for multifamily housing development under Section 515. The budget shifts resources to
unsubsidized guaranteed loans. Guaranteed loans generally cost borrowers more than direct loans
because interest rates are higher. Moreover, they are likely to be less widely accessible to very
low-income potential borrowers.

Transforms Federal Housing Administration — The budget includes provisions that affect
potential homeowners with poor credit histories or little savings in various ways. One provision
increases FHA’s loan limit in high-cost areas. Another provision extends to borrowers mortgages
with premiums tied to credit records and the size of down payments. This provision permits FHA
to attach risk-based premiums to mortgages. The budget intends the premium amount to
sufficiently outweigh the need for credit subsidy appropriation. Risk-based premiums potentially
could prohibit some borrowers with very poor credit or very little money down from receiving
this kind of mortgage.

Commerce-Related Programs

Raises Costs for Small Business Administration Microloan Borrowers — The budget
restructures the microloan program to zero subsidy, by raising the rate at which intermediaries
borrow. This program will provide an estimated $25 million in loans in 2009 to primarily low-
income entrepreneurs. Intermediaries continue to receive a better-than-market rate on interest
loans, but borrowers could potentially face higher costs. The budget also eliminates microloan
technical assistance.
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Increases Funding for Census Bureau — Continuing preparation for the 2010 census, the
budget provides $2.6 billion for the Census Bureau, $1.4 billion over the 2008 level. In 2009, the
Bureau will begin opening and staffing local Census offices.

Weakens Support for Minority Business Development — The budget continues to freeze
funding for the Minority Business Development Agency at $29 million. The agency provides
management and technical assistance services to minority business enterprises.

Increases Patent and Trademark Office Operating Budget — The budget includes $2.1 billion
for Patent and Trademark Office operations, an increase of $160 million (8.3 percent) above the
2008 level.

Eliminates Funding for the Manufacturing Extension Partnership, Eliminates Advanced
Technology Program — The budget provides only $4 million for the Manufacturing Extension
Partnership, phasing out the program that was previously funded at $90 million in 2008. This
program, which also receives state, local, and private funding, provides information and
consulting services to help small businesses adopt advanced manufacturing technologies and
business practices that will help them compete in a global market. The budget eliminates the
Advanced Technology Program, a grant program to help businesses develop new technologies for
commercial use.
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Function 400: Transportation

Function 400 consists mostly of the programs administered by the Department of Transportation
(DOT), including programs for highways, mass transit, aviation, and maritime activities. This
function also includes two components of the Department of Homeland Security: the Coast Guard
and the Transportation Security Administration (TSA). In addition, this function includes several
small transportation-related agencies and the research program for civilian aviation at the
National Aeronautics and Space Administration.

For 2009, the President’s budget provides $75.3 billion in appropriated budgetary resources
(budget authority plus obligation limitations). This is $5.4 billion below the 2008 level.

Budget Details
Surface Transportation Funding Does Not

Meet Authorized Levels — The surface
transportation reauthorization included

The Administration projects that the
: . : Highway Account of the Highway Trust

and mass transit programs. For 2009, the 2009 and will be unable to pay
President’s budget provides $39.4 billion in $3.2 billion in reimbursements to states.
obligation limitation for the Federal-Aid To fix this shortfall in the trust fund, the
Highways Program. This funding level is budget transfers $3.2 billion from the

$800 million short of the adjusted obligation Mass Transit Account of the Highway
Trust Fund so the highway program can

make all of its payments to states. At
some point in the future, the Highway
Account would repay this advance.

limitation specified in the reauthorization
(highway funding is adjusted down based on
updated estimates of revenue into the
Highway Trust Fund). Also, in providing
$10.1 billion for mass transit, the budget does
not fully fund transit programs. The majority of the $203 million transit cut comes at the expense
of a grant program that assists states in building or extending major mass transit projects. The
budget provides $1.4 billion for safety programs, which includes a shift of $122 million from the
general fund to the Highway Trust Fund.

Federal Aviation Administration (FAA) Funding Cut — The President’s budget provides

$14.6 billion for the FAA for 2009, which is $273 million (1.8 percent) below the 2008 level.
The budget limits grants to improve airports to $2.8 billion, a cut of $765 million from the

2008 level. The budget continues FAA’s expiring financing mechanism (receipts from passenger
ticket taxes, taxes on aviation fuel, and general fund contributions) through 2009.
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Cuts the Essential Air Service (EAS) — The
EAS program provides financial assistance to
rural communities geographically isolated
from hub airports so that they may operate
smaller airports. In 2008, the program was
funded at $125 million, through a
combination of appropriations and fees on
foreign air carriers. The budget again cuts
funding for EAS by eliminating the federal
subsidy and limiting the program to only
spending $50 million in fees (more than a

50 percent cut from 2008). Congress has
consistently rejected this Administration
proposal.

Amtrak Funding Slashed Again — The

Beginning in 2010, the budget requires
that commercial airlines pay a new user
fee, in place of fuel taxes, that offsets
the costs of FAA’s operations. General
Aviation (GA) users will continue to pay
excise taxes on aviation fuel, but
adjusted for their cost to the air traffic
control system. The Administration
estimates user fee collections of

$8.6 billion in 2010. Over the
2010-2013 period, the user fees total
$36.7 billion. However, because the
user fees are not revenue, the new
cost-based system reduces receipts by
$38.8 billion over the four-year period.

President’s budget provides only $800 million in direct assistance for Amtrak, a cut of

$525 million (39.6 percent) from the 2008 level. The budget provides $525 million for Amtrak’s
capital expenses and $275 million for efficiency grants (operating expenses). In addition, the
budget provides $100 million for capital matching grants to states, a $70 million increase from
the 2008 level. In order to use the capital grants, states must fund alternatives to Amtrak or

provide any needed operating subsidies to Amtrak.

Federal Grants to Amtrak
(budget authority in millions)

2003 2004
President’s Request ~ $521 $900
Appropriated $1,043  $1,218

2005 2006 2007 2008 2009
$900 $360 $900  $800 $800
$1,207 $1,293 $1,293 $1,325 --

Coast Guard — For 2009, the President’s budget provides $7.8 billion in discretionary funding
for the Coast Guard. This is $403 million (5.4 percent) higher than the 2008 level, excluding

supplemental funding.

Port Security Grants — Port security grants from the Department of Homeland Security provide
funds for port agencies to install the fencing, surveillance technologies, and other measures
needed to prevent terrorists from gaining access to docks and other port facilities. The
President’s 2009 budget provides $210 million for the grants, well below the $400 million that
Congress authorized in the Security and Accountability for Every (SAFE) Port Act of 2006.



Transportation Security Administration (TSA) Fee Proposal — The President’s 2009 budget
includes a temporary increase to the Passenger Security Fee, collected at the time an airline
passenger purchases a ticket. The current fee ($2.50 per enplanement, capped at two
enplanements per one-way trip) increases by 50 cents per enplanement with a maximum increase
of $1.00 per one-way trip or up to $6.00. The increased fee is dedicated to a mandatory capital
fund and used for explosive detection equipment to screen checked baggage. The proposal raises
$426 million in 20009.
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Function 450: Community and Regional Development

Function 450 includes federal programs to improve community economic conditions, promote
rural development, and assist in federal preparation for and response to disasters. This function
provides appropriated funding for the Community Development Block Grant, Department of
Agriculture rural development programs, the Bureau of Indian Affairs, the Federal Emergency
Management Agency, and other disaster mitigation and community development-related
programs. It also provides mandatory funding for the federal flood insurance program.

For 2009, the President’s budget provides $11.5 billion in appropriations for programs in this
function, a cut of $2.8 billion below the 2008 level and of $3.1 billion below the amount needed
to maintain purchasing power at the 2008 level.

Community Development

Continues Pattern of Cutting the Community Development Block Grant Program — The
budget again cuts the Community Development Block Grant (CDBG) program. It provides just
$2.9 billion for 2009, which is $731 million

(19.9 percent) less than is needed to maintain Cammunity Devel opment Block Grant Funding
purchasing power at the 2008 level. CDBG, N Billon;s

which provides funding for local solutions to e

challenges like affordable housing, job creation, :jj
and economic development, has been reduced by —-—

$1.5 billion since 2001. At the same time, the g0 4

United States has lost over 3 million $10 4

manufacturing jobs and nearly a million units of | oo 4

affordable housing, 2001 2002 2003 2004 2005 2008 2007 2008 2009

Cuts Funding for Lead Hazard Reduction — The budget cuts funding for the Lead Hazard
Reduction Grant program, which protects children from lead poisoning by removing lead paint
from their homes, by $29 million (20.0 percent) below the 2008 level.

Reduces Investments in Economically Distressed Communities — The budget cuts funding for
the Community Development Financial Institutions fund by 69.1 percent, $65 million below the
2008 level. About half the cut is a result of eliminating the Bank Enterprise Award (BEA) — an
incentive for banks and thrifts to increase lending, investment, and service activities in
economically distressed areas — and the set-aside for Native American and Hawaiian initiatives,
which provides grants to Native Americans and Hawaiians to start small businesses.
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Increases Funding for Information Technology at Department of Housing and Urban
Development (HUD) Despite Concerns about Strategic Plan — The budget increases
appropriations for HUD computer system maintenance and development by $78 million, a

33.2 percent increase, to help improve data management for community development and
housing programs. Last year, Congress reduced funding and restricted transfers of funds to this
account because of concern about poor planning and cost overruns.

Disaster Prevention and Relief

More than Half of National Flood Insurance e finsuranselbiagram
Program (NFIP) Collections Will Be Spent on Percent of Collections Spent on interest
Interest Payments — As in previous years, the BO0%

budget does not address the $17.3 billion debt 50% /’_4
NFIP accumulated while paying claims related 40% 7

to Hurricanes Katrina, Rita, and Wilma. As a 30% /,.;

result, in 2009 the NFIP will spend $1.8 billion, | 2%* ] =

55.0 percent of the premiums and other fees 10%7 — ¥

collected from homeowners, to pay interest on o 2001 2002 2003 2004 2006 2008 2007 2008 2009

its debt. The Congressional Budget Office has
previously estimated that even with a very
substantial increase in premium rates, NFIP would be unable to repay the debt in the next ten
years. By law, NFIP is forbidden to spend more than its income from collections and borrowing.
Its current borrowing limit is $20.8 billion. The budget allows for additional borrowing from the
Treasury, but projects a relatively mild flood season that will not require it.

Rural and Economic Development

Cuts Funding for Rural Development

Jobs Crested or S=ved by USDA Rural Dewd opment Programs, Including Those Focused on Jobs
Fhogeams — The budget cuts total rural development
50200 | funding by 42.9 percent below the level needed
;3,’333: to maintain purchasing power at the 2008 level,
S I I I eliminating funding for rural empowerment
ggﬂgg: zones and enterprise community grants. The
10000 . ) . ) N budget also rescinds $39 million in unspent
w04 2005 ;oS W07 08 2009 economic development grant funding and cuts
S Economic Development Assistance Programs,

which are used to generate or retain jobs and
attract new private-sector investment, by $148 million (60.9 percent).
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Slashes Rural Infrastructure Funding — The budget cuts appropriations for water and waste
disposal system grants, which are used to finance water purification and waste disposal in rural

areas and in towns and cities with a population of 10,000 or less, by $318 million (59.3 percent)
below the 2008 level.
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Function 500: Education, Employment, Training,
and Social Services

Function 500 includes funding for the Department of Education, social services programs within
the Department of Health and Human Services, and employment and training programs within the
Department of Labor. It also contains funding for the Library of Congress and independent
research and art agencies such as the Corporation for Public Broadcasting, the Smithsonian
Institution, the National Gallery of Art, the John F. Kennedy Center for the Performing Arts, the
National Endowment for the Arts, and the National Endowment for the Humanities.

The President’s 2009 budget cuts appropriations for programs in this function in each of the next
four years. For 2009, the President’s budget provides $79.5 billion in discretionary funding for
these programs, a cut of $166 million below the 2008 level and of $1.7 billion below the amount
needed to maintain purchasing power for the non-emergency programs at the 2008 level.

Education

Changes to Student Loan Program — In addition to recalling federal capital contributions to the
Perkins Loan program for a mandatory savings of $1.1 billion in 2009 and $7.2 billion over ten
years (2009-2018) as was proposed in previous budgets, the budget also cuts student loan benefits
just enacted earlier this year in the College Cost Reduction and Access Act. The budget:

o Restricts eligibility for the new loan forgiveness program for individuals in public service
and non-profit jobs to new borrowers after July 2009. This saves $1.4 billion in 2009.

o Eliminates the interest subsidy on loans eligible for income-based repayment for loan
recipients that meet certain economic hardship criteria. This saves $260 million in 2009
and $788 million over ten years (2009-2018).

Vouchers by Another Name — The budget includes a new $300 million “Pell Grants for Kids”
program which is basically a renamed voucher program.

After-School Funds Cut — The 21 Century Learning Opportunities (after-school) funds are
reduced and converted from a community-based program to vouchers.

Pell Grants Receive Slight Increase — The budget increases appropriated funding for Pell
Grants by $2.6 billion — much of which is needed to cover the Pell Grant shortfall. The
discretionary share of the maximum Pell Grant would cover awards to $4,310. Including
mandatory funding, the total maximum Pell Grant award would rise to $4,800 for the 2009-10
school year, an increase of $69 over last year’s level. The budget makes room for additional Pell
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Grant funding by eliminating the Supplemental Educational Opportunity Grants Program (funded
at $758 million in 2008) and terminating, cutting, or freezing other higher education programs.

Freezes Education Funding — Despite significant unmet needs and the high priority the
Administration has placed on education, the budget includes no additional appropriations for the
Department of Education, instead providing the 2008 level of $59.2 billion. Increases are
proposed for a few Administration favored programs such as Reading First and school vouchers
while significant cuts are made in many other programs and 47 programs are proposed for
elimination (see table, next page). The vast majority of education programs are frozen at 2008
levels. Impact aid is funded at $1.2 billion, math/science partnerships receive $179 million, and
School Improvement Grants receive $491 million.

$14.7 Billion Shortfall in No Child Left Behind Funding — As in previous years, the

2009 budget provides a modest increase above 2008 levels of $125 million in elementary and
secondary education programs authorized under the No Child Left Behind Act. However, the
2009 funding is still $14.7 billion below authorized levels for a cumulative shortfall of

$85.6 billion since enactment.

A Few Increases Offset by Large Cuts — Higher funding levels are requested for Title I

($406 million increase), Reading First ($607 million), and a few other smaller programs. But to
make room for these increases, the budget includes significant cuts below 2008 levels in a

number of existing programs including:

o 21* Century Community Learning Centers (cut $281 million), potentially resulting in the
loss of services to 660,000 students;

o Teacher Quality programs (cut $100 million), affecting 540,000 students;
o Safe and Drug-Free Schools state grants (cut $195 million); and

o Teaching American History (cut $68 million).

Program terminations include:

° Career and Technical Education ($1.2 billion in 2008);

o Education Technology state grants ($268 million in 2008); and

o Even Start family literacy program ($67 million in 2008).
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47 Discretionary Education Programs Eliminated in the President’s 2009 Budget

Dollars in Millions, 2008 Level

Program 2008 $ Program 2008 $
Improving Teacher Quality: Higher Education:
Teacher Quality Enhancement 34 Supplemental Ed. Opportunity 758
Grants
National Writing Project 24 Perkins Loans Cancellations 64
Advanced Credentialing 10 Leveraging Ed. Assist. Partnerships 64
School Leadership 15 Byrd Honors Scholarships 40
Ready to Teach 11 Stre_ngthenlng AIaskaINatlve _& _ 12
Native Hawaiian-Serving Institutions
Smaller Learning Communities 80 Demos for Students with Disabilities 7
Tech-Prep Education State Grants 103 Thurgood Marshall Legal Education 3
Physical Education 76 Underground Railroad Program 2
Parental Info. And Resource Centers 39 B.J. Stupak Olympic Scholarships 1
Arts in Education 38 Rehabilitation Services:
Alaska Native Education Equity 33 Supported Employment Grants 29
Grants for Incarcerated Youth 22 Projects With Industry 19
Mentoring 49 Recreational Programs 3
Comprehensive School Reform 2 Migrant & Seasonal Farmworkers 2
Acgdemles for American History and 5 Alcohol Abuse Reduction 32
Civics
Exch.anges with Historic Whaling and 9 Mental Health Integration 5
Trading Partners
Javits Gifted and Talented Education 8 Close Up Fellowships 2
Civic Education 32 Foundations for Learning 1
Education for Native Hawaiians 33 New in 2009:
Excellence in Economic Education 1 Career and Tech Ed National 8
Programs
C d Tech Education Stat
Women’s Educational Equity 2 areerand tec ucation >tate 1161
Grants
Education Technology State Grants 268 Reading is Fundamental 25
Elementary/Secondary Counseling 49 Special Olympics 12
Even Start 67 Teachers for a Competitive 2
Tomorrow
Tribally Controlled Postsecondary 8

Total Programs Eliminated = $3.3 billion




Social Services

Slashes the Social Services Block Grant (SSBG) — The budget cuts SSBG funding by

$500 million (29.4 percent) in 2009 and completely eliminates it in 2010. This grant provides
states with discretion to use these funds for social services such as child care, child welfare,
home-based services, employment services, prevention and intervention programs, and special
services for the disabled. Many states are counting on the SSBG to help them avoid cuts in social
services due to tightening state budgets.

Provides Small Increase for Head Start ~ Head Start Funding History, 2002-2000

— The budget increases funding for Head 3{;3"]“

Start by $149 million (2.1 percent). Head 0 _
Start funding has not kept pace with $60 |

inflation since 2003, causing cuts in its ﬁ-g:

services for children. Head Start centers o~

have laid off staff, eliminated summer 20 -
programs, and cut transportation for $10+ —
children. This year’s increase will not be $0o-

. 2002 2003 2004 2005 2006 2007 2008 2009
enough to erase the deficit caused by years Reguiest

of stagnant funding. ~ Feewweoo
Increases Funding for “Abstinence Only” Sex Education Programs While Slightly Reducing
Funding for Evaluation — The budget increases discretionary funding for grants to “abstinence-
only” sex education programs by $28 million over the 2008 level, a 25.7 percent increase, for
total program funding of $191 million. The budget reduces funding for Public Health Service
evaluations of the effectiveness of the grants by 2.0 percent. The program evaluations and other
public health activities are part of Function 550 (Health).

Eliminates Community Services Block Grant — The President’s 2009 budget repeats past
Administration budgets in eliminating the Community Services Block Grant and three other
community services programs, cutting $698 million for a range of services to reduce poverty and
to provide assistance in the areas of housing, health, nutrition, energy, and substance abuse.

Cuts National Service Programs — The budget provides $759 million for the Corporation for
National and Community Service, a cut of $20 million from the 2008 level.

60



Employment, Training, and Other Programs

Replaces Training Programs with Personal
Accounts and Cuts the Funding — The President’s

Budget Change in Job Training Programs

Funding War kers
2009 budget eliminates four job training and Ll SHELD
i Adult Employment and
employment programs (see table at right) and Training -$398 million -247 222
. Dislocated W adcer
replaces them with personal Career Advancement Employment and
Training -F14 billion  -352,212
Accounts of up to $3,000 per year for up to two “fouth Training 5924 milion 243,411

years. The budget would reduce total funding for job |Emplevment Sewvice 5738 milion -13 million

Career Advancement

training by $1.1 billion compared with the 2008 Accounts +32.8 billion +11 million
MNet Impact -$1.4 billion  -2.5 million

level, a 28.5 percent cut. _ _ _
Souros e At oF Labor 2009 Co ngee i Sucipet JstSoation

Slashes Community Service Employment for Older Americans — The budget cuts the
Community Service Employment for Older Americans programs by $182 million (34.2 percent)
below the level needed to keep pace with inflation.

Major Cuts to the Corporation for Public Broadcasting (CPB) — The budget includes the
largest cut to public broadcasting in its 40-year history. The program level for CPB would be
$126 million — a cut of $267 million, or 68 percent, from appropriated levels. The $267 million
cut includes a $200 million rescission from the $393 million that was previously appropriated for
2009. The additional $67 million results from a proposed carve-out from the remaining $200
million in 2009 advance funding — $27 million for a new radio interconnection system and $40
million for digital programming. By tradition, the CPB is funded through advance appropriations
— a practice that this budget would discontinue.

Funding for National Endowments — The President’s budget decreases funding for the
National Endowment for the Arts (down $17 million from the 2008 level of $145 million), and
continues to basically freeze funding for the National Endowment for the Humanities at

$144 million.
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Function 550: Health

In Function 550 (Health), appropriated programs include most direct health care services
programs. Other health programs in the function fund anti-bioterrorism activities and national
biomedical research, protect the health of the general population and workers in their places of
employment, provide health services for under-served populations, and promote training for the
health care workforce. The major mandatory programs in this function are Medicaid, the State
Children’s Health Insurance Program (SCHIP), and Tricare-for-Life (health care for Medicare-
eligible military retirees).

Overview

Appropriated Levels Decrease — The President’s budget provides $54.9 billion for appropriated
programs covering health care services, health research and training, consumer safety, and
biodefense activities of the Department of Homeland Security. This amount is a decrease of
$2.1 billion (3.6 percent) below the level needed to maintain purchasing power.

Mandatory Levels Receive a Slight Increase Relative to Current Law — The budget increases
mandatory spending relative to current law by $1.1 billion over five years. This change is
primarily due to the net effect from an increase in spending for the State Children’s Health
Insurance Program (SCHIP), which is mostly offset by a reduction to Medicaid spending.

The Administration’s Legacy

Since 2001, the number of uninsured Americans has increased by 18 percent, from 39.8 million in
2001 to 47.0 million in 2006. Rather than focusing on efforts to address the uninsured, the
Administration has repeatedly proposed significant legislative and regulatory cuts to Medicaid
that threaten the public safety net by shifting costs to states or increasing beneficiary costs. Some
of the cuts became law as part of a measure labeled the Deficit Reduction Act of 2005. Further,
when the President had the chance to expand health insurance coverage to an additional four
million children, the President twice vetoed the bipartisan legislation.

Years of cutting non-defense discretionary spending in constant dollars has harmed our nation’s
public health agencies. This is particularly true over the past four years. Funding for public
health programs has increased on average by 0.7 percent annually since 2004. This amount is
less than half the level needed to keep pace with inflation. Agencies have been unable to meet
increasing demands, which is evident throughout public health programs, ranging from the Food
and Drug Administration’s challenges in protecting our nation’s food supply to the Consumer
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Product Safety Commission’s inability to adequately monitor children’s toys. This year’s budget
proposes reductions in public health funding for critical areas. The Administration reduces public
health funding for the Centers for Disease Control and Prevention (CDC), the Health Resources
and Services Administration (HRSA), and the Indian Health Services (IHS) while also freezing
funding for the National Institutes of Health (NIH).

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

$33.3 Billion in Cuts to
Medicaid Over Five Years and
$82.6 Billion Over Ten Years —
The budget makes legislative
cuts to Medicaid of $18.6 billion
over five years and $47.9 billion
over ten years. It imposes
another $14.7 billion in cuts
through regulatory changes over
five years and $34.7 billion over
ten years, for total gross cuts of
$33.3 billion over five years and
$82.6 billion over ten years. The
budget includes $1.2 billion in
increased Medicaid spending
over five years, for a net effect
of $32.1 billion in Medicaid
legislative and regulatory cuts
over five years and $81.4 billion
over ten years. The new cuts
proposed in the budget are on
top of the cuts enacted in the
Deficit Reduction Act of 2005
(S. 1932), which reduced
Medicaid by $28.3 billion over
ten years.

The budget reduces state
matching payment rates, reduces
reimbursement of generic drugs,
cuts payments to government

Cuts to Medicaid

(dollars in billions)

2009- | 2009-
2013 2018

Legislative Cuts:
Cuts State Administrative Match Rates 5.5 12.9
Reduces Case Management Match Rates to States 1.1 25
Cuts Family Planning Match Rates to States 3.3 8.2
Cuts Payments for Administrative Costs (Cost 1.8 3.7
Allocation)
Links Reimbursement to State Performance 0.3 1.3
Reporting
Lowers Maximum Allowable Home Equity Amount to 0.5 1.2
$500,000
Expands Private Sector Coverage for Acute Care 0.7 2.3
Benefits
Allows States to Mandate Managed Care Enrollment 21 6
for Certain Populations
Enhances Third Party Liability 0.5 1.2
Reduces Reimbursement for Generic Drugs 1.1 2.6
Tests Asset Verification System 1.2 4.3
Other Legislative Changes 0.6 1.6
Total Legislative Cuts 18.6 47.9
Regulatory Cuts:
Limits Provider Payments to Cost 57 12.9
Limits Reimbursement for School-Based Services 3.6 8.6
Reduces Medicaid Funding for Graduate Medical 1.8 4.4
Education (GME)
Limits Reimbursement for Rehabilitation Services 2.7 6.9
Limits Managed Care Services 0.8 1.9
Total Regulatory Cuts 14.7 34.7
Total Legislative and Regulatory Cuts 33.3 82.6

Program Extensions/Modifications 1.2 1.2
Net Medicaid Cut 321 | 81.4

* Table does not include SCHIP costs or Medicaid interactions with the

SCHIP, SSI and Medicare policy.
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providers, cuts reimbursements for school-based and rehabilitation services, and includes many
other cuts. Many of the budget’s cuts will either increase state costs or lead to a reduction in
Medicaid benefits. Nearly all of the regulatory cuts reflect previous proposals that Congress has
issued moratoriums on due to their effects.

The budget's Medicaid cuts do not assist states to reduce the number of Americans without
insurance. Rather, the cuts will harm states at the same time they are facing fiscal challenges due
to the economy. Many states are projecting budget shortfalls in their upcoming fiscal year.
When states experience shortfalls, it places pressure on them to reduce services, which puts their
public health care safety nets at risk. This pressure often occurs at the same time as the number
of uninsured increases due to economic conditions.

Provides $19.3 Billion over Five Years for Children’s Health Coverage — For the State
Children’s Health Insurance Program (SCHIP), the budget provides an additional $19.3 billion
($19.7 billion in SCHIP allotments) over five years. While these funds represent an increase
relative to the President’s 2008 proposal, the budget falls far short of the amount Congress
provided in bipartisan legislation that would have expanded coverage to nearly four million
additional children if the President had not twice vetoed the legislation.

Legislative Cuts of $18.6 Billion Over Five Years, and $47.9 Billion Over Ten Years — The

budget includes the following gross legislative changes to Medicaid that will cut funding by

$18.6 billion over five years, and $47.9 billion over ten years.

o Cuts State Administrative Match Rates — The budget reduces funding for certain
administrative activities that received a higher match rate. This policy reduces funding to
states by $5.5 billion over five years and $12.9 billion over ten years.

o Reduces Case Management Match Rates to States — The budget reduces funding to
states for reimbursement of certain case management activities. This policy reduces
funding to states by $1.1 billion over five years and $2.5 billion over ten years.

o Cuts Family Planning Match Rates to States — The budget reduces the match rate for
family planning services from 90 percent to the State’s normal match rate. The policy
reduces Medicaid spending to states by $3.3 billion over five years and $8.2 billion over
ten years.

o Cuts Payments for Administrative Costs (Cost Allocation) — The budget reduces federal

reimbursement for Medicaid state administrative costs to reflect the costs shared by
Medicaid and the Temporary Assistance for Needy Families program in determining
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eligibility, a policy known as “cost allocation.” This policy reduces administrative
spending by $1.8 billion over five years and $3.7 billion over ten years.

Links Reimbursement to State Performance Reporting — The budget proposes to link
federal funding to a state’s performance on a set of universal performance measures. The
policy reduces Medicaid spending to states by $310 million over five years and

$1.3 billion over ten years.

Lowers Maximum Allowable Home Equity Amount to $500,000 — The budget
eliminates the state option to use a higher home equity limit in determining individuals’
eligibility for Medicaid nursing facility services. The policy reduces Medicaid spending
by $480 million over five years and $1.2 billion over ten years.

Expands Private Sector Coverage for Acute Care Benefits — The budget expands
private sector coverage to certain optional aged, blind, and disabled groups for acute care
services. The policy reduces Medicaid spending by $650 million over five years and
$2.3 billion over ten years.

Allows States to Mandate Managed Care Enrollment for Certain Populations —
Repeals the rule exempting children with special needs, dual eligibles, and Indians from
the managed care state option. The policy reduces Medicaid spending by $2.1 billion over
five years and $6.0 billion over ten years.

Enhances Third Party Liability — The budget alters the Medicaid payment time frame to
enable states to “cost avoid” in situations where there is a third party liability, yielding
savings of $470 million over five years and $1.2 billion over ten years.

Reduces Reimbursement for Generic Drugs — The budget limits payments for generic
drugs to 150 percent of the average manufacturers’ price, for savings of $1.1 billion over
five years and $2.6 billion over ten years.

Tests Asset Verification System — The budget reduces Medicaid payments to individuals
by expanding access to the Social Security Administration’s (SSA) asset verification
system to determine benefit eligibility. It yields savings of $1.2 billion over five years
and $4.3 billion over ten years.

Regulatory Medicaid Cuts of $14.7 Billion Over Five Years, $34.7 Billion Over Ten Years —
The budget includes $800 million in new regulatory cuts over five years and $1.9 billion over ten
years. These are in addition to the previously proposed regulatory cuts for which the
Administration has already taken action to alter program rules. The previously proposed
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regulations total $13.9 billion over five years and $32.8 billion over ten years. The
Administration assumes all these regulations in its baseline. The following description details
these regulations.

o Limits Provider Payments to Cost — The budget cuts payments to providers by
prohibiting states from paying government-owned providers more than “cost,” for five-
year savings of $5.7 billion and ten-year savings of $12.9 billion. In effect, this policy
eliminates the “upper payment limit (UPL),” which currently lets states pay government
providers an amount above their costs. It also limits the types of providers that qualify to
receive payments. While some states may have used the UPL to draw down Medicaid
matching dollars above what their Medicaid match rate would normally allow, many of
them have phased out this mechanism, and others reinvest the funds into the Medicaid
program or other health programs.

o Limits Reimbursement for School-Based Services — The budget limits the types of
school-based administration and transportation services that are permitted for Medicaid
reimbursement, for savings of $3.6 billion over five years and $8.6 billion over ten years.

o Eliminates Medicaid Funding for Graduate Medical Education (GME) - The budget
eliminates Medicaid funding for the Graduate Medical Education program, which
provides physician training programs. The policy reduces funding to states by
$1.8 billion over five years and $4.4 billion over ten years.

o Limits Reimbursement for Rehabilitation Services — The budget limits the types of
rehabilitation services that are permitted for Medicaid reimbursement, for savings of
$2.7 billion over five years and $6.9 billion over ten years. This policy may negatively
affect chronically ill and disabled beneficiaries by limiting their access to rehabilitative
services.

o Limits Managed Care Services — The budget includes a new regulatory proposal that
will specify allowable services for managed care. This policy results in savings of
$800 million over five years and $1.9 billion over ten years.

Appropriated Health Programs

Cuts Centers for Disease Control and Prevention (CDC) — The budget provides $5.7 billion for
CDC, $433 million (7.1 percent) below the 2008 level. The budget eliminates the Preventive
Health and Social Services Block Grant ($97 million), and reduces Occupational Safety and
Health by $111 million (25.4 percent) below the 2008 level. These cuts come at a time when
there are critical public health needs to be addressed in our nation.
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Freezes Funding for National Institutes of Health (NIH) — The budget provides $29.3 billion
for NIH, $630 million below the amount needed to maintain purchasing power at the 2008 level.
Without sufficient resources to cover inflation, NIH will be unable to make critical advances in
medical research that lead to improvements in health.

Increases Food and Drug Administration (FDA) — The budget provides FDA with a program
level of $2.4 billion, consisting of an appropriation of $1.8 billion, $607 million in existing user
fees, including $14 million to reauthorize animal drug user fees, and $21 million in proposed
discretionary user fees. This program level is a $130 million increase (5.7 percent) above the
2008 level. The budget provides an increase of $42 million for food protection activities. While
this represents a 6.8 percent increase above the 2008 level, some experts have suggested
significantly larger increases may be needed. The budget again imposes user fees that would
require manufacturers and laboratories to pay the full costs of reinspections and expands the
current drug, animal drug, and medical device export certification fee to also include food and
animal feed. In addition, the budget again assesses an industry-funded generic drug user fee to
speed approval of generic drugs.

Slashes HRSA Funding and Eliminates Several Programs — The budget funds the Health
Resources and Services Administration (HRSA) at $5.9 billion for 2009, a decrease of nearly
$1.0 billion (14.5 percent) from the 2008 level. HRSA is one of the principal agencies
responsible for increasing health care access to under-served populations. The budget again
eliminates several HRSA programs, including Children’s Hospital Graduate Medical Education
($302 million in 2008), EMS for children ($19 million in 2008), Universal Newborn Hearing
Screening ($12 million in 2008), and the Traumatic Brain Injury program ($9 million in 2008).

Cuts Substance Abuse and Mental Health Services Administration (SAMHSA) — The budget
funds SAMHSA at $3.0 billion for 2009, a decrease of $209 million (6.5 percent) from the 2008
level and $275 million (8.3 percent) below the amount needed to maintain purchasing power at
the 2008 level. As part of these cuts, the budget reduces funding by $144 million (48.2 percent)
for mental health service programs of regional and national significance.

Cuts Indian Health Service (IHS) — The budget provides IHS with $3.3 billion for 2009, a
decrease of $21 million (0.6 percent) from the 2008 level and $106 million below the amount
needed to maintain purchasing power. Within this amount, the budget cuts facilities construction
by $21 million and increases clinical services by $42 million.

Slashes Rural Health Activities — The budget provides $25 million for rural health activities,
which is a $150 million (85.7 percent) cut from the 2008 level.
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Level Funding for the Consumer Product Safety Commission (CPSC) — The budget funds
CPSC at $80 million for 2009, the same level of funding as 2008.

Increases Pandemic Funding — The budget provides $820 million to fund the next phase of the
Pandemic Influenza Plan to expand egg based vaccine capacity and purchase medical
countermeasures. The amount is a $517 million (171.2 percent) increase over the 2008 level.

Increases Public Health and Social Services Emergency Fund (PHSSEF) — The budget

provides $811 million for PHSSEF, an increase of $156 million above the 2008 level, which
funds coordination activities to respond to public health emergencies.
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Function 570: Medicare

Function 570 (Medicare) includes only the Medicare program, which provides health insurance to
44 million senior citizens and persons with disabilities. Congress provides an annual
appropriation for the costs of administering and monitoring the Medicare program. Nearly

99 percent of spending in this function occurs on the mandatory side of the budget, and almost all
of the mandatory spending consists of payments for Medicare benefits.

The President’s budget provides net Medicare mandatory spending of $408 billion for 2009, a
reduction of $12.2 billion from projected spending under current law.> For administrative
activities related to Medicare, the budget provides $5.4 billion, an increase of $510 million above
the 2008 level. However, reported functional totals for Medicare administrative spending are not
always meaningful because of accounting procedures used in the appropriations process.

The Administration’s Legacy

Over the past seven years, the President worked with prior Congresses to make changes to the
Medicare program that significantly worsened the nation’s long-term fiscal situation. In 2003,
the President signed into law the Medicare Prescription Drug, Improvement and Modernization
Act (MMA). That legislation created a prescription drug benefit for Medicare beneficiaries that
was largely deficit-financed. The Medicare Trustees project that the prescription drug benefit
will add $8.4 trillion in unfunded obligations to the federal budget’s bottom line over the next 75
years — nearly double the size of Social Security’s projected shortfall over that same time period
($4.7 trillion).

The MMA also created the Medicare Advantage program, through which private plans operating
in Medicare are paid an average of 13 percent more per enrollee than the cost of traditional
Medicare for comparable beneficiaries. There is no systematic information on whether these
extra payments translate into better health outcomes for Medicare Advantage enrollees. CBO
projects that these extra payments to Medicare Advantage private plans will cost about

$150 billion over the next ten years. The Office of the Actuary at the Centers for Medicare and
Medicaid Services estimates that the extra payments to Medicare Advantage shorten the life of
the Hospital Insurance Trust Fund by two years. The excess costs are also driving up premiums
for the 35 million beneficiaries who remain in traditional Medicare.

’Net mandatory spending reflects total spending on benefits, less the amount collected from beneficiaries in
the form of premiums.
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Medicare Legislative and Regulatory Policies

Cuts Medicare by 3556 Billion over Ten Years but Does Not Address Wasteful Managed Care
Overpayments — The budget includes legislative Medicare spending cuts of $178 billion over
five years and $556 billion over ten years. Most of these savings come from cutting payments to
hospitals and other service providers, but $25.9 billion comes from requiring more beneficiaries
to pay extra premiums based on their income. These provisions are described in further detail
below. While making deep fee-for-service cuts, the budget makes no effort to address the well-
documented overpayments to Medicare managed care plans, as discussed above.

Medicare Legislative Cuts of $556 Billion Over Ten Years
(dollars in billions)

2009- 2009-

2013 2018
Cut Inpatient & Outpatient Hospital Update -70.3 -230.5
Cut Skilled Nursing Facility Update -17.0 -563.7
Cut Home Health Update -11.0 -40.5
Cut Hospice Update -5.1 -16.1
Cut Inpatient Rehabilitation Facility Update -4.8 -13.6
Cut Long-term Care Hospital Update -2.9 -8.9
Cut Ambulance Update -1.3 -4.7
Cut Ambulatory Surgical Center Update -0.5 -2.0
Reduce Hospital Disproportionate Share Payments by 30% -20.7 -63.3
Reduce Indirect Medical Education Add-On from 5.5% to 2.2% -12.9 -35.0
Eliminate Double Payments for Indirect Medical Education -8.9 -23.3
Reduce Hospital Capital Payments by 5% in 2009 -3.1 -7.1
Establish Hospital Value-Based Purchasing Program -1.7 -5.2
Competitive Bidding for Clinical Laboratory Services -2.3 -6.8
Limit Oxygen Rental Period to 13 Months -3.0 -6.8
Adjust Payments for Post-Acute Care -1.7 -4.1
End-Stage Renal Disease (ESRD) Payment Modernization and Bundling -1.1 -3.6
60-Month Medicare Secondary Payer Status for ESRD -1.1 -2.7
Phase Out Payments for Medicare Bad Debt -8.5 -30.3
Eliminate Indexation of Income-Related Part B Premium Thresholds* -2.6 -14.9
Established Income-Related Medicare Drug Benefit Premium* -3.2 -11.0
Establish 13-Month Rental Period for Power W heelchairs -0.7 -1.7
Other Proposals -0.3 -2.0
Extend Ql1 Program for One Year/Other Premium Interactions 6.5 21.7
Total Medicare Legislative Cuts -$178.0 -$556.1

*The budget effect of this proposal includes: (1) reduced spending from beneficiaries opting not to sign
up for the benefit, and (2) increased premium collections from those affected beneficiaries who continue
receiving the benefit.
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Steep Cuts to Hospitals — The budget cuts Medicare payments to hospitals in several ways:

Freezes Reimbursement Rates for Three Years — The budget provides no inflation
update for inpatient and outpatient hospital payments for three years. For 2012 and
beyond, the budget provides payment updates of market basket (a measure of medical
inflation) minus 0.65 percent. This policy saves $70.3 billion over five years and

$231 billion over ten years.

Reduces Disproportionate Share Payments — Hospitals that serve large numbers of low-
income patients are known as “disproportionate share hospitals” (DSH) and receive extra
funding to compensate for the added costs of treating low-income individuals. The budget
phases in a 30 percent reduction in DSH payments over two years, saving $20.7 billion
over five years and $53.3 billion over ten years.

Reduces Indirect Medical Education (IME) Add-On — Under current law, Medicare
makes IME payments to teaching hospitals to compensate for the relatively high costs
these hospitals incur when treating Medicare patients. The budget reduces IME payments
by $12.9 billion over five years and $35.0 billion over ten years.

Stops Double Payments for Indirect Medical Education (IME) — The payment structure
for Medicare Advantage managed care plans essentially causes Medicare to pay twice for
IME for Medicare Advantage beneficiaries: as a payment to teaching hospitals, and as a
factor in the payment rate to private plans. The budget eliminates the IME payments to
teaching hospitals, for savings of $8.9 billion over five years and $23.3 billion over ten
years.

Cuts Hospital Capital Payments — Medicare pays a share of hospitals’ capital costs
based on the proportion of hospital services used by Medicare beneficiaries. The budget
reduces hospital capital payments by 5 percent in 2009, saving $3.1 billion over five years
and $7.1 billion over ten years.

Cuts Payment Updates for Other Providers — The budget provides payment updates
permanently below the level of medical inflation for several other categories of providers, using
the rationale that this will motivate providers to be more efficient. Some of the providers facing
cuts in their payment rate updates include:

Skilled Nursing Facilities — The budget cuts payments for skilled nursing facilities by
freezing payment rates at the 2008 level through 2011 and providing an update of market
basket minus 0.65 percent thereafter, resulting in savings of $17.0 billion over five years
and $53.7 billion over ten years.

Home Health — The budget cuts payments for home health providers by freezing
payments through 2013 and providing an update of market basket minus 0.65 percent
thereafter, for savings of $11.0 billion over five years and $40.5 billion over ten years.
Hospice — The budget cuts payments for hospice by freezing payment rates at the 2008
level through 2011 and providing an update of market basket minus 0.65 percent
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thereafter, resulting in savings of $5.1 billion over five years and $16.1 billion over ten
years.

o Inpatient Rehabilitation Facilities — The budget cuts payments for inpatient
rehabilitation facilities by freezing payment rates at the 2009 level in 2010 and 2011 and
providing an update of market basket minus 0.65 percent thereafter, resulting in savings of
$4.8 billion over five years and $13.6 billion over ten years.

Applies Competitive Bidding to Laboratory Services — The budget extends competitive bidding
to laboratory services, similar to the competitive bidding system currently in place for durable
medical equipment. This policy saves $2.3 billion over five years and $6.8 billion over ten years.
The President’s 2008 budget also included this policy change.

Adjusts Payments for Post-Acute Care — The budget adjusts payments for the care of
beneficiaries recovering from certain acute episodes (such as a hip replacement) so that the
payment rates across different post-hospital settings are better aligned. This policy saves

$1.7 billion over five years and $4.1 billion over ten years. The President’s 2008 budget included
a similar policy change.

Phase Out Payments for Medicare Bad Debt — Currently, Medicare reimburses some Medicare
providers, such as skilled nursing facilities, for 70 to 100 percent of their bad debt (cost-sharing
owed by Medicare patients that has not been collected). The budget phases out Medicare
reimbursements for bad debt over four years, for savings of $8.5 billion over five years and

$30.3 billion over ten years.

Applies Income-Related Medicare Premiums to More Beneficiaries — As a result of the MMA
and subsequent legislation, seniors with annual incomes above $82,000 ($164,000 for couples)
will pay additional income-related premiums for Medicare Part B this year. The income
thresholds that trigger the higher premiums are indexed to inflation. However, the President’s
budget again eliminates the indexing, with the result that a growing proportion of middle-income
seniors will be affected by the means-tested premium every year, analogous to the problem with
the Alternative Minimum Tax. The Administration projects that 4.2 million seniors will pay
higher premiums in 2018 under this policy, compared with 2.2 million under current law in that
same year. The budget uses the same unindexed income thresholds to establish new income-
related premiums for the Medicare prescription benefit, which will affect an estimated 3.7 million
beneficiaries in 2018. The combined effect of these proposals is to reduce net Medicare spending
by $5.8 billion over five years and $25.9 billion over ten years.

Fails to Address Medicare Physician Reimbursement Issues — Under current law, doctors are
slated for a Medicare payment rate cut of 10 percent starting in July of this year, with additional
cuts in the following years. Every year since 2003, Congress has passed short-term fixes to
prevent physician rate cuts from going into effect. Once again, the budget fails to propose a
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reform to the physician payment system. The payment rate cuts are required under the
Sustainable Growth Rate (SGR) formula, which was created in 1997 in an attempt to control the
growth of total spending on physician services. Under the formula, if total spending exceeds
certain targets, then payment rates are cut for all physicians without regard to individual
physicians’ practice patterns. The targets allow total spending to keep pace with inflation and
enrollment growth. Spending has exceeded the targets in recent years because the volume and
intensity of services provided per patient has grown.

Creates Automatic Across-the-Board Cut in Medicare — The MMA requires the Medicare
Trustees to estimate in each of their annual reports the point at which Medicare general revenues
— as opposed to premiums and payroll taxes — will finance at least 45 percent of Medicare costs.
Once the Trustees estimate in two successive reports that this 45-percent level will be exceeded
within seven years, they are to issue a “Medicare funding warning.” The warning triggers a
requirement that the President submit a proposal to Congress the following year to reduce the
share of Medicare spending funded by general revenues below the 45-percent threshold, and that
such legislation be considered in Congress under expedited procedures. The Trustees issued their
first “Medicare funding warning” last year, so the President by law must submit a Medicare
proposal to Congress this year — within 15 days of submitting his budget to Congress. The budget
repeats a provision from previous years to impose an across-the-board cut to all Medicare
provider payments of 0.4 percent in the year the threshold is exceeded if Congress does not enact
applicable changes before then. The across-the-board cut will become deeper in each subsequent
year, until legislation is enacted to bring general revenue funding below 45 percent of total
Medicare expenditures. The budget projects that across-the-board cuts would not occur within
the ten-year budget window under the President’s Medicare policies.

Assumes 320.0 Billion in Regulatory Cuts — In addition to the legislated cuts, the budget
assumes $8.0 billion of Medicare regulatory savings over five years and $20.0 billion of savings
over ten years. The regulatory actions assumed in the budget include:

o withholding increased Medicare payments to hospitals for certain health conditions that
were not present at the time of admission to the hospital;

o increasing the hospital inpatient length-of-stay threshold that triggers reductions in
hospital payments for patients transferring home for home health services;

° recalculating the case-mix distribution in the skilled nursing facility payment system;

° phasing out the hospice-specific wage index adjustment over three years; and

° unspecified program integrity efforts.
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Function 600: Income Security

Function 600 consists of a range of income security programs that provide cash or near-cash
assistance (e.g., housing, nutrition, and energy assistance) to low-income persons, and benefits to
certain retirees, persons with disabilities, and unemployed workers. Housing assistance programs
account for the largest share of discretionary funding in this function. Major federal entitlement
programs in this function include unemployment insurance, trade adjustment assistance income
support, food stamps, Temporary Assistance to Needy Families (TANF), foster care, and
Supplemental Security Income (SSI). Federal and other retirement and disability programs,
which comprise approximately one third of the funds in this function, are discussed here and in
Function 950 (Undistributed Offsetting Receipts).

For 2009, the President’s budget provides $343 billion for the mandatory programs in this
function, a cut of $93 million below the amount of spending projected under current law. Over
five years, mandatory spending decreases by a total of $5.5 billion from the total projected under
current law.

The President’s budget provides $54.1 billion in appropriations for Function 600 discretionary
programs, a $613 million (1.1 percent) cut below the amount needed to maintain purchasing
power at the 2008 level.

Unemployment Insurance and Trade Adjustment Assistance

Unemployment Insurance (UI) is financed through a combination of state and federal taxes. State
taxes pay for regular unemployment insurance benefits. Federal taxes, which are generated by a
0.8 percent employer tax on the first $7,000 of each employee’s wages, support federal and state
unemployment administration and training services, the federal government’s share of extended
benefits for workers who have searched for work without finding it for more than 26 weeks, and
loans to states that are unable to pay benefits because their state trust funds have run low. Some
workers who lost their jobs as a result of increased trade are eligible to receive additional weeks
of income support from the federal Trade Adjustment Assistance for Workers program (TAA)
while they participate in training. Those benefits are separately financed.

Extends Trade Adjustment Assistance Program and Caps Training Benefits for Some

Workers — The budget continues the current TAA program with some modifications. The
current program, which pays the full cost of approved training for eligible workers, is replaced
with “New Economy Scholarships” with a limit of $8,000 per worker. The budget continues
income support for workers participating in training, but eliminates waivers of the training
requirement and replaces them with a policy allowing 13 weeks of extended income support for
all trade-affected workers, regardless of whether they participate in training. The training budget,
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funded in Function 500 (Education), remains frozen at $260 million a year and continues to
function as a cap on income support benefits, since workers must participate in training in order
to receive income support after the initial period. The budget also phases out the Alternative
Trade Adjustment Assistance program, which provides wage subsidies to some older workers
who return to work at a lower wage, and replaces it with a different wage subsidy program. The
net effect of these changes is to increase TAA spending by $15 million over the first five years
and to decrease it by $81 million over a ten-year period (2009-2018).

Repeats Proposals to Reduce Overpayments, Including Use of Private Collection Agencies —
As it has for the past several years, the budget reduces spending on unemployment insurance
payments by $1.7 billion over five years by implementing a variety of policies targeting
overpayments, including new penalties, the use of private collection agencies, garnishment of tax
refunds, and allowing states to use recovered overpayments to fund additional collection
activities.

Funds New Reviews of Unemployment Eligibility but Eliminates the Employment Service —
The budget provides $40 million for in-person interviews with unemployed workers to confirm
that they are meeting the job search requirement and to provide referrals and labor market
information. But it eliminates funding for local Employment Service offices, which administer
the “work test” requirement and help individuals find new jobs. More information about the
Employment Service and job training is provided in Function 500 (Education).

Nutrition

Expands Food Stamp Eligibility for Some Families While Terminating It for Others — The
budget repeats a number of past proposals affecting food stamp eligibility. The net effect of these
changes is to increase food stamp spending by $332 million over the next five years. They
include:

o Cuts off Food Stamps for Some Working Families Who Qualify for Food Stamps By
Receiving Non-Cash Assistance — Last year, CBO estimated that this change, which
primarily affects families that receive subsidized child care, transportation, or other work
supports from the Temporary Assistance to Needy Families program, would end food
stamps for 280,000 families. Some children who lose access to food stamps will also lose
free school lunches.

o Excludes Some Assets and Expenses When Determining Food Stamp Eligibility — The
budget allows individuals to deduct the value of retirement savings accounts and IR S-
approved college savings accounts from their income when applying for food stamps, and
allows working parents to deduct their full child care costs.

75



° Continues to Exclude Combat Pay When Calculating Food Stamp Eligibility for
Military Families — This policy was first adopted in 2005 and has been renewed
annually.

Caps Administrative Funding for the Women, Infants, and Children Program (WIC) — The
budget includes $6.1 billion for WIC for 2009, an increase of $80 million over the 2008 level
(including emergency funding). The Administration estimates that this funding level, together
with $145 million in savings from capping the per-person grant for state administrative expenses
at the 2007 national average, will be sufficient to accommodate a $1 per person increase in the
cost of the monthly food package and serve an average of 8.6 million individuals per month,
100,000 more than in 2008. Last year, higher-than-anticipated food prices caused a significant
WIC shortfall, which was addressed with emergency funding.

Eliminates the Commodity Supplemental Food Program (CSFP) — As it did last year, the
budget eliminates funding for the Commodity Supplemental Food Program, which provides food
packages designed to address specific nutrient deficiencies for about 500,000 low-income elderly
persons, women, and children each month. The program received $140 million in 2008.

Housing Assistance

Increases Funding for Project-Based Rental Assistance to Avoid a Repeat of This Year’s
Payment Delays to Landlords — The budget increases funding for Project-Based Rental
Assistance by $617 million (9.7 percent) for 2009 and by an additional $400 million for 2010.
Landlords in the program contract with the Department of Housing and Urban Development
(HUD) to provide affordable housing for very low-income families and elderly and disabled
households. Last summer, HUD payments to landlords were delayed by as much as three
months. HUD recently acknowledged that last year’s budget request was $2.6 billion less than
was needed to fully fund the contracts. The 2008 Consolidated Appropriations Act reduced the
gap, but the President’s 2009 budget would essentially maintain the shortfall at its current level.
It appears that the budget would, however, provide enough funding to renew landlord contracts
expiring in the first quarter of 2009 for a full 12 months and to pay partial-year contracts with the
remaining landlords into the first quarter of December 2010, preventing a repeat of last summer’s
defaults.

Cuts Largest Federal Housing Assistance Program — The budget cuts the Housing Choice
Voucher Program, which provides housing assistance to approximately 2 million low-income
families, by $599 million (3.6 percent) below the amount needed to maintain purchasing power at
the 2008 level, and reduces the advance appropriation for 2010 by $158 million (3.8 percent),
compared with the one provided for 2009. The 2008 appropriation rescinded $723 million in
unusable balances held by public housing agencies (balances in excess of what agencies need to
use 100 percent of their authorized vouchers) in order to meet the President’s budget level and
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still fully fund renewal of all vouchers in use in 2007. The budget rescinds an additional

$600 million from the agencies. Agencies do have some remaining reserves, but it is unclear
whether they can fund a $600 million res