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General Notes:

° All years are fiscal years unless otherwise noted.

° Throughout the document, the Congressional Budget Office is abbreviated to CBO.
The Office of Management and Budget is abbreviated to OMB.

L 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.

L Unless otherwise noted, the 2007 level refers to the funding level in H.J.Res. 20, the
Revised Continuing Appropriations Resolution, as passed by the House on
January 31, 2007. The 2007 function and agency totals do not yet reflect the
distribution of $785 million that the bill provides for adjustments to federal
employee compensation.

L Numbers in tables may not add due to rounding.
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Overview

The President’s 2008 budget continues the same policies that helped create the fiscal plight now
facing the federal government. While the Administration’s budget claims to reach balance in
2012, unfortunately this budget is in deficit every year based on realistic estimates of the
President’s policies. Meanwhile, the budget continues to make the wrong choices for the
American people. It proposes substantial cuts to
Medicare (without reinvesting the savings in program
improvement), Medicaid and cuts other critical
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P:a: Eeve”g_‘is :g-ggg :r!::ion priorities like education and the environment — all to
TthI D)él?iiir: ures WM help pay for an expensive tax agenda that heavily

benefits those who need the help the least.

Administration Has Worst Fiscal Record in
History — During the six years of the current
Administration, the government has posted the
highest deficits in the nation’s history. The
Administration has squandered the budget
surplus it inherited, transforming a $5.6 trillion
projected ten-year surplus (2002-2011) into a
deficit of $2.8 trillion over the same period, a
swing of $8.4 trillion based on realistic estimates
of the costs of the President’s policies. The
President’s new budget calls for a deficit of
$244 billion for 2007 and $239 billion for 2008,
marking six years in a row of deficits of more than $200 billion. Meanwhile, this budget
continues the climb of our nation’s debt, which has already grown by $3 trillion during this
Administration.

Surplus Declines $8.4 Trillion
Under President’s Policies

Total Surplus/Deficit 2002-2011

$5.6 Trillion Surplus

$2.8 Trillion Deficit

B

Republican Policies
(Realistic Deficits)
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Budget Never Reaches Balance Under
Realistic Assumptions — Rather than taking a

Bush Policy Deficit Shows That The
Budget Never Reaches Balance
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worsened the country’s fiscal situation. As in
previous years, the budget relies on omissions
and optimistic assumptions that have the
effect of understating the size of the fiscal

problems it creates. Adjusting the
Administration’s numbers simply to reflect
realistic costs of Alternative Minimum Tax
(AMT) reform and the Administration’s Iraq
policy shows that the Administration’s budget
never reaches balance, and under its policies the deficit totals $3.2 trillion over the next ten
years.
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° Excludes Cost of AMT Reform Beyond One Year — To date, the Administration’s
budgets have not lived up to its stated goal of repairing the AMT in a deficit-neutral
way, and the President’s 2008 budget again fails to include any costs for more than a
one-year repair of the AMT. If the President’s tax policies are extended, the
Administration’s budget omits $1 trillion from the cost of a full repair of the AMT, based
on Congressional Budget Office (CBO) figures.

° Omits Full Cost of the Administration’s Policy in Iraq and Afghanistan — Although
for the first time the Administration’s budget includes full-year funding for the wars in
the coming year, it discontinues the funding after just a down payment for 2009, even
though the Administration is increasing troop strength and has no current plans to
withdraw from Irag or Afghanistan. A recent CBO scenario estimated war costs for Iraq,
Afghanistan, and the Global War on Terror could be as much as $603 billion higher over
ten years than what is included in the Administration’s budget.

° Uses Rosy Assumptions that Boost the Bottom Line — The President’s 2008 budget
relies on unrealistically rosy assumptions that the economy will grow its way back to a
budget surplus. For example, in 2012 it assumes revenues that are $155 billion higher
than comparable projections made by CBO. Without these optimistic assumptions, a
claimed 2012 surplus of $61 billion becomes a $94 billion deficit.

Budget Sends the Deficit in the Wrong Direction — The Administration’s policy choices are
driving deficits higher by over $1 trillion over the next five years. The cost of extending the tax
cuts along with other revenue policies exceeds $600 billion. The Administration does provide
significant savings from mandatory proposals, but they are nowhere near enough to offset the
cost of the President’s tax cuts. On net, discretionary spending — largely driven by costs for the
war and increases in non-emergency defense spending — also adds to the deficit hole. Even the
apparent decline in the unified deficit from 2007 to 2008 relies solely on the increase in the
Social Security surplus.

Budget Makes Wrong Choices for Average Americans — The President’s 2008 budget
continues to make choices that are wrong for the American people. It cuts vital investments and
services for children and working families, yet includes a costly tax agenda that heavily benefits
those who least need the help.

Imposes Misguided Spending Cuts While Cutting Taxes Yet Again — To help pay for nearly
$2 trillion in tax cuts over the next ten years, the budget cuts Medicare by $252 billion over ten
years without reinvesting those savings in Medicare or other health program improvements, and
imposes net legislative cuts of $28 billion over ten years to Medicaid. Meanwhile, appropriated
funding for the Department of Education is cut by $1.5 billion below the 2007 level*, the budget

Unless otherwise noted, the 2007 level refers to the funding level in H.J.Res. 20, the Revised Continuing
Appropriations Resolution, as passed by the House on January 31, 2007.
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for the Environmental Protection Agency is cut by $509 million, and the budget imposes
$4.9 billion over ten years in new fees on veterans.

Need to Put the Budget on the Right Track — Congressional Democrats have repeatedly
expressed the desire to work constructively with the Administration to restore fiscal
responsibility to the federal budget in a manner consistent with the nation’s priorities. But this
budget is marked by a disappointing commitment to the failed policies of the past rather than a
commitment to a new course.



Taxes and Economy

Administration Uses Rosier Economic Assumptions to Get to Balance in 2012 — The
Administration’s economic forecast is more optimistic than that of CBO, and this boosts its
bottom line. (The Administration is also more

optimistic than the Blue Chip forecasts in the Bush Budget in Deficit in 2012
major economic indicators of output (GDP), Without Rosy Revenue Assumptions, Bush Budget Never Reaches Balance
unemployment, and short-term interest rates.) In
2012, the Administration’s forecast of GDP is
$608 billion higher than CBO’s, with the
corporate profits tax base $116 billion higher and
the wages and salaries tax base $435 billion ‘
higher. Compared with CBO, the Administration ~ ZFeceiie =0 Prosidents 2012
also assumes higher inflation and lower e Above CBO
unemployment in every year, both of which boost Ry Revoae Eotimats
revenues. The level of 2012 revenues implied by
CBO's economic baseline, adjusted to account for

the Administration’s cost of its tax proposals, is $155 billion below the Administration's policy
forecast. In other words, without the boost in revenues produced by the Administration's rosier

scenario, the claimed 2012 surplus of $61 billion becomes a $94 billion deficit.

$155 Billion

$61 Billion

-$94 Billion

Tax Policies Disproportionately Favor Wealthy Taxpayers — The budget extends the
President’s 2001 and 2003 tax cuts but leaves the Alternative Minimum Tax (AMT) unreformed
in 2008 and afterwards, thus advantaging wealthier taxpayers at the expense of middle-income
taxpayers. The cost of the tax cuts to the wealthiest one percent of households alone equals the
cost of reforming the AMT.

Tax Cuts Still the Administration's Biggest Priority — Despite the $1.6 trillion cost of the tax
cuts already enacted, the Administration continues to claim that tax cuts are consistent with
deficit reduction and continues to blame the deterioration of the budget outlook since 2001 on
spending, not tax cuts. Yet the Administration accomplishes only $46 billion in mandatory
spending cuts over 2008-2012, while proposing more than 13 times that amount ($599 billion) in
tax cuts over the same period.

Tax Cuts Continue to Get “Free Pass” with Administration — Despite the fact that tax cuts
have played a central role in the deterioration of the budget outlook, the Administration
continues to call for pay-as-you-go (PAYGO) rules that would apply to spending only. This
contradicts the recommendation of Comptroller General David Walker as well as former Fed
Chairman Alan Greenspan, who say budget discipline must apply to both sides of the budget
through PAYGO rules on both sides. The PAYGO rule recently passed by the House meets this
standard. The Administration also fails to give “tax expenditures” (the spending that takes place
on the tax side of the budget in the form of forgone revenues) the same scrutiny it gives direct
spending programs on its “expectmore.gov” website.



Tax Cuts Fall Far Short of “Paying for Themselves” — Revenues are still far below where the
Administration estimated they would be without the tax cuts, even though the Administration’s
rosier scenario results in forecast revenues that are $425 billion higher over five years (2008-
2012) than implied by CBO’s baseline adjusted for the Administration’s proposed tax cuts. In
its first budget issued in early 2001, the Administration projected that without the tax cuts,
revenues would reach nearly $3.5 trillion in 2011, or $379 billion more than the $3.1 trillion in
its current policy outlook.

Millions of Americans Will Pay the AMT with Just a One-year “Patch” — The budget
includes only a one-year AMT “patch,” allowing the AMT to revert to its prior form in 2008 and
thus allowing the number of AMT taxpayers to skyrocket to 26.5 million in 2008, up from

3.5 million in 2006. By 2012, nearly 40 million taxpayers will be subject to the AMT under the
President’s tax policies. The lack of a long-term AMT patch is the primary reason why the
President’s tax cuts are not even more expensive.

New Tax Cuts for High-income Households Use Gimmicks to Hide Budget Costs — The
budget includes a provision, as it did last year, to allow households to place $5,000 per family
member each year in tax-sheltered “Lifetime Savings Accounts” (LSASs). 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 is 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-
sheltered accounts, the proposals generate revenues in the short run. After the first five years,
however, the proposals reduce revenues substantially. The Brookings-Urban Tax Policy Center
estimates that the proposals, when fully in place, could cost as much as $35 billion per year.

Large Deficits Reduce National Saving, Increase Reliance on Foreign Investors — The
budget deficits created by the Administration’s policies have driven down national saving, which
dropped from 5.0 percent of national income when President Bush took office to just 1.7 percent
today. The low rate of national saving means that Americans need to borrow more from abroad
to support current levels of consumption and investment. In fact, since 2001, increases in
foreign holdings of Treasury securities account for about three-fourths of the newly accumulated
public debt. This increased reliance on foreign capital, coupled with a low national saving rate,
heightens the risk that interest rates will need to rise in order to attract foreign lending and makes
the U.S. economy more vulnerable to foreign investment decisions. Higher interest rates will
increase the cost of borrowing for American families, meaning that households will pay more for
expenses such as college tuition and home ownership.

Soaring Interest Payments Lower the Standard of Living for Future Generations — The

“miracle” of compound interest for savers is really a “curse” for procrastinating debtors, as
Americans have become. For example, putting off paying down the debt for 20 years turns
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every dollar of debt into more than three dollars, assuming a relatively low interest rate of 6
percent. This means the burden handed down to younger generations is many times the size of
today’s deficits. Greater reliance on foreign capital to finance our deficits also means that as our
children and grandchildren pay down this multiplied debt over the rest of their lifetimes, they or
other younger Americans will not be on the receiving end of those payments — younger citizens
of other countries will be.

Administration Tax Policy Is Not Responsible for Economic Growth, as the Administration
Claims — The Administration has consistently claimed that its tax cut agenda is responsible for
the arguably positive economic environment. However, economic growth since the
implementation of the tax cuts has failed to match CBQO’s estimate of economic growth without
the tax cuts, and the economy’s performance is generally weak compared to comparable points
in other economic recoveries. A recent study by the Treasury Department showed that the
Administration’s tax cuts will lower economic growth unless they are accompanied by
significant cuts in government spending. And while the Administration argues over whether its
tax agenda has stimulated economic growth, it is clear that the tax cuts have depressed revenue
and deteriorated the budget outlook.

Private Forecasters’ Estimates Conflict with OMB Projections — OMB’s economic outlook is
more favorable than the Blue Chip consensus projection on such indicators as GDP growth,
unemployment, and short-term interest rates. Private forecasters view OMB’s economic
projections as overly optimistic and unrealistic. Goldman Sachs, for example, released a report
on the budget noting that “[T]he budget overestimates revenues and/or underestimates costs.”

The Economy under President Bush Has Been Weak on Job Creation — The Administration’s
claim that the economy has produced outstanding employment growth is not well-supported by
the facts. The Administration’s record of just
66,000 new jobs per month, less than half the
pace needed to keep up with growth of the labor
force, pales in comparison to the job growth TS
achieved during the Clinton Administration,
when jobs were added at a rate of 237,000 jobs
per month. Much of the job growth that has
occurred under the President’s tenure has been
in the public sector; private-sector job growth

has been weak over most of the past six years. T linton e

Since January 2001, just 3.5 million private- [mTotal Jobs TPrivate Sector Jobs |
sector jobs have been created, an increase of just

3.1 percent. During the Clinton Administration, 20.8 million private-sector jobs were added.
Manufacturing jobs have fared particularly poorly, losing an average of 42,000 jobs per month
during the current Administration.

Average Monthly Job Gains Under
Clinton and Bush Administrations
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Rising Income Inequality Means That Benefits from Economic Growth Are Not Shared by
All — Income inequality has risen quickly in recent years, according to CBO estimates. CBO
found that for the most recent year of data (2004), the share of income going to each of the
bottom four quintiles — the lowest 80 percent of households in the income distribution — fell,
while the proportion going to the

wealthiest one percent of households Typical Family Income Decreases
increased by almost two percentage Under Bush Administration
pointS. In the most recent year of data, (Median Household Income, Constant 2005 Dollars)
income for the wealthiest one percent of 48,000 -

households increased by an average of 47,500 |-

$145,500 while income for households in 47,000 -

the middle quintile increased by an 46,500 -

average of just $1,700. This trend has 32’288 | I ] .
been particularly harmful for the most 45,000 |- I I I l
vulnerable of families, with 3.7 million 44,500 ‘ ‘ ‘ ‘ ‘
more American families in poverty today 2000 2001 2002 2003 2004 2005

than at the beginning of this
Administration.

A Decline in Real Income for the
Typical American Household — The
typical American family has experienced
a decline in real income over the course
of the current Administration, meaning it $160,0001
has less purchasing power today than in $140,0001
January 2001. Median income, adjusted $120,0001

Unequal Gains: Middle-Class Americans
Left Behind Under Bush Policies

Increase in Annual Income, 2004*

$146,000

. . . $100,0001
for inflation, fell in all but one year of $80,000
this Administration. Real median $60,0001
income in 2005 stood 2.7 percent below $40,0001

its level in 2000, a decline of $1,300 per e
family. $0°

H Wealthiest 1% H Middle Ouintile



Health Tax Policy

The President’s budget 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 $139 billion over
five years and $43.3 billion over ten years.

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

2008- 2008-
2012 2017
Changes in Revenue
Provide flat deduction for health insurance -121.2 5.2
Expand flexibility of Health Savings Accounts -3.7 -10.4
Change the Health Coverage Tax Credit 0 -0.1
Changes in Spending
Provide flat deduction for health coverage: EITC interactions 14.3 37.9
Improve the Health Coverage Tax Credit: refundable portion 0.1 0.1
Net Budget Cost 139.3 43.3

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 level the playing
field between individually purchased and employer-provided insurance plans by providing a tax
break that applies equally to both. The Administration estimates that a net 3 to 5 million of the
nearly 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 $121.2 billion from 2008 through 2012 but
increases taxes by $126.4 billion in the five years after that (2013-2017).

Affects Social Security Benefits and Revenues — 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 Administration has



been silent on the long-term effects to these individuals, many of whom rely on Social Security
benefits the most. The President’s budget does not include any information on how the plan
would affect Social Security revenues or spending. However, it is reasonable to assume that the
plan would reduce revenues over the short term but increase revenues to the trust funds over the
long term, because the average cost of employer-provided coverage will soon exceed the value
of the deduction, and workers with health coverage will pay payroll taxes on the difference.

Expands Flexibility of Health Savings Accounts — The President’s budget also includes
$10.4 billion over ten years to expand the use of Health Savings Accounts (HSASs), 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 an HSA. 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 Employer-Sponsored Coverage — 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. Part of the Administration’s plan is to allow states to
divert payments away from institutions that serve the uninsured into new programs to help the
uninsured buy coverage or to establish high-risk pools for those who are uninsurable on the
individual market. The budget contains no information on how the Administration would ensure
that viable individual markets will exist in every region of the country to make up for the loss of
compensation to the hospitals that care for the uninsured.

Changes the Health Coverage Tax Credit — The President’s budget includes a provision to
encourage more plans to participate in the Health Coverage Tax Credit (HCTC) program by
aligning certain requirements in the HCTC program with requirements established by the Health
Insurance Portability and Accountability Act. The HCTC subsidizes the purchase of health
insurance for workers receiving trade adjustment assistance.



Damaging Cuts and Freezes

The President’s budget calls for budget discipline to reach a balanced budget by 2012. At the
same time, the budget calls for large increases in defense spending and additional tax reductions.
Tough choices are only called for in domestic programs. It is children and families, senior
citizens, students, and local governments that will have to tighten their belts. 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 Without Reinvesting in Program Improvements — The budget cuts Medicare
by $252 billion over ten years without reinvesting any of those savings in health program
improvements. Of the $252 billion, $37.8 billion comes from expanding the reach of income-
related Medicare premiums. Under current law, seniors with annual incomes above $80,000
paying additional income-related premiums for Medicare Part B. The income thresholds that
trigger the higher premiums are indexed to inflation. The President’s budget 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 4.9 million seniors will pay higher premiums in 2017
under this policy, compared with 3.2 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 drug benefit, which will affect an estimated two million beneficiaries in
2017,

$24.7 Billion in Cuts to Medicaid Over Five Years and $60.5 Billion Over Ten Years — The
budget makes legislative cuts to Medicaid of $12.0 billion over five years and $29.1 billion over
ten years. It imposes another $12.7 billion in cuts through regulatory changes over five years
and $31.4 over ten years, for total gross cuts of $24.7 billion over five years and $60.5 billion
over ten years. The budget includes $1.1 billion in increased Medicaid costs over five years, for
a net effect of $23.6 billion in Medicaid legislative and regulatory cuts over five years. The
budget reduces payments for targeted care case management, changes prescription drug benefits
by allowing states to use managed formularies, changes payments to government providers, and
reduces state administrative payments.

The budget's Medicaid cuts do not assist states to reduce the number of Americans without
insurance. Some of the budget’s cuts will either increase state costs or lead to a reduction in
Medicaid benefits. The new cuts are on top of the cuts enacted in the 2006 Republican
reconciliation spending cut bill (S. 1932), which reduced Medicaid by $28.3 billion over ten
years. That legislation will result in higher co-payments for health care services for 13 million
low-income individuals (including 4.5 million children), higher co-payments for prescription
drugs for 20 million individuals (including 6.6 million children), the loss of health insurance



coverage for 65,000 people because they cannot afford higher premiums, and benefit cuts for at
least 1.6 million people.

Cuts Low-Income Home Energy Assistance (LIHEAP) — The budget cuts LIHEAP, which
helps low-income families pay their heating and cooling bills, by $420 million, or 19.1 percent,
below what is needed to keep pace with inflation.

Reduces Funding for Child Care Assistance and Social Services Block Grant — The budget
freezes both mandatory and discretionary funding for child care assistance and quality
improvement at the 2007 level, for a total funding level of $5.0 billion. The budget also
permanently cuts the Social Services Block Grant (SSBG, or Title XX), by $500 million, or 29.4
percent below the current level. SSBG is a flexible block grant many states use to supplement
child care, in addition to funding child welfare, home-based services, adult protective services,
prevention and intervention services, and services to the disabled. Last year’s budget included a
temporary cut in SSBG, which was not enacted. The Administration estimates that these cuts
will result in 800,000 fewer children receiving child care assistance over the next five years.

Cuts Education Funding by $1.5 Billion — The budget cuts 2008 funding for the Department
of Education by $1.5 billion below the 2007 level, providing $56.0 billion for education
appropriations. The budget eliminates 44 appropriated education programs entirely, including
many existing No Child Left Behind elementary and secondary education programs, such as
educational technology state grants ($272 million) and the Even Start family literacy program
(%99 million). It also dramatically cuts others, including Safe and Drug-Free Schools state
grants (cut $247 million) and Teacher Quality state grants (cut $100 million). See the complete
list of eliminated programs in Function 500 (Education, Training, Employment, and Social
Services).

Offsets Pell Grant Increase by Cutting Other College Aid — The President’s budget increases
the maximum Pell Grant from the 2007 level of $4,310 to $4,600 but dramatically reduces
campus-based assistance, cutting $1.4 billion by eliminating nine higher education programs.
One of the eliminated programs is the Supplemental Educational Opportunity Grants program
(funded at $771 million for 2007), which provides nearly 4,000 colleges with funding that they
partially match and then distribute as grants of up to $4,000 to the neediest students.

Eliminates Perkins Loans — The budget recalls all prior federal capital contributions to the
revolving funds from which colleges currently make new Perkins loans, for mandatory savings
of $419 million in 2008, and of $6.4 billion over ten years (2008-2017). It also eliminates the
$65 million Perkins loan program that allows colleges to cancel Perkins loans for certain
students who pursue public service careers following graduation. The budget counts on these
savings to help pay for its Pell Grant increase even though Congress rejected both of these
proposals last year.



Cuts Special Education Funding — The budget provides $10.5 billion for special education
grants to states, a cut of $291 million below the 2007 level and of $91 million below the 2006
enacted level. The 2008 funding level will cut the federal government’s share of the average per
pupil expenditure for special education from the current 17.2 percent to only 16.5 percent, well
below half the 40 percent “full funding” federal contribution ceiling allowed by law and still
billions below the level authorized for 2008 in the IDEA Improvement Act of 2004.

Eliminates Community Services Block Grant — The President’s 2008 budget repeats past
Administration budgets in eliminating the Community Services Block Grant and three other
community services programs, cutting $670 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 Head Start — The budget cuts Head Start funding by $100 million below the 2007 level of
$6.9 billion. Head Start funding has not kept pace with inflation since 2003, causing cuts in its
services for children. Head Start centers have laid off staff, eliminated summer programs, and
cut transportation for children. A $100 million cut for 2008 will lead either to further cuts in
services or to centers serving fewer children.

Consolidates Training Programs into Personal Accounts and Slashes the Funding — The
President’s 2008 budget reprises a plan to consolidate four existing job training programs, cut
their funding by $563 million (14.2 percent), and provide the funding for qualifying individuals
through personal Career Advancement Accounts of up to $6,000 over two years.

Cuts Corporation for Public Broadcasting — The Corporation for Public Broadcasting receives
$464 million in federal funds for 2007. By custom, the Corporation receives an appropriation
two years in advance, and in 2006, Congress provided $400 million for the Corporation for 2008.
The President’s budget now rescinds $50 million of that already-enacted funding, for a cut of
$114 million (24.6 percent) below the 2007 level. The budget also ends the practice of such
*advance appropriations” and therefore does not include any additional funding for any future
year.

Effectively Freezes Funding for Housing Assistance Vouchers and May Cause a Reduction in
Affordable Housing Units — The budget provides $16.0 billion, essentially the 2007 level, for
the Housing Choice Voucher program (Tenant-based Section 8), which provides rental subsidy
vouchers to approximately two million low-income families. The budget does not increase the
number of families served — of the funding, $14.4 billion (90.3 percent) is to renew vouchers for
households currently being served, and most of the remainder is administrative fees. The budget
also provides $5.8 billion for project-based rental assistance, in which HUD contracts with
buildings to provide lower rent to about 1.3 million low-income tenants. That level is too low to
renew all existing contracts, but HUD has suggested it will augment the funding with
unspecified recaptures. Finally, the budget rescinds $1.3 billion from the Section 8 related
accounts, significantly less than the budget rescinded in 2007.



Sharply Reduces Housing Assistance for the Elderly and Disabled — The budget reduces
rental assistance for the disabled by $112 million, or 47.3 percent below the 2007 level, and cuts
rental assistance for the elderly by $160 million, or 21.8 percent below the 2007 level.

Cuts Funding for Lead Hazard Reduction — The budget cuts funding for efforts to remove
lead-based paint from residences, protecting children from lead poisoning, by $34 million
(22.7 percent) below the 2007 level.

Cuts Affecting Public Health and Research

Eliminates Several HRSA Programs — The budget re-proposes to eliminate several HRSA
programs, including EMS for children ($20 million in 2007), Universal Newborn Hearing
Screening ($10 million in 2007), and the Traumatic Brain Injury program ($9 million in 2007).

Cuts Centers for Disease Control and Prevention (CDC) — The budget provides $5.8 billion
for CDC, $182 million (3.0 percent) below the 2007 level. The budget eliminates the Preventive
Health and Social Services Block Grant ($99 million).

Reduces Funding for NIH — The budget provides $28.7 billion for 2008, $210 million below
the 2007 level.

Cuts Substance Abuse and Mental Health Services Administration (SAMHSA) — The budget
funds SAMHSA at $3.0 billion for 2008, a decrease of $159 million (5.0 percent) from the 2007
level.

Cuts Agriculture Research and Extension Activities — The budget provides about $1 billion for
the Agricultural Research Service’s main salaries account, a cut of $102 million (9.1 percent)
below the 2007 level and $141 million (12.1 percent) below the level needed to maintain current
services. The budget also provides only about $1 billion in appropriated funding for the
Cooperative State Research, Education, and Extension Service, a decrease of $162 million (15.9
percent) below the 2007 level and $185 million (15.4 percent) below the amount needed to keep
pace with inflation.

Cuts Affecting the Environment

Environmental Protection Agency (EPA) Funding Cut Again — For 2008, the President’s
budget once again cuts EPA funding, providing $7.2 billion, a $509 million (6.6 percent) cut
from the 2007 level. Much of the cut is to the Clean Water State Revolving Fund (SRF). The
Clean Water SRF is provided only $688 million for 2008, a cut of $396 million (36.5 percent)
from the 2007 level, and a $654 million decrease (48.7 percent) since 2004.
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Substantially Cuts Agricultural Conservation Funding — While the budget provides additional
funding through an expanded conservation title in a new farm bill, it also substantially cuts 2008
farm bill conservation funding by $396 million through reductions to several programs. The
Conservation Security Program (CSP) is capped at $316 million, which is $135 million below
the level needed to maintain current services. The budget provides $1.0 billion for the
Environmental Quality Incentives Program (EQIP), $251 million below the level needed to
maintain current services. The budget also zeroes out the Agricultural Management Assistance
Program for a total cut of $10 million.

Cuts Affecting Communities

First Responders — The budget includes a total of $1.4 billion within the Department of
Homeland Security for first responder funding, which is $982.0 million (42.1 percent) less than
the amount enacted for 2007. Within this total, the budget decreases State Homeland Security
grants by $338 million, decreases Law Enforcement Terrorism Prevention grants by

$112 million, decreases High-Threat, High-Density Urban Area grants by $170 million, and
reduces Firefighter Assistance grants by $362 million. For the Department of Justice, the budget
cuts the Byrne Justice Assistance grant program by $170 million below the 2007 enacted level
and cuts $510 million from the Community Oriented Policing Services (COPS) program
compared with the 2007 level.

Slashes the Community Development Block Grant — The budget provides $2.6 billion for
Community Development Block Grant (CDBG) formula grants, which local communities use to
address challenges like affordable housing, job creation, and economic development. That level
is a cut of $1.1 billion, or 29.4 percent, below the 2007 level. As it did last year, the budget
assumes a $356 million rescission of CDBG earmarks, with the funding reallocated to fund the
formula grants. However, the earmarks the Administration would cancel were not actually
provided in 2007, which means the funding cannot be reallocated. As a result, the total cut is
$1.1 billion instead of the $736 million cut in last year’s budget, and there is even less funding
for the 1,200 state and local governments that depend on CDBG.

Cuts Total Funding for Public Housing — The budget includes a $136 million (3.5 percent)
increase over the 2007 level for the public housing operating fund, but that increase is more than
offset by two cuts —a $415 million (17.0 percent) cut below the 2007 level for the public
housing capital fund, which funds modernization of aging public housing, and a $198 million
reduction generated by zeroing out the HOPE VI program and rescinding the funds provided for
HOPE VI for 2007. HOPE VI has successfully transformed severely distressed public housing
into vibrant mixed-income neighborhoods, but its funding has declined precipitously from the
2002 level of $574 million.
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Reduces Job Creation in Rural Areas — The budget divides the Rural Community
Advancement program into three separate accounts and reduces the total by $144 million, or
20.1 percent, below the amount needed to maintain 2007 purchasing power. As part of the
overall reduction, the budget terminates the Rural Business Enterprise Program and the Rural
Business Opportunity grant program, a policy change that the Administration estimates will
result in 19,405 fewer jobs in rural areas in 2008.

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. The budget provides a loan volume of

$4.8 billion, $2.0 billion over the 2006 program level, for Section 502 single-family guaranteed
housing 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.

Juvenile Justice Programs Cut — The 2008 budget cuts juvenile justice programs by
$82 million. The programs provide grants to communities to reduce delinquency, to prevent
sexual exploitation, and to improve the juvenile justice system.

Federal Aviation Administration (FAA) Funding Cut — The President’s budget provides
$14.1 billion for the FAA for 2008, which is $413 million (2.9 percent) below the 2007 level.
The budget limits grants to improve airports to $2.8 billion, a cut of $765 million from the
2007 level.

Cuts the Essential Air Service (EAS) and Small Community Air Service Programs — The EAS
program provides financial assistance to rural communities geographically isolated from hub
airports so that they may operate smaller airports. The budget again cuts funding more than

50 percent for the EAS program by establishing a $50 million cap, and establishes cost-sharing
criteria. Congress has consistently rejected this Administration proposal. The President does not
include any funds for the Small Community Air Service Program, which helps communities that
suffer from infrequent service and high air fares.

Amtrak Funding Slashed Again — The President’s budget provides only $900 million for
Amtrak, a cut of $393 million (30.4 percent) from the 2007 level. The budget provides

$500 million for Amtrak’s capital expenses, $300 million for operating expenses, and

$100 million for capital matching grants to states. In order to use the capital grants, states must
fund alternatives to Amtrak or provide any needed operating subsidies to the corporation.



Entitlements and Other Mandatory Spending

The category of federal spending known as mandatory — also referred to sometimes as 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 $310 Billion over Ten
Years — The President’s budget cuts
overall spending on mandatory

Mandatory Spending in the

President’s Budget, 2008-2017
(billions of dollars)

- 2008-  2008-
programs by $310 billion over ten 2012 2017
years t_hrough a_combinat_ion of service Mandatory Proposals 959 -309.8
reductions and increases in fees and Social Security Private Accounts ~ 29.3  637.4
premiums. Fees and premiums are Outlay Effects of Tax Proposals 248 111.2

treated as offsets to spending, so a
provision increasing Medicare
premiums, for example, would appear as a spending cut. The largest spending cuts in the budget
affect Medicare ($252 billion), student loan lender subsidies ($39.5 billion), Medicaid ($29.1
billion), and the Pension Benefit Guaranty Corporation (a $10.6 billion increase in premiums).

Some Cuts Are Offset by Spending Increases — Within the Department of Education, the
budget increases spending for Pell Grants by $43 billion over ten years, although the lender cuts
and other changes result in a net reduction in education mandatory spending of $128 million
over ten years. Other spending increases include $637 billion for Social Security private
accounts, $5.0 billion for Farm Bill reauthorization, and $9.7 billion for reauthorization of the
State Children’s Health Insurance Program (SCHIP).

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. The date for starting the private accounts was shifted from 2010 (in the
President’s previous budget) to 2012; without this shift, the President’s budget could not have
claimed budget balance in 2012. The President’s plan, announced in 2005, has failed to win the
support of the American public or Congress. 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

$637.4 billion through 2017, but that figure understates the annual fiscal effect of the plan
because the budget assumes implementation of the plan will not begin until 2012, the last year of



the President’s 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). The budget presents these changes separately from the other mandatory spending
proposals, even though there is often little meaningful distinction between a refundable tax credit
and a direct spending program. 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 $37.9 billion
over ten years. Child Tax Credit spending increases by $70.7 billion over ten years resulting
from extension of the 2003 tax cuts, and EITC spending increases by $9.0 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 $6.5 billion over ten years.



Appropriations Overview

The budget increases regular 2008 defense funding by more than 10 percent relative to the 2007
level. At the same time, the budget funds domestic programs slightly below the 2007 level.

Budget Increases Non-Emergency Appropriations Overall But Cuts Domestic Funding — The
President’s budget provides $929.8 billion in regular appropriations for 2008, which is

$26.3 billion above the amount needed to maintain purchasing power at the 2007 level and
$51.5 billion above the $878.3 billion in non-emergency funding provided for 2007. However,
as shown in the table below, despite the increase in total appropriations, the President’s budget
cuts funding for domestic services by $13.0 billion below the amount needed to maintain
purchasing power, and by $1.5 billion below the 2007 level. This overall cut includes cuts to
many domestic agencies, including the Departments of Education and 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. In contrast, the budget increases appropriations for the other
categories of non-emergency discretionary funding: defense funding increases to $501.9 billion,
which is $36.5 billion above the amount needed to maintain purchasing power at the 2007 level,
and international affairs funding rises to $36.2 billion, which is $2.8 billion above that level.

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

2007 Kee 2008 | Requestv.
Preeiiy RS KR 567
Non-Emergency Amounts:
Domestic 393.2 404.7 391.7 -13.0
National Defense 452.5 465.4 501.9 36.5
International Affairs 32.7 334 36.2 2.8
Total Non-Emergency Appropriations 878.3 903.5 929.8 26.3
Emergency Amounts:*
Irag/Afghanistan Supplemental Funds 169.6 n.a. 145.2 n.a.
Border security 1.8 n.a. 0 n.a.
Hurricane-related expenses 34 n.a. 0 n.a.
Total including emergencies 1053.2 n.a 1075.0 n.a.

Notes: 2007 non-emergency amounts are the enacted level for the Defense and Homeland Security appropriation
bills and the levels in H.J. Res 20 for other bills. The 2007 emergency amounts are those enacted plus additional
amounts requested in the 2008 budget.

National Defense is Function 050, which includes DOD and nuclear weapons-related activities of the Department of
Energy.

*For the war, Congress has enacted $70.0 billion for 2007 and the President’s budget includes an additional $99.6
billion for 2007 and $145.2 billion for 2008. For other 2007 emergencies, Congress has enacted $1.8 billion for
border security and the President’s budget includes $3.4 billion for disaster relief.
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More Emergency Funding for 2007 and 2008 — The President’s budget provides an additional
$103.0 billion in supplemental emergency funding for 2007. Unlike past years, the budget also
incorporates the Administration’s estimate ($145 billion) of the full costs of the President’s
policies for the budget year as well as a down payment of $50 billion toward war costs in 2009.
For 2007, Congress has already provided $71.8 billion in emergency supplemental funding:

$70 billion all for Irag and Afghanistan and $1.8 billion for border security. The additional
$103.0 billion in the President’s budget for 2007 includes $99.6 billion for Iraq and Afghanistan
and $3.4 billion for additional hurricane-related disaster relief.

Funding for 2008 Through 2011

President’s Budget Cuts Domestic Purchasing

. . Power By $114 Billion Over Five Years
Domestic Funding Cut Even More N

Deeply Over Time — As deep as domestic 2008 2009 2010 2011 2012

funding cuts are in 2008, they only get ‘ ‘ ‘ ‘
more painful over the next four years 1

covered by the President’s budget. The

official budget materials assert that there is 10

no policy attached to the funding levels 175

beyond 2008, but clearly a budget that in

2012 provides $33.6 billion (7.6 percent) 280

less than needed to maintain purchasing = 53356
power for domestic services will deeply
cut many programs.

-$22.3

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

2008 2009 2010 2011 2012 | 2008-12
President’s budget** 391.7 398.9 401.7 406.3 411.3 1979.8
Maintain 2007 Level 404.7 4165 4240 4343 444.9 2124.4
Cuts in budget -13.0 -175 -223 -28.0 -33.6 -114.4
Percent cut in budget -32% -42% -53% -6.4% -7.6% n.a.

*Excludes emergency funding.

**Excludes FAA proposal, which reduces budget authority from 2009 through 2012. The reduction is
related to a change in the financing mechanism for FAA programs, which lowers governmental receipts
by an equivalent amount.

Imposes Defense and Non-Defense Dis