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1. ECONOMIC ASSUMPTIONS

Recent Developments

The economic expansion that began in April 1991
is nearly four years old yet shows no signs of fatigue.
Although the recovery was weak by historical standards
in the initial two years, its pace subsequently quick-
ened, adding jobs and pushing the economy toward full-
employment.

Economic activity was especially strong over the four
quarters of 1994 with real GDP growth of almost 4
percent. This was well above last January’'s consensus
forecast of 2.8 percent, and the 1995 budget forecast
of 3.1 percent.1 Not only did business fixed investment
grow at double-digit rates last year, but consumer de-
mand also increased briskly as households were willing
to spend the income generated by the rapid employment
gains.

e More than 3.5 million new jobs were created dur-
ing 1994, almost all of them in the private sector.
The unemployment rate, which stood at 6.7 per-
cent in January 1994, fell to 5.4 percent by De-
cember.

e A strong economy was also evident in the rate
of capacity utilization in manufacturing that
climbed to 85 percent in December 1994, the high-
est level in almost six years.

The current rates of unemployment and capacity uti-
lization are near the thresholds at which labor short-
ages and material bottlenecks have often occurred in
previous expansions. To head off potential inflation
pressures, the Federal Reserve tightened monetary pol-
icy significantly in 1994. The Fed raised its target for
the Federal funds rate six times for a cumulative in-
crease of 2% percentage points. Both short- and long-
term rates rose by that amount. The yields on 30-year
Treasury bonds, however, eased to under 8 percent late
in the year after peaking at 8.3 percent in early Novem-
ber.

To date, it is hard to discern much impact of Federal
Reserve tightening in the economic data. Although
housing starts are down from their peak and sales of
motor vehicles and other consumer durables have

1This estimate is higher than the 3.6 percent shown in Table 1-1. The economic assump-
tions, which were completed in early December, did not fully reflect the economic strength
that became apparent later in December and in early 1995.

slowed from their earlier hectic pace, the economy has
remained strong judging by the strength of growth in
the final quarter of 1994. This should not be surprising
because the lags between rising interest rates and their
effects on the economy are widely believed to be long.

In acting to restrain inflation when it did, the Federal
Reserve moved in advance of any evidence that infla-
tion was actually rising. Indeed, a basic feature of last
year's economy was the absence of price pressures, de-
spite strong output growth. Incoming price data have
been more favorable than most analysts had expected.
Over the 12-month period ending in December 1994,
the Consumer Price Index (CPI) rose only 2.7 percent
while the Producer Price Index (PPI) advanced 1.7 per-
cent. The increases remain modest after excluding vola-
tile food and energy prices—a rise of 2.6 percent for
the “core” CPI and 1.6 percent for the “core” PPI for
finished goods. In fact, inflation has not been a problem
throughout the current expansion, with the core CPI
increasing at an average annual rate of only 3.2 per-
cent. This is its lowest rate of increase over such a
sustained period since the 1960s.

Economic Projections

Key Assumptions: The Administration’s economic
projections, summarized in Table 1-1, are based on sev-
eral key assumptions.

* Fiscal policy will continue to uphold the principle
embedded in current law that spending reductions
must offset any proposed tax cuts so that the Fed-
eral budget deficit does not widen.

* The 91-day Treasury bill rate is assumed to rise
to 6 percent in early 1995, reflecting the current
rapid pace of economic activity. The rate is pro-
jected to ease to 5%z percent by 1996.

» Oil prices are assumed to rise at the rate of infla-
tion, as measured by the GDP implicit price
deflator. The spot price for West Texas Intermedi-
ate crude oil dropped to around $17 a barrel in
late 1994, near its average for the year. Although
some price recovery is envisaged by next spring,
crude oil prices are not expected to contribute to
inflation over the long haul.
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TABLE 1-1.

ECONOMIC ASSUMPTIONS 1

(Calendar years; dollar amounts in billions)

Actual Projections

1993

1994 1995 1996 1997 1998 1999 2000

Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars .............
Constant (1987) dollars
Implicit price deflator (1987 =100), annual average
Percent change, fourth quarter over fourth quarter:
Current dollars .............
Constant (1987) dollars
Implicit price deflator (1987 =100)
Percent change, year over year:
Current dollars .............
Constant (1987) dollars
Implicit price deflator (1987 =100)

Incomes, billions of current dollars:
Personal income
Wages and salaries
Corporate profits before tax ...

Consumer Price Index (all urban): 2
Level (1982-84 =100), annual average
Percent change, fourth quarter over fourth quarter ..
Percent change, year over year

Unemployment rate, civilian, percent: 3
Fourth quarter level
Annual average

Federal pay raises, January, percent:
Military
Civilian 4

Interest rates, percent:
91-day Treasury bills5
10-year Treasury notes ...

6,343 6,735 7,117 7,507 7,921 8,361 8,823 | 9,310
5135 5,337 5,488 5,622 5,762 5,906 6,053 6,203
1235 126.2 129.7 1335 1375 1416 1458 150.1

5.0 6.3 54 55 5.6 55 55 55
31 3.6 24 2.5 25 25 2.5 25
18 2.6 2.9 2.9 3.0 3.0 3.0 2.9

54 6.2 5.7 55 55 55 55 55
31 39 2.8 2.5 25 25 2.5 25
2.2 21 2.8 3.0 3.0 3.0 3.0 3.0

5,375 5,691 6,026 6,366 6,732 7,130 7,551 7,975
3,081 3,273 3,429 3,610 3,801 4,006 4,221 4,438
......... 462 522 544 572 603 629 662 714
1445 148.3 152.9 157.8 162.8 168.1 1734 178.7

2.7 2.8 3.2 3.2 3.2 3.2 31 31
3.0 2.6 31 3.2 32 32 31 31

6.4 58 6.0 5.8 58 5.8 5.8 58
6.7 6.1 58 59 58 58 58 5.8

4.2 2.2 2.6 24 31 31 31 21
4.2 37 2.0 24 2.1 21 21 2.1

3.0 4.2 5.9 55 55 55 55 55
5.9 71 7.9 72 7.0 7.0 7.0 7.0

1Based on information available as of December 1994.

2CPI for all urban consumers. Two versions of the CPI are now published. The index shown here is that currently used, as required by law, in calculating automatic adjustments to individual income tax brackets.
3Because of a January 1994 change in survey methodolgy, the 1993 figure is not directly comparable to those for subsequent years.

4Percentages exclude locality pay adjustments.
5 Average rate (bank discount basis) on new issues within period.

Economic Outlook for 1995-2000: The current
surge in activity should provide some momentum to
the economy in early 1995. The pace of activity is pro-
jected to slow considerably during the second and third
guarters of the year, however, reflecting the lagged ef-
fects of the earlier increases in interest rates on private
spending.

For 1995 as a whole, real GDP growth is expected
to average 2.4 percent, well below the 3.6 percent rate
assumed for the previous year. The economy is then
projected to settle in on the potential rate of real output
growth of 2% percent in 1996 and beyond.

As real GDP growth slows during 1995, the unem-
ployment rate is forecast to edge up from its low
current level, allowing monetary policy to ease some-
what. The jobless rate is projected to average 5.8 per-
cent during 1996—-2000.

Inflation is projected to rise slightly, with the CPI
increasing 3.2 percent during 1995. This pickup reflects
current labor and capacity constraints and the expecta-
tion that past and prospective increases in crude mate-
rials prices will be passed through more fully into fin-
ished goods prices in the coming months. No further
acceleration in consumer prices is assumed for 1996

and the outyears as economic growth slows to a more
sustainable 2% percent pace.

Three-month Treasury bill rate is assumed to rise
to about 6 percent in early 1995, and then ease back
to 5% percent in 1996 as economic growth slows. The
yields on ten-year Treasury notes are expected to stay
near it's current level of about 734 percent in 1995,
and then decline gradually to 7.0 percent. These as-
sumptions imply a narrowing of the spread between
short- and long-term rates, which is consistent with
previous experience for this stage of a business expan-
sion. Adjusting for inflation, both short- and long-term
real rates are currently above their historical averages,
but are projected to return to the upper end of the
historical range.

Economy’s Productive Capacity

The budget assumes that the rate of growth in poten-
tial output of the economy is 2.5 percent a year. This
corresponds to a somewhat faster rate of growth in
output for the nonfarm business sector, 2.8 percent per
year.

The long-term growth trend for nonfarm business
output can be decomposed into two parts—one reflect-
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TABLE 1-2. AVERAGE ANNUAL GROWTH RATES IN PERCENT
(Fiscal years; in billions of dollars)

1995-2000

Real GDP .......cccocovviviininnas
Nonfarm Business Output .
Hours Worked ...............

PrOQUCEIVILY ..o

3.8 24 2.3 25
4.0 25 2.6 2.8
16 1.7 12 14
................. 24 0.7 14 14

ing the increase in productivity (that is, output per
hour worked), and the other the expected growth of
total hours worked (Table 1-2).

e Productivity is assumed to grow at an annual
rate of 1.4 percent over the projection period. This
continues the trend of the early 1990s, which has
seen a modest pick up in productivity growth rel-
ative to the sluggish performance from 1973-1990.
Although it is still too early to be certain that
the recent productivity gains are more than a cy-
clical phenomenon, there is reason for optimism
in view of the massive business restructurings and
the information revolution, and because faster pro-
ductivity growth has continued well into the cur-
rent expansion

* Hours worked in the nonfarm business sector are
projected to increase at an annual rate of 1.4 per-
cent a year. This is slower than during the 1960s
and 1970s when the baby-boom generation first
entered the labor force, but higher than the rate
experienced during the early 1990s when the job
market was weak during the 1990-91 recession
and the early phase of the current recovery.

Omnibus Trade and Competitiveness Act of 1988

As required by the Omnibus Trade and Competitive-
ness Act of 1988, Table 1-3 shows estimates for eco-
nomic variables related to saving, investment, and for-
eign trade consistent with the economic assumptions.
The merchandise trade and current account balances
deteriorated in fiscal year 1994 as growth in U.S. ex-
ports was exceeded by growth in imports. The continued
faster rate of growth in the United States than our
major trading partners is the major factor behind the
larger deficits. As the growth differential narrows over
the next several years, the deficits will level off and
begin to decline.

Net private investment in the United States has ex-
panded rapidly in the past year, and it is expected
to continue to increase as the economy expands. The
sources of finance for the increased private investment

TABLE 1-3.

are the decline in the Federal deficit and higher private
saving, plus a larger inflow of foreign capital.

The Act requires information on the amount of bor-
rowing by the Federal Government in private credit
markets. This is presented in Chapter 13, “Federal Bor-
rowing and Debt.”

It is difficult to gauge with precision the effect of
Federal Government borrowing from the public on in-
terest rates and exchange rates, as required by the
Act. Both are influenced by many factors besides Gov-
ernment borrowing in a complicated process involving
supply and demand for credit and perceptions of fiscal
and monetary policy here and abroad.

Impact of Changes in the Economic
Assumptions

Last year's budget economic assumptions understated
the surge in economic activity and job growth that actu-
ally occurred during 1994. They also did not fully an-
ticipate the much larger increases in interest rates re-
sulting from the strength of the economy and the Fed's
monetary tightening actions. This is clearly shown in
Table 1-4, which compares this year’'s economic as-
sumptions with those of the 1995 budget.

The divergences between actual economic perform-
ance and the economic assumptions for 1994-1999 have
significant effects on the budget deficit. On balance,
the deficit narrows by $12.2 billion in 1995 and widens
by $25.6 billion in 1999 (Table 1-5). The main reason
for the increased deficit in the outyears is higher inter-
est rates, offset in part by higher receipts and lower
costs for unemployment-sensitive programs. Increased
receipts projections are partly the result of the larger
volume of trade stimulated by GATT.

Structural vs. Cyclical Deficit

When there is excessive slack in the economy, re-
ceipts are lower than they would be otherwise, and
outlays for unemployment-sensitive programs (such as
unemployment compensation and food stamps) are

SAVING, INVESTMENT, AND TRADE BALANCE

(Fiscal years; in billions of dollars)

Current account balance ..........ccccveveeiveerieeniereneeenenne

Merchandise trade balance ..
Net foreign iNvestment ...
Net domestic saving (excluding Federal saving)? ...

Net private domestic iNVESIMENt .......ccovvervrrrreiereieeen,

1994 actual 1996 estimate
.................. -142 -205 to -165
....... -156 -205 to -165
....... -131 -190 to -150
....... 358 360 to 400
.................. 290 370 to 410

1Defined for purposes of Public Law 100-418 as the sum of private saving and the surpluses of State and local governments. All series
are based on National Income and Product Accounts except for the current account balance.
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TABLE 1-4. COMPARISON OF ECONOMIC ASSUMPTIONS IN THE 1995 AND 1996 BUDGETS

(Calendar years; dollar amounts in billions)

1994 1995 1996 1997 1998 1999
Nominal GDP:
1995 budget assumptions? .. 6,698 7,079 7,481 7,906 8,353 8,821
1996 budget aSSUMPLIONS .....c.vveeerririiirerineierreesisiesseseneins 6,735 7,117 7,507 7,921 8,361 8,823
Real GDP (percent change): 2
1995 budget aSSUMPLIONS ... 3.0 2.7 2.7 2.6 2.6 25
1996 budget aSSUMPLIONS ........ccrvererreererrernirrrereeeee s 3.6 2.4 25 25 25 25
GDP deflator (percent change): 2
1995 budget aSSUMPLIONS ........cvererrrererrerrirerierieieeeere e 2.7 2.8 2.9 3.0 3.0 3.0
1996 budget aSSUMPLIONS ......c.cveeerririeirerineierieeriseeseresenenis 2.6 2.9 2.9 3.0 3.0 3.0
Civilian unemployment rate (percent): 3
1995 budget aSSUMPLIONS ... 7.0 6.6 6.4 6.2 6.0 6.0
1996 budget aSSUMPLIONS ........ccvveevreerirrerrirerereeeeee s 6.1 5.8 5.9 5.8 5.8 5.8
91-day Treasury hill rate (percent): 3
1995 budget aSSUMPLIONS ........vrveerreererrerrirererieieeeerereeseeenens 3.4 3.8 4.1 4.4 4.4 4.4
1996 budget aSSUMPLIONS ......c.cveeerririeirerineierieeriseeseresenenis 4.2 5.9 55 55 55 55
10-year Treasury note rate (percent):3
1995 budget aSSUMPLIONS ... 5.8 5.8 5.8 5.8 5.8 5.8
1996 budget aSSUMPLIONS ........ccvveevreerirrerrirerereeeeee s 7.1 7.9 7.2 7.0 7.0 7.0
1Adjusted for July 1994 revisions.
2Fourth quarter-to-fourth quarter.
3Calendar year average.
TABLE 1-5. EFFECTS ON THE BUDGET OF CHANGES IN ECONOMIC ASSUMPTIONS
SINCE LAST YEAR
(In billions of dollars)
1995 1996 1997 1998 1999
Budget totals under 1995 budget economic assumptions and
1996 budget policies:
RECEIPES .vvvoverrirrieicereri et 1,3275 | 1,398.9 | 1,459.4 | 1,539.1 | 1,613.4
OUIAYS ..ot 1,532.1 | 1,586.7 | 1,657.1 | 1,712.3 | 1,785.2
DEFICIE (=) evveerrriirierireirree s -204.7 | -187.8 | -197.7 | -1732 | -171.9
Changes due to economic assumptions:
RECEIPLS .vvuvviirii s 19.0 16.5 12.2 9.7 11.4
Outlays:
INFIAHON ..o s -0.6 -13 -2.0 -18 =37
Unemployment . -8.0 =37 -5.0 -2.9 -2.2
Interest rates ........cccovveen. 16.5 317 352 374 414
Interest on changes in DOMOWING ........cocveeneereereeninisieinieenas -11 -1.2 -0.7 0.3 15
TOtal, QULAYS ..ouveeeeceeiieieiee s 6.8 25.4 276 329 36.9
Decrease in defiCit (1) ..o 12.2 -8.9 -15.4 -23.2 -25.6
Budget totals under 1996 budget economic assumptions and
policies:
RECEIPES .vvvoverrirrieicereri et 1,346.4 | 14155 | 1,471.6 | 1,5488 | 1,624.7
OUIAYS ..ot 15389 | 1,612.1 | 1,684.7 | 1,745.2 | 1,822.2
DEFICIE (=) evveerrriirierireirree s -1925| -196.7 | -213.1 | -196.4 | -1974

higher. As a result, the deficit is also higher than it
would be at full employment. The portion of the deficit
that can be traced to such factors is called the cyclical
deficit. The remainder is called the structural deficit.2

Changes in the structural deficit give a better picture
of the impact of budget policy on the economy than
the unadjusted deficit affords. During a recession and
in the early stage of a recovery, the structural deficit
also gives a clearer picture of the long-run deficit prob-
lem that fiscal policy must address, since this part of

2For purposes of this presentation, an unemployment rate in excess of 5.8 percent is
considered excessive slack.

the deficit will persist even when the economy has fully
recovered, unless policy changes.

In the early 1990's, outlays for deposit insurance
added substantially to actual deficits, although they
had little current impact on economic performance. It
therefore became customary to remove deposit insur-
ance outlays as well as the cyclical component of the
deficit from the actual deficit to compute the adjusted
structural deficit. This is shown in Table 1-6.

Over the current forecast horizon, the cyclical compo-
nent of the deficit is small. Deposit insurance outlays
are relatively small and do not change greatly from
year to year. Thus, somewhat atypically, the adjusted
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TABLE 1-6. ADJUSTED STRUCTURAL DEFICIT
(In billions of dollars)
1992 1993 1994 1995 1996 1997 1989 1999 2000
Actual deficit (unadjusted) 290.4 255.1 203.2 192.5 196.7 2131 196.4 197.4 194.4
Cyclical component ......... 60.2 472 15.4 S31 | i | e | v | e |
Structural deficit ............... 230.2 207.9 187.8 195.6 196.7 2131 196.4 197.4 194.4
Deposit insurance 1 ........ 24 28.0 7.6 12.3 6.3 14 -1.2 13 35
Adjusted structural deficit 232.6 235.9 195.3 207.8 203.0 2145 195.2 198.7 197.9

11n 1992, includes $4.9 billion in allied contributions for Desert Storm.

structural deficits in this budget display much the same
pattern of year-to-year changes as the actual deficits.

Sensitivity of the Budget to Economic
Assumptions

Both receipts and outlays are affected by changes
in economic conditions. This sensitivity seriously com-
plicates budget planning, because errors in economic
assumptions lead to errors in the budget projections.
It is therefore useful to examine the implications of
alternative economic assumptions.

Many of the budgetary effects of changes in economic
assumptions are fairly predictable, and a set of rules
of thumb embodying these relationships can aid in esti-
mating how changes in the economic assumptions
would alter outlays, receipts, and the deficit.

Economic variables that affect the budget do not usu-
ally change independently of one another. Output and
employment tend to move together in the short run:
a higher rate of real GDP growth is generally associ-
ated with a declining rate of unemployment, while weak
or negative growth is usually accompanied by rising
unemployment. In the long run, however, changes in
the average rate of growth of real GDP are mainly
due to changes in the rates of growth of productivity
and labor supply, and are not necessarily associated
with changes in the average rate of unemployment.

Inflation and interest rates are also closely inter-
related: a higher expected rate of inflation increases
interest rates, while lower expected inflation reduces
rates.

Changes in real GDP growth or inflation have a much
greater cumulative effect on the budget over time if
they are sustained for several years than if they last
for only one year.

Highlights of the rules of thumb are shown in Table
1-7:

If real GDP growth is lower by one percentage point
in calendar 1995 only and the unemployment rate rises
by one-half percentage point, the 1995 deficit would
increase by $8.2 billion; receipts in 1995 would be lower
by about $7.0 billion, and outlays would be higher by
about $1.2 billion, primarily for unemployment-sen-
sitive programs. In 1996, the receipts shortfall would
grow further to about $15.2 billion, and outlays would
be increased by about $5.8 billion relative to the base,
even though the growth rate in calendar 1996 follow
the path originally assumed. This is because the level
of real (and nominal) GDP and taxable incomes would

be permanently lower and unemployment higher. The
budget effects (including growing interest costs associ-
ated with the higher deficits) would continue to grow
slightly in later years.

* The budget effects are much larger if the real
growth rate is assumed to be one percentage point
less in each year (1995-2000) and the unemploy-
ment rate rises one-half percentage point in each
year. With these assumptions, the levels of real
and nominal GDP would be below the base case
by a growing percentage. The deficit would be
$153.2 billion higher than under the base case
by 2000.

* The effects of slower productivity growth are
shown in a third example, where real growth is
one percentage point lower per year while the un-
employment rate is unchanged. In this case, the
estimated budget effects mount steadily over the
years, but more slowly, reaching a $126.7 billion
deficit add-on by 2000.

Joint changes in interest rates and inflation have a
smaller effect on the deficit than equal percentage point
changes in real GDP growth because their effects on
receipts and outlays are substantially offsetting. An ex-
ample is the effect of a one percentage point higher
rate of inflation and one percentage point higher inter-
est rates during calendar year 1995 only. In subsequent
years, the price level and nominal GDP would be one
percent higher than in the base case, but interest rates
are assumed to return to their base levels. Outlays
for 1995 rise by $5.9 billion3 and receipts by $7.7 bil-
lion, for a decrease of $1.7 billion in the 1995 deficit.
In 1996, outlays would be above the base by $13.9
billion, due in part to lagged cost-of-living adjustments;
receipts would rise $16.0 billion above the base, how-
ever, resulting in a $2.1 billion decrease in the deficit.
In subsequent years, the amounts added to receipts
would be larger than the additions to outlays.

If the rate of inflation and the level of interest rates
are higher by one percentage point in all years, the
price level and nominal GDP would rise by a cumula-
tively growing percentage above their base levels. In
this case, the effects on receipts and outlays mount
steadily in successive years, adding $71.1 billion to out-
lays and $96.3 billion to receipts in 2000, for a net
reduction in the deficit of $25.2 billion.

3This excludes any adjustment to discretionary programs which are capped in nominal
terms.
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The table also shows the interest rate and the infla-
tion effects separately, and rules of thumb for the added
interest cost associated with higher or lower deficits
(increased or reduced borrowing).

The effects of changes in economic assumptions in
the opposite direction are approximately symmetric to
those shown in the table. The impact of a one percent-
age point lower rate of inflation or higher real growth

would have about the same magnitude as the effects
shown in the table, but with the opposite sign.

These rules of thumb are computed while holding
the income share composition of GDP constant. Because
different income components are subject to different
taxes and tax rates, estimates of total receipts can be
affected significantly by changing income shares. These
relationships, however, have proved too complex to be
reduced to simple rules.

TABLE 1-7. SENSITIVITY OF THE BUDGET TO ECONOMIC ASSUMPTIONS
(In billions of dollars)
Budget effect 1995 1996 1997 1998 1999 2000
Real Growth and Employment
Effects of 1 percent lower real GDP growth in calendar year 1995 only, including higher unemployment: 1
Receipts -7.0 -15.2 -174 -17.6 -18.1 -18.7
Outlays 1.2 5.8 7.7 9.6 116 138
Deficit increase (+) 8.2 21.0 25.1 27.2 29.7 325
Effects of a sustained 1 percent lower annual real GDP growth rate during 1995-2000, including higher un-
employment: 1
Receipts -7.0 -224 -40.6 -59.6 -79.9 -101.4
Outlays 1.2 7.0 15.1 25.0 383 51.8
DEFICIE INCTBASE () wrrverurersrrreeseessesseesseeesseesssessse st s st sssess st s sttt 8.2 29.4 55.6 84.6 118.2 153.2
Effects of a sustained 1 percent lower annual real GDP growth rate during 1995-2000, with no change in un-
employment:
Receipts -7.0 -22.7 -41.6 -61.9 -838 | -107.3
Outlays 0.3 13 35 7.1 12.3 194
DEFICIE INCTEASE () wrrerrurersrrrerreesseessesseesse sttt 73 24.0 45.1 69.0 96.2 126.7
Inflation and Interest Rates
Effects of 1 percentage point higher rate of inflation and interest rates during calendar year 1995 only:
Receipts 7.7 16.0 16.4 154 15.8 16.2
Outlays 5.9 13.9 10.9 9.1 7.6 71
DEfICIE INCIBASE (1) 1vuvvureueririrrieiseiee ettt bbbt =17 -2.1 -55 -6.3 -8.1 -9.2
Effects of a sustained 1 percentage point higher rate of inflation and interest rates during 1995-2000:
Receipts 7.7 24.0 415 58.7 77.0 96.3
Outlays 5.9 204 338 46.2 58.8 71.1
DEFICIE INCIBASE (1) wvrvvuveueeirisrierseiee e =17 -3.7 1.7 -12.6 -18.3 -25.2
Effects of a sustained 1 percentage point higher interest rate during 1995-2000 (no inflation change):
Receipts 0.7 1.8 24 2.7 2.9 33
Outlays 55 16.8 24.9 317 383 44.8
DEFICIE INCTBASE () +rrverurersreseereesseeseesssessseessesssesssess st ssse st s sttt 49 14.9 22.5 28.9 35.3 415
Effects of a sustained 1 percentage point higher rate of inflation during 1995-2000 (no interest rate change):
Receipts ... 7.0 22.2 39.1 56.0 74.1 93.0
Outlays 0.4 36 8.9 145 20.5 26.3
DEFICIE INCIBASE (1) 1vuvvrreueririrrieiseiee ettt bbbt bbb -6.6 -18.6 -30.2 -415 -53.6 -66.7
Interest Cost of Higher Federal Borrowing
Effect of $100 billion additional borrowing during 1995 .... 3.6 7.0 7.3 7.6 8.0 8.5

1The unemployment rate is assumed to be 0.5 percentage point higher per 1.0 percent shortfall in the level of real GDP.



2. STEWARDSHIP: TOWARD A FEDERAL BALANCE SHEET

Introduction

This chapter presents a framework for describing the
financial condition of the Federal Government and its
performance as a steward of publicly owned assets. Al-
though the tables presented below are similar in some
ways to a business’s balance sheet, they are not the
same. The Government's sovereign powers have no
counterparts in the business world, and its resources
and responsibilities are broader than the assets and
liabilities found on a conventional balance sheet. For
this reason, it is not possible to judge how well the
Government is discharging its stewardship obligations
simply from an examination of its own books. A review
of the Government's contribution to national welfare
and security is also needed.

Differences between Government and business ac-
counting, and the serious limitations in the available
data, argue for caution in interpreting the material pre-
sented below. Conclusions based on this presentation
are necessarily tentative and subject to future revision
as the estimating methods are improved and better
data become available. The presentation consists of
three components:

» The first, summarized in Table 2-1, shows what
the Federal Government owns and what it owes.
In this table, these assets and liabilities are strict-
ly defined. Assets are limited to the Government’s
physical and financial possessions. Liabilities are
the result of past Government actions that have
resulted in binding commitments to make future
payments.

» The second component consists of Federal budget
projections indicating possible future paths for the
balance between Federal resources and respon-
sibilities.1

» The final component is intended to present ways
in which Federal activities contribute to social and
economic well-being. Table 2—3 shows how Federal
investments have contributed to national wealth.
Table 2—-4 offers a set of economic and social indi-
cators that are affected to a greater or lesser de-
gree by Government actions. In the future other
tables showing Government-wide performance
measures could be added.

The Federal Government does not have a single bot-
tom line that would reveal its financial status in a
glance, but the tables and charts shown here can con-
tribute to a balanced view of that condition and the
Government’'s stewardship of its resources. Currently,
the Government’s liabilities arising from its past activi-
ties exceed the value of the assets in its possession.

1In this section, Table 2-2 also shows the actuarial balances for the major social insurance
programs and how they have changed in the past year.

The gap has widened markedly over the last decade
or more. While the Federal Government’s financial posi-
tion has declined, the Nation’s wealth has continued
to rise, and the Government's net liabilities amount
to only about 6 percent of total wealth. Furthermore,
according to current budget projections, Federal debt,
the main contributor to the rise in net liabilities, will
expand less rapidly over the next few years than it
has over the past decade or more. The real level of
Federal debt is projected to rise at a rate of about
2 percent per year compared with an 8 percent rate
of increase from 1980 to 1994.

Relationship with FASAB Objectives

The framework presented here meets one of the four
objectives 2 of Federal financial reporting recommended
by the Federal Accounting Standards Advisory Board
and adopted for use by the Federal Government in Sep-
tember 1993. This Stewardship objective says:

Federal financial reporting should assist report users in
assessing the impact on the country of the Government's
operations and investments for the period and how, as a
result, the Government's and the Nation's financial condi-
tions have changed and may change in the future. Federal
financial reporting should provide information that helps the
reader to determine:

3a. Whether the Government's financial position improved
or deteriorated over the period.

3b. Whether future budgetary resources will likely be suffi-
cient to sustain public services and to meet obligations as
they come due.

3c. Whether Government operations have contributed to
the Nation’s current and future well-being.

The Board is in the process of developing guidance
as to the specific displays that would meet this Objec-
tive and the accounting standards for use in such state-
ments and schedules. This experimental presentation
explores one possible approach for meeting the Objec-
tive at the Government-wide level.

What Can Be Learned from a Balance Sheet
Approach

The budget is an essential tool for allocating re-
sources within the Federal Government, but the stand-
ard budget presentation, with its focus on annual out-
lays, receipts, and the deficit, does not provide sufficient
information for a full analysis of the Government's fi-
nancial and investment decisions. Additional informa-
tion about the stocks of Federal assets and liabilities
can be useful as well. It is also important to examine
the effects of Government financial decisions on the
private sector and State and local governments. This
is especially true for Federal investments which often

20bjectives of Federal Financial Reporting, Statement of Federal Financial Accounting

Concepts Number 1, Spetember 2, 1993. The other three objectives relate to budgetary
integrity, operating performance, and systems and controls.
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Chart 2-1. A BALANCE SHEET PRESENTATION
FOR THE FEDERAL GOVERNMENT

ASSETS / RESOURCES

Federal Assets

Financial Assets
Gold and Foreign Exchange
Other Monetary Assets
Mortgages and Other Loans
Less Expected Loan Losses
Other Financial Assets

Physical Assets
Fixed Reproducible Capital
Defense
Nondefense
Inventories
Non-reproducible Capital
Land
Mineral Rights

Resources / Receipts
Projected Receipts

Addendum: Real GDP Projections

National Assets / Resources

Federally Owned Physical Assets
State & Local Physical Assets
Federal Contribution
Privately Owned Physical Assets
Education Capital
Federal Contribution
R & D Capital
Federal Contribution

Federal
Governmental
Assets
and Liabilities
(Table 2.1)

Long-Run
Federal
Budget

Projections

National
Wealth
(Table 2.3)

LIABILITIES / RESPONSIBILITIES

Federal Liabilities

Financial Liabilities

Currency and Bank Reserves

Debt Held by the Public

Miscellaneous

Guarantees and Insurance Liabilities
Deposit Insurance
Pension Benefit Guarantees
Loan Guarantees
Other Insurance

Federal Pension Liabilities

Net Balance

Responsibilities / Outlays

Discretionary Outlays
Mandatory Outlays
Social Security
Health Programs
Other Programs
Net Interest

Deficit

National Needs / Conditions

Indicators of economic, social,
educational, and environmental
conditions to be used as a guide

to Government investment and

management.
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generate returns that flow mainly to households, pri-
vate businesses or other levels of government rather
than back to the Federal Treasury. Measurements that
correct for inflation are also essential to provide a clear
picture of the current value of Government assets and
liabilities and to permit meaningful comparisons over
time. The framework presented here is a first step to-
ward filling some of these needs.

The Government's sovereign powers to tax, regulate
commerce, and set monetary policy give it resources
that no private enterprise possesses. Although these
resources are not assets in a conventional sense, they
need to be considered in any complete review of the
Government’s financial condition. On the liabilities side,
while there are some Government obligations, such as
Treasury notes, that have clear counterparts in the
business world, other Government obligations have no
obvious analogues in business accounting. For example,
the Government’'s obligation to promote the general
welfare has led in the twentieth century to the estab-
lishment of a broad array of social welfare programs.
These programs are in the midst of an intense review
with the dual objectives of improving effectiveness and
considering the need for realigning Federal, State, and
local responsibilities. Even so it is reasonable to expect
that they will continue in some form in the future,
and that they will require future Federal funding. Such
obligations, however, are not legally binding liabilities,
and they would not be included on a business balance
sheet.

Furthermore, almost all of the broader Federal re-
sources and responsibilities are subject to change
through the political process, and future decisions by
Congress and the President are likely to alter their
value. In a financial sense, the discounted present value
of such obligations is much more uncertain than is the
current value of the official Government debt, or even
the value of Government-owned assets. This is another
reason for keeping such political and moral obligations

separate from the Government’s liabilities strictly de-
fined.

The best way to see how future resources line up
with future responsibilities is to project the Federal
budget forward in time. The budget offers a comprehen-
sive picture of Federal receipts and spending, and by
projecting it forward one can discover the implications
of current and past policy decisions. But the budget
does not show whether the public is receiving value
for its tax dollars. Knowing that would require perform-
ance measures for government programs, and broad
statistical information about those conditions in our
economy and society for which government is wholly
or partly responsible. Some of these data are currently
available but much more could to be developed.

The presentation that follows consists of a series of
tables and charts. No one of these is “the Government
balance sheet,” but all of them together can serve some
of the functions of a balance sheet. The schematic dia-
gram, Figure 2.1, shows how they fit together. The
tables and charts should be viewed as an ensemble,
the main elements of which can be grouped together
in two broad categories—assets/resources and liabilities/
responsibilities.

» Reading down the left-hand side of the diagram
shows the range of Federal resources, including
assets the Government owns, tax receipts it can
expect to collect, and national wealth that pro-
vides the base for Government revenues.

» Reading down the right-hand side reveals the full
range of Federal obligations and responsibilities,
beginning with Government’s acknowledged liabil-
ities based on past actions, such as the debt held
by the public, and going on to include future budg-
et outlays. This column includes a preliminary set
of indicators of the Nation’s well-being. These
might indicate areas where Government activity
might require adjustment either through new in-
vestment or through reductions or reallocations
of existing resources.

THE FEDERAL GOVERNMENT’S ASSETS AND LIABILITIES

Table 2-1 summarizes what the Government owes
as a result of its past operations along with the value
of what it owns, for a number of years beginning in
1960. The values of assets and liabilities are measured
in terms of constant FY 1994 dollars. For all of this
period, Government liabilities have exceeded the value
of assets, but until the early 1980s the disparity was
relatively small, and for many years it deteriorated only
gradually.

In the late 1970s, a speculative run-up in the prices
of oil, gold, and other real assets temporarily boosted
Federal asset values, but since then they have de-
clined.3 Currently, the total value of Federal assets is

3This temporary improvement highlights the importance of the other tables in this presen-
tation. What was good for the Federal Government as an asset holder was not necessarily
favorable to the economy. The decline in inflation in the early 1980s reversed the speculative
runup in gold and other commodity prices. This reduced the balance of Federal net assets,

estimated to be only 14 percent greater in real terms
than it was in 1960. Meanwhile, Federal liabilities have
increased by 154 percent in real terms. The sharp de-
cline in the Federal net asset position that began in
the 1980s was due to the large Federal budget deficits
that began at that time along with the drop in asset
values. Currently, the net excess of liabilities over as-
sets is about $2,900 billion or $11,000 per capita.

Assets

The assets in Table 2-1 reflect a complete listing
of physical resources owned by the Federal Govern-
ment. They correspond to items that would appear on
a normal balance sheet, but they do not constitute an
exhaustive catalogue of Federal resources. The Govern-

but it was good for the economy.
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TABLE 2-1. GOVERNMENT ASSETS AND LIABILITIES *
(As of the end of the fiscal year, in billions of 1994 dollars)
1960 1965 1970 1975 1980 1985 1990 1992 1993 1994
ASSETS
Financial assets:
Gold and foreign exchange ..........coovvviennn. 103 72 60 132 323 156 197 176 175 175
Other monetary asSetS ........cccocvireinerniererienines 39 55 32 15 37 23 30 38 38 30
Mortgages and other 10ans .........c.cooveveerivnnns 128 161 205 203 274 332 267 250 224 203
Less expected loan losses . -1 -3 -4 -9 -16 -16 -17 =21 -23 -25
Other financial assets ... 61 80 65 65 83 106 161 218 197 185
SUBLOAl oo 329 365 358 405 702 603 638 661 611 567
Fixed reproducible capital:
DEFENSE ..oouverreicrieireeierece s 867 870 853 685 548 630 708 743 755 744
Nondefense . 154 181 192 217 207 234 235 237 238 239
Inventories 264 225 206 181 217 246 213 187 174 163
Nonreproducible capital:
LANG e 85 117 147 227 289 310 305 249 234 226
Mineral fghtS ..o 307 283 234 325 591 665 443 396 379 351
SUBLOtAl ..o 1,677 1,676 1,631 1,636 1,851 2,086 1,904 1,811 1,780 1,723
Total @SSELS ..vvveverrireriecereeriecienne 2,006 2,041 1,989 2,041 2,554 2,689 2,541 2,472 2,391 2,290
LIABILITIES
Financial liabilities:
Currency and bank reserves ........oovvnenns 230 249 272 274 275 289 347 367 394 419
Debt held by the public 1,001 972 813 790 1,005 1,764 2,407 2,835 2,994 3,076
MISCEIIANEOUS .....covvveiiiiire s 60 61 58 53 59 67 93 70 69 67
SUBLOLAI ..o 1,292 1,282 1,143 1,117 1,339 2,120 2,847 3,272 3,457 3,562
Insurance liabilities:
DEPOSIt INSUTANCE .....ouvrerireerririinnnesineienineieins | e | v | sevennninnes | eeveeenenenis 2 8 64 3 -29 -8
Pension benefit QUArANtEES .........covvvreveieiees | eovvviniiniins | e | v 41 29 40 39 47 61 30
L0aN gUAraNtees ... | s | e 2 6 12 10 14 25 28 30
Other iNSUTANCE .......c.ovvvivriiieisrsisiiiias 31 28 22 19 25 16 18 18 24 26
SUBLOAl ..o 31 28 24 67 68 74 135 92 84 78
Federal pension liabilities ........c.cocovrvnenincrniines 751 938 1,096 1,226 1,683 1,651 1,575 1,574 1,523 1,532
Total liabilities .......c.ccooevmmvrvrererreerncienns 2,075 2,249 2,262 2,410 3,001 3,845 4,557 4,939 5,064 5,172
Balance ... -68 -208 -273 -369 -537 -1,157 -2,016 -2,467 -2,674 -2,882
Per capita (in 1994 dollars) . =379 -1,070 -1,333 -1,710 -2,352 -4,837 -8,042 -9,628 | -10,323 | -11,015
Ratio to GDP (in percent) ... =27 -6.6 -75 -9.0 -11.2 -21.1 =325 -38.7 -40.7 -42.1

*This table shows assets and liabilites for the Government as a whole, including the Federal Reserve System. Therefore, it does not break out separately the assets held in certain Government accounts, such as social secu-

rity, that are the obligation of specific Government agencies. Estimates for 1994 are extrapolated in some cases.

ment's most important financial resource, its ability to
tax, is not reflected.

Financial Assets: At the end of 1994, the Federal
Government’s holdings of financial assets amounted to
about $570 billion. Government-held mortgages and
other loans (measured in constant dollars) reached a
peak in the mid-1980s. Since then, Federal loans have
declined. The holdings of mortgages, in particular, have
declined sharply as the holdings acquired from failed
Savings and Loan institutions have been liquidated.

The face value of mortgages and other loans over-
states their economic worth. OMB estimates that the
discounted present value of future losses on these loans
is about $25 billion as of 1994. These estimated losses
are subtracted from the face value of outstanding loans
to obtain a better estimate of their economic worth.

Over time, variations in the price of gold have ac-
counted for major swings in this category. Since 1980,
gold prices have fallen by 40 percent and the real value

of U.S. gold and foreign exchange holdings have
dropped by 46 percent.

Fixed Reproducible Capital: The Federal Government
is a major investor in physical capital. Government-
owned stocks of fixed reproducible capital amounted
to almost $1.0 trillion in 1994. About three-quarters
of this capital is in the form of military equipment
and structures. From 1960 to 1981, the net stock of
defense capital fell as a share of GDP, but since 1981
until the last two years, the ratio held steady at around
12 percent. In the last two years, the reduction in de-
fense purchases following the end of the Cold War has
caused a decline in the ratio of these stocks to GDP
of about 1 percentage point.

Inventories: The effect of the slowdown in defense
purchases has been more noticeable for inventories.
Data on Federal inventories are maintained by the Bu-
reau of Economic Analysis (BEA), Department of Com-
merce. Since 1990, Federal inventories have declined



2. STEWARDSHIP: TOWARD A FEDERAL BALANCE SHEET

13

by more than 20 percent in real terms, accounted for
entirely by a drop in military stocks.

Non-reproducible Capital: The Government owns sig-
nificant amounts of land and mineral deposits. There
are no official estimates of the market value of these
holdings. Researchers in the private sector have esti-
mated what they are worth and these estimates are
extrapolated in Table 2-1. Since the late 1980s, private
land values have fallen, and it is assumed here that
federal lands have shared in this decline. Oil prices
have fluctuated but are lower now than four years ago.
These shifts have pulled down the value of Federal
mineral deposits.

Total Assets: The total real value of Government as-
sets has declined somewhat over the last 10 years, prin-
cipally because of declines in the real prices of gold,
land, and minerals. At the end of 1994, the Govern-
ment's holdings of all assets were worth about $2.3
trillion.

Liabilities

The liabilities shown in Table 2-1 are analogous to
a business corporation’s liabilities and include public
debt, trade credit, and pension obligations owed to Fed-
eral workers. Other potential claims on Federal finan-
cial resources are not reflected.

Financial Liabilities: These amounted to about $3.6
trillion at the end of 1994. The largest component was
the Federal debt held by the public, amounting to al-
most $3.1 trillion. This measure of Federal debt is net
of the holdings of the Federal Reserve System, which
exceeded $350 billion in 1994. Although an independent
agency, the Federal Reserve is part of the Federal Gov-
ernment, and its assets and liabilities are included here
in the Federal totals.

In addition to debt held by the public, the Govern-
ment's financial liabilities include $420 billion in cur-
rency and bank reserves, which are mainly obligations
of the Federal Reserve System, and about $70 billion
in miscellaneous liabilities.

Guarantees and Insurance Liabilities: The Federal
Government has contingent liabilities arising from loan
guarantees and insurance programs. When the Govern-
ment guarantees a loan or offers insurance, the initial
outlays may be small or, if a fee is charged, they may
even be negative, but the risk of future outlays associ-
ated with such commitments can be huge. The deposit
insurance programs, for example, have experienced very
large losses recently following many years in which
these programs had no budgetary cost in excess of pre-
miums.

In the past, the cost of such risks was not recognized
until after a loss was realized. In the last few years,
however, techniques have been developed which permit
estimates to be made of the accruing cost from commit-
ments that risk future outlays. These estimates are
reported in Table 2-1. They amounted to about $78
billion in 1994. The resolution of the many failures
in the Savings and Loan and banking industries have
helped to reduce the accumulated losses in this cat-
egory.

Federal Pension Liabilities: The Federal Government
owes pension benefits to its retired workers and to cur-
rent employees who will eventually retire. The amount
of these liabilities is large. As of 1994, the discounted
present value of the benefits is estimated to have been
around $1.5 trillion.4

The Balance of Net Liabilities

The balance between Federal liabilities and Federal
assets has deteriorated over the past decade at a rapid
rate. In 1980, the negative balance was less than 11
percent of GDP. Currently, it is estimated to be over
40 percent. Although the Government need not main-
tain a positive balance, because the range of Govern-
ment resources extends beyond the conventional assets
shown in Table 2-1, continuation of this trend would
be worrisome.

THE BALANCE OF RESOURCES AND RESPONSIBILITIES

The data summarized in Table 2-1 are useful in
showing some of the consequences of the Government’s
past policies, but the Government’s continuing commit-
ments to provide public services are not reflected in
this table, nor can the Government's broader resources
be displayed in a table limited to assets that it owns.
A better way to examine the balance between future
Government obligations and resources is by projecting
the budget.

The 1993 Omnibus Budget Reconciliation Act reduced
the Federal deficit on a cumulative basis by over $500
billion. This is a significant improvement. As a result,
the deficit preserves a relatively stable ratio to GDP
declining from around 2.7 percent in 1995 to 2.1 percent

4These pension liabilities are expressed as the acturial present value of benefits accrued-
to-date based on past and projected salaries. The expected costs of retiree health benefits
are not included. The 1994 liability is extrapolated from recent trends.

in 2000, and below 2 percent in the following decade.
For the period beyond the year 2000, however, the
budget outlook is highly uncertain. Demographic trends
that will begin to assert themselves early in the next
century promise to raise the Federal cost of social secu-
rity and other benefits for the elderly.

Some future claims on budgetary resources deserve
special emphasis because of their importance in individ-
ual retirement planning. These claims are highlighted
in Table 2-2. The Social Security Trustees present an
annual report on the balance in the Old Age Survivors
Insurance and Disability Insurance (OASI and DI)
Trust Funds based on a 75-year projection of future
costs and benefits. Table 2—2 shows how these projec-
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TABLE 2-2.

CHANGE IN 75-YEAR ACTUARIAL BALANCE FOR OASDI AND HI TRUST FUNDS

(INTERMEDIATE ASSUMPTIONS)

(As a percent of taxable payroll)

OASI DI OASDI HI
Actuarial balance in 1993 rePOrt ... -0.97 -0.49 -1.46 =511
Changes in balance due to changes in:
ValURLON PEIHOU .....ervevieieireiiiiseis ittt -0.05 -0.00 -0.05 -0.13
Economic and demographic asSUMPLIONS .........ccevieermiererneenieerisesensseeeesseeseens -0.17 -0.02 -0.18 -0.02
Disability aSSUMPLIONS ......c.cuiiieiiriiiiesieisesie et 0.00 -0.11 -0.11 0.00
LEGISIATION ...vvuerciieisrii e 0.00 0.00 0.00 131
MEENOOS ..ot -0.27 -0.04 -0.31 0.00
OINBI oo 0.00 0.00 0.00 -0.19
TOtAl CHANGES ..o -0.49 -0.17 -0.66 0.97
Actuarial balance in 1993 FEPOI ... s -1.46 -0.66 -2.13 -4.14

tions changed between 1993 and 1994. The table also
reports similar projections for Medicare’s hospital insur-
ance (HI) trust fund.

It is estimated that the balance in the combined
OASDI fund worsened by an estimated 0.66 percent
of payroll in 1994. These changes were mainly the re-
sult of adjustments to the estimating assumptions and
technical corrections. The balance in the HI trust fund
improved by 0.97 percent of payroll as the result of
legislative changes that increased the expected receipts
from the HI portion of the payroll tax. Even with this
improvement, the HI trust fund is expected to run out

of resources within the next decade, and the trust fund
remains in deficit on a 75-year basis.

Over the past decade, the outlook for both the OASDI
and the HI trust funds has deteriorated markedly. At
the time of the 1983 social security reforms, the system
was temporarily restored to actuarial balance. Since
then, downward adjustments in the economic outlook
and technical revisions have brought about a deteriora-
tion in the projected balances. Currently, the mid-range
projections of the actuaries imply that social security
will reach a point in the next century after which outgo
permanently exceeds income. Medicare reaches a simi-
lar point even sooner.

NATIONAL WEALTH AND FEDERAL INVESTMENTS

Unlike a private corporation, the Federal Government
routinely invests in ways that do not add directly to
its assets. For example, Federal grants are frequently
used to fund capital projects that involve investment
at the State or local level of government for highways
and other purposes. Such investments can be valuable
nationally, but they are not owned by the Federal Gov-
ernment.

The Federal Government also invests in education
and research and development (R&D). These outlays
contribute to future productivity and are in that sense
analogous to an investment in physical capital. Indeed,
economists have computed stocks of human and knowl-
edge capital to reflect the accumulation of such invest-
ments. Nonetheless, these capital stocks are not owned
by the Federal Government, nor would they appear on
a business balance sheet.

Table 2-3 presents a national balance sheet. It in-
cludes estimates of total national wealth classified in
three categories: physical assets, education capital, and
R&D capital. The Federal Government has made con-
tributions to each of these categories, and these con-
tributions are also shown in the table.

Data in this table are especially uncertain, because
of the assumptions needed to prepare the estimates.
Overall, the Federal contribution to the current level
of national wealth is about 8 percent. Figure 2.3 illus-

trates the relative contribution of different categories
of wealth to the national total.

Physical Assets

These include factories machinery, office buildings,
residential structures, land, and government's physical
assets such as military hardware and highways. Auto-
mobiles and consumer appliances are also included in
this category. The total amount of such capital is vast,
amounting to around $24 trillion in 1994. By compari-
son, GDP was less than $7 trillion.

The Federal Government’'s contribution to this stock
of capital includes its own physical assets plus $0.5
trillion in accumulated grants to State and local govern-
ments for capital projects. The Federal Government has
financed about one-fifth of the physical capital held by
other levels of government.

Education Capital

Economists have developed the concept of human cap-
ital to reflect the notion that individuals and society
invest in people as well as in physical assets. Invest-
ment in education is a good example of how human
capital is accumulated.

For this table an estimate has been made of the
stock of capital represented by the Nation’'s investment
in education. The estimate is based on the cost of re-
placing the years of schooling embodied in the U.S.
population aged 16 and over. The idea is to measure
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TABLE 2-3. NATIONAL WEALTH
(As of the end of the fiscal year, in trillions of 1994 dollars)
1960 1965 1970 1975 1980 1985 1990 1992 1993 1994
ASSETS
Publicly owned physical assets:

Structures and equipment .........ccoccoveveerenirenines 2.1 24 2.9 34 37 3.6 3.8 3.8 39 39

Federally owned or financed 11 1.2 13 13 12 14 15 15 15 15
Federally owned 1.0 11 1.0 0.9 0.8 0.9 0.9 1.0 1.0 1.0
Grants to state and local governments ...... 0.1 0.2 0.2 0.4 0.4 0.5 0.5 0.5 0.5 0.5
Funded by state and local governments ........ 1.0 1.2 1.6 2.1 2.4 2.2 2.2 2.2 2.3 2.4
Other Federal @SSets ... 0.8 0.7 0.6 0.9 14 14 11 1.0 0.9 0.9
SUDLOLAl .o 2.8 31 35 43 5.0 49 48 47 47 48

Privately owned physical assets:

Reproducible assets ........covvnininininininienns 5.7 6.4 8.0 10.2 12.8 13.2 14.6 14.6 14.9 15.3
Residential StrUCIUTES ......c..vvvvveereerrrrirecrienns 20 2.3 2.8 36 48 4.8 53 5.4 5.6 5.7
Nonresidential plant and equipment ............... 2.0 2.3 3.0 4.0 5.0 5.4 5.8 5.8 5.9 6.0
INVENLOTIES ..ooooveeeereeeeeereeee s 0.7 0.8 0.9 11 13 12 12 12 11 12
Consumer durables ..........ccvcrvirerneininiinninas 0.9 1.0 13 15 1.7 18 2.2 23 24 25

LANG oo s 20 24 2.7 34 5.1 5.7 5.7 47 44 43

SUBLOTAl ..o 77 8.8 10.6 13.6 179 19.0 20.3 19.3 19.3 19.6
Education capital:
Federally financed ..........cocvveveneininenisisinninns 0.1 0.1 0.2 0.3 0.4 0.5 0.7 0.7 0.8 0.8
Financed from other SOUrCES .......c.cccoveriirrirnnne 6.4 8.2 10.6 12.0 14.7 17.6 224 238 24.8 255
SUBLOtAl ..o 6.4 8.3 10.9 12.3 15.2 18.1 23.0 24.6 25.6 26.3
Research and development capital:
Federally financed R&D ........ccccovvvevirnceriiirnirnnnne 0.2 0.3 0.5 0.5 0.6 0.6 0.7 0.8 0.8 0.8
R&D Financed from other sources ...................... 01 0.2 0.3 04 04 0.6 0.8 0.9 0.9 1.0
SUDLOLAl .o 0.3 0.5 0.8 0.9 1.0 1.2 15 16 1.7 1.8
Total @SSELS ...oovvvrerererrereereeeieeis 17.3 20.7 25.8 311 39.1 43.2 49.6 50.2 51.4 52.4
LIABILITIES:
Net claims of foreigners on U.S. ......ccccccovviininne -0.2 -0.2 -0.2 -0.2 -05 -0.2 0.3 0.5 0.6 0.8
Balance ... 175 20.9 26.0 313 39.5 434 49.4 49.7 50.7 51.6
Per capita (thousands of 1994 dollars) .............c..... 96.6 107.7 127.0 144.8 1731 181.7 196.9 194.0 195.9 197.2
ADDENDA:
Total Federally funded capital ........cccccovvvrvinenas 21 24 2.6 3.0 3.6 3.9 4.0 4.0 4.0 4.0
Percent of national wealth ...........ccccovvrvririvinenns 12.2 11.2 101 9.5 9.0 8.9 8.1 8.0 79 77

how much it would cost to reeducate the U.S. workforce
at today'’s prices.

This is a crude measure, but it can provide a rough
order of magnitude. According to this measure, the
stock of education capital amounted to $26 trillion in
1994, of which about 3 percent was financed by the
Federal Government. The total exceeds the Nation’s
stock of physical capital. The main investors in edu-
cation capital have been State and local governments,
parents, and the students themselves who forego earn-
ing opportunities in order to acquire education.

Research and Development Capital

Research and development can also be thought of
as an investment, because R&D represents a current
expenditure for which there is a prospect of future re-
turns. After adjusting for depreciation, the flow of R&D
investment can be added up to provide an estimate
of the current R&D stock.5 That stock is estimated
to have been about $1.8 trillion in 1994. Although this

5R&D depreciates in the sense that the economic value of applied research tends to
decline with the passage of time and movement in the technological frontier.

is a large amount of research, it is a relatively small
portion of total National wealth. About half of this stock
was funded by the Federal Government.
Liabilities

When considering the debts of the Nation as a whole,
the debts that Americans owe to one another cancel
out, and the only debts that remain are those owed
to foreigners. This point is often overlooked in discus-
sions of debt. While debt is a burden for the borrower,
it is a source of income for the lender. In the case
of debt owed to foreigners, there is a net obligation
and the interest paid on that debt is a net subtraction
from our national income. America’'s foreign debt has
been increasing rapidly in recent years, as a con-
sequence of the U.S. trade deficit, but the size of this
debt is small compared with America’s total stock of
assets. It amounted to about 1%z percent of the total
in 1994,

Most of the Federal debt held by the public is owned
by Americans, so it does not appear in Table 2-3. Only
that portion of the Federal debt held by foreigners is
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included. Even so, it is of interest to compare the imbal-
ance between Federal assets and liabilities with na-
tional wealth. The government will have to service the
debt or repay it, and its ability to do so without disrupt-
ing the economy will depend in part on the wealth
of the private sector. Currently, the Federal net asset
imbalance, as estimated in Table 2-1, amounts to about
6 percent of total national wealth.

Trends in National Wealth

The net stock of wealth in the United States at the
end of 1994 was about $52 trillion. Since 1980 it has
increased in real terms at an annual rate of 1.9 percent
per year—about half the 4.2 percent rate it averaged
from 1960 to 1980. (All comparisons are in terms of
constant 1994 dollars.)

Public capital formation slowed down markedly be-
tween the two periods. The real value of the net stock
of publicly owned physical capital was actually lower
in 1994 than in 1980—%$4.8 trillion versus $5.0 trillion
in the earlier year. Since 1980, Federal grants to State
and local governments for capital projects have in-
creased at an average rate of 1.5 percent per year com-
pared with 7.0 percent in the 1960s and 1970s

Private capital formation in physical assets has also
grown more slowly since 1980. The net stock of
nonresidential plant and equipment grew 1.3 percent
per year from 1980 to 1994 compared with 4.6 percent
in the 1960s and 1970s, and the stock of business in-
ventories actually declined. Overall, the stock of pri-
vately owned physical capital grew at an average rate
of just 0.7 percent per year between 1980 and 1994.

The accumulation of education capital, as measured
here, also slowed down in the 1980s, but not nearly
as much. It grew at an average rate of 4.4 percent
per year in the 1960s and 1970s, about the same as
the average rate of growth in private physical capital
during the same period. Since 1980, education capital
has grown at a 4.0 percent annual rate. This reflects
the extra resources devoted to schooling in this period,
and the fact that such resources were rising in relative
value. R&D stocks grew faster than both physical and
education capital in the 1980s, but at a slower rate
than in earlier decades.

Other Federal Influences on Economic Growth

Many Federal policies contributed to the slowdown
in capital formation that occurred after 1980. Federal
investment policies obviously were important, but the
Federal Government also contributes to wealth indi-
rectly. Monetary and fiscal policies affect the rate and
direction of capital formation. Regulatory and tax poli-
cies affect how capital is invested, as do the Federal
Government’s credit assistance policies.

One important channel of influence is the Federal
budget deficit, which determines the size of the Federal
Government’'s borrowing requirement. Smaller deficits
in the 1980s would have resulted in a smaller gap
between Federal liabilities and assets than is shown
in Table 2-1. It is also likely that, had the increase

in Federal debt since 1980 been avoided, a significant
share of these funds would have gone into private in-
vestment. National wealth might have been 2 to 4 per-
cent larger in 1994 had fiscal policy avoided the buildup
in the debt.

Government Performance Measures and
Indicators of Well-Being

Unlike private business, Government typically lacks
a direct measure of the value of its services. As a result,
the costs of Government are reported while the benefits
often are not. For this reason, it can be difficult to
evaluate how well Government agencies are performing
their functions. With passage of the Government Per-
formance and Results Act of 1993, Federal agencies
will be selecting performance measures with which to
monitor outputs and outcomes of their activities.é

Examples of performance measures for agency out-
puts would include:

* Numbers of loans extended for Federal credit pro-
grams.

* The timeliness with which social security checks
are issued.

* Number of health inspections by the Public Health
Service.

Measures of outcomes show how such outputs affect
people’s lives. Examples might include:

* The number of households lifted out of poverty
by social security.

» Lives saved or losses prevented through inspection
and control measures.

As appropriate performance measures are developed,
it should be possible to integrate them with reports
on the cost of Government activities to create a system
of financial reporting that would be more analogous
to private sector accounting statements.

Indicators of Well-Being: There are certain broad ob-
jectives for which the Government is partly or fully
responsible. Especially important are the Government's
role in fostering healthy economic conditions, promoting
health and social welfare, protecting the environment
and maintaining national security. Table 2—4 offers a
rough idea of information that would be useful in as-
sessing how well the Federal Government has been
doing in promoting some of these general objectives.

The indicators shown here are only a limited subset
drawn from the vast array of data available on eco-
nomic and social conditions in the United States. In
choosing indicators for this table, priority was given
to measures that were consistently available over an
extended period. Such indicators make it easier to draw
valid comparisons and evaluate trends. In some cases,
this meant, however, choosing indicators with signifi-
cant limitations. In the case of national security no
indicators were chosen. We expect to improve the selec-
tion of indicators and to add to it in future years.

6Performance measures for Government agencies were given a strong endorsement in
the report of the National Performance Review, Creating a Government that Works Better
& Costs Less, (September 1993).
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TABLE 2-4. ECONOMIC AND SOCIAL INDICATORS
(Calendar year)

General Categories Specific Measures 1960 1965 1970 1975 1980 1985 1990 1991 1992 1993
Economic:
Living Standards Real GDP per person (1987 10,951 | 12,766 | 14,089 | 14,952 | 16,620 | 17,988 | 19,636 | 19,306 | 19,521 | 19,908
dollars)
Median Household Income (1993
dollars)
All Households 22,698 | 26,455 | 30,558 | 30,340 | 31,095 | 31,717 | 33,105 | 31,962 | 31,553 | 31,241
Married Couple Households 26,263 | 30,587 | 36,663 | 38,091 | 40,486 | 41,617 | 43,951 | 43,340 | 43,170 | 43,005
Female Householder, No Hus- | 12,933 | 14,490 | 17,302 | 17,087 | 17,744 | 17,812 | 18,177 | 17,195 | 17,222 | 17,443
band Present
Income Share of Middle Three | .coccvvee | v 52.7 52.1 51.6 53.9 495 49.7 494 48.2
Quintiles (%)
Poverty Rate (%) 1 22.2 173 12.6 12.3 13.0 14.0 135 142 14.8 15.1
Economic Security Misery Index (Inflation + Unem- 7.2 6.1 10.6 17.6 20.6 10.8 10.9 10.9 104 9.8
ployment)
Civilian Unemployment (%) 55 45 4.9 8.5 7.1 7.2 55 6.7 74 6.8
CPI-U (% Change) 1.7 16 5.7 9.1 135 36 5.4 42 30 3.0
Employment Prospects | Increase in Total Payroll Employ- -0.5 2.9 0.5 04 0.2 25 0.3 -0.9 12 2.3
ment (mil)
Managerial or Professional JobS | ...cceee | v | v | v | e 24.1 26.0 26.5 26.5 27.1
(% of total)
Wealth Creation Net National Saving Rate (% of 8.2 10.4 7.2 5.3 6.3 4.3 24 24 1.2 2.1
NNP)
Innovation Patents Issued to U.S. Residents 42.0 53.6 50.1 51.4 40.8 434 53.0 57.8 58.7 60.9
(thousands)
Multifactor Productivity 70.9 83.0 87.4 92.8 96.2 98.9 100.0 98.9 1008 | oo
(1987=100)
Social:
Safe Communities Violent Crime Rate (per 100,000 160 199 364 482 597 557 732 758 758 746
population) 2
Murder Rate (per 100,000 popu- 51 51 7.8 9.6 10.2 7.9 9.4 9.8 9.3 9.5
lation
Health and lliness Infant Mortality (per 1000 Live 26.0 247 20.0 16.1 12.6 10.6 9.2 8.9 85| s
Births)
Low Birthweight [less than 2,500 7.7 8.3 7.9 74 6.8 6.8 7.0 T i | s
gms] Babies (%)
Life Expectancy at birth (years) 69.7 70.2 70.8 72.6 737 4.7 75.4 755 5.7 | e
Cigarette Smokers (% of popu- | .cceeenee 424 39.5 36.4 332 30.1 255 256 | oocvrviens | e
lation 18 and older)
Bed Disability Days (average per 6.0 6.2 6.1 6.6 7.0 6.1 6.2 6.5 6.3 | s
person)
Learning High School Graduates (% of 446 49.0 55.2 62.5 68.6 73.9 77.6 78.4 79.4 80.2
population 25 and older)
College Graduates (% of popu- 8.4 9.4 11.0 139 17.0 19.4 21.3 21.4 21.4 219
lation 25 and older)
National Assessment of Edu-
cational Progress 3
Mathematics | s | i | 304 298 302 305 | e 307 | e
Science | e 305 296 283 288 290 294
Participation Voting for President (% eligible 62.8 | v | v | e 52.6 | wvvrens | e 55.2
population)
Individual Charitable Giving per 194 233 280 296 323 340 414 412 422 |
capital (1994 dollars)
Environment:
Air Quality Population Living in CountiesS | .ocvvoveene | cevvvene | v | e | e 76 63 70 43 |
with Ozone Levels Exceeding
the Standard (millions)
Water Quality Population Served by Secondary | ..o | cvniens | v | v | e 134 154 157 159 161

Treatment or Better (millions)

1The poverty rate does not reflect noncash government transfers such as Medicaid or food stamps.

2Not all crimes are reported, and the fraction that go unreported may have varied over time.

3Dates shown in table for national educational attainment are approximate.

The individual measures in this table are influenced
in varying degrees by many Government policies and
programs, as well as by external factors beyond the
Government’s control. In general, they are not outcome

indicators, because they do not measure the results of
Government activities, but they do provide a quan-
titative measure of the progress or lack of progress
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in reaching some of the ultimate values that govern-
ment policy is intended to promote.

Such a table can serve two functions. First, it high-
lights areas where the Federal Government might need
to modify its current practices or consider new ap-
proaches when there are clear signs of deteriorating
conditions. Second, the table provides a context for eval-
uating other data on Government activities. For exam-
ple, Government actions that weaken its own financial
position may be appropriate when they promote a
broader social objective.

An example of this occurs during economic recessions
when reductions in tax collections lead to increased
Government borrowing. This deterioration in the Fed-
eral balance sheet provides an automatic stabilizer for
the private sector. State government, local government
and private budgets are strengthened by allowing the
Federal budget to go deeper into deficit. More stringent
Federal budgetary controls could be used to hold down
Federal borrowing during such periods but at the risk
of aggravating the downturn.

The Government cannot avoid making trade-offs be-
cause of its size and the broad ranging effects of its
actions. Monitoring these effects and incorporating
them in the Government's policy making is a major
challenge.

An Interactive Analytical Framework

No single framework can encompass all of the factors
that affect the financial condition of the Federal Gov-
ernment. Nor can any framework serve as a substitute
for actual analysis. Nevertheless, the framework pre-
sented above offers a useful way to examine the finan-
cial aspects of Federal policies. Increased Federal sup-
port for investment, the reduction in Federal absorption
of saving through deficit reduction, and other Adminis-
tration policies to enhance economic growth are ex-
pected to promote national wealth and improve the fu-
ture financial condition of the Federal Government. As
that occurs, the efforts will be clearly revealed in these
tables.

TECHNICAL NOTE: SOURCES OF DATA AND METHOD OF ESTIMATING

Federally Owned Assets and Liabilities

Assets

Financial Assets: The source of data is the Federal
Reserve Board's Flow-of-Funds Accounts. Two adjust-
ments were made to this data. First, U.S. Government
holdings of financial assets were consolidated with the
holdings of the monetary authority, i.e., the Federal
Reserve System. Second, the gold stock, which is valued
in the Flow-of-Funds at a constant historical price, is
revalued using the market value for gold.

Physical Assets

Fixed Reproducible Capital: Estimates were devel-
oped from the OMB historical data base for physical
capital outlays. The data base extends back to 1940
and was supplemented by data from other selected
sources for 1915-1939. The source data are in current
dollars. To estimate investment flows in constant dol-
lars, it is necessary to deflate the nominal investment
series. This was done using BEA price deflators for
Federal purchases of durables and structures. These
price deflators are available going back as far as 1940.
For earlier years, deflators were based on Census Bu-
reau historical statistics for constant price public cap-
ital formation. The capital stock series were adjusted
for depreciation on a straight-line basis, assuming use-
ful lives of 46 years for water and power projects; 40
years for other direct Federal construction; and 16
years for major nondefense equipment and for defense
procurement.

Fixed Nonreproducible Capital: Historical estimates
for 1960-1985 were based on estimates in Michael J.
Boskin, Marc S. Robinson, and Alan M. Huber, “Gov-
ernment Saving, Capital Formation and Wealth in the
United States, 1947-1985,” published in The Measure-
ment of Saving, Investment, and Wealth, edited by Rob-
ert E. Lipsey and Helen Stone Tice (The University

of Chicago Press, 1989). Estimates were updated using
changes in the value of private land from the Flow-
of-Funds Balance Sheets and in the Producer Price
Index for Crude Energy Materials. The Bureau of Eco-
nomic Analysis is in the process of preparing satellite
accounts to accompany the National Income and Prod-
uct Accounts that will report on changes in mineral
deposits for the Nation as a whole, but this work is
not yet completed.

Liabilities

Financial Liabilities: The principal source of data is
the Federal Reserve’s Flow-of-Funds Accounts.

Contingent Liabilities: Sources of data are the OMB
Deposit Insurance Model and the OMB Pension Guar-
antee Model. Historical data on contingent liabilities
for deposit insurance were also drawn from the Con-
gressional Budget Office’s study, The Economic Effects
of the Savings and Loan Crisis, issued January 1992.

Pension Liabilities: For 1979-1993, the estimates are
the actuarial accrued liabilities as reported in the an-
nual reports for the Civil Service Retirement System,
the Federal Employees Retirement System, and the
Military Retirement System (adjusted for inflation). Es-
timates for the years before 1979 are not actuarial;
they are extrapolations. The estimate for 1994 is a pro-
jection.

National Balance Sheet Data

Publicly Owned Physical Assets: Basic sources of data
for the federally owned or financed stocks of capital
are the investment flows described elsewhere in the
budget. Federal grants for State and local government
capital were added together with adjustments for infla-
tion and depreciation in the same way as described
above for direct Federal investment. Data for total
State and local government capital come from the cap-
ital stock data prepared by the BEA.
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Privately Owned Physical Assets: Data are from the
Flow-of-Funds national balance sheet. Preliminary esti-
mates for 1994 were prepared based on net investment
from the National Income and Product Accounts.

Education Capital: The stock of education capital is
computed by valuing the cost of replacing the total
years of education embodied in the U.S. population 16
years of age and older at the current cost of providing
schooling. The estimated cost includes both direct ex-
penditures in the private and public sectors and an
estimate of students’ foregone earnings, i.e., it reflects
the opportunity cost of education.

For this presentation, Federal investment in edu-
cation capital is a portion of the Federal outlays in-
cluded in the conduct of education and training. This
portion includes direct Federal outlays and grants for
elementary, secondary, and vocational education and
for higher education. The data exclude Federal outlays
for physical capital at educational institutions and for
research and development conducted at colleges and
universities because these outlays are classified else-
where as investment in physical capital and investment
in R&D capital. The data also exclude outlays under
the GI Bill; outlays for graduate and post-graduate edu-
cation spending in HHS, Defense and Agriculture; and
most outlays for vocational training.

Data on investment in education financed from other
sources come from educational institution reports on
the sources of their funds, published in U.S. Depart-
ment of Education, Digest of Education Statistics.
Nominal expenditures were deflated by the implicit
price deflator for GDP to convert them to constant dol-
lar values. Education capital is assumed not to depre-
ciate, but to be retired when a person dies. An edu-
cation capital stock computed using this method with
different source data can be found in Walter McMahon,
“Relative Returns To Human and Physical Capital in
the U.S. and Efficient Investment Strategies,” Econom-
ics of Education Review, Vol. 10, No. 4, 1991. The meth-
od is described in detail in Walter McMahon, Invest-
ment in Higher Education, 1974.

Research and Development Capital: The stock of R&D
capital financed by the Federal Government was devel-
oped from a data base that measures the conduct of
R&D. The data exclude Federal outlays for physical

capital used in R&D because such outlays are classified
elsewhere as investment in federally financed physical
capital. Nominal outlays were deflated using the GDP
deflator to convert them to constant dollar values.

Federally funded capital stock estimates were pre-
pared using the perpetual inventory method in which
annual investment flows are cumulated to arrive at
a capital stock. This stock was adjusted for depreciation
by assuming an annual rate of depreciation of 10 per-
cent on the outstanding balance for applied research
and development. Basic research is assumed not to de-
preciate. The 1993 Budget contains additional details
on the estimates of the total federally financed R&D
stock, as well as its national defense and nondefense
components (see Budget for Fiscal Year 1993, January
1992, Part Three, pages 39—40).

A similar method was used to estimate the stock
of R&D capital financed from sources other than the
Federal Government. The component financed by uni-
versities, colleges, and other nonprofit organizations is
based on data from the National Science Foundation,
Surveys of Science Resources. The industry-financed
R&D stock component is from that source and from
the U.S. Department of Labor, The Impact of Research
and Development on Productivity Growth, Bulletin
2331, September 1989.

Experimental estimates of R&D capital stocks have
recently been prepared by BEA. The results are de-
scribed in “A Satellite Account for Research and Devel-
opment,” Survey of Current Business, November 1994.
These BEA estimates are lower than those presented
here primarily because BEA assumes that the stock
of basic research depreciates, while the estimates in
Table 2-3 assume that basic research does not depre-
ciate. BEA also assumes a slightly higher rate of depre-
ciation for applied research and development, 11 per-
cent, compared with the 10 percent rate used here.

Social Indicators

The main sources for the data in this table are the
Government statistical agencies. The data are publicly
available in the President's annual Economic Report
and the Statistical Abstract of the United States. Other
sources include: Educational Attainment in the United
States March 1993 and 1992, Health United States
1993, and NAEP 1992 Trends in Academic Progress.
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3. FEDERAL RECEIPTS

Receipts (budget and off-budget) are taxes and other
collections from the public that result from the exercise
of the Government’s sovereign or governmental powers.
The difference between receipts and outlays determines
the surplus or deficit.

Growth in receipts.—Total receipts in 1996 are esti-
mated to be $1,415.5 billion, an increase of $69.0 billion
or 5.1 percent relative to 1995. This increase is largely
due to assumed increases in incomes resulting from

both real economic growth and inflation. Receipts are
projected to grow at an average annual rate of 4.9
percent between 1996 and 2000, rising to $1,710.9 bil-
lion.

As a share of GDP, receipts are projected to decline
from 19.2 percent in 1995 to 18.6 percent in 2000. The
Uruguay Round Agreements Act of 1994 and the Ad-
ministration’s proposed middle-class tax cut, which are
discussed below, are in large part responsible for this
decline in the receipts share of GDP.

TABLE 3-1. RECEIPTS BY SOURCE—SUMMARY
(In billions of dollars)
Estimate
Source 1994 actual
1995 1996 1997 1998 1999 2000

Individual income taxes 543.1 588.5 623.4 642.5 680.5 717.3 756.4

Corporation income taxes ... 1404 150.9 157.4 166.1 173.2 179.2 190.5

Social insurance taxes and contributions 461.5 484.4 509.3 532.7 559.2 585.9 614.3

(On-budget) ....ccoovvrrvrernn (126.4) (133.2) (139.0) (144.7) (151.2) (157.0) (163.4)

(Off-budget) .. (335.0) (351.3) (370.4) (388.0) (408.0) (428.9) (450.9)

Excise taxes ........... 55.2 57.6 57.2 58.4 59.3 60.7 61.8

Estate and gift taxes 15.2 15.6 16.8 18.0 19.4 20.9 22.5

Customs duties ... 20.1 20.9 223 24.1 26.1 28.0 312

Miscellaneous receipts 22.3 28.6 29.0 29.8 312 327 34.3

Total receipts 1,257.7 1,346.4 1,415.5 1,471.6 1,548.8 1,624.7 1,710.9

(On-budget) .. (922.7) (995.2) (1,045.1) (1,083.6) (11,140.8) (1,195.8) (1,260.0)

(Off-budget) (335.0) (351.3) (370.4) (388.0) (408.0) (428.9) (450.9)

TABLE 3-2. CHANGES IN RECEIPTS
(In billions of dollars)
Estimate

1995 1996 1997 1998 1999 2000

Receipts under tax rates and structure in effect January 1, 19951 ... 1,346.4 1,417.8 1,479.4 1,554.4 1,629.3 1,715.7
Social security (OASDI) taxable earnings base increases:.

$61,200 to $63,000 on Jan 2.2 24 2.8
$63,000 to $64,800 on Jan. 2.0 2.3 2.6
$64,800 to $67,500 on Jan. 11 31 35
$67,500 0 $70,200 0N JaN. 1, 1999 ... senssssseesesssssenssesssssssssenssssns | sevnsssnnnins | sesinessiennee | eeessnsnnnne | s 11 32
$70,200 t0 $73,200 0N JAN. 1, 2000 .....ooovieureierrricireieiseiieseesessee e sesseste s essssssessesnenins | senesneesnniens | eonsneniennens | oennennsnens | s | s 13
Proposals 2 -10.9 -13.6 -18.1
Total, receipts under existing and proposed 16giSIation ... 1,346.4 1,415.5 1,471.6 1,548.8 1,624.7 1,710.9

*$50 million or less.
1These estimates assume a social security taxable earnings base of $61,200 through 2000.
2Net of income offsets.
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ENACTED LEGISLATION

Uruguay Round Agreements Act of 1994.—This
Act implements the Uruguay Round of Agreements that
were entered into by the United States and members
of the General Agreement on Tariffs and Trade (GATT)
on April 15, 1994. It also extends for 10 months,
through July 1995, the Generalized System of Pref-
erences (GSP) program, which provides preferential
duty treatment to U.S. imports of selected products
from developing countries. In enacting this legislation,
the United States joins 123 nations in the most sweep-
ing trade agreement in history. The tariff reductions
provided under the Agreements and the extension of
GSP are largely offset by other revenue and outlay
provisions. The major provisions of the Act that affect
receipts are described below.

Reduce tariffs.—Overall, global tariffs on industrial
goods are reduced by an average of 34 percent; U.S
tariffs are reduced by slightly more than one-third, with
matching tariff reductions by U.S. trading partners.
Some reductions occur immediately, some over five
years, and some, such as textiles, are phased in over
ten years.

Extend GSP.—This program, which provides duty-
free access to over 4,400 items from about 142 eligible
developing countries that meet certain worker rights
and other criteria, is extended for ten months through
July 31, 1995.

Reform Pension Benefit Guaranty Corporation
(PBGC).—The Retirement Protection Act of 1994 com-
prises a comprehensive series of reforms designed to
improve the funding of single-employer defined benefit
pension plans and reduce the potential exposure of the
PBGC. A number of changes are made to the special
funding rules applicable to underfunded pension plans
that generally require sponsors of underfunded pension
plans to increase their plan funding. In addition, the
per participant cap on the variable rate premium that
underfunded plans pay to the PBGC is phased-out. The
phase-out creates additional incentives for employers
to fund their plans, while at the same time it more
than offsets the decline in receipts that results from
the increased contributions.

Accelerate collection of certain excise taxes.—The due
date for deposit of excise tax liability incurred during
the semi-monthly period of September 16th through
September 26th is accelerated to September 29th.
Under prior law, the payment was due in the subse-
guent fiscal year. Special rules apply to taxes on ozone-
depleting chemicals, communications services, and air
transportation. The acceleration is effective generally
on January 1, 1995.

Modify estimated tax payment rules for certain foreign
income.—U.S. shareholders of a controlled foreign cor-
poration must include earnings from the corporation
in their own income for estimated tax purposes by
annualizing the earnings. Estimated tax payments
must also be made throughout the year for yearly in-
come from intangible property includable in taxable in-

come under section 936 of the tax code. A safe harbor
is provided in determining the estimated tax liability.
This provision is effective for tax years beginning in
1995.

Modify withholding requirements on certain pay-
ments.—Effective for payments made after December
31, 1996, taxpayers who receive Federal payments and
unemployment compensation will be given the option
of requesting that the agency making the payment
withhold Federal income taxes from the payments. Ef-
fective for payments made after December 31, 1994,
withholding of Federal income taxes is required on dis-
tributions of revenues from certain gaming activities
by an Indian tribe to its members. Effective for benefits
paid after December 31, 1994, the amount of social
security or railroad retirement tier 1 benefits included
in the gross income of a nonresident alien that is sub-
ject to withholding increases from 50 to 85 percent.

Modify earned income tax credit (EITC) eligibility
rules.—Effective for taxable years beginning after De-
cember 31, 1994, the following changes are made in
EITC eligibility rules: (1) members of the Armed Forces
stationed outside the United States on extended active
duty are allowed to claim the earned income tax credit;
and (2) individuals who are nonresident aliens for any
portion of the taxable year generally are ineligible to
claim the earned income tax credit. Effective for taxable
years beginning after December 31, 1993, income re-
ceived for services provided while an individual is an
inmate in a penal institution is removed from the defi-
nition of earned income for purposes of computing the
EITC.

Require taxpayer identification numbers (TINs) at
birth.—Taxpayers claiming dependents will be required
to provide a TIN for each dependent, regardless of the
dependent’s age. This requirement is phased-in for tax
years 1995 and 1996 and is fully effective in 1997.

Extend Internal Revenue Service (IRS) user fees.—
The IRS provides written responses to questions of indi-
viduals, corporations, and organizations relating to
their tax status or the effects of particular transactions
for tax purposes. The IRS responds to these inquiries
through the issuance of letter rulings, determination
letters, and opinion letters. The fees charged for these
requests, which were scheduled to expire effective with
requests made after September 30, 1995, are extended
through September 30, 2000.

Modify substantial understatement penalty for cor-
porations participating in tax shelters.—Under prior
law, corporations could avoid a substantial understate-
ment penalty regarding a tax shelter if the taxpayer
reasonably believed that its position would “more likely
than not” be considered the proper tax treatment. Effec-
tive for transactions after December 8, 1994, the “more
likely than not” standard is repealed and the corpora-
tion is subject to the substantial understatement pen-
alty unless the general exception for reasonable cause
applies.
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Modify treatment of partnership distributions of mar-
ketable securities.—For purposes of measuring gain, the
distribution by a partnership of marketable securities
generally will be treated like a distribution of cash.
A partner will recognize gain to the extent the fair
market value of the marketable securities exceeds his
adjusted basis in the partnership interest. Exceptions
are provided, but in general, the change applies to part-
nership distributions of marketable securities after De-
cember 8, 1994.

Modify treatment of excess pension assets used for
retiree health benefits.—The prior law provision permit-
ting excess defined benefit pension plan assets to be
used to provide retiree health benefits is extended, with
modification, for five years through December 31, 2000.

Modify rounding rules for pension cost of living ad-
justments.—Effective for years beginning after Decem-
ber 31, 1994, the dollar limits on contributions and
benefits under qualified pension plans are indexed in
$5,000 increments, the dollar limit on elective deferrals
is indexed in $500 increments, and the dollar limit
on compensation taken into account for simplified em-
ployee pensions is indexed in $50 increments.

Social Security Independence and Program Im-
provements Act.—This Act establishes the Social Secu-
rity Administration as an independent agency from the
Department of Health and Human Services and makes
several changes to the Social Security (OASDI) and
Supplemental Security Income (SSI) programs. The pro-

visions of the Act that affect receipts expand the exemp-
tion from OASDI taxes to certain immigrants and work-
ers, including election workers, ministers, and police
and firefighters.

Social Security Domestic Employment Reform
Act of 1994.—The provisions of this Act make several
changes to the OASDI and SSI programs. The major
changes affecting receipts are described below.

Simplify payment of employment taxes on domestic
workers and revise withholding threshold.—The thresh-
old for withholding and paying Social Security taxes
on domestic workers is raised from $50 per quarter
under prior law to $1,000 per year. This new threshold,
which will be indexed annually for inflation, is effective
retroactive to January 1, 1994. For 1995 through 1997,
employers are allowed to pay domestic employment
taxes in a lump sum when they file their own tax
returns. Beginning in 1998, employers will be required
to satisfy their tax obligation quarterly through esti-
mated payments or by increasing the tax withheld from
their own wages. Household workers under age 18 are
exempt from social security taxation and coverage un-
less household employment is their principal occupa-
tion.

Reallocate old age and survivors (OASI) and disabil-
ity (DI) insurance tax rates.—To prevent the projected
insolvency of the DI trust fund, a reallocation of OASI
and DI payroll tax rates is provided. This provision
has no net effect on receipts or the deficit.

ADMINISTRATION PROPOSALS

Provide tax relief to middle-income families.—
Tax relief for middle-income families has always been
a goal of this Administration. In 1993, however, the
Administration faced a deficit crisis; bringing the deficit
under control and concentrating tax relief on the work-
ing poor were the first priorities. The deficit reduction
program has been even more of a success than planned.
Now is the time to move beyond the working poor and
provide middle-income Americans with a dividend from
the successes the Administration has achieved in cut-
ting the deficit and in reinventing government. The
Administration is proposing the following middle-class
tax cuts that are designed not only to provide tax relief,
but also to provide incentives to save and invest in
our future and so boost American productivity.

Provide tax credit for dependent children.—A $500
non-refundable credit will be allowed for each depend-
ent child under the age of 13. The credit will equal
$300 for 1996, 1997 and 1998, and will rise to $500
for 1999 and subsequent years. The credit will be
phased-out for taxpayers with adjusted gross income
(AGI) between $60,000 and $75,000. Both the credit
amount and the phase-out range will be indexed for
inflation. The credit must be applied after the earned
income tax credit and cannot be used to offset alter-
native minimum tax liability.

Provide tax incentive for education and training.—
Effective January 1, 1996, a deduction will be permitted
for up to $5,000 in expenditures on post-secondary
school education and training for the taxpayer, the tax-
payer’s spouse and dependents. The maximum allow-
able deduction will increase to $10,000 effective Janu-
ary 1, 1999. The maximum allowable deduction will
be phased-out for taxpayers filing a joint return with
AGI (before the proposed deduction) between $100,000
and $120,000. For taxpayers filing a head-of-household
or single return, the maximum allowable deduction will
be phased out for those with AGI between $70,000 and
$90,000. Qualifying education expenses are those relat-
ed to post-secondary education paid to institutions and
programs eligible for Federal assistance. Deductible ex-
penses will include tuition and fees, but will not include
meals, lodging, books or transportation.

Expand Individual Retirement Accounts (IRAs).—
Under present law, eligibility for deductible IRAs is
phased-out for single taxpayers with AGI between
$25,000 and $35,000 and for couples filing a joint re-
turn with AGI between $40,000 and $50,000. Effective
January 1, 1996, the AGI thresholds and phase-out
ranges will be doubled; therefore, eligibility will be
phased-out for single taxpayers with AGI between
$50,000 and $70,000 and for couples filing a joint re-
turn with AGI between $80,000 and $100,000. These
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thresholds and the present law annual contribution
limit of $2,000 will be indexed for inflation. Penalty-
free withdrawals from IRAs will be allowed if the pro-
ceeds are used to pay post-secondary education costs,
to buy or build a first home, to cover living costs if
unemployed for at least 12 consecutive weeks, or to
pay catastrophic medical expenses (including nursing
home or other costs associated with caring for an inca-
pacitated parent or grandparent). In addition, each in-
dividual eligible for a deductible IRA will have the op-
tion of contributing an amount up to the contribution
limit to a traditional deductible IRA or to a new back-
loaded special IRA. Contributions to this special IRA
will not be tax deductible, but if the assets remain
in the account for at least five years, all earnings from
the account will be tax-free when withdrawn. With-
drawals of account balances from special IRAs during
the five-year period will be subject to ordinary income
tax and a 10 percent penalty. Penalty-free withdrawals
from special IRAs will be allowed during the five year
period for the purposes described above. As with cur-
rent-law IRAs, penalty-free withdrawals will be allowed
for any purpose after the taxpayer reaches the age of
59%2, or upon disability or death of the taxpayer. Indi-
viduals whose AGI for a year falls below the eligibility
thresholds will be allowed to convert an existing IRA
into a special IRA.

Modify earned income tax credit (EITC) eligi-
bility rules.—The Administration is proposing a pack-
age of modifications designed to target the EITC to
intended recipients. Individuals who are living in the
U.S. illegally or who do not have proper documentation
for employment purposes will not be eligible to claim
the EITC. Similarly, taxpayers with combined dividend
and interest income in excess of $2,500 per year will
not be eligible for the EITC. In addition, related compli-
ance measures will be implemented. All of these modi-
fications will be effective for taxable years beginning
after December 31, 1995.

Deter expatriation tax avoidance.—The United
States requires U.S. citizens and residents to pay tax
on their worldwide income. However, some U.S. tax-
payers relinquish their U.S. citizenship or residence
and thereby avoid future U.S. tax on unrealized gains.
To ensure that these individuals pay their fair share
of U.S. tax, when a U.S. citizen renounces U.S. citizen-
ship or when a noncitizen who has been a tax resident
of the United States for at least 10 years becomes a
nonresident of the United States, the Administration
is proposing that such individual's assets be deemed
to be disposed of and reacquired at their fair market
value in a transaction in which gain or loss is recog-
nized. There will be an exemption for up to $600,000
of gain and for U.S. real property interests. The provi-
sion will apply to any expatriation after February 5,
1995.

Tighten rules for taxing foreign trusts.—Some
U.S. taxpayers avoid paying applicable U.S. tax on their

share of income earned by foreign trusts. To ensure
that U.S. tax is collected on this income, the Adminis-
tration is proposing enhanced information reporting re-
guirements for assets transferred to foreign trusts. In
addition, under current law, distributions received by
U.S. taxpayers from certain foreign trusts may be treat-
ed as nontaxable gifts. The Administration is proposing
that U.S. taxpayers who receive such distributions pay
U.S. tax on the distributions that represent trust in-
come, unless U.S. law treats a U.S taxpayer as owning
the trust assets.

Increase the number of empowerment zones.—
Under the Omnibus Budget Reconciliation Act of 1993,
certain tax incentives were provided for nine
empowerment zones and 95 enterprise communities, to
be designated during 1994 and 1995. The Act specified
that six empowerment zones and 65 enterprise commu-
nities were to be located in eligible urban areas and
three empowerment zones and 30 enterprise commu-
nities were to be located in rural areas. The six urban
empowerment zones were subject to a total population
cap of 750,000. The original nine empowerment zones
and 95 enterprise communities were designated in De-
cember 1994; tax incentives will be available during
the period that the designation remains in effect, which
generally will be 10 years. The Administration proposes
to provide tax incentives for two additional urban
empowerment zones, increasing the total number to 11.
In addition, the population cap for urban empowerment
zones will be increased to 1,000,000.

Reduce excise taxes on certain vaccines.—A man-
ufacturer’'s tax is levied on vaccines used to prevent
diphtheria, pertussis, tetanus, measles, mumps, rubella
or polio. These taxes are deposited in the Vaccine Injury
Compensation Trust Fund and provide a source of reve-
nue to compensate individuals who sustain certain inju-
ries or die following administration of these vaccines.
Because of large balances in the trust fund, a 50 per-
cent reduction in revenues from these taxes is proposed.
The decrease will allow continued program compensa-
tion while lowering the costs of vaccines to both public
and private purchasers.

Expand fees collected under the securities
laws.—The Administration proposes to expand certain
fees collected under the securites laws as part of a
legislative package to provide the Securities and Ex-
change Commission with a sound and stable long term
funding structure. The Administration intends to work
with Congress to secure early enactment of such a legis-
lative proposal.

Assess fees for examination of FDIC-insured
banks and bank holding companies (receipt ef-
fect).—The Administration proposes to require the Fed-
eral Deposit Insurance Corporation (FDIC) and the Fed-
eral Reserve to assess fees for examination of FDIC-
insured banks and bank holding companies. The Fed-
eral Reserve currently funds the costs of such examina-
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tions from earnings; therefore, deposits of earnings by
the Federal Reserve, which are classified as govern-
mental receipts, will increase by the amount of the
fees.

Modify Federal pay raise (receipt effect).—Na-
tional and locality pay increases for Federal employees
would sum to 2.4 percent in 1996, 3.1 percent in 1997,
and 2.1 percent each year in 1998-2000. These proposed
pay adjustments affect Federal employee contributions
to the Civil Service Retirement System (CSRS) and the
Federal Employees Retirement System (FERS).

Extend the environmental tax on corporate tax-
able income.—A tax equal to 0.12 percent of alter-
native minimum taxable income in excess of $2 million
is levied on all corporations and deposited in the Haz-
ardous Substance Superfund Trust Fund. Extension of
this tax, which expires on December 31, 1995, is sup-
ported by the Administration. The Administration also
supports extension of the excise taxes deposited in the
Superfund, which are extended in the baseline esti-
mates, but are scheduled to expire December 31, 1995.

Improve tax administration and compliance.—
The Administration continues to support revenue-neu-
tral initiatives designed to promote sensible and equi-
table administration of the internal revenue laws.
These include simplification, technical corrections, and
taxpayer compliance measures. In addition, the Admin-
istration supports and wants to work with Congress
on the following proposals:

* intermediate sanctions and disclosure require-
ments to improve public charities’ compliance with
the requirements for tax-exempt status;

* a package of compliance initiatives that will sup-
port the Internal Revenue Service's efforts to mod-
ernize and streamline its operations, to alleviate
taxpayer burdens by facilitating the payment of
taxes and filing of tax returns, and to rationalize
existing rules to treat taxpayers more fairly; and

» modifications to improve compliance with diesel
dyeing requirements and facilitate refunds of the
excise tax on the sale of certain fuels not used
for taxable purposes.

The Administration will also continue to monitor and
consider ways to ease the impact of the reduction of
the deductible portion of otherwise allowable business
meals and entertainment expenses.

Expiring provisions.—A number of tax provisions
have expired or are scheduled to expire before January
1, 1996. The Administration supports the revenue-neu-
tral extension of these provisions as discussed below
and looks forward to working with the Congress to
achieve that goal. These provisions include the follow-
ing:

Exclusion for employer-provided educational assist-
ance.—Certain amounts paid by an employer for edu-
cational assistance provided to an employee are ex-
cluded from the employee’s gross income for income
and payroll tax purposes. This exclusion expired with
respect to amounts paid after December 31, 1994. The
Administration has previously proposed permanent ex-
tension of this provision.

Targeted jobs tax credit—A tax credit, generally
equal to 40 percent of up to $6,000 of qualified first
year wages, is provided to employers who hire individ-
uals from several targeted groups. The credit expired
with respect to individuals hired after December 31,
1994. The Administration strongly supports the goals
of this program but has serious concerns over the cost-
effectiveness of its current design. The Administration
would support extension if the problems undermining
the credit's effectiveness are addressed.

Research and experimentation (R&E) tax credit.—The
20 percent tax credit provided for certain research and
experimentation expenditures expires with respect to
expenditures made after June 30, 1995. The Adminis-
tration has previously proposed permanent extension
of this provision.

Research and experimentation (R&E) allocation
rules.—Companies with foreign operations are allowed
to allocate 50 percent of domestic R&E expenditures
to their domestic operations and 50 percent of foreign
R&E expenditures to their foreign operations. The re-
maining expenses are to be allocated on the basis of
gross sales or gross income. This provision expires with
respect to R&E expenses incurred after July 31, 1995.

Oil spill liability tax.—Under prior law, a five cents
per barrel tax was levied on each barrel of domestic
and imported crude oil entering a U.S. port. This tax,
which was deposited in the Oil Spill Liability Trust
Fund, was to expire on the earlier of December 31,
1994 or the date on which the unobligated balance in
the fund reached $1 billion. This tax expired on Decem-
ber 31, 1994.

Tax credit for orphan drug clinical testing expenses.—
A 50 percent non-refundable tax credit is allowed for
a taxpayer’'s qualified clinical testing expenses paid or
incurred in the testing of certain drugs, generally re-
ferred to as orphan drugs, for rare diseases or condi-
tions. This credit expired with respect to expenses in-
curred after December 31, 1994.

Deduction for health insurance costs of self-employed
individuals.—Up to 25 percent of the amount paid by
a self-employed individual for health insurance ex-
penses was deductible under prior law. This deduction
expired effective with respect to expenses incurred after
December 31, 1993. The Administration has previously
proposed permanent extension of this provision.
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Generalized System of Preferences (GSP).—Under
GSP duty-free access is provided to over 4,000 items
from about 142 eligible developing countries that meet
certain worker rights and other criteria. This program,
which was extended for 10 months under the Uruguay
Round Agreements Act of 1994, is scheduled to expire
after July 31, 1995.

Tax deduction for contributions to private founda-
tions.—The deduction for a contribution to a private
foundation is generally limited to the adjusted basis
of the contributed property. However, a taxpayer who
contributed qualified appreciated stock to a private
foundation before January 1, 1995 is allowed to deduct
the full fair market value of the stock, rather than
the adjusted basis of the contributed stock.

TABLE 3-3. EFFECT OF PROPOSALS ON RECEIPTS
(In billions of dollars)
Estimate
1995 1996 1997 1998 1999 2000 1995-2000
Provide tax relief to middle-income families:
Provide tax credit for dependent children -35 -6.8 -6.6 -8.3 -10.1 -35.4
Provide tax incentive for education and training .. -0.7 4.7 -4.9 -5.7 -75 -235
Expand Individual Retirement Accounts (IRAS) ........ccccovuneininniniinnens 04 -0.3 -0.8 -1.0 -2.0 -38
Subtotal, Middle-income tax relief ... | e -38 -11.8 -12.4 -15.1 -19.6 -62.7
Modify earned income tax credit (EITC) eligibility rules:
Deny EITC to undocumented workers/related complianCe MEASUIES ........coovvvverieine | veveneneinens | cvverervenennns 0.1 0.1 0.1 0.1 0.4
Impose interest and dividend test on EITC reCipientS .........cccovmvirernenineinninniniins | vvveverineins * 01 01 01 0.1 0.3
Subtotal, Modify EITC eligibility TUIES ........c.covvrieriirinicrrienerecneersnenines | v * 0.2 0.2 0.2 0.2 0.7
Deter expatriation taX aVOIJANCE .........c.vieurerieiirireeneieiinesesise et esssissins | eeessnssenins 0.1 0.2 0.3 04 0.5 15
Tighten rules for taxing fOreign trUSES .........ccveririerininininire e sesissississinnins | ereeseeenens 0.3 0.4 04 0.5 0.5 2.0
Increase the number of empowerment zones ... -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.7
Reduce excise taxes on Certain VaCCINES L ........cocveiriniierniienniesisiisssesissesssissinsns | sevesiesinesins -0.1 -0.1 -0.1 -0.1 -0.1 -0.3
Expand fees collected under the securities laws 0.1 0.3 0.3 0.3 04 04 1.8
Assess fees for examination of FDIC-insured banks and bank holding companies
(receipt effect) .......c...... . 0.1 0.1 0.1 0.1 0.1 04
Modify Federal pay raise (receipt effect) .......ccccocovvvunee -0.1 -0.2 -0.3 -04 -05 -13
Extend environmental tax on corporate taxable income 2 0.3 0.5 0.5 0.5 0.5 24
Total effect Of PropoSaAIS T ......cccveercrerrre s * -3.0 -104 -10.9 -13.6 -18.1 -56.0

*$50 million or less.
1Net of income offsets.
2Net of deductibility for income tax purposes.
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TABLE 3-4. RECEIPTS BY SOURCE

(In millions of dollars)

Source 1994 actual | 1995 estimate | 1996 estimate Source 1994 actual | 1995 estimate | 1996 estimate
Individual income taxes (federal funds): Total Federal fund exciSe taxes ..........coeeeene. 31,226 28,992 26,280
Withheld 459,699 487,636 513,404

Proposed legislation (PAYGO) .............occceieee | comrmrrrrrereeees —38] —3529 Trust funds:

Ot ot 160,433 183,595 199,985 HIGAWAY oo 16,668 20,665 22,894
Refunds ... —77,077) —82,733| —86,488 Airport and airway .. 5,189 5,562 5,877
Lo . Aguatic resources .. 301 301 311

Total net individual income taxes ..., 543,055 588,460 623,372 Black lung disability insurance . 567 636 645
Corporation income taxes: L 88 103 110
Federal funds: Hazardous substance superfund .........c......... 807 842 850

GroSS CONECHONS oo 153,552 165174| 172,489 QOil spill liability ..o 48 204 ..o
Proposed legislation (PAYGO) ......cccccoveves | crrverrvvineinnnns —15 —102 Vaccine injury compensation ... 179 140 140

Refunds —13,820] —14,910f —15571 Proposed legislation (PAYGO) .......cccccecves | crvevernenne | o =70

Leaki d d st tank e 152 155 157

Total Federal funds net corporation income eaking underground Sforage fan
L2 139,732|  150,249| 156,816 Total trust funds eXCiSe taxes ........ccccccocooeveeen 23,999 28,608 30,914
Trust funds: ) Total EXCISE TAXES .......oererrereeeereeneeeseseeseesneeesriees 55225 57,600 57,194

Gross collections (Hazardous substance
SUPEIUND) o 653 615 249 Estate and Gift tXES v 15225/  15587| 16,760
Proposed legislation (PAYGO) ......cccccovcves | crnerrerneerens | covvirriieiinene 384

Total net cOrporation iNCOMe taxes ... 140385 150,864| 157449 ~ Customs duties:
Federal funds ........ccooveeveevceccece e 19,422 20,226 21,600
Social insurance taxes and contributions (trust TIUSEfUNDS oo, 677 687 732
funds):
Emp|0)ymem taxes and contributions: Total cuStOMS AULIES .......cvvvverercerereerieenene 201099 201913 22v332

Old-age and survivors insurance (Off-budget) 302,607| 284,189 314,205

Disability insurance (Off-budget) 32,419| 67,067| 56,156 MISCELLANEOUS RECEIPTS:3

Hospital iNSUFANCE ..........comrrrvvveeeersreeesseeeeeonns 90,062 96,657| 102,402 MisCellaneous taxes ........cccocveveeriververerierenennn. 163 179 188

Railroad retirement: United Mine Workers of America combined
Social Security equivalent account ............ 1,399 1,495 1,503 benefit fund ... 286 351 274
Rail pension and supplemental annuity ..... 2,323 2,386 2,401 Deposit of earnings, Federal Reserve System .. 18,023 24,559 24,695

- REGO proposal (PAYGO) ......couvevmrverivrinens | evnerrerineirnnes | o 79
Total employment taxes and contributions ......... 428,810 451,794 476,667 Fees for permits and regulatory and judicial
On-budget 93,784/ 100,538| 106,306 )
Off-budget 335,026| 351,256 370,361 SEIVICES v 1845 Lger 1938
g ! ! ! Proposed legislation (PAYGO) ......cccccvervvrirens | correrrvvircenens 81 310
Unemployment insurance: Fines, penalties, and forfeitures ...........ccevuveee. 1,824 1,830 1,820

State taxes deposited in Treasury?® .............. 22,484 22,340 22,419 Restitutions, reparations, and recoveries under

Federal unemployment tax receipts? ........... 5,460 5,694 5,756 military 0CCUPALIoN ......cvvvereercerieereriernies 7 6 6

Railroad unemployment tax receipts® ........... 27 23 23 Gifts and contributions ..........ccceevvvveirerrereninns 141 113 128

Railroad debt repayment? ............owweennnnns X1 IR, P Refunds and recoveries ... -6 — 406 — 405

Total unemployment iNSUrANCE .......cccrvvrevreeenes 28,004 28,057 28,198  Total miscellaneous TECEIPLS wovveeeeseeeeseerereon 22,282 28,581 29,034
Other retirement contributions: .

Federal employees'  retirement—employee Total budget receipts .........ccoovnnivvvviiiiissicnniiinns 1,257,745| 1,346,414| 1,415,456
CONTDULONS wereoeeooeeo 4,563 4,462 4,430 On-budget .... 922,719|  995,158| 1,045,095
Proposed legislation (N0N-PAYGO) .........oc. | cocereeercceens| oeersssrcenens —75 Off-DUAGEL ..o 335,026] 351,256| 370,361

e - 5
Contributions for non-Federal employees2 ... 98 96 96 MEMORANDUM
Total other retirement contributions .................... 4,661 4,558 4,451 Federal funds ... 774,145 835,428 878,135
Total social i . d contributi 161475 484209 509315 Trust funds ........... 312,073| 322,785 359,068
otal social insurance taxes and contributions -
J 1 ' Interfund transSactions ......c..ccceeeeneererrerieinenn. —163,499| — 163,055 —192,107
ON-DUAGEL ..o 126,450f 133,153 138,954
Off-DULGEL o 335,026| 351,256 370,361  Total ON-DUAGEL ....vvvevvvvevvvsvvvvvvsseeeeeeensesssesssssssssnns 922,719|  995,158| 1,045,095
Excise taxes: Off-budget (trust funds) ........ccccovvervirincrninnns 335,026| 351,256 370,361
Federal funds:
Alcohol 7,539 7,551 A o) v | RO 1,257,745| 1,346,414| 1,415,456
Tobacco 5,691 5,657 5,633
; 1Deposits by S S| I h benefi f th . Federal I

Transportatlon fuels ............ RIECHBEREURREIS 9,402 8,132 6,607 tax rei%?;{lss co)\//er tg}jemsin?gﬁali\}gtecog?sy I'(;I tl)?))l(ﬁslhtea::ecd%\g{ a:(ri]esnlalpearlle\?el.tl'\?aﬂ%g%raLTmm;|0§/r;enl-{nle$(pfg{2i:?;

Telephone and teletype services .................. 3,526 3,720 3,921 cover both the benefits and adminstrative costs of the program for the railfoads.

Ozone depleting chemicals and products 761 717 214 2Represents employer and employee contributions to the civil service retirement and disability fund for cov-

Other Federal funds ..o, 4,307 3,215 2,415 ered employees of Government-sponsored enterprises and the District of Columbia municipal government.
Proposed Iegislation (PAYGO) ____________________________________ —24 3includes both Federal and trust funds. Trust fund amounts in miscellaneous receipts are 1994: $578 million,

1995: $650 million, and 1996: $596 million.






4. USER FEES AND OTHER COLLECTIONS
USER FEES

The Federal Government earns income from its busi-
ness-type activities as well as obtaining taxes and other
governmental receipts by the exercise of its sovereign
powers. It sells postage stamps and electricity, charges
fees for admittance to national parks, collects premiums
for deposit insurance, and obtains rents and royalties
for the right to extract oil from the Outer Continental
shelf.

These collections are subtracted from gross outlays
rather than added to the taxes and other governmental
receipts discussed in the previous chapter. Because they
reduce outlays, they are called “offsetting collections.”
The purpose of this treatment is to produce budget
totals for receipts, outlays, and budget authority in
terms of the amount of resources allocated govern-
mentally, through collective political choice rather than
through the market.

Offsetting collections are classified into two major
categories: offsetting receipts, which are deposited in
receipt accounts; and offsetting collections credited to
appropriations (expenditure) accounts, which are depos-
ited directly in these accounts and usually can be spent
without further action by the Congress. Both categories
include collections from other accounts within the Gov-
ernment as well as the public. Chapter 25, “Budget
System and Concepts,” explains the budgetary treat-
ment of these collections more fully.

The term “user charge” is not a budgetary category.
It is a general term that refers to amounts assessed

against identifiable recipients for special benefits de-
rived from Federal activities beyond those received by
the general public. Depending on whether the user
charge is based on the Government’s sovereign power
or business-type activity, and on other considerations,
it may be classified as a governmental receipt or an
offsetting collection.

As shown in Table 4-1, total offsetting collections
from the public (including those proposed in this budg-
et) are estimated to be $203.4 billion in 1996. This
is only 14 percent as large as the governmental receipts
discussed in the previous chapter. Table 4-1 divides
this total between offsetting receipts and offsetting col-
lections credited to appropriations accounts and shows
major subcategories of each. Table 4-3 provides more
detail for offsetting receipts collected from the public
together with detail for offsetting receipts collected from
other accounts within the Government.

The budget contains a variety of user fee and other
collections proposals that would yield $1.6 billion in
1996 and $12.9 billion over the years 1996 through
2000. These proposals establish or increase fees in order
to recover more of the costs of providing Government
services. Table 4-2 splits the proposals between discre-
tionary and mandatory categories for the appropriate
scoring under the Budget Enforcement Act of 1990
(BEA). It includes both offsetting collections and user
charges classified as governmental receipts.

TABLE 4-1. OFFSETTING COLLECTIONS FROM THE PUBLIC
(In millions of dollars)
Estimate
Type 1994 actual
1995 1996
Collections deposited in receipt accounts:
MEUICATE PIEIMIUMS ...vvvreveseisreseeseeseesetsessssssessessessessessessessessessess e s s s see e bbb s e £ e £ R 82 E R R e 8o E 8RR RS R et es 17,747 20,122 20,197
Military assistance trust fund Property SAES ..ot 13,036 13,350 13,370
Outer Continental Shelf payments, naval petroleum reserve lease and other undistributed offsetting receipts .. 3,002 2,692 6,014
Spectrum auction proceeds, UNGIStHDUIEA ..o | 4,375 4,575
Sale of property and services, interest income and all other collections deposited in reCeipt ACCOUNLS .......c..ovurveeerieirinricrrieneseesereseseneniees 17,352 17,481 19,044
Subtotal, collections from the public deposited iN TECEIPE ACCOUNTS ...uvvuvvevreirrieireieieieee sttt nes 51,137 58,020 63,200
Collections credited to appropriations accounts:
Postal Service Stamp Sales and OthEr COBCHIONS ......c.viueireuriirriiiiirisissi st b bbbt bbb es 48,412 52,636 54,805
Deposit iNSUrANCe fUNAS ......ccceeereeiereireiniinieisiee e 31,577 22,653 14,939
Tennessee Valley Authority and Power Administration collections ....... 8,903 8,940 9,249
Commodity Credit Corporation loan repayments and other collections ... 7,560 10,660 9,930
(0T 1o T (=T 0 Y LT o OO . 9,139 8,755 7,308
Loan guaranty and other insurance premiums, interest income and all other collections credited to appropriations accounts .............coeeerennen. 48,832 43,807 43,992
Subtotal, collections from the public credited to apPropriation ACCOUNTS .........ccriiiuiiiiieriniieirisi e 154,424 | 147,449 | 140,223
Offsetting collections from the PUBIC .........coeeeriiieinieee s 205,561 | 205,469 | 203,423
Offsetting collections from the public excluding off-budget Postal Service COIECHIONS ..o 157,149 | 152,833 | 148,618
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TABLE 4-2. PROPOSED USER FEES AND OTHER COLLECTIONS
(In millions of dollars)

1996 1997 1998 1999 2000
User fees
Discretionary:
Department of Agriculture:
Animal and Plant Health Inspection Service—inspection, licensing, and permit fees—Collections and spending authority .... 8 8 8 8 8
Grain Inspection—Packers and Stockyards Administration—standardization and licensing activities—Collections and
SPENGING AUENOILY ..ottt 16 16 16 16 16

Food Safety and Inspection Service—meat and poultry/eggs overtime inspection fees—Collections and spending authority 107 107 107 107 107
Department of Energy: Decontamination and decommissioning fee extended to foreign purchasers of U.S. enrichment serv-

ICESCOIBCHONS .....vueeiriistisceett ittt E AR bbbttt 45 46 47 48 49
Department of Health and Human Services—Food and Drug Administration:

Import user fee to cover inspection/regulatory compliance program—Collections and spending authority ...........c.ccocvvininne 15 15 16 16 17

Medical device review and approval—Collections and Spending AULNOMLY ...........ccveevriceiinminiiernre e 24 24 25 26 27
Department of the Interior: Expand authority for Park Service fees:.

Collections ...... 32 36 42 46 52

SPENAING AUINOTILY ....ceceeii bbbttt niennnne | aebssissins 36 41 48 52
Army Corps of Engineers: Wetlands dredging permit application fees—Collections ........ 6 12 12 12 12
Environmental Protection Agency: Registration fee for pesticide manufacturers—Collections 15 15 | e | e | v
Small Business Administration: Loan servicing fees for Small Business Investment Company and Certified Development

Company programs—Collections and Spending AUtNOTILY ..........c.eiiuiiirin s 3 3 3 3 3
Commodity Futures Trading Commission: Transaction fee to cover cost of regulatory activities—Collections and spending

QUENOILY .ottt bbbt £ 88 E SRt 60 60 60 60 60
Federal Maritime Commission: Tariff filing and other administrative fees—Collections and spending authority 2 2 2 2 2
Federal Emergency Management Agency: Fee to cover 100% of radiological emergency preparedness program—Collec-

L1011 [ 12 12 12 12 12
Nuclear Regulatory Commission: Extend fee to cover costs of regulation—Collections and spending authority ..... | | | 312 306
Securities and Exchange Commission: Tier 3 fees credited to appropriation—Collections and spending authority ................ 92 80 67 54 40
Subtotal, discretionary user fees:.

COMBCHONS ..vvveveucesesreseesees s8££ 437 437 418 723 711

SPENAING AULNOMLY +..vuvverceaeieeeseriie e 327 353 346 653 638

Mandatory:
Department of Agriculture: Recover costs for oversight of marketing agreements and orders—Collections and spending au-

ENOTTEY vt 10 10 10 10 10
Department of Commerce: Fisheries management program fees—Collections and spending authority .........c.ccocovvviinininnas 10 10 10 10 10

Departments of Justice and the Treasury: Immigration and Naturalization Service/Customs Service border services fee—

Collections and spending authority 200 426 438 452 466

Department of Transportation: Railroad safety inspection fees—Collections .................... 45 47 49 51 53
Environmental Protection Agency: Pesticide re-registration fee—Collections and spending authority ....... 9 8 15 15| e
Small Business Administration: Loan servicing fees for 7(a) program—Collections and spending authority 9 9 9 8 8
General Services Administration: Allow agencies to charge a commercial equivalent fee for parking provided to employ-

ees—Collections and SPENAING AULNOTILY .........evuevureriererereieieieiee st 45 45 45 45 45
Federal Deposit Insurance Corporation/Federal Reserve Banks: Examination fees for FDIC-insured banks and bank

holding COMPANIES—COIIBCHONS 1 .......cuiiiiiieiieeeise e 184 193 201 208 216
Securities and Exchange Commission:

Tier 1 fees—increases in existing fEeS—COIBCHONS 2 .........cviivriririeiece s 59 62 66 69 73

Tier 2 fees—new permanent fees deposited in special fund—Collections and spending authority 2 ..........cccceevvrencirninenns 251 263 276 289 303
Subtotal, mandatory user fees:.

COMIBCHONS ....vvvereesesreseesees s8R 821 1,073 | 1118 | 1,157 1,184

SPENAING ULNOMLY ...t 533 771 802 829 842

Total, user fees:
[0 11T 110 3OO OSSOSO T PRSI 1,259 1,510 1,536 1,880 1,894
Spending authority 860 1,123 1,148 1,482 1,480

Other collections

Federal Communications Commission: New auction authority and/or USET fEES ..........ccureuiireeieminirenineiesieeseissessessesisesesiees 300 600 1,000 1,400 1,500
Total, user fees and Other COECHONS ..o bbb 1,559 2,110 2,536 3,280 3,394
TOtal, SPENTING AUENOTIEY .v.vvueuisceseieeeserie st 860 1,123 1,148 1,482 1,480

1A portion of this total will be counted as governmental receipts.
2Governmental receipts.
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Discretionary.—The following discretionary user
fees are proposed as offsets to discretionary spending.

Department of Agriculture

Animal and Plant Health Inspection Service (APHIS)
fees.—The budget proposes to establish three fees for
certain APHIS activities:

* To cover APHIS’ costs for providing animal wel-
fare inspections, which would be charged to recipi-
ents of APHIS services such as animal research
centers, humane societies and kennels.

» To cover APHIS’ costs of issuance of biotechnology
permits, which would be charged to firms that
manufacture genetically engineered fruit and veg-
etable commodities, parasitic insects, and animals.

* To cover APHIS' costs of veterinary biologics li-
censing, inspection, and testing activities, which
would be paid by veterinary biologics companies
that specialize in the production and distribution
of animal sperm.

Grain inspection standardization and packers and
stockyards licensing fees.—The budget proposes to es-
tablish a fee for standardization activities of the Grain
Inspection—Packers and Stockyards Administration, in-
cluding maintaining uniform standards for grain qual-
ity, determining criteria and recommending specifica-
tions for grain inspection instrumentation and develop-
ing an agency-wide quality assurance program. Legisla-
tion will also be proposed to establish a licensing fee
to fully cover the costs of administering meat packing
and stockyard activities. The fee would be applied to
livestock market agencies, livestock dealers, meat pack-
ers and live poultry dealers.

Meat, poultry, and egg overtime inspection fee.—Legis-
lation will be proposed to charge fees for all overtime
inspections of meat, poultry, and egg products at all
establishments inspected by the Food Safety and In-
spection Service (FSIS). Currently, fees to reimburse
the cost of overtime inspection are required at some
FSIS inspected establishments, but not at others. The
Federal government would continue to pay the full cost
for a primary, eight-hour inspection shift.

Department of Energy

Decontamination and decommissioning fee.—The
budget includes a proposal to assess a fee on foreign
customers of Government enrichment services, similar
to the fee currently paid by domestic purchasers. The
fee would be set at a comparable rate and would be
used to offset the costs of environmental cleanup of
the Government’s three enrichment plants.

Department of Health and Human Services,
Food and Drug Administration (FDA)

Import inspection fees.—Legislation will be proposed
to assess food importers a fee for import entry inspec-
tions. FDA is responsible for inspection of imported food
products at the port of entry. Fee proceeds would be
used to improve the effectiveness of FDA's regulatory
compliance program.

Medical device user fee.—Legislation will be proposed
to assess fees on medical device manufacturers who
present medical devices for pre-market review. The pro-
ceeds would be dedicated to expediting the device re-
view and approval process.

Department of the Interior

National Park System fees.—Legislation will be pro-
posed to expand authority for the Secretary of the Inte-
rior to charge entrance and use fees for the National
Park System. The proceeds would be made available
for expenditure by the National Park Service in the
following year. Allowable expenditures include the costs
of collection, park maintenance and rehabilitation, and
some aspects of park operations.

Army Corps of Engineers

Wetlands permit fee.—Legislation will be proposed to
increase fees for the issuance of wetlands regulatory
permits for commercial activities. Authorizing legisla-
tion will be drafted in such a way as to have no PAYGO
effect and will allow appropriations committees to es-
tablish annually the level of fees to be charged. The
fees would be deposited in a special Treasury account
and would be available to be used by the Regulatory
Program to the extent provided in advance in appro-
priations acts.

Environmental Protection Agency (EPA)

Pesticide registration fee.—Legislation will be pro-
posed to impose user fees on manufacturers of pes-
ticides to recover the costs of the Pesticide Registration
Program. Congressional action is required to activate
a user fee rule promulgated by EPA that was subse-
guently suspended by Congress. After enactment of the
authorization, appropriations language will be trans-
mitted to set the level of the fees.

Small Business Administration (SBA)

Loan servicing fees.—The budget includes loan servic-
ing fees for SBA’s three major business loan programs.
The fees would be paid by the lenders and used to
supplement SBA’s administrative costs for running the
loan programs. For the Small Business Investment
Company (SBIC) and Certified Development Company
(CDC) programs, SBA proposes to continue its servicing
fees authorized in appropriations language last year.
These fees will be requested in appropriations language
again this year, and if enacted, will be automatically
available. Fees for the 7(a) loan program are discussed
below under mandatory proposals.

Commodity Futures Trading Commission

Futures transaction fee.—Authorizing legislation will
be proposed to establish a transaction fee on commodity
futures and option contracts traded on futures ex-
changes to cover the cost of the Commodity Futures
Trading Commission’s regulatory activities. The collec-
tion and use of this fee, once authorized, will be contin-
gent on appropriation action. For 1996, the fee would
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be set at 10 cents per round turn transaction. Addi-
tional information on this fee can be found in the Ap-
pendix.

Federal Maritime Commission (FMC)

Tariff filing fee.—The Federal Maritime Commission
proposes to collect new and increased fees to offset
FMC's cost of providing services, including tariff filing
and other administrative services. The fees collected
are to be available to augment FMC’'s appropriation.

Federal Emergency Management Agency (FEMA)

Radiological emergency preparedness fee.—The budget
includes appropriations language that would permit
FEMA to assess fees on NRC licensees to cover 100
percent of the cost of providing site-specific services
that directly contribute to the fulfillment of emergency
preparedness requirements needed for NRC licensing.
This proposal would extend the authority to collect
these fees, which currently expires at the end of 1995.
The proceeds would be deposited as offsetting receipts
in the general fund of the Treasury and would not
be available for expenditure by FEMA.

Nuclear Regulatory Commission (NRC)

Nuclear Regulatory Commission fees.—The budget in-
cludes a proposal to extend fees collected from nuclear
facility license holders from 1998 through 2000. The
collections would be used to offset NRC's costs.

Securities and Exchange Commission

Securities-related fees.—Legislation will be proposed
to expand certain fees collected under the securities
laws as part of a legislative package to provide the
Securities and Exchange Commission (SEC) with a
sound and stable long-term funding structure. Such leg-
islation would stipulate three tiers of new fee income.
Tier 1 would be composed of permanent increases in
existing base receipts collected under the securities
laws. This group of fees would be used for deficit reduc-
tion. Tier 2 would establish a set of new permanent
fees in the securities laws. These fees would be depos-
ited in a special fund of the U.S. Treasury and the
SEC would have the authority to spend such sums as
may be deposited in this fund. Tier 3 would provide
the SEC's appropriators with authority to increase cer-
tain specified receipts collected under the securities
laws and deposit such increments as offsetting collec-
tions to the SEC's appropriation. The collection and
use of the Tier 3 fees would be contingent on appropria-
tion action.

Mandatory.—The following mandatory user fee pro-
posals would be scored as “pay-as-you-go” savings under
the BEA's scoring rules.

Department of Agriculture

Agricultural Marketing Service fees.—The Adminis-
tration proposes to recover USDA costs of oversight
and support of marketing agreements and orders by
increasing assessments on producers and handlers.

These activities help stabilize market prices for milk,
fruit, vegetables, and certain specialty crops, and they
are presently funded from the Section 32 appropriation.

Department of Commerce

Fisheries management program fees.—The Adminis-
tration’s Magnuson Act reauthorization proposal will
include a provision to raise fees to finance marine fish-
eries stewardship. Fees will be used for the develop-
ment and implementation of fishery programs, includ-
ing social and economic studies. Fees would be paid
by commercial fisherman and would provide for fish-
eries management.

Department of Justice/Department of the
Treasury

Immigration and Naturalization Service (INS)/Cus-
toms Service border services user fee.—Legislation will
be proposed to collect $3.00 per vehicle and $1.50 per
pedestrian crosser, with discounts to frequent crossers.
These resources would be used to improve overall bor-
der management, increase facilitation of traffic, stem
illegal immigration and stop cross-border drug smug-
gling. The Administration will consult with the govern-
ments of Mexico and Canada and other affected parties
during the development and implementation of this fee.

Department of Transportation

Railroad safety inspection fee.—Legislation will be
proposed to permanently extend the railroad safety in-
spection fees that were enacted in the Omnibus Budget
Reconciliation Act of 1990. These fees cover the costs
of the Federal rail safety program. Railroads are as-
sessed fees according to a formula based on three cri-
teria: road miles, as a measure of system size; train
miles, as a measure of volume; and employee hours,
as a measure of employee activity.

Environmental Protection Agency

Pesticide re-registration fee.—Legislation will be pro-
posed to increase fees collected from pesticide manufac-
turers in support of re-registration of pesticides cur-
rently in use. The fees would also be extended beyond
the current expiration date in order to fund timely com-
pletion of the re-registration program. Fees are paid
by industry to offset costs incurred by the accelerated
re-registration and expedited processing of pesticides.

Small Business Administration

Loan servicing fees.— For the 7(a) Guaranteed Loan
program, the budget proposes an up-front ¥s percent
servicing fee on the guaranteed portion of loans made.
This fee will be proposed in authorizing language. If
enacted, the funds would be automatically available.
Fees for the Certified Development Company (CDC)
and Small Business Investment Company (SBIC) pro-
grams are discussed above under discretionary user fee
proposals.
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General Services Administration

Parking fees.—Legislation will be proposed to author-
ize Federal agencies to charge employees up to the com-
mercial equivalent rate for parking and related services
and retain these proceeds, in excess of actual manage-
ment and maintenance costs, to finance employee tran-
sit benefit programs.

Federal Deposit Insurance Corporation (FDIC)
and Federal Reserve Banks (Fed)

State bank examination fee.—Legislation will be pro-
posed to require the FDIC and the Federal Reserve
to assess fees for examinations of FDIC-insured banks
and bank-holding companies. The costs of such exami-
nations are currently funded from deposit insurance
premiums and Fed earnings from monetary policy ac-
tivities. The FDIC fee proceeds would be used to finance
the examinations operation. The Fed proceeds would
be transferred to Treasury annually in the form of sur-
plus earnings.

OTHER COLLECTIONS

Federal Communications Commission (FCC)

New auction authority and/or user fees.—Legislation
will be proposed to expand FCC authority to auction
additional spectrum and other valuable public resources
for private use. Alternatively, legislation will be pro-
posed to grant the FCC authority to charge user fees
for public resources that the Commission gives away
for free.

OFFSETTING RECEIPTS

Table 4-3 itemizes all offsetting collections deposited
in receipt accounts. These include payments from one
part of the government to another, called intragovern-
mental transactions, and collections from the public.
These receipts are offset (deducted) from outlays in the
Federal budget. In total, offsetting receipts are esti-
mated at $328.5 billion in 1996.



TABLE 4-3. OFFSETTING RECEIPTS BY TYPE
(In millions of dollars)
Source 1994 actual esltigrr?gte esltigrggte Source 1994 actual esltigrr?gte esltigrggte
INTRAGOVERNMENTAL TRANSACTIONS Interest received by on-budget trust funds 56,494 57,889 60,031
On-budget receipts: Total interfund transactions undistributed by
Federal intrafund transactions: AOBNCY ©oovvvvvvvvvvvvssssssssssneneesesesssssssssssssssnes 84,855 85,773 87,004
Distributed by agency: ) )
Interest from the Federal Financing Bank ... 9,049 8,415 7,234 Total interfund transactions .............ccceeeveevernen. 169,127| 169,110 199,729
Interest on Government capital in enter- .
DIISES oo 1983 1,906 1795 Total on-budget receipts ........ocveveereenreniseereneenne 184,868 | 184,027 213,579
(01 OO 1,182 879| 1013 Off.budget receipts:
. Interfund transactions:
Total Federal intrafunds ..........cccoovveviiiennns 12,214 11,200 10,042 Distributed by agency:
Trust intrafund transactions: Federal fund payments to trust funds:
Distributed by agency: Old-age, survivors, and disability insur- 678 4856 6706
Payments to railroad retirement ................... 3,526 3,716 3,807 o ANCE e ———" ' ! '
Undistributed by agency:
Othr oo 1 1 1 .
Employer share, employee retirement
Total truSt INFAFUNDS woveeoeeeoeeooeeoooe 3,527 3717 3,808 (Off-DUAGEY) ..o 6,409 6,441 6,864
Interest received by off-budget trust funds 29,203 33,576 38,102
Total intrafund transactions ..............ccceeeveevernen. 15,741 14,917 13,850 .
Total off-budget receipts: .......coovvveveninirninrerennne 41,290 44,875 51,672
Interfund transactions: . .
Distributed by agency: Total intragovernmental transactions ................... 226,158 | 228,902 265,251
Federal fund payments to trust funds:
Contributions to insurance programs: PROPRIETARY RECEIPTS FROM THE PUBLIC
Military retirement fund ..........ccccoveunnen. 11,908 11,470| 12,102 Distributed by agency:
Supplementary medical insurance . 38,355| 36,955| 62,122 Interest:
Hospital insurance 2,247 4,508 5,461 Interest on loans, Foreign Assistance Act ........ 328 275 264
Railroad social security equivalent fund 3075| 3153| 3,223 Other interest on foreign loans and deferred
Rail industry pension fund ................... 384 178 200 foreign collections ..., 639 634 610
Civilian supplementary retirement con- Interest on deposits in tax and loan accounts .. 634 960 1,000
ADUONS oo 20,029 20,494 20,797 Other interest (domestic—Civil) 3 ........c.ccccoevennee 1,132 1,706 2,968
Unemployment insurance .. 3,321 1,311 736 .
National separation iability ............... 104 o1 87 Total INEreSt ..o 2,734 3,575 4,842
(0] 11T 520 582 941 Rents:
Miscellaneous payments: Rent and bonuses from land leases, efc .......... 132 11 11
(01T SRR 546 611 564 Rent of land and other real proper‘ty IIIIIIIIIIIIIIII —12 80 88
S 80,489| 79,352| 106,233 Rent of equipment and other personal property 3 8 8
TOtal TENES .o 123 100 107
Trust fund payments to Federal funds:
Repayment of loans or advances to trust ROYAILIES ...vovviccieeieene 1,062 1,126 1,151
funds 2,921 3,024 3,846 Sale of products:
Charges for services to trust funds .......... 241 327 320 Sale of timber and other natural land products 771 743 755
Quinguennial adjustment for military serv- Sale of minerals and mineral products ............. 412 459 571
ICE CrEAIS .o 1514 Sale of power and other utilities .. 758 829 828
Interest payments to Treasury 18 Sale of other productss ..........ccoveuveenee 22 54 44
Other ..o 703 Recovery of mint manufacturing expense ......... 53 (572 I
SUBLOtAl oo 3,782 3,984 6,401 Total sale of Products ........ccoevrvrrerrerrerereireeenn: 2,017 2,147 2,199
Total interfunds distributed by agency .......... 84,272 83,337 112,634 Fees and other charges for services and special
benefits:
Undistributed by agency: _ Medicare premiums and other charges (trust
Employer share, employee retirement (on- {11270 .| 17,747 20122| 20,197
budget).2 o Revenues for enrichment of uranium o] [ I
Civil service retirement and disability in- Nuclear waste disposal revenues ..... 396 555 591
SUTANCE .ooovrrreririnessesssn 7,892 7,693 7,770 Veterans life insurance (trust funds) ................ 335 296 287
CSRDI from Postal Service 5,114 5,493 5,499 OtEI 3 oo 1,714 2,008 2,316
Hospital insurance (contribution as em-
L) 1,926 1,890 1,955 Total fees and other charges ..........cooovvenne 20,202 22,981 23,390
Postal employer contributions to FHI ....... 514 562 590 Sale of G i )
Military retirement fund .........coccoverveneennen. 12,808 12,130 11,123 asealz ofol\zlair(;"zﬁg O%%F;ergl ro0erty 3 2 15 15
Other Federal employees retirement ........ 107 118 125 h A
Sale of equipment and other personal prop-
Total employer share, employee retire- erty: )
ment (0N-budget) ................ovvveeeeeererrren 28,361| 27,885 27,063 Military assistance program sales  (trust
fUNAS) e 13,036 13,350 13,370
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TABLE 4-3. OFFSETTING RECEIPTS BY TYPE—Continued
(In millions of dollars)
Source 1994 actual esltﬁgaslte eslti?ﬁgte Source 1994 actual esltﬁgaslte eslti?ﬁgte

Sale of scrap and salvage material ................. 2| e | e Sale Of MAJOr ASSELS ....oucerevrrieierineiereeneieinnine | veeerisenenes | seereesneesenens 885

Total sale of Government property .................. 13,060f 13,365| 13,385 Total proprietary receipts from the public undis-

. ) tributed by agency ... 3,002 2,692 4914
Realization upon loans and investments:
Dollar repayments of loans, Agency for Inter- Total proprietary receipts from the public undis-
national Development ... 540 547 532 tributed DY 8gENCY 4 ....ooovcoeevrrreievrrrrssinernessene 49,006 51,238| 55859

Foreign military credit sales . 545 566 655

Negative loan subsidies ... . 926 567 872 OFFSETTING GOVERNMENTAL RECEIPTS

Downward reestimates of subsidies ... 428 F£:] [ L ]

Dollar conversion of foreign currency ..... 23 23 23 Distributed by agency:

Repayment of loans to United Kingdom ........... 102 104 106 Defense COOperathn ............................................... Lol KT S

OHNEY oeeereerereresesseessssssssssss s sssssssssssenns 220 176 171 Other 2,131 2,407 2,766

o ) Undistributed by agency:

Total realization upon loans and investments .. 2,783 2,061 2,359 SPECHIUM AUCHON PrOCEEAS ..vvrreceeerscerersesscres | coerenresne 4,375 4575
Recoveries and refunds 2 .o..covvsensvcsissns 1,545 1,698 2,058 Total offsetting governmental receipts ................... 2,131 6,782 7,341
Miscellaneous receipt accounts3 ...........cccoerveenens 2,477 1,493 1,454
Total proprietary receipts from the public distrib- Total OffSetting reCeipts ... 277,296] 286921| 328451

uted by gENCY ... 46,004 48,546 50,945 *$500 thousand or less.

_ 1r:nterchange r_$ceiptt§ belweledn |zhe s%cial sfectﬁrity and railroad reti{emerllt fl&ndst‘place tthe stocial security funds
H H . in the same position they woul ave been | ere were no separate railroad retirement system.
UndIStrIb.UtEd by agency: . 2Includes [l;rovwsion forycovered Federal civilian employees anéJ military personnel. g
Other interest: Interest received from Outer Con- 3Includes both Federal funds and trust funds.

tinental Shelf escrow account ............c.ccoevenenn. Ll [ 993 4Consists of:

Rents and royalties on the Outer Continental 1994 actual 1995 estimate 1996 estimate

Shelf On-budget:

RENLS AN DONUSES oo 509 212 636 Federal funds 16,720 16,225 20,708

ROYAILIES ....vovvvvvieriissssisssssissssssis 2,493 2,480 2,400 Trust funds 32,274 35,000 35,139

Off-budget:
Trust funds .......ooceveverereeieeenns 11 12 12



ASSET SALES

The budget proposes the sale of a number of real
assets. As shown in Table 4-4, the estimated gross
proceeds from these sales is $9.1 billion. A provision
in the Balanced Budget and Emergency Deficit Control
Act of 1985 generally prohibits counting the proceeds
of asset sales as offsets to spending. However, the budg-
et proposes an exemption to the prohibition for these
proposals. The legislation to implement each of these
proposals will include a provision to allow the proceeds
to be counted as offsets to spending if the President
and Congress designate that they should be so counted.

Table 4-4 itemizes each asset sale proposal. It details
gross proceeds, changes in offsetting collections as a

result of selling the asset, administrative savings after
the asset is sold, and the resulting net proceeds.

The Administration plans to privatize four Power
Marketing Administrations (PMAs), the Naval Petro-
leum Reserves (NPR), the United States Enrichment
Corporation (USEC), and the Helium Fund. In addition,
it plans to sell excess uranium and a portion of the
Strategic Petroleum Reserve (SPR). Proceeds from the
sale of USEC will be earmarked for the Nuclear Waste
Disposal Fund. SPR proceeds will be earmarked for
the decommissioning of the Strategic Petroleum Re-
serve Weeks Island, Louisiana, site.

TABLE 4-4. PROCEEDS FROM PROPOSED ASSET SALES!?

(in millions of dollars)

5-
1996 1997 1998 1999 2000 e

Helium Fund:

Gross proceeds from asset sale, mandatory 4 4 -4 -4 4 -20

Loss of offsetting collections, MANGALIONY .........ceiicrrieiiiee sttt sbesisnins | nebeisiaes 9 9 9 9 36

Net proceeds 2 -4 5 5 5 5 16
Excess uranium:

Gross proceeds from asset Sale, MANAAIOMY ........cccoiviiiiriiriii bbb =400 | oo | e | e | e -400
Naval Petroleum Reserves (NPR):

GroSS ProCeedS, MANUAIONY ......ccuevreuererrireireieieie ittt sbentanses | nebsebisians =2,600 | i | e | e -2,600

Loss of offsetting COlECtiONS, MANAALONY .........cvuierierriiierinii st enininis | eeeesienens 448 439 417 395 1,699

Administrative Savings, QISCIELONAIY ......cccveuriririiieisiseessssesssssssssssssssesssssssse st sses s ssessessessessessessssssssssssssnsssssnssssensens | sssessessees -145 -185 -179 -166 -675

NEE PTOCEEAS .vuvvurvirrierseiseise ettt s s sttt enntannns | essessesas -2,297 254 238 229 | -1,576
Power Marketing Administrations (PMAS):

Gross proceeds from asset Sale, MANGALIONY ..ottt nsennas -85 =909 | 3475 | e | e -4,469

Loss of offsetting COllECtionS, MANGAIONY .......cvvvieirieieiririeieieieississ st sssnssssssssntensenses | sessessesans 11 182 672 679 1,543

Administrative Savings, dISCIEHONAIY .........ceiuiuiieereieeseieriess ettt sensenteneninens | essneesnees -4 -32 -359 -360 -755

NEE PTOCEEAS .vuvvrrerirrerseseesetieeseeeeesse sttt et st s e sss b s e Ees e R R bbbt -85 -902 | -3,325 313 319 | -3,681
Strategic Petroleum Reserve (SPR):

Gross proceeds from asset Sale, GISCIEUONAIY ..ottt essessensas =100 | oo | e | e | e -100
United States Enrichment Corporation (USEC):

Gross proceeds from asset sale, mandatory .......c..cccoevevernenns =400 | 1,200 | ocorierer | oo | e -1,500

Loss of offsetting collections and mandatory costs 150 8 -10 -88 -159 -99

Administrative Savings, JISCIEHONAIY .......coccueeririiriiriireneisei st sssssssssssssssensensesiens | eoneneinees | soenenienee | sveonennine | evvenvnnee | sevnnninns | eeveenenens

NEL PIOCEEAS ....vvvreireeseeseiteese etk -250 | -1,092 -10 -88 -159 | -1,599
Total gross proceeds from asset sales:

Discretionary =100 | e | e | e | v -100

Mandatory -889 | 4,604 | -3,470 5 5| -8,953

Grand total of gross proceeds -989 | -4,604 | -3,470 5 5| -9,053
Total loss of offsetting collections and mandatory costs 146 472 616 1,006 920 3,159
Total administrative SaVINGS, GISCIEHONAIY .......ccoiirriririeieieieeree ettt bbb nnienes | srebseeneens -149 =217 -538 -526 | -1,430
Total net proceeds:

Discretionary -100 -149 =217 -538 -526 | -1,530

Mandatory -743 | 4132 | -2,854 | 1,011 925 | -5,794

GFANG TOAI ..ot -843 | -4,281 | -3,071 473 399 | -7,324

1All sales are part of Reinventing Government except USEC.

2Amounts do not include estimates of discretionary savings resulting from Federal agencies being authorized to purchase refined helium in the private market.
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5. TAX EXPENDITURES

Tax expenditures are revenue losses due to pref-
erential provisions of the Federal tax laws, such as
special exclusions, exemptions, deductions, credits, de-
ferrals, or tax rates. Tax expenditures are an alter-
native to other Government policy instruments, such
as direct expenditures and regulations. The Congres-
sional Budget Act of 1974 (Public Law 93-344) requires
that a list of tax expenditures be included in the budg-
et.

Tax expenditures relating to the individual and cor-
porate income taxes are considered first in this chapter,

followed by those relating to the unified transfer tax.
The supplement at the end of the chapter presents
major tax expenditures in the income tax ranked by
revenue loss.

Tax expenditures are estimated for fiscal years
1994-2000 using three methods of accounting: revenue
loss, outlay equivalent, and present value. The present
value approach provides estimates of the revenue losses
for tax expenditures that involve deferrals of tax pay-
ments into the future or have similar long-term effects.

TAX EXPENDITURES IN THE INCOME TAX

Tax Expenditure Estimates

The Treasury Department prepared all tax expendi-
ture estimates presented here based upon income tax
law enacted as of December 31, 1994. Expired or re-
pealed provisions are not listed if their revenue effects
result only from taxpayer activity in years before 1994.

The total revenue loss estimates for tax expenditures
for fiscal years 1994-2000 are displayed by the budget's
functional categories in table 5-1. Descriptions of the
specific tax expenditure provisions follow the tables of
estimates and discussion of general features of the tax
expenditure concept.

As in prior years, two baseline concepts—the normal
tax baseline and the reference tax law baseline—are
used to identify tax expenditures. For the most part,
the two concepts coincide. However, items treated as
tax expenditures under the normal tax baseline, but
not the reference tax law baseline, are indicated by
the designation “normal tax method” in the tables. The
revenue losses for these items are zero using the ref-

erence tax rules. The alternative baseline concepts are
discussed in detail following the estimates.

Table 5-2 reports the respective portions of the total
revenue losses that arise under the individual and cor-
porate income taxes. Listing revenue loss estimates
under the individual and corporate headings does not
imply that these categories of filers benefit from the
special tax provisions in proportion to the respective
tax expenditure amounts shown. Rather, these break-
downs show the specific tax accounts through which
the various provisions are cleared. The ultimate bene-
ficiaries of corporate tax expenditures, for example,
could be stockholders, employees, customers, or others,
depending on the circumstances.

Table 5-6 at the end of this chapter ranks the major
tax expenditures by fiscal year 1996 revenue loss. This
table merges several individual entries provided in
table 5-1; for example, table 5-6 contains one merged
entry for charitable contributions instead of the three
separate entries found in table 5-1.
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TABLE 5-1. TOTAL REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX
(In millions of dollars)

Total Revenue Loss

Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
National defense:
Exclusion of benefits and allowances to armed forces personnel ...........coccevvvvvnrnrerernnenns 2,000 2,005 2,020 2,030 2,045 2,065 2,085 10,245
International affairs:
Exclusion of income earned abroad by United States CitiZens ...........ccocvvvverivincnereinenns 1,900 2,010 2,125 2,250 2,385 2,525 2,670 11,955
Exclusion of income of foreign sales corporations ... 1,300 1,400 1,500 1,600 1,700 1,800 1,900 8,500
Inventory property sales source rules exception 1,200 1,300 1,400 1,500 1,600 1,700 1,800 8,000
Interest allocation rules exception for certain financial operations ................ 95 95 95 95 95 95 95 475
Deferral of income from controlled foreign corporations (normal tax method) ...........cccoeeeuee. 1,600 1,700 1,800 2,000 2,200 2,400 2,600 11,000
General science, space, and technology:
Expensing of research and experimentation expenditures (normal tax method) ................... 2,235 2,390 2,560 2,735 2,930 3,135 3,355 14,715
Credit for increasing research activities 1,370 1,185 675 285 120 40 5 1,125
Suspension of the allocation of research and exp 325 325 | e | e | e | e | e | e
Energy:
Expensing of exploration and development costs:
Oil and gas -85 -70 -20 -50 85 165 215 395
Other fuels 15 15 20 20 20 20 20 100
Excess of percentage over cost depletion:
Oil and gas 785 920 955 1,005 1,060 1,115 1,170 5,305
Other fuels ........ccvvvvreverenns 90 90 95 105 110 120 125 555
Alternative fuel production credit 900 970 1,000 990 940 880 820 4,630
Exception from passive loss limitation for working interests in oil and gas properties .......... 90 100 110 120 130 145 160 665
Capital gains treatment of royalties 0N COAl ........ccovriiinieireee s 10 15 15 15 15 15 15 75
Exclusion of interest on State and local IDBs for energy facilities .. 175 175 175 175 175 165 165 855
Enhanced oil recovery credit 85 85 80 80 80 75 75 390
New technology credit ......... 60 95 115 125 135 140 150 665
Alcohol fuel Creditl ... 15 35 45 50 50 50 50 245
Tax credit and deduction for clean-fuel burning vehicles and properties .... 50 65 65 65 75 80 85 370
Exclusion from income of conservation subsidies provided by public utilities ............c...... 100 145 175 190 190 200 200 955
Natural resources and environment:
Expensing of exploration and development costs, nonfuel minerals ..........c.ooovvevineninnnns 45 45 45 45 50 50 50 240
Excess of percentage over cost depletion, nonfuel minerals .......... 185 185 190 195 200 205 210 1,000
Capital gains treatment of iron ore ............ * * * * * * * *
Special rules for mining reclamation reserves 50 50 50 50 50 50 50 250
Exclusion of interest on State and local IDBs for pollution control and sewage and waste
disposal facilities 610 625 615 600 585 565 550 2,915
Capital gains treatment of certain timber income .. 10 15 15 15 15 15 15 75
Expensing of multiperiod timber growing costs 350 370 395 415 440 460 485 2,195
Investment credit and seven-year amortization for reforestation expenditures 40 40 40 45 45 50 50 230
Tax incentives for preservation of hiStONIC SHUCIUIES .........ccvivrrvenirerineirireeseeis 130 125 125 120 115 115 110 585
Agriculture:
Expensing of certain capital QUIAYS ........covirieririniinine e 70 70 65 65 65 70 70 335
Expensing of certain multiperiod production COSES ..........eueerniiireermirnernnierssieesseeeesenes 85 85 80 80 80 85 85 410
Treatment of loans forgiven solvent farmers as if insolvent 10 10 10 10 10 10 10 50
Capital gains treatment of CEMain INCOME .......ccovvuririvrcrineiirneirei e 120 125 125 160 135 140 140 700
Commerce and housing:
Financial institutions and insurance:
Exemption of credit Union iNCOME .........cvieiniiiiieeie et 765 855 940 1,035 1,140 1,255 1,380 5,750
Excess bad debt reserves of financial institutions ... 50 55 60 65 70 75 80 350
Exclusion of interest on life insurance savings 9,410 | 10,365 | 11,160 | 12,000 | 12,900 | 13,870 | 14,910 64,840
Special alternative tax on small property and casualty insurance companies 5 5 5 5 5 5 5 25
Tax exemption of certain iNSUraNCe COMPANIES .......couvurrereerrieeriniiersiseeeeeessessesese s 225 235 240 245 255 260 280 1,280
Small life insurance company deAUCHION ..o 110 110 115 120 130 135 140 640
Housing:
Exclusion of interest on owner-occupied mortgage subsidy bonds ..., 1,760 1,785 1,775 1,715 1,640 1,575 1,510 8,215
Exclusion of interest on State and local debt for rental housing ........c.ccccoovereerninrineinnene 970 920 870 810 750 685 635 3,750
Deductibility of mortgage interest on owner-occupied hOMeS .........cccovveiviierneriinrinnnne 48,430 | 51,270 | 54,165 | 57,240 | 60,490 | 63,960 | 67,495 | 303,350
Deductibility of State and local property tax on owner-occupied homes 14,020 | 14,845 | 15,680 | 16,570 | 17,515 | 18,520 | 19,540 87,825
Deferral of income from post 1987 installment sales ...........ccccovvvivnnen. 915 935 950 965 980 995 1,010 4,900
Deferral of capital gains 0N NOME SAIES ..o s 16,640 | 17,140 | 17,850 | 18,180 | 18,725 | 19,290 | 19,870 93,915
Exclusion of capital gains on home sales for persons age 55 and OVer ... 4,690 4,820 4,920 5,010 5,070 5,125 5,120 25,245
Exception from passive loss rules for $25,000 of rental 0SS ................. 4,765 4,255 4,170 4,120 4,085 4,065 4,055 20,495
Accelerated depreciation on rental housing (normal tax method) 1,145 1,290 1,425 1,580 1,735 1,895 2,055 8,690
Commerce:
Cancellation of iNAEDIEANESS ........cvuuiiiimrirciir i 125 115 75 40 15 * -10 120
Permanent exceptions from imputed interest TUlES ..o 150 150 150 155 155 160 160 780
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TABLE 5-1. TOTAL REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX—Continued
(In millions of dollars)

Total Revenue Loss

Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
Capital gains (other than agriculture, timber, iron ore, and coal) (normal tax method) ..... 5,745 6,135 6,205 6,335 6,545 6,710 6,865 32,660
Capital gains exclusion of small corporation stock ... * * * * * 30 250 280
Step-up basis of capital gains at death ..........c.covviririrrrreee s 26,850 | 28,305 | 29,480 | 30,285 | 30,710 | 31,160 | 31,615 | 153,250
Carryover basis of capital gains 0N GiftS ..o 125 130 135 140 145 150 155 725
Ordinary income treatment of loss from small business corporation stock sale ........ 30 30 35 35 35 35 40 180
Accelerated depreciation of buildings other than rental housing (normal tax method) ...... 5,145 4,920 4,385 3,580 2,675 1,745 1,080 13,465
Accelerated depreciation of machinery and equipment (normal tax method) ............. .. | 17,620 | 19,400 | 20,850 | 21,885 | 23,215 | 25,815 | 28,295 | 120,060
Expensing of certain small investments (normal tax method) . 1,690 1,335 1,070 815 585 425 295 3,190
Amortization of start-up costs (normal tax method) ................ 185 185 190 195 200 200 200 985
Graduated corporation income tax rate (normal tax method) .. 3,775 3,960 4,120 4,240 4,360 4,510 4,760 21,990
Exclusion of interest on small ISSUE IDBS ... 690 545 420 325 280 255 230 1,510
Deferral of gains from sale of broadcasting facilities to minority owned business ............. 285 300 315 330 345 360 380 1,730
Treatment of Alaska Native COrpOrations ............ccvceeerieernrenerneeneeseesesesesesesiees 45 30 20 15 10 5 5 55
Transportation:
Deferral of tax on ShipPING COMPANIES ........ccvieriirirriiieinieeie e 15 15 15 15 15 15 15 75
Exclusion of reimbursed employee parking expenses 1,845 1,930 2,015 2,100 2,190 2,275 2,365 10,945
Exclusion for employer-provided transit PASSES ........ceirirrrreeseneiereieeseiseiseiseisesseisseseees 30 40 50 65 80 95 110 400
Community and regional development:
Credit for low-income housing INVESIMENLS .........cvviririirereeeeeeee s 1,925 2,260 2,600 2,945 3,270 3,500 3,560 15,875
Investment credit for rehabilitation of structures (other than hiStoric) ..........ccvvevineninnnns 90 80 80 80 70 70 70 370
Exclusion of interest on IDBs for airports, docks, and sports and convention facilities ......... 785 830 870 915 960 1,005 1,050 4,800
Exemption of certain mutuals’ and cooperatives’ income 25 30 30 30 35 35 40 170
EMPOWEIMENT ZONES ... s * 330 440 510 565 595 630 2,740
Education, training, employment, and social services:
Education:
Exclusion of scholarship and fellowship income (normal tax method) ........c.ccocvenirinien 795 825 835 845 850 860 870 4,260
Exclusion of interest on State and local student loan bonds ... 310 305 295 275 255 240 225 1,290
Exclusion of interest on State and local debt for private nonprofit educational facilities ... 735 750 770 785 810 845 885 4,095
Exclusion of interest on savings bonds transferred to educational institutions .................. 5 5 5 10 10 15 15 55
Parental personal exemption for students age 19 Or OVer .........ccocvvvireninee 800 815 825 855 895 930 965 4,470

Deductibility of charitable contributions (education) .....
Exclusion of employer provided educational assiStance ... 235 85 | v | e | e | e | e | e
Training, employment, and social services:
Targeted jobs credit
Exclusion of employer provided child care .........cccoeoveveireirninns 675 725 775 830 890 955 1,025 4,475
Exclusion of employee meals and lodging (other i
Credit for child and dependent care expenses

Credit for disabled access expenditures 160 160 160 165 165 165 170 825
Expensing of costs of removing certain architectural barriers to the handicapped ............ 20 20 20 20 20 20 20 100
Deductibility of charitable contributions, other than education and health 17,805 | 18,910 | 19,995 | 21,135 | 22,325 | 23,515 | 24,945 | 111,915
Exclusion of certain foster care payments ... 30 30 35 35 40 40 40 190

Exclusion of parsonage allowances

Health:
Exclusion of employer contributions for medical insurance premiums and medical care ...... 56,000 | 60,670 | 66,620 | 72,300 | 78,815 | 86,245 | 94,110 | 398,090
Deductibility of medical EXPENSES ........cueeieriirieriiriiririsiisisse e 3,380 3,660 3,965 4,295 4,650 5,035 5,455 23,400
Exclusion of interest on State and local debt for private nonprofit health facilities ................ 1,455 1,495 1,535 1,585 1,640 1,700 1,750 8,210
Deductibility of charitable contributions (health) .... » 2,085 2,210 2,340 2,490 2,630 2,750 2,900 13,110
Tax credit for orphan drug research .............. * 15 | i | v | v | e [ e | e
Special Blue Cross/Blue Shield deduction 115 125 140 100 170 185 190 785

Income security:
Exclusion of railroad retirement system DENefitS ..........ccovviricnrneninreeesis 425 425 425 430 435 440 440 2,170
Exclusion of workmen's compensation DenefitS ... 4,240 4,475 4,860 5,120 5,380 5,645 5,950 26,955
Exclusion of public assistance benefits (normal tax method) 530 570 590 635 695 740 795 3,455
Exclusion of special benefits for disabled coal miners ..... 100 95 90 85 85 80 75 415
Exclusion of military disability PENSIONS .........cccviiiiniiiiriniieresece s 130 130 130 130 130 130 130 650

Net exclusion of pension contributions and earnings:
Employer plans 48,750 | 55,540 | 59,010 | 59,490 | 59,950 | 60,400 | 60,850 | 299,700
Individual Retirement Accounts .. 5,185 6,245 | 6,375 6,120 | 5675 | 4,970 3,950 27,090
Keogh plans ........coeeeemeeeneeneerneenseeenens 3915 | 4435| 4,825 5195 | 5595 6,025 6,485 28,125

Exclusion of employer provided death BENEitS ......cccccivvreinieierieesee s 30 30 35 35 35 40 40 185

Exclusion of other employee benefits:

Premiums on group term life insurance

2,750 2,880 3,020 3,170 3,325 3,485 3,660 16,660

Premiums on accident and disability insurance ... 140 150 155 165 175 185 195 875
Income of trusts to finance supplementary unemployment benefits ........c.ooovvevivinninns 35 35 35 35 35 35 35 175
Special ESOP rules (other than investment Credit) ..o 2,155 1,830 1,680 1,575 1,440 1,310 1,190 7,195

Additional deduction for the DIING ..o s 30 35 35 35 35 40 40 185
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TABLE 5-1. TOTAL REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX—Continued
(In millions of dollars)

Total Revenue Loss

Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
Additional deduction for the elderly ... 1,470 1,490 1,510 1,520 1,535 1,540 1,550 7,655
Tax credit for the elderly and disabled 55 55 60 60 65 65 70 320
Deductibility of casualty losses ........ . 715 450 315 315 315 315 315 1,575
Earned iNCOMe Credit2 ..o s 4,020 5,110 5,740 6,440 6,715 7,025 7,325 33,245
Social Security:
Exclusion of social security benefits:
OASI benefits for retired WOTKETS ..o 18,295 | 16,875 | 17,395 | 18,110 | 18,935 | 19,840 | 20,605 94,885
Disability insurance benefits ............ . 1,815 1,895 2,100 2,300 2,520 2,750 2,980 12,650
Benefits for dependents and SUIVIVOIS ... 3,620 3,610 3,730 3,940 4,150 4,365 4,590 20,775
Veterans benefits and services:
Exclusion of veterans disability COMPENSALON .........cvueerieririeerineirese e eeesieees 1,910 1,985 1,930 1,975 2,115 2,180 2,245 10,445
Exclusion of veterans pensions ................. 80 75 70 70 75 80 90 385
Exclusion of Gl bill DENEfits .......c.ccovvvrrvemvrnrerernrseeeeerens . 55 70 75 80 85 90 95 425
Exclusion of interest on State and local debt for veterans housing .........ccccovevernireinrinnnne 90 85 80 75 75 75 75 380
General purpose fiscal assistance:
Exclusion of interest on public purpose State and local debt ...........cocovvevivinvinsriennns 11,970 | 12,350 | 12,690 | 13,085 | 13535 | 14,040 | 14,590 67,940
Deductibility of nonbusiness State and local taxes other than on owner-occupied homes ... | 25,745 | 27,250 | 28,795 | 30,425 | 32,155 | 34,000 | 35,880 | 161,255
Tax credit for corporations receiving income from doing business in U.S. possessions ....... 2,890 2,630 2,680 2,735 2,815 2,960 3,110 14,300
Interest:
Deferral of interest 0N SAVINGS BONAS .......ccovivrnininnieeee et nsenees 1,250 1,360 1,470 1,600 1,730 1,880 2,040 8,720
Addendum—Aid to State and local governments:
Deductibility of:
Property taxes on owner-occupied NOMES ... 14,020 | 14,845 | 15,680 | 16,570 | 17,515 | 18,520 | 19,540 87,825
Nonbusiness State and local taxes other than on owner-occupied homes 25,745 | 27,250 | 28,795 | 30,425 | 32,155 | 34,000 | 35880 | 161,255
Exclusion of interest on:
Public purpose State and local debt 11,970 | 12,350 | 12,690 | 13,085 | 13,535 | 14,040 | 14,590 67,940
IDBs for certain energy facilities 175 175 175 175 175 165 165 855
IDBs for pollution control and sewage and waste disposal facilities ...........cccuvvrirrenns 610 625 615 600 585 565 550 2,915
SMAHSSUE IDBS ...t eensseenns 690 545 420 325 280 255 230 1,510
Owner-occupied mortgage revenue bonds 1,760 1,785 1,775 1,715 1,640 1,575 1,510 8,215
State and local debt for rental housing ............ 970 920 870 810 750 685 635 3,750
IDBs for airports, docks, and sports and convention facilities 785 830 870 915 960 1,005 1,050 4,800
State and local student [0an bONAS ........c.cooevvevrvrrnrerecinnnnnn. . 310 305 295 275 255 240 225 1,290
State and local debt for private nonprofit educational facilities .........cccoevevenirininininn. 735 750 770 785 810 845 885 4,095
State and local debt for private nonprofit health faciliies ... 1,455 1,495 1,535 1,585 1,640 1,700 1,750 8,210
State and local debt for veterans hoUSING ........cccovininrneeee s 90 85 80 75 75 75 75 380

* $2.5 million or less.

1In addition, the partial exemption from the excise tax for alcohol fuels results in a reduction in excise tax receipts for fiscal year 1996 of $725 million.

2The effect on outlays (in millions of dollars) is as follows: $10,990 in 1994; $16,845 in 1995; $20,230 in 1996; $22,755 in 1997; $23,850 in 1998; $25,000 in 1999; amd $26,035 in 2000.

Note: Provisions with estimates denoted normal tax method have no revenue loss under the reference tax law method.

All estimates have been rounded to the nearest $5 million. Totals for fiscal years 1996-2000 are computed after rounding for these years.

Figures in Table 5-1 are the arithmetic sums of corporate and individual income tax revenue loss estimates from table 5-2, and do not reflect possible interactions across these two taxes.
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TABLE 5-2. CORPORATE AND INDIVIDUAL INCOME TAX REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES
(In millions of dollars)
Revenue Loss
Provision Corporations Individuals
1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
National defense:
Exclusion of benefits and allowances to armed forces personnel .......... | oo | v | covvveriins | evvverines | e | e [ v 2,000( 2,005| 2020{ 2030| 2045 2065 2,085
International affairs:
Exclusion of income earned abroad by United States citizens .... cevenreees | evereeeen | e | 1,900| 2,010| 2,125| 2,250| 2,385| 2,525| 2,670
Exclusion of income of foreign sales corporations ... 1,300 1,400 1,500 1,600 1,700 1,800( 1,900 | .cccovvire| corrirrrirne | cervrrinnn | e | s
Inventory property sales source rules exception 1,200( 1,300| 1,400 1,500 1,600| 1,700 1,800 coeorcoree| comeremiee | ereeeries | ceererenns
Interest allocation rules exception for certain financial operations .......... 95 95 95 95 95 95( 95w | e | e | e [ e | v | e
Deferral of income from controlled foreign corporations (normal tax
MENOT) oo 1,600| 1,700 1,800 2,000{ 2,200 2,400 2,600 | .cccooriiis| orvriiinns | e | e | i | e | i
General science, space, and technology:
Expensing of research and experimentation expenditures (normal tax
method) 2,195 2,345| 2,510| 2,685 2875 3,075| 3,290 40 45 50 50 55 60 65
Credit for increasing research activities . 1,340 1,155 665 285 120 40 5 30 30 0 [N ISR ISR T
Suspension of the allocation of research and experimentation expendl
TUTES oo 325 325 | e | v | e | e | e | e | i | e | e | e [ e [ i
Energy:
Expensing of exploration and development costs:
Oil and gas ... -80 -60 -25 -50 70 135 175 -5 -10 5 * 15 30 40
Other fuels ... 10 10 15 15 15 15 15 5 5 5 5 5 5 5
Excess of percentage over cost depletion:
Ol AN GBS .voovivierriiiie s 500 620 645 680 715 755 790 285 300 310 325 345 360 380
Other fuels 85 85 90 100 105 115 120 5 5 5 5 5 5 5
Alternative fuel production credit 760 820 850 840 800 750 700 140 150 150 150 140 130 120
Exception from passive loss limitation for working interests in oil and
gas properties 90 100 110 120 130 145 160
Capital gains treatment of royalties on coal . . 10 15 15 15 15 15 15
Exclusion of interest on State and local IDBs for energy facilities .. 70 70 70 70 70 65 65 105 105 105 105 105 100 100
Enhanced oil recovery credit 80 80 75 75 75 70 70 5 5 5 5 5 5 5
New technology Credit ... 60 95 115 125 135 140 150 * * * * * * *
Alcohol fuel credit® 5 5 5 5 5 5 5 10 30 40 45 45 45 45
Tax credit and deduction for clean-fuel burning vehicles and properties 45 55 55 55 60 60 60 5 10 10 10 15 20 25
Exclusion from income of conservation subsidies provided by public
LIS v s 45 85 110 120 120 125 125 55 60 65 70 70 75 75
Natural resources and environment:
Expensing of exploration and development costs, nonfuel minerals ...... 35 35 35 35 40 40 40 10 10 10 10 10 10 10
Excess of percentage over cost depletion, nonfuel minerals 165 165 170 175 180 185 190 20 20 20 20 20 20 20
Capital gains treatment of IrN OF .........cccoveievrerrnernnmrnnnnesnninnns | e | ovvvvennns | eevveennns | e | s | e | e * * * * * * *
Special rules for mining reclamation reserves 45 45 45 45 45 45 45 5 5 5 5 5 5 5
Exclusion of interest on State and local IDBs for pollution control and
sewage and waste disposal facilities ..........ccovmrnrinereenenninerinne 245 250 245 240 235 225 220 365 375 370 360 350 340 330
Capital gains treatment of certain timber INCOME .........ccovvvrvevnnrinerirnns | vvrvvenns | vervvennns | v | e | v | v | v 10 15 15 15 15 15 15
Expensing of multiperiod timber growing costs ... 200 210 225 235 250 260 275 150 160 170 180 190 200 210
Investment credit and seven-year amortization for reforestation ex-
penditures 15 15 15 20 20 20 20 25 25 25 25 25 30 30
Tax incentives for preservation of historic structures ... 25 25 25 25 25 25 20 105 100 100 95 90 90 90
Agriculture:
Expensing of certain capital outlays 10 10 10 10 10 10 10 60 60 55 55 55 60 60
Expensing of certain multiperiod production costs ... 10 10 10 10 10 10 10 75 75 70 70 70 75 75
Treatment of loans forgiven solvent farmers as if insolvent 10 10 10 10 10 10 10
Capital gains treatment of certain INCOME .........cocvvvverivennneiernnininens | s | v | v 120 125 125 160 135 140 140
Commerce and housing:
Financial institutions and insurance:
Exemption of credit union INCOME ..o 765 855 940| 1,035 1,140| 1,255| 1,380 .coecvevorer | cevrereeee | ceveeiene | v | e | e | e
Excess bad debt reserves of financial institutions ... 50 55 60 65 70 75 80| v | eeveerrnen | e | v | e | e | e
Exclusion of interest on life insurance savings 265 290 310 335 360 390 415| 9,145| 10,075| 10,850| 11,665| 12,540| 13,480| 14,495
Special alternative tax on small property and casualty insurance
COMPANIES ..vveververareercevieenriesnnees 5 5 5 5 5 5 5|.
Tax exemption of certain insurance companies 225 235 240 245 255 260 280
Small life insurance company deduction 110 110 115 120 130 135 140
Housing:
Exclusion of interest on owner-occupied mortgage subsidy bonds ... 705 715 705 680 650 625 600| 1,055| 1,070( 1,070( 1,035 990 950 910
Exclusion of interest on State and local debt for rental housing ....... 385 365 345 320 295 270 255 585 555 525 490 455 415 380
Deductibility of mortgage interest on owner-occupied homes ... | oo | v i i D L 48,4301 51,2701 54,1651 57,2401 60,4901 63,9601 67,495
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TABLE 5-2. CORPORATE AND INDIVIDUAL INCOME TAX REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES—Continued

(In millions of dollars)

Revenue Loss

Provision Corporations Individuals

1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

Deductibility of State and local property tax on owner-occupied

homes
Deferral of income from post 1987 installment sales
Deferral of capital gains on home sales
Exclusion of capital gains on home sales for persons age 55 and

over 4690 4,820 4920| 5010 5070 5125| 5,120
Exception from passive loss rules for $25,000 of rental loss .. v | e [ e | | ..| 4,765 4,255| 4,170| 4,120 4,085| 4,065| 4,055
Accelerated depreciation on rental housing (normal tax method) ...... 705 795 880 975 1,070 1,170 1,270 440 495 545 605 665 725 785

Commerce:

Cancellation of indebtedness
Permanent exceptions from imputed interest rules .
Capital gains (other than agriculture, timber, iron ore, and coal)

.................................................................................... 14,020| 14,845| 15,680 16,570| 17,515| 18,520| 19,540
225 235 240 245 250 255 260 690 700 710 720 730 740 750
.................................................................................... 16,640| 17,140 17,850 18,180| 18,725| 19,290| 19,870

125 115 75 40 15 * -10
150 150 150 155 155 160 160

(normal tax MEO) .....uceeereeeriieineieiieieersessieeseieseessssessnsens | sesvenseenns | svsensnnine | eennsnnenins | snsernnnnes | evesrveennns | vvennennees | oervneeenns 5,745| 6,135| 6,205 6,335| 6,545| 6,710 6,865
Capital gains exclusion of small corporation stock .. v | e | e | e * * * * * 30 250
Step-up basis of capital gains at death JUURN RSOOSR EUSUSRITOOR SRRt ...| 26,850| 28,305| 29,480 30,285| 30,710| 31,160 31,615
Carryover basis of capital gains on GiftS ........ccoorvrrvirinmrnnnrinnnnnns | eevvnnrines | e | v | v | v | e | i 125 130 135 140 145 150 155
Ordinary income treatment of loss from small business corporation

StOCK SAIE ..o | s | s | e | | | o | 30 30 35 35 35 35 40
Accelerated depreciation of buildings other than rental housing (nor-

mal tax Method) ..o s 3,495 3320 2,975 2440| 1,840 1,225 775| 1,650 1,600 1,410( 1,140 835 520 305
Accelerated depreaatlon of machinery and equipment (normal tax

method) 14,765| 16,120| 17,105| 17,815| 18,830| 20,805| 22,480| 2,855| 3,280| 3,745| 4,070| 4,385 5010 5815

1,035 825 665 510 370 280 210 655 510 405 305 215 145 85
85 85 85 90 90 90 90 100 100 105 105 110 110 110
3,775| 3,960 4,120 4,240 4,360 4510 4760 ccoovconnr | covvrrienin | v [ v | e | e | e
265 210 160 125 110 100 90 425 335 260 200 170 155 140

Expensing of certain small investments (normal tax method) .
Amortization of start-up costs (normal tax method) .....
Graduated corporation income tax rate (normal tax method) ..
Exclusion of interest on small issue IDBs .....
Deferral of gains from sale of broadcasting facilities to mlnorny

OWNEA DUSINESS ..vvvvvvvvvvvvvvvsvssvsssssssssssssnsssssssssssssssssssssssssssssssssssssssnes 285 300 315 330 345 360 380 * * * * * * *
Treatment of Alaska Native COrporations ............cueneeiinerinninninns 45 30 20 15 10 5 [ [STURPIONOR ENUPIORORPIO EVORPORORS EVOOSPORPION (VURPIOPONPS ENVPPPORIORTS IR
Transportation:

Deferral of tax on shipping companies .. 15 15 15 15 15 15 15] ..
Exclusion of reimbursed employee parking expenses

Exclusion for employer-provided transit passes

18451 1930 2015| 2100 2190| 2275 2,365
30 40 50 65 80 95 110

Community and regional development:

Credit for low-income housing INVESIMENLS ..........coveeereenrrrererieineieens 385 450 520 590 655 700 710| 1,540| 1,810 2,080 2,355| 2,615 2,800 2,850
Investment credit for rehabilitation of structures (other than historic) ..... 20 15 15 15 15 15 15 70 65 65 65 55 55 55
Exclusion of interest on IDBs for airports, docks, and sports and con-

VENHON FACIIHES .vvvvurvvvveeicrries i e 315 335 350 370 385 405 425 470 495 520 545 575 600 625
Exemption of certain mutuals’ and cooperatives’ income ... 25 30 30 30 35 35 A0 | v | e | e | e | v | v |
EMPOWEIMENE ZONES ...t eesssisesississines. | vvesiinens 95 130 155 175 185 195 * 235 310 355 390 410 435

Education, training, employment, and social services:
Education:

Exclusion of scholarship and fellowship income (normal tax method) | ......ccccoo | vovvvveeree | vevvevrnee | e | v | v | v 795 825 835 845 850 860 870

Exclusion of interest on State and local student loan bonds ............. 125 120 115 110 100 95 90 185 185 180 165 155 145 135

Exclusion of interest on State and local debt for private nonprofit

educational facilities ... 295 300 310 315 325 340 360 440 450 460 470 485 505 525

Exclusion of interest on savings bonds transferred to educational in-

SHEUIONS ovovieicisis s 5 5 5 10 10 15 15

800 815 825 855 895 930 965

Parental personal exemption for students age 19 or over ............... revnrenen | e | e |
160 170 180 190 200 210 220 1450 1535 1,630 1,725 1,825| 1,930| 2,045

Deductibility of charitable contributions (education)

Exclusion of employer provided educational assiStance ... | ovvvvveens | vevvvvnnine | evvvvnninne | e | v | e | v, 235 85| e | e | e | e | s
Training, employment, and social services:
Targeted jobs credit 260 320 270 50 30 5 5 45 75 55 10 10 5 *

675 725 775 830 890 955 1,025
515 545 575 605 640 675 710
28201 2900| 2995| 3,060| 3,135 3,195 3,245
30 30 30 35 35 35 35

Exclusion of employer provided child care ...
Exclusion of employee meals and lodging (other than milita
Credit for child and dependent care expenses
Credit for disabled access expenditures
Expensing of costs of removing certain architectural barriers to the

y) ..

NANAICAPPEA ... s 15 15 15 15 15 15 15 5 5 5 5 5 5 5
Deductibility of charitable contributions, other than education and
health 4570 4,895| 5160| 5425 5690| 5910| 6,320| 13,235| 14,015| 14,835 15,710| 16,635| 17,605| 18,625

Exclusion of certain foster care payments . v [ e | e | e | e | e | e | e 30 30 35 35 40 40 40
Exclusion of parsonage allowances ... | | v b i D D L 250 265 285 300 320 345 365
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TABLE 5-2. CORPORATE AND INDIVIDUAL INCOME TAX REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES—Continued

(In millions of dollars)

Revenue Loss

Provision Corporations Individuals
1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
Health:
Exclusion of employer contributions for medical insurance premiums
and MediCal Care ... | venssinns | svevisenes | e | e | e | s | o 56,000( 60,670| 66,620| 72,300| 78,815| 86,245 9,410
Deductibility of medical EXPENSES ..o | ceevsninnnns | svserinnens | evnrnennns | eoveennnees | veeneinnns | veenninnes | v 3,380 3,660 3,965| 4,295| 4,650 5035 5,455
Exclusion of interest on State and local debt for private nonprofit
health facilities 585 600 615 635 660 685 700 870 895 920 950 980| 1,015 1,050
Deductibility of charitable contributions (health) . 605 640 680 710 750 780 825| 1,480| 1,570 1,660( 1,780 1,880 1,970 2,075
Tax credit for orphan drug research * 15| i | e | v | v | e [ e [ e | e | e | e
Special Blue Cross/Blue Shield deduction . 115 125 140 100 170 185 190 [ o | e | v | v
Income security:
Exclusion of railroad retirement system benefits 425 425 425 430 435 440 440
Exclusion of workmen's compensation benefits .... 4240 4,475| 4,860| 5,120 5,380| 5,645| 5,950
Exclusion of public assistance benefits (normal tax method) 530 570 590 635 695 740 795
Exclusion of special benefits for disabled coal miners ..... 100 95 90 85 85 80 75
Exclusion of military disability pensions 130 130 130 130 130 130 130
Net exclusion of pension contributions and earnings:
EMPIOYEr PIANS ... | s | s | s | e | e [ e | o 48,750 | 55,540 59,010 59,490 | 59,950 | 60,400 60,850
Individual Retirement Accounts .. 5185| 6,245 6,375| 6,120| 5,675| 4,970 3,950
Keogh plans ... 3915| 4/435| 4,825| 5195 5595| 6,025| 6,485
Exclusion of employer provided death benefits ... 30 30 35 35 35 40 40
Exclusion of other employee benefits:
Premiums on group term life iNSUraNCe ........ccocveeveenrineernenerineneninens | eeveevenns | eevverrenne | everineinee [ e | veeveiiens | v | e 2,750 2,880( 3,020 3,170| 3,325| 3,485| 3,660
Premiums on accident and disability inSUrance ... 150 155 165 175 185 195
Income of trusts to finance supplementary unemployment benefits ... 35 35 35 35 35 35
Special ESOP rules (other than investment credit) ... | 2,165 1,830 1,680 1575 1,440| 1,310| 21,290 wovvrcrver | wovvrrvvens | evvrrnen | v | v | v | e
Additional deduction for the blind 35 35 35 35 40 40
Additional deduction for the elderly 1,490| 1510 1,520 1,535| 1540| 1,550
Tax credit for the elderly and disabled 55 60 60 65 65 70
Deductibility of casualty losses 450 315 315 315 315 315
Earned income credit 2 5110( 5,740 6,440| 6,715| 7,025 7,325
Social Security:
Exclusion of social security benefits:
OASI benefits for retired workers ... 18,295| 16,875 17,395| 18,110| 18,935| 19,840| 20.605
Disability insurance benefits 1,815| 1,895 2,100 2,300 2520| 2,750| 2,980
Benefits for dependents and SUIVIVOTS ..........ccvceineenenerneennineinninens | eeevvnnens | eevverrnnne | evvernenne [ eneiveenes | veeveinnns | vveveinees | cevnveieens 3,620 3,610 3,730| 3,940| 4,150( 4,365| 4,590
Veterans benefits and services:
Exclusion of veterans disability COMPeNSation ... [ evvnviienns | v | v | v | v [ v | i 19101 1,985| 1,930 1,975| 2115 2,180| 2,245
Exclusion of veterans pensions .. 80 75 70 70 75 80 90
Exclusion of Gl bill benefits OO [ 55 70 75 80 85 90 95
Exclusion of interest on State and local debt for veterans housing ....... 35 35 55 50 50 45 45 45 45
General purpose fiscal assistance:
Exclusion of interest on public purpose State and local debt ................. 4,810| 4,955 5,095 5,255| b5,440( 5,645 5,880| 7,160| 7,395 7,595| 7,830| 8,095 8,395 8,710
Deductibility of nonbusiness State and local taxes other than on
OWNET-0CCUPIE NOMES ....cvvivrieireieieeieeseierineienssenensseessssenssennnnes | cevsnnnenins | snernsinee | eoneenennes | veeneinens | oenvvernnen | sevveeinenns | sevvenineins 25,745| 27,250 28,795| 30,425| 32,155| 34,000| 35,880
Tax credit for corporations receiving income from doing business in
U.S. POSSESSIONS ..ooeuuieririciaerisiseesessessseesssssesess s ssesiess s saens 2,890 2,630 2,680 2,735| 2,815 2,960 3,110 coecoriver | cevirvrinn | eververnens | e | v | v | e
Interest:
Deferral of interest on savings bonds ... 1,250 1,360 1,470 1,600 1,730| 1,880| 2,040
Addendum—Aid to State and local governments:
Deductibility of:
Property taxes on owner-occupied homes . 14,020| 14,845| 15,680 16,570| 17,515| 18,520 19,540
Nonbusiness State and local taxes other than on owner-occupie
NOMES oo esssssssssssssssnnisens | oerssiessnns | svssnnenses | coveenenins | vnneesinnns | eeriienins | v | e 25,745| 27,250| 28,795| 30,425| 32,155| 34,000| 35,880
Exclusion of interest on:
Public purpose State and local debt ... 4810| 4,955| 5,095| 5,255| 5,440( 5,645 5,880| 7,160| 7,395 7,595| 7,830| 8,095 8,395| 8,710
IDBs for certain energy faCilities ..., 70 70 70 70 70 65 65 105 105 105 105 105 100 100
IDBs for pollution control and sewage and waste disposal facilities .. 245 250 245 240 235 225 220 365 375 370 360 350 340 330
Small-issue IDBs .. 265 210 160 125 110 100 90 425 335 260 200 170 155 140
Owner-occupied mortgage revenue bonds 705 715 705 680 650 625 600| 1,055| 1,070 1,070 1,035 990 950 910
State and local debt for rental housing . 385 365 345 320 295 270 255 585 555 525 490 455 415 380
IDBs for airports, docks, and sports and convention facilities . 315 335 350 370 385 405 425 470 495 520 545 575 600 625
State and local student loan bonds 125 120 115 110 100 95 90 185 185 180 165 155 145 135
State and local debt for private nonprofit educational facilities .......... 295 300 310 315 325 340 360 440 450 460 470 485 505 525



46

ANALYTICAL PERSPECTIVES

TABLE 5-2.

CORPORATE AND INDIVIDUAL INCOME TAX REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES—Continued

(In millions of dollars)

Revenue Loss

Provision

Corporations Individuals

1994 | 1995 | 1996

1997 | 1998 | 1999 | 2000 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

585
35

600
35

State and local debt for private nonprofit health facilities
State and local debt for veterans housing

615
30

635
30

660
30

685
30

700
30

870
55

895
50

920
50

950
45

980
45

1,015
45

1,050
45

* $2.5 million or less.

1In addition, the partial exemption from the excise tax for alcohol fuels results in a reduction in excise tax receipts for fiscal year 1996 of $725 million.
2The effect on outlays (in millions of dollars) is as follows: $10,990 in 1994; $16,845 in 1995; $20,230 in 1996; $22,755 in 1997; $23,850 in 1998; $25,000 in 1999; amd $26,035 in 2000.
Note: Provisions with estimates denoted normal tax method have no revenue loss under the reference tax law method.

All estimates have been rounded to the nearest $5 million.

Interpreting Tax Expenditure Estimates

Tax expenditure revenue loss estimates do not nec-
essarily equal the increase in Federal revenues (or the
reduction in budget deficits) that would result from re-
pealing the special provisions, for the following reasons:

e Eliminating a tax expenditure may have incentive
effects that alter economic behavior. These incen-
tives can affect the resulting magnitudes of the
formerly subsidized activity or of other tax pref-
erences or Government programs. For example,
if deductibility of mortgage interest were limited,
some taxpayers would hold smaller mortgages,
with a concomitantly smaller effect on the budget
than if no such limits were in force.

Tax expenditures are interdependent even without
incentive effects. Repeal of a tax expenditure provi-
sion can increase or decrease the the revenue
losses associated with other provisions. For exam-
ple, even if behavior does not change, repeal of
an itemized deduction could increase the revenue
losses from other deductions because some tax-
payers would be moved into higher tax brackets.
Alternatively, repeal of an itemized deduction
could lower the revenue loss from other deductions
if taxpayers are led to claim the standard deduc-
tion instead of itemizing. Similarly, if two provi-
sions were repealed simultaneously, the increase
in tax liability could be greater or less than the
sum of the two separate tax expenditures, since
each is estimated assuming that the other remains
in force. In addition, the estimates reported in
Table 5-1 are the totals of individual and cor-
porate income tax revenue losses reported in Table
5-2 and do not reflect any possible interactions
between the individual and corporate income tax
receipts. For this reason, the figures in Table 5-1
(as well as those in Table 5-4, which are also
based on summing individual and corporate esti-
mates) should be regarded as approximations.

The annual value of tax expenditures for tax defer-
rals is reported on a cash basis in all tables except
table 5-3. Cash-based estimates reflect the dif-
ference between taxes deferred in the current year
and incoming revenues that are received due to
deferrals of taxes from prior years. While such
estimates are useful as a measure of cash flows
into the Government, they do not always accu-

rately reflect the true economic cost of these provi-
sions. For example, for a provision where activity
levels have changed, so that incoming tax receipts
from past deferrals are greater than deferred re-
ceipts from new activity, the cash-basis tax ex-
penditure estimate can be negative, despite the
fact that in present-value terms current deferrals
do have a real cost to the Government. Alter-
natively, in the case of a newly enacted deferral
provision, a cash-based estimate can overstate the
real cost to the Government because the newly
deferred taxes will ultimately be received. Present-
value estimates, which are a useful supplement
to the cash-basis estimates for provisions involving
deferrals, are discussed below.

Repeal of some provisions could affect overall levels
of income and rates of economic growth. In prin-
ciple, repeal of major tax provisions may have
some impact on the budget economic assumptions.
In general, however, most changes in particular
provisions are unlikely to have significant macro-
economic effects.

Present-Value Estimates

Discounted present-value estimates of revenue losses
are presented in table 5-3 for certain provisions that
involve tax deferrals or similar long-term revenue ef-
fects. These estimates complement the cash-based tax
expenditure estimates presented in the other tables.

The present-value estimates represent the revenue
losses, net of future tax payments, that follow from
activities undertaken during calendar year 1995 which
cause the deferrals or related revenue effects. For in-
stance, a pension contribution in 1995 would cause a
deferral of tax payments on wages in 1995 and on pen-
sion earnings on this contribution (e.g., interest) in
later years. In some future year, however, the 1995
pension contribution and accrued earnings will be paid
out and taxes will be due; these receipts are included
in the present-value estimate. In general, this concep-
tual approach is similar to the one used for reporting
the budgetary effects of credit programs, where direct
loans and guarantees in a given year affect future cash
flows.

The discount rate used for the present-value esti-
mates is the interest rate on comparable maturity
Treasury debt. As noted in the table, the estimates
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Table 5-3.

PRESENT VALUE OF SELECTED TAX EXPENDITURES FOR

ACTIVITY IN CALENDAR YEAR 1995

(In millions of dollars)

Present Value
Provision of Revenue

Loss
Deferral of income from controlled foreign corporations (normal tax method) ........c.cccovvvinininne 1,740
Expensing of research and experimentation expenditures (normal tax method) 2,460
Expensing of exploration and development costs—oil and gas ... 185
Expensing of exploration and development COStS—O0ther fUEIS ... 45
Expensing of exploration and development COStS—NONFUEIS ........ccoveeverrineineiniineininsneineie 65
Expensing of multiperiod timber growing COStS .........cccocvevnienee 225
Expensing of certain multiperiod production costs—agriculture 85
Expensing of certain capital outlays—agriculture 65
Deferral of capital gains on home Sales ..........coovvivivininenns 16,455
Accelerated depreciation of rental housing (normal tax method) ........ccccoevivrvrneenee 1,805
Accelerated depreciation of buildings other than rental housing (normal tax method) ................ 400
Accelerated depreciation of machinery and equipment (normal tax method) ........cccccovervierrineene 18,745
Expensing of certain small investments (normal tax method) .........c.ceee.e.. 1,220
Amortization of start-up costs (normal tax method) 160
Deferral of capital gains from sale of broadcasting facilities to minority-owned businesses ....... 260
Deferral of tax on Shipping COMPANIES .......cuevrieriireeriieirieei e 10
Credit for low-income housing investments ... 2,420
Exclusion of pension contributions and earnings—employer plans 47,895
Exclusion of IRA contributions and earnings .........c.cocovevininenns 2,185
Exclusions of contribution and earnings for Keogh plans ........ 3,065
Exclusion of interest on State and local public-purpose bonds ..........ccoevnininininininininins 16,460
Exclusion of interest on State and local non-public purpose bonds ... 8,865
Deferral of interest on U.S. SQVINGS DONGS ........ccvivirinininiiie e 615

Note: Provisions with estimates denoted “normal tax method” have no revenue loss under the reference tax law method.

for several of the provisions have been made based
on the normal tax baseline, as by definition these provi-
sions would not be treated as tax expenditures under
the reference tax law baseline.

Outlay Equivalents

The concept of “outlay equivalents” complements
“revenue losses” as a measure of the budget effect of
tax expenditures. It is the amount of outlay that would
be required to provide the taxpayer the same after-
tax income as would be received through the tax pref-
erence. The outlay equivalent measure allows a com-
parison of the cost of the tax expenditure with that
of a direct Federal outlay. Outlay equivalents are re-
ported in table 5-4.

The measure is larger than the revenue loss estimate
when the tax expenditure is judged to function as a
Government payment for service. This occurs because
an outlay program would increase the taxpayer's pre-
tax income. For some tax expenditures, however, the
revenue loss equals the outlay equivalent measure. This
occurs when the tax expenditure is judged to function
like a price reduction or tax deferral that does not
directly enter the taxpayer’s pre-tax income.1

1Budget outlay figures generally reflect the pre-tax price of the resources. In some in-
stances, however, Government purchases or subsidies are exempted from tax by a special
tax provision. When this occurs, the outlay figure understates the resource cost of the
program and is, therefore, not comparable with other outlay amounts. For example, the
outlays for certain military personnel allowances are not taxed. If this form of compensation
were treated as part of the employee's taxable income, the Defense Department would
have to make larger cash payments to its military personnel to leave them as well off
after tax as they are now. The tax subsidy must be added to the tax-exempt budget
outlay to make this element of national defense expenditures comparable with other outlays.
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TABLE 5-4. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX
(In millions of dollars)

. Outlay Equivalents
Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000

National defense:

Exclusion of benefits and allowances to armed forces personnel 2,330 2,335 2,355 2,365 2,385 2,410 2,435 11,950
International affairs:

Exclusion of income earned abroad by United States citizens .... 2,875 3,045 3,225 3,410 3,615 3,830 4,045 18,125

Exclusion of income of foreign sales corporations 2,000 2,155 2,310 2,460 2,615 2,770 2,925 13,080

Inventory property sales source rules exception ..........c.ccoeeenee 1,845 2,000 2,155 2,310 2,460 2,615 2,770 12,310

Interest allocation rules exception for certain financial operations 140 140 140 140 140 140 140 700

Deferral of income from controlled foreign corporations (normal

taX MEtNOA) ... 1,600 1,700 1,800 2,000 2,200 2,400 2,600 11,000

General science, space, and technology:

Expensing of research and experimentation expenditures (nor-

mal tax method) 2,060 2,230 2,390 2,560 2,740 2,930 3,130 14,715
Credit for increasing research activitieS .........ccccoovvvierierrerereinns 2,110 1,820 1,040 440 185 60 10 1,735
Suspension of the allocation of research and experimentation

EXPENAILUTES ..ottt 465 AB5 | v | e | e | v | v | e

Energy:
Expensing of exploration and development costs:

Oil and gas -85 -70 -20 -50 85 165 215 395

Other fuels 15 15 20 20 20 20 20 100
Excess of percentage over cost depletion:

Ol AN GBS vvvvverrirceieierieriesisses st 1,130 1,290 1,345 1,420 1,495 1,570 1,645 7,475

Other fuels 130 130 140 150 165 175 185 815
Alternative fuel production credit .... 1,260 1,370 1,400 1,390 1,330 1,240 1,160 6,520
Exception from passive loss limitation for working interests in oil

aNd gaS PrOPETHES .....c.cvueeiereeriiiiriieesseiesisessessenssssee e 90 100 110 120 130 145 160 665
Capital gains treatment of royalties on coal .........ccccveverencnnee 15 20 20 20 20 20 20 100
Exclusion of interest on State and local IDBs for energy facili-

ties 245 250 255 250 245 240 240 1,230
New technology credit ......... 90 150 175 185 200 210 230 1,000
Enhanced oil recovery credit .. 120 115 110 105 105 105 105 530
Alcohol fuel credit1 15 35 45 50 50 50 50 245
Tax credit and deduction for clean-fuel burning vehicles and

PIOPETHES vvovvuveerircereeseesersesiessssisess et 65 90 90 95 105 110 120 520
Exclusion from income of conservation subsidies provided by

PUDIC ULIIES ..ot 140 205 245 265 265 280 280 1,335

Natural resources and environment:
Expensing of exploration and development costs, nonfuel min-

TAIS ooveeersceee s 45 45 45 45 50 50 50 240
Excess of percentage over cost depletion, nonfuel minerals 260 260 265 270 280 285 290 1,390
Capital gains treatment of iron ore ..... * * * * * * * *
Special rules for mining reclamation reServes ..........oevncennes 50 50 50 50 50 50 50 250
Exclusion of interest on State and local IDBs for pollution con-

trol and sewage and waste disposal facilities ..........cccoecrvrernes 885 895 885 865 840 815 790 4,195
Capital gains treatment of certain timber income . 15 20 20 20 20 20 20 100
Expensing of multiperiod timber growing COStS .........ccoccvvevvivenen. 350 370 395 415 440 460 485 2,195
Investment credit and seven-year amortization for reforestation

EXPENAIUTES .o 45 45 45 45 50 50 50 240
Tax incentives for preservation of historic structures 130 125 125 120 115 115 110 585

Agriculture:
Expensing of certain capital OUIays .........cocovvrervrreniernineinen. 70 65 65 60 65 70 70 330
Expensing of certain multiperiod production costs ............... 90 85 80 80 80 85 85 410
Treatment of loans forgiven solvent farmers as if insolvent ........ 10 10 10 10 10 10 10 50
Capital gains treatment of certain INCOME ........coovvvrvivirereireinns 160 165 165 175 180 185 185 890
Commerce and housing:
Financial institutions and insurance:

Exemption of credit union inCOME .......ccocovvirvrrerinnrecneinnene 975 1,090 1,200 1,320 1,450 1,595 1,755 7,320

Excess bad debt reserves of financial institutions 70 80 90 95 105 115 120 525

Exclusion of interest on life insurance savings ............ccocoeuen. 12,355 13,610 14,660 15,760 16,945 18,215 19,585 85,165

Special alternative tax on small property and casualty insur-

ANCE COMPANIES ..ot 5 5 5 5 5 5 5 25

Tax exemption of certain insurance companies 315 330 340 345 365 380 395 1,825

Small life insurance company deduction ...........c.c.ccoerrvniuenenes 155 155 160 170 185 190 200 905
Housing:

Exclusion of interest on owner-occupied mortgage revenue

DONGAS ..o 2,540 2,575 2,545 2,465 2,360 2,260 2,165 11,795
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TABLE 5-4. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX—Continued
(In millions of dollars)

. Outlay Equivalents
Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
Exclusion of interest on State and local debt for rental hous-

NG vt 1,395 1,325 1,245 1,160 1,070 985 900 5,360
Deductibility of mortgage interest on owner-occupied homes . 48,430 51,270 54,165 57,240 60,490 63,960 67,495 303,350
Deductibility of State and local property tax on owner-occu-

PIEd NOMES ..o 14,020 14,845 15,680 16,570 17,515 18,520 19,540 87,825
Deferral of income from post 1987 installment sales 915 935 950 965 980 995 1,010 4,900
Deferral of capital gains on home Sales ..........cccoovvererreereenen. 16,640 17,140 17,650 18,180 18,725 19,290 19,870 93,715
Exclusion of capital gains on home sales for persons age 55

AN OVET oot 6,255 6,425 6,580 6,680 6,760 6,835 6,945 33,800
Exception from passive loss rules for $25,000 of rental loss .. 4,765 4,255 4,170 4,120 4,085 4,065 4,055 20,495
Accelerated depreciation on rental housing (normal tax meth-

od) 1,140 1,285 1,430 1,580 1,735 1,890 2,055 8,690

Commerce:
Cancellation of indebtedness ..o 165 155 100 55 20 * -15 160
Permanent exceptions from imputed interest rules ................. 150 150 150 155 155 160 160 780
Capital gains (other than agriculturetimber, iron ore, and

coal) (normal tax Method) ........cccveveerinienineneeieeeeeeieenes 7,680 8,180 8,275 8,445 8,725 8,945 9,155 43,545
Capital gains exclusion of small corporation stock * * * * * 40 335 375
Step-up basis of capital gains at death ................ 35,800 37,740 38,305 40,355 40,945 41,545 42,155 203,305
Carryover basis of capital gains on gifts ..........ccccvvverierrens 125 130 135 140 145 150 155 725
Ordinary income treatment of loss from small business corp.

SEOCK SAIE ..o s 40 40 50 50 50 50 55 255
Accelerated depreciation of buildings other than rental hous-

ing (normal tax Method) ........cocvevvemirneeninenersees 5,145 4,925 4,380 3,580 2,675 1,750 1,075 13,460
Accelerated depreciation of machinery and equipment (nor-

mal taxX MEthOd) ..o 17,625 19,400 20,855 21,885 23,210 25,815 28,295 120,060
Expensing of certain small investments (normal tax method) . 1,690 1,335 1,070 815 585 420 300 3,190
Amortization of start-up costs (normal tax method) ................. 200 200 210 215 220 225 230 1,100
Graduated corporation income tax rate (normal tax method) .. 5,395 5,655 5,885 6,060 6,230 6,440 6,800 31,415
Exclusion of interest on small issue industrial development

DONGS ..o 985 770 595 465 400 370 335 2,165
Deferral of gains from sale of broadcasting facilities to minor-

ity OWNEA DUSINESS ..ot 285 300 315 330 345 360 380 1,730
Treatment of Alaska Native Corporations ............cccceevereerennees 45 30 20 15 10 5 5 55

Transportation:
Deferral of tax on Shipping COMPANIES ........cccvvvvrrrnieererereenns 15 15 15 15 15 15 15 75
Exclusion of reimbursed employee parking expenses .. 2,400 2,510 2,625 2,735 2,845 2,960 3,080 14,245
Exclusion for employer-provided transit passes ... 35 50 65 80 100 115 135 495
Community and regional development:
Credit for low-income housing iNVEStMENLS .........cccovvverinerrirennns 1,925 2,260 2,800 2,945 3,270 3,500 3,660 16,175
Investment credit for rehabilitation of structures (other than his-
toric) 90 80 80 80 70 70 70 370
Exclusion of interest on IDBs for airports, docks, and sports and
CONVENLION fACIIIIES ....vvvevevecviecrcieiesie s 1,135 1,200 1,260 1,320 1,385 1,450 1,510 6,925
Exemption of certain mutuals’ and cooperatives’ income 25 30 30 30 35 35 40 170
EMPOWEIMENT ZONES ...t * 330 440 510 565 600 630 2,745
Education, training, employment, and social services:
Education:
Exclusion of scholarship and fellowship income (normal tax

MELNOM) .o 875 910 915 925 935 945 955 4,675
Exclusion of interest on State and local student loan bonds .. 445 440 420 395 370 345 320 1,850
Exclusion of interest on State and local debt for private non-

profit educational facilitieS .......c.cocveeerererrenenennseenns 1,055 1,080 1,105 1,135 1,170 1,210 1,260 5,880
Exclusion of interest on savings bonds transferred to edu-

cational iNSHULIONS ..........ccuriveiniie s 5 5 10 10 15 20 20 75
Parental personal exemption for students age 19 or over 890 905 920 955 995 1,035 1,075 4,980
Deductibility of charitable contributions (education) ...... 2,145 2,270 2,415 2,555 2,700 2,855 3,020 13,545
Exclusion of employer provided educational assistance .......... 275 100 | v | e | v | e | e | s

Training, employment, and social services:
Targeted JobS Credit ..o 305 395 325 60 40 20 5 450
Exclusion of employer provided child care 880 945 1,010 1,085 1,160 1,245 1,315 5,815
Exclusion of employee meals and lodging (other than mili-

BAIY) vt 625 660 700 740 780 820 865 3,905
Credit for child and dependent care expenses 3,780 3,865 3,980 4,080 4,180 4,260 4,325 20,825
Credit for disabled access expenditures ..........oovvevverncnnane 210 210 210 215 215 215 220 1,075
Expensing of costs of removing certain architectural barriers

to the handicapped ... 20 20 20 20 20 20 20 100
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TABLE 5-4. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX—Continued
(In millions of dollars)

Outlay Equivalents

Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
Deductibility of charitable contributions, other than education
aNd NEAIN ... 23,740 25,040 26,520 28,040 29,625 31,235 33,040 148,460
Exclusion of certain foster care payments . 40 40 45 45 50 50 50 240
Exclusion of parsonage allowances ...........oerenirecniennene 305 325 350 375 400 425 455 2,005

Health:
Exclusion of employer contributions for medical insurance pre-

miums and medical care 71,150 77,340 85,065 92,470 100,975 100,675 120,975 500,160

Deductibility of medical expenses 3,380 3,660 3,965 4,295 4,650 5,035 5,455 23,400
Exclusion of interest on State and local debt for private non-

profit health faCilitieS .........ccoevvevrirneniieeeeies 2,100 2,155 2,215 2,285 2,365 2,455 2,540 11,860
Deductibility of charitable contributions (health) 2,780 2,950 3,120 3,290 3,480 3,665 3,880 17,435
Tax credit for orphan drug research ............. 20 F e | e | e | s | e | e
Special Blue Cross/Blue Shield deduction ...........cccccovererniencnnnee 160 175 185 140 240 260 270 1,095

Income security:

Exclusion of railroad retirement system benefits ..o 425 425 425 430 435 440 440 2,170
Exclusion of workmen's compensation benefits .................. 4,240 4,475 4,860 5,120 5,380 5,645 5,950 26,955
Exclusion of public assistance benefits (normal tax method) 530 570 590 635 695 740 795 3,455
Exclusion of special benefits for disabled coal miners 100 95 90 85 85 80 75 415
Exclusion of military disability pensions .........c.cccoeeeeieneeneinens 130 130 130 130 130 130 130 650

Net exclusion of pension contributions and earnings:

Employer plans 66,960 75,940 80,410 81,040 81,650 82,230 82,845 408,175

Individual Retirement Accounts .. 7,590 8,900 9,550 8,940 8,485 7,720 6,555 41,250
Keogh plans ........ccovvevernmeeenneennens 5,295 6,000 6,525 7,030 7,565 8,145 8,770 38,035
Exclusion of employer provided death benefits ...........ccccoovvncennce 40 40 40 45 50 50 55 240
Exclusion of other employee benefits:
Premiums on group term life iNSUrance .........coovvverererrereerenns 3,570 3,745 3,925 4,120 4,320 4,530 4,755 21,650
Premiums on accident and disability insurance ..........c..cce.... 180 190 200 210 225 235 245 1,115
Income of trusts to finance supplementary unemployment
DENEFILS ..o s 35 35 35 35 35 35 35 175
Special ESOP rules (other than investment credit) 3,080 2,610 2,400 2,250 2,055 1,870 1,700 10,275
Additional deduction for the blind 40 40 40 45 45 45 50 225
Additional deduction for the elderly ... 1,780 1,800 1,825 1,840 1,855 1,865 1,875 9,260
Tax credit for the elderly and disabled 70 70 75 75 80 80 85 395
Deductibility of casualty losses ....... 930 585 405 405 405 405 405 2,025
Earned income credit 2 4,465 5,680 6,380 7,155 7,460 7,805 8,140 36,940

Social Security:
Exclusion of social security benefits:

OASI benefits for retired workers ... 18,295 16,875 17,395 18,110 18,935 19,840 20,605 94,885

Disability insurance benefits ....... 1,815 1,895 2,100 2,300 2,520 2,570 2,980 12,470
Benefits for dependents and SUIVIVOIS .........cccovveereinireennne 3,620 3,610 3,730 3,940 4,150 4,365 4,590 20,775
Veterans benefits and services:
Exclusion of veterans disability compensation ..........c..ccccceuveunnee 1,910 1,985 1,930 1,975 2,115 2,180 2,245 10,445
Exclusion of veterans pensions 80 75 70 70 75 80 90 385
Exclusion of Gl bill benefits 55 70 75 80 85 90 95 425
Exclusion of interest on State and local debt for veterans hous-
NG e 130 120 115 110 105 105 105 540
General purpose fiscal assistance:
Exclusion of interest on public purpose State and local debt ...... 17,265 17,800 18,295 18,870 19,525 20,250 21,010 97,950
Deductibility of nonbusiness State and local taxes other than on
owner-occupied hOMES ... 25,745 27,250 28,795 30,425 32,155 34,000 35,880 161,255
Tax credit for corporations receiving income from doing busi-
NESS iN U.S. POSSESSIONS ...ouvvucvmiireiiiirnieirierierssisecseiseseenens 4,160 3,810 3,885 3,960 4,085 4,295 4,510 20,735
Interest:
Deferral of interest on savings bonds ...........ccovvvrieieieneineiens 1,250 1,360 1,470 1,600 1,730 1,880 2,040 8,720

Addendum—Aid to State and local governments:
Deductibility of:
Property taxes on owner-occupied hOMES .......ccccocvvvereereenen. 14,020 14,845 15,680 16,570 17,515 18,520 19,540 87,825
Nonbusiness State and local taxes other than on owner-oc-
cupied homes
Exclusion of interest on:
Public purpose State and local debt

25,745 27,250 28,795 30,425 32,155 34,000 35,880 161,255

17,265 17,800 18,295 18,870 19,525 20,250 21,010 97,950

IDBs for certain energy facilities 245 250 255 250 245 240 240 1,230
IDBs for pollution control and sewage and waste disposal fa-

cilities 885 895 885 865 840 815 790 4,195
Small-issue IDBs 985 770 595 465 400 370 335 2,165
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TABLE 5-4. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES IN THE INCOME TAX—Continued
(In millions of dollars)
L Outlay Equivalents
Provision
1994 1995 1996 1997 1998 1999 2000 1996-2000
Owner-occupied mortgage revenue bonds ..........cccoecverveinenns 2,540 2,575 2,545 2,465 2,360 2,260 2,165 11,795
State and local debt for rental houSING ........cccovvvrrrercrcrennes 1,395 1,325 1,245 1,160 1,070 985 900 5,360
IDBs for airports, docks, and sports and convention facilities . 1,135 1,200 1,260 1,320 1,385 1,450 1,510 6,925
State and local student Ioan bonds ...........cccovvvvnrierieiinenns 445 440 420 395 370 345 320 1,850
State and local debt for private nonprofit educational facilities 1,055 1,080 1,105 1,135 1,170 1,210 1,260 5,880
State and local debt for private nonprofit health facilities 2,100 2,155 2,215 2,285 2,365 2,455 2,540 11,860
State and local debt for veterans housing ..........ccecvevvirennnee 130 120 115 110 105 105 105 540

* $2.5 million or less.

1In addition, the partial exemption from the excise tax for alcohol fuels results in a reduction in excise tax receipts for fiscal year 1996 of $725 million.
2The effect on outlays (in millions of dollars) is as follows: $10,990 in 1994; $16,845 in 1995; $20,230 in 1996; $22,755 in 1997; $23,850 in 1998; $25,010 in 1999; amd $26,035 in 2000.
Note: Provisions with estimates denoted “normal tax method” have outlay equivalents of zero under the reference tax law method.

All estimates have been rounded to the nearest $5 million.

Tax Expenditure Baselines

A tax expenditure is a preferential exception to the
baseline provisions of the tax structure. The 1974 Con-
gressional Budget Act does not, however, specify the
baseline provisions of the tax law. Deciding whether
provisions are preferential exceptions, therefore, is a
matter of judgement. As in prior years, this year’'s tax
expenditure estimates are presented using two base-
lines: the normal tax baseline, which is used by the
Joint Committee on Taxation, and the reference tax law
baseline, which has been used by the Administration
since 1983.

The normal tax baseline is patterned on a com-
prehensive income tax, which defines income as the
sum of consumption and the change in net wealth in
a given period of time. The normal tax baseline allows
personal exemptions, a standard deduction, and deduc-
tions of the expenses incurred in earning income. It
is not limited to a particular structure of tax rates,
or by a specific definition of the taxpaying unit.

The reference tax law baseline is closer to existing
law. Reference law tax expenditures are limited to spe-
cial exceptions in the tax code that serve programmatic
functions. These functions correspond to specific budget
categories such as national defense, agriculture, or
health care. While tax expenditures under the reference
law baseline are generally tax expenditures under the
normal tax baseline, the reverse is not always true.

Both the normal and reference tax baselines allow
several major departures from a pure comprehensive
income tax. For example:

* Income is taxable when realized in exchange. Thus,
neither the deferral of tax on unrealized capital
gains nor the tax exclusion of imputed income
(such as the rental value of owner-occupied hous-
ing or farmers’ consumption of their own produce)
is regarded as a tax expenditure. Both accrued
and imputed income would be taxed under a com-
prehensive income tax.

» There is a separate corporation income tax. Under
a comprehensive income tax corporate income
would be taxed only once—at the shareholder
level, whether or not distributed in the form of
dividends.

» Values of assets and debt are not adjusted for in-
flation. A comprehensive income tax would adjust
the cost basis of capital assets and debt for
changes in the price level during the time the
assets or debt are held. Thus, under a comprehen-
sive income tax baseline the failure to take ac-
count of inflation in measuring depreciation, cap-
ital gains, and interest income would be regarded
as a negative tax expenditure (i.e., a tax penalty),
and failure to take account of inflation in measur-
ing interest costs would be regarded as a positive
tax expenditure (i.e., a tax subsidy).

While the reference law and normal tax baselines
are generally similar, areas of difference include:

» Tax rates. The separate schedules applying to the
various taxpaying units are included in the ref-
erence law baseline. Thus, corporate tax rates
below the maximum statutory rate do not give
rise to a tax expenditure. The normal tax baseline
is similar, except that it specifies the current max-
imum rate as the baseline for the corporate in-
come tax. The lower tax rates applied to the first
$10 million of corporate income are thus regarded
as a tax expenditure. Similarly, under the ref-
erence law baseline, preferential tax rates for cap-
ital gains generally do not yield a tax expenditure;
only capital gains treatment of otherwise “ordi-
nary income,” such as that from coal and iron
ore royalties and the sale of timber and certain
agricultural products, is considered a tax expendi-
ture. The alternative minimum tax is treated as
part of the baseline rate structure under both the
reference and normal tax methods.

* Income subject to the tax. Income subject to tax
is defined as gross income less the costs of earning
that income. The Federal income tax defines gross
income to include: (1) consideration received in
the exchange of goods and services, including labor
services or property; and (2) the taxpayer’'s share
of gross or net income earned and/or reported by
another entity (such as a partnership). Under the
reference tax rules, therefore, gross income does
not include gifts—defined as receipts of money or
property that are not consideration in an ex-
change—or most transfer payments, which can be
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thought of as gifts from the Government.2 The
normal tax baseline also excludes gifts between
individuals from gross income. Under the normal
tax baseline, however, all cash transfer payments
from the Government to private individuals are
counted in gross income, and exemptions of such
transfers from tax are identified as tax expendi-
tures. The costs of earning income are generally
deductible in determining taxable income under
both the reference and normal tax baselines.3

» Capital recovery. Under the reference tax law
baseline no tax expenditures arise from acceler-
ated depreciation. Under the normal tax baseline,
the depreciation allowance for machinery and
equipment is determined using straight-line de-
preciation over tax lives equal to mid-values of
the asset depreciation range (a depreciation sys-
tem in effect from 1971 through 1980). The normal
tax baseline for real property is computed using
40-year straight-line depreciation.

e Treatment of foreign income. Both the normal and
reference tax baselines allow a tax credit for for-
eign income taxes paid (up to the amount of U.S.
income taxes that would otherwise be due), which
prevents double taxation of income earned abroad.
Under the normal tax method, however, controlled
foreign corporations (CFCs) are not regarded as
entities separate from their controlling U.S. share-
holders. Thus, the deferral of tax on income re-
ceived by CFCs is regarded as a tax expenditure
under this method. In contrast, except for tax
haven activities, the reference law baseline follows
current law in treating CFCs as separate taxable
entities whose income is not subject to U.S. tax
until distributed to U.S. taxpayers. Under this
baseline, deferral of tax on CFC income is not
a tax expenditure because U.S. taxpayers gen-
erally are not taxed on accrued, but unrealized,
income.

In addition to these areas of difference, the Joint
Committee on Taxation considers a somewhat broader
set of tax expenditures under its normal tax baseline
than is considered here.

Other Considerations

Additional tax expenditure analysis may be helpful
to policy makers. For example, information on the pro-
grammatic and economic effects of tax expenditures
could be useful. The outputs and efficiency of tax ex-
penditures could then be compared more systematically
with direct outlay programs.

In addition, the tax expenditure analysis could be
extended beyond the income and transfer taxes to in-
clude payroll and excise taxes. The exclusion of certain

2Gross income does, however, include transfer payments associated with past employment,
such as social security benefits.

31n the cases of individuals who hold “passive” equity interests in businesses, however,
the pro rata shares of sales and expense deductions reportable in a year are limited.
A passive business activity is defined to be one in which the holder of the interest, usually
a partnership interest, does not actively perform managerial or other participatory functions.
The taxpayer may generally report no larger deductions for a year than will reduce taxable
income from such activities to zero. Deductions in excess of the limitation may be taken
in subsequent years, or when the interest is liquidated.

forms of compensation from the wage base, for instance,
reduces payroll taxes, as well as income taxes. Payroll
tax exclusions are complex to analyze, however, because
they also affect social insurance benefits. Certain tar-
geted excise tax provisions might also be considered
tax expenditures. In this case challenges include deter-
mining an appropriate baseline.

Descriptions of Income Tax Provisions

Descriptions of the individual and corporate income
tax expenditures reported upon in this chapter follow.

NATIONAL DEFENSE

Benefits and allowances to armed forces person-
nel.—The housing and meals provided military person-
nel, either in cash or in kind, are excluded from income
subject to tax.

INTERNATIONAL AFFAIRS

Income earned abroad.—A U.S. citizen or resident
alien who resides in a foreign country or who stays
in one or more foreign countries for a minimum of
11 out of the past 12 months may exclude $70,000
per year of foreign-earned income. Eligible taxpayers
also may exclude or deduct reasonable housing costs
in excess of one-sixth of the salary of a civil servant
at grade GS —14, step 1. These provisions do not apply
to Federal employees working abroad; however, the tax
expenditure estimate does reflect certain allowances
that are excluded from their taxable income.

Income of Foreign Sales Corporations.—The For-
eign Sales Corporation (FSC) provisions exempt from
tax a portion of U.S. exporters’ foreign trading income
to reflect the FSC'’s sales functions as foreign corpora-
tions. These provisions conform to the General Agree-
ment on Tariffs and Trade.

Source rule exceptions.—The worldwide income of
U.S. persons is taxable by the United States and a
credit for foreign taxes paid is allowed. The amount
of foreign taxes that can be credited is limited to the
pre-credit U.S. tax on the foreign source income. Two
exceptions give rise to tax expenditures: sales of inven-
tory property that reduces the U.S. tax of exporters;
and, for financial institutions and certain financing op-
erations of nonfinancial enterprises, an exception from
the rules that require allocation of interest expenses
between domestic and foreign activities of a U.S. tax-

payer.

Income of U.S.-controlled foreign corporations.—
The income of foreign corporations controlled by U.S.
shareholders is not subject to U.S. taxation. The income
becomes taxable only when the controlling U.S. share-
holders receive dividends or other distributions from
their foreign stockholding. Under the normal tax meth-
od, the currently attributable foreign source pre-tax in-
come from such a controlling interest is subject to U.S.
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taxation, whether or not distributed. Thus, under the
normal tax baseline the excess of controlled foreign cor-
poration income over the amount distributed to a U.S.
shareholder gives rise to a tax expenditure in the form
of a tax deferral.

GENERAL SCIENCE, SPACE, AND TECHNOLOGY

Expensing R&E expenditures.—Research and ex-
perimentation (R&E) projects can be viewed as invest-
ments because their benefits accrue for several years
when they are successful. It is difficult, however, to
identify whether a specific R&E project is completed
and successful and, if it is successful, what its expected
life will be. For these reasons, the statutory provision
that these expenditures may be expensed is considered
part of the reference law. Under the normal tax meth-
od, however, the expensing of R&E expenditures is
viewed as a tax expenditure. The baseline assumed for
the normal tax method is that all R&E expenditures
are successful and have an expected life of five years.

R&E credit.—Under legislation that expires on July
1, 1995, the tax credit is 20 percent of the qualified
expenditures in excess of each year’'s base amount. This
threshold is determined by multiplying a “fixed-base
percentage” (limited to a maximum of .16 for existing
companies) by the average amount of the company’s
gross receipts for the four preceding years. The “fixed-
base percentage” is the ratio of R&E expenses to gross
receipts for the 1984 to 1988 period. Start-up companies
that did not both incur qualified expenses and have
gross receipts in at least three of the base years are
assigned a “fixed-base percentage” of .03. A similar
credit with its own separate threshold is provided for
taxpayers’ basic research grants to universities. Begin-
ning in 1989, the otherwise deductible qualified R&E
expenditures were reduced by the amount of the credit.

Allocation of R&E expenditures.—Regulations is-
sued in 1977 were designed to achieve a reasonable
allocation of R&E expenses between corporations’ do-
mestic and foreign activities, but successive legislative
and administrative actions suspended this requirement.
Under legislation that expires on July 31, 1995, 50
percent of both U.S.- and foreign-based R&E expenses
were allocated to their respective income sources. The
remaining R&E expenses then had to be allocated on
the basis of gross sales or gross income.

ENERGY

Exploration and development costs.—In the case
of successful investments in domestic oil and gas wells,
intangible drilling costs, such as wages, the costs of
using machinery for grading and drilling, and the cost
of unsalvageable materials used in constructing wells,
may be expensed rather than amortized over the pro-
ductive life of the property.

Integrated oil companies may currently deduct only
70 percent of such costs and amortize the remaining

30 percent over five years. The same rule applies to
the exploration and development costs of surface strip-
ping and the construction of shafts and tunnels for
other fuel minerals.

Percentage depletion.—Independent fuel mineral
producers and royalty owners are generally allowed to
take percentage depletion deductions rather than cost
depletion on limited quantities of output. Under cost
depletion, outlays are deducted over the productive life
of the property based on the fraction of the resource
extracted. Under percentage depletion taxpayers deduct
a percentage of gross income from mineral production
at rates of 22 percent for uranium, 15 percent for oil,
gas and oil shale, and 10 percent for coal. The deduc-
tion is limited to 50 percent of net income from the
property, except for oil and gas where the deduction
can be 100 percent of net property income. Production
from geothermal deposits is eligible for percentage de-
pletion at 65 percent of net income, but with no limit
on output and no limitation with respect to qualified
producers. Unlike depreciation or cost depletion, per-
centage depletion deductions can exceed the cost of the
investment.

Alternative fuel production credit.—A nontaxable
credit of $3 per barrel (in 1979 dollars) of oil-equivalent
production is provided for several forms of alternative
fuels. It is generally available as long as the price of
oil stays below $29.50 (in 1979 dollars).

Oil and gas exception to passive loss limita-
tion.—Although owners of working interests in oil and
gas properties are subject to the alternative minimum
tax, they are exempted from the “passive income” limi-
tations. This means that the working interest-holder,
who manages on behalf of himself and all other owners
the development of wells and incurs all the costs of
their operation, may aggregate negative taxable income
from such interests with his income from all other
sources. Thus, he will be relieved of the minimum tax
rules limit on tax deferrals.

Capital gains treatment of royalties on coal.—
Sales of certain coal under royalty contracts can be
treated as capital gains. While the top statutory rate
on ordinary income is 39.6 percent, the rates on capital
gains are limited to 28 percent.

Tax-exempt bonds for energy facilities.—Certain
energy facilities, such as municipal electric and gas util-
ities, may benefit from tax-exempt financing.

Enhanced oil recovery credit.—A credit is provided
equal to 15 percent of the taxpayer’s costs for tertiary
oil recovery on projects in the United States. Qualifying
costs include tertiary injectant expenses, intangible
drilling and development costs on a qualified enhanced
oil recovery project, and amounts incurred for tangible
depreciable property.
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New technology credits.—A credit of 10 percent is
available for investment in solar and geothermal energy
facilities. In addition, a credit of 1.5 cents is provided
per kilowatt hour of electricity produced from renewable
resources such as wind and biomass. The renewable
resources credit applies only to electricity produced by
a facility placed in service before July 1, 1999.

Alcohol fuel credit—Gasohol, a motor fuel com-
posed of at least 10 percent alcohol, is exempt from
5.4 of the 18.4 cents per gallon Federal excise tax on
gasoline. Smaller exemptions are allowed for motor fuel
with lower alcohol content. There is a corresponding
income tax credit for alcohol used as a fuel in applica-
tions where the excise tax is not assessed. This credit,
equal to a subsidy of 54 cents per gallon for alcohol
used as a motor fuel, is intended to encourage substi-
tution of alcohol for petroleum-based gasoline. In addi-
tion, small producers of ethanol are eligible for a 10
cent per gallon credit.

Credit and deduction for clean-fuel vehicles and
property.—A tax credit of 10 percent is provided for
electric vehicles. In addition, a deduction is provided
for other clean-fuel burning vehicles as well as refueling

property.

Exclusion of utility conservation subsidies.—Sub-
sidies by public utilities for customer expenditures on
energy conservation measures are excluded from the
gross income of the customer.

NATURAL RESOURCES AND ENVIRONMENT

Exploration and development costs.—As is true
for fuel minerals, certain capital outlays associated with
exploration and development of nonfuel minerals may
be expensed rather than depreciated over the life of
the asset.

Percentage depletion.—Most nonfuel mineral ex-
tractors also make use of percentage depletion rather
than cost depletion, with percentage depletion rates
ranging from 22 percent for sulphur down to 5 percent
for sand and gravel.

Capital gains treatment of iron ore and of cer-
tain timber income.—Iron ore and certain timber sold
under a royalty contract can be treated as capital gains.

Mining reclamation reserves.—Taxpayers are al-
lowed to establish reserves to cover certain costs of
mine reclamation and of closing solid waste disposal
properties. Net increases in reserves may be taken as
a deduction against taxable income.

Tax-exempt bonds for pollution control and
waste disposal.—Interest on State and local govern-
ment debt issued to finance private pollution control
and waste disposal facilities was excludable from in-
come subject to tax. This authorization was repealed
for pollution control equipment and limits placed on

the amount of debt that can be issued for private waste
disposal facilities by the Tax Reform Act of 1986.

Expensing multiperiod timber growing costs.—
Generally, costs must be capitalized when goods are
produced for inventory used in one’s own trade or busi-
ness, or under contract to another party. Timber pro-
duction, however, was specifically exempted from these
multiperiod cost capitalization rules, creating a special
benefit derived from this deferral of taxable income.

Credit and seven-year amortization for reforest-
ation.—A special 10 percent investment tax credit is
allowed for up to $10,000 invested annually in clearing
land and planting trees for the ultimate production of
timber. The same amount of forestation investment
may also be amortized over a seven-year period. With-
out this preference, the amount would have to be cap-
italized and could be recovered (deducted) only when
the trees were sold or harvested 20 or more years later.
Moreover, the amount of forestation investment that
is amortizable is not reduced by any of the investment
credit that is allowed.

Historic preservation.—Expenditures to preserve
and restore historic structures qualify for a 20 percent
investment credit, but the depreciable basis must be
reduced by the full amount of the credit taken.

AGRICULTURE

Expensing certain capital outlays.—Farmers, ex-
cept for certain agricultural corporations and partner-
ships, are allowed to deduct certain expenditures for
feed and fertilizer, as well as for soil and water con-
servation measures. Expensing is allowed, even though
these expenditures are for inventories held beyond the
end of the year, or for capital improvements that would
otherwise be capitalized.

Expensing multiperiod livestock and crop pro-
duction costs.—The production of livestock and crops
with a production period of less than two years is ex-
empted from the uniform cost capitalization rules.
Farmers establishing orchards, constructing farm facili-
ties for their own use, or producing any goods for sale
with a production period of two years or more may
elect not to capitalize costs. If they do, they must apply
straight-line depreciation to all depreciable property
they use in farming.

Loans forgiven solvent farmers.—Farmers are
granted special tax treatment by being forgiven the
tax liability on certain forgiven debt. Normally, the
amount of loan forgiveness is accounted for as a gain
(income) of the debtor and he must either report the
gain, or reduce his recoverable basis in the property
to which the loan relates. If the debtor elects to reduce
basis and the amount of forgiveness exceeds his basis
in the property, the excess forgiveness is taxable. How-
ever, in the case of insolvent (bankrupt) debtors, the
amount of loan forgiveness never results in an income
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tax liability.4 Farmers with forgiven debt are considered
insolvent for tax purposes, and thus qualify for income
tax forgiveness.

Capital gains treatment of certain income.—Cer-
tain agricultural income, such as unharvested crops,
can be treated as capital gains.

COMMERCE AND HOUSING

This category includes a number of tax expenditure
provisions that also affect economic activity in other
functional categories. For example, provisions related
to investment, such as accelerated depreciation, could
also have been classified under the energy, natural re-
sources and environment, agriculture, or transportation
categories.

Credit union income.—The earnings of credit
unions not distributed to members as interest or divi-
dends are exempt from income tax.

Bad debt reserves.—Only commercial banks with
less than $500 million in assets, mutual savings banks,
and savings and loan associations are permitted to de-
duct additions to bad debt reserves in excess of actually
experienced losses. The deduction for additions to loss
reserves allowed qualifying mutual savings banks and
savings and loan associations is 8 percent of otherwise
taxable income. To qualify, the thrift institutions must
maintain a specified fraction of their assets in the form
of mortgages, primarily residential.

Interest on life insurance savings.—Savings in the
form of policyholder reserves are accumulated from pre-
mium payments and interest is earned on the reserves.
Such interest income is not taxed as it accrues nor
when received by beneficiaries upon the death of the
insured.

Small property and casualty insurance compa-
nies.— Insurance companies that have annual net pre-
mium incomes of less than $350,000 are exempted from
tax; those with $350,000 to $2,100,000 of net premium
incomes may elect to pay tax only on the income earned
by their investment portfolio.

Insurance companies owned by exempt organiza-
tions.—Generally, the income generated by life and
property and casualty insurance companies is subject
to tax, albeit by special rules. Insurance operations con-
ducted by such exempt organizations as fraternal soci-
eties and voluntary employee benefit associations, how-
ever, are exempted from tax.

Mortgage housing bonds.—Interest on all mortgage
revenue bonds issued by State and local governments
is exempt from taxation. Proceeds are used to finance
homes purchased by first-time buyers—with low to

4The insolvent taxpayer's carryover losses and unused credits are extinguished first,
and then his basis in assets reduced to no less than amounts still owed creditors. Finally,
the remainder of the forgiven debt is excluded from tax.

moderate incomes—of dwellings with prices under 90
percent of the average area purchase price.

There are limits imposed on the amount of tax-ex-
empt State and local government bonds that could be
issued to fund private activity. The volume cap for sin-
gle-family mortgage revenue bonds and multifamily
rental housing bonds is combined with the cap for stu-
dent loans and industrial development bonds (IDBSs).
The cap is set at $50 per capita or a minimum of
$150 million for each State.

States are authorized to issue mortgage credit certifi-
cates (MCCs) in lieu of qualified mortgage revenue
bonds because the bonds are relatively inefficient sub-
sidies to first-time home buyers. MCCs entitle home
buyers to income tax credits for a specified percentage
of interest on qualified mortgage loans. In this way,
the entire amount of the subsidy flows directly to the
home buyer without being partly diverted to financial
middlemen or bondholders. A State cannot issue an
aggregate annual amount of MCCs greater than 25 per-
cent of its annual ceiling for qualified mortgage bonds.
Because of the relationship between MCCs and quali-
fied mortgage bonds, their estimates are presented as
one line item in the tables.

Rental housing bonds.—State and local government
issues of IDBs are restricted to multifamily rental hous-
ing projects in which 20 percent (15 percent in targeted
areas) of the units are reserved for families whose in-
come does not exceed 50 percent of the area’s median
income; or 40 percent for families with incomes of no
more than 60 percent of the area median income. Other
tax-exempt bonds for multifamily rental projects are
generally issued with the requirement that all tenants
must be low or moderate income families. Rental hous-
ing bonds are subject to the volume cap discussed in
the mortgage housing bond section above.

Interest and taxes on owner-occupied homes.—
Owner-occupants of homes may deduct mortgage inter-
est and property taxes on their primary and secondary
residences as itemized nonbusiness deductions. The
mortgage interest deduction is limited to interest on
debt no greater than the owner’s basis in the residence
and, for debt incurred after October 13, 1987, it is
limited to no more than $1 million. Interest on up to
$100,000 of other debt secured by a lien on a principal
or second residence is also deductible, irrespective of
the purpose of borrowing, provided the debt does not
exceed the fair market value of the residence. Mortgage
interest deductions on personal residences are tax ex-
penditures because the taxpayers are not required to
report the value of owner-occupied housing services as
gross income.

Real property installment sales.—Dealers in real
and personal property, i.e., sellers that regularly hold
property for sale or resale, cannot defer taxable income
from installment sales until the receipt of the loan re-
payment. Nondealers, defined as sellers of real property
used in their business, are required to pay interest
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to the Federal Government on deferred taxes attrib-
utable to their total installment obligations in excess
of $5 million. Only properties with sales prices exceed-
ing $150,000 are includable in the total. The payment
of a market rate of interest eliminates the benefit of
the tax deferral. The tax exemption for nondealers with
total installment obligations of less than $5,000,000 is,
therefore, a tax expenditure.

Capital gains on home sales.—When a primary
residence is sold, the homeowner can defer paying a
capital gains tax on the proceeds by purchasing or con-
structing a home of value at least equal to that of
the prior home (net of sales and qualified fix-up ex-
penses) within two years. This deferral is a tax expendi-
ture.

Capital gains on sales by owners aged 55 or
older.—A taxpayer who is 55 years of age or older
at the time of the sale of his residence may elect to
exclude from tax up to $125,000 of the gain from its
sale. This is a once-in-a-lifetime election. In effect, this
provision converts some prior deferrals of tax into for-
giveness of tax.

Passive loss real estate exemption.—In general,
passive losses may not offset income from other sources.
Losses up to $25,000 attributable to certain rental real
estate activity, however, are exempted from this rule.

Accelerated depreciation of real property, ma-
chinery and equipment.—As previously noted, the tax
depreciation allowance provisions are part of the ref-
erence law rules, and thus do not cause tax expendi-
tures under the reference method. Under the normal
tax method, however, a 40-year tax life for depreciable
real property is the norm. So, the statutory depreciation
period in effect from 1987 to 1993 for nonresidential
properties of 31.5 years, and the 39-year period for
property placed in service after February 25, 1993, give
rise to tax expenditures. The statutory depreciation pe-
riod for residential property is 27.5 years, which also
results in tax expenditures. Statutory depreciation of
machinery and equipment also is somewhat accelerated
relative to the normal tax baseline. In addition, tax
expenditures arise from pre-1987 tax allowances for
real and personal property.

Cancellation of indebtedness.—Individuals are not
required to report the cancellation of certain indebted-
ness as current income. However, if they do not, it
would be included as an adjustment in the basis of
the underlying property.

Imputed interest rules.—Under reference law rules
commonly referred to as original issue discount (OID),
both the holder and seller of a financial contract are
generally required to report interest earned in the pe-
riod it accrues, not when the contract payments are
made. Moreover, the amount of interest accruable is
determined by the actual price paid for the contract,

not by the stated or nominal principal and interest
stipulated in the contract.5

Exceptions to the general rules for accounting for
interest expense or income include the following: (a)
permission for the mortgagor of his personal residence
to treat the discount from the nominal principal of his
mortgage loan, commonly called “points,” as prepaid
interest which is deductible in the year paid, not the
year accrued; and (b) sellers of farms and small busi-
nesses worth less than $1 million, in exchange for the
purchaser’s debt obligation, are exempted from the OID
rules. This is $750,000 more than the $250,000 exemp-
tion that the reference tax law generally allows for
such transactions.

Capital gains (other than agriculture, timber,
iron ore and coal).—While the top statutory rate on
ordinary income is 39.6 percent, the rates on capital
gains are limited to 28 percent. This treatment is con-
sidered a tax expenditure under the normal tax method
but not under the reference law method.

Capital gains exclusion for small business
stock.—AnN exclusion of 50 percent is provided for cap-
ital gains from qualified small business stock held by
individuals for more than 5 years. A qualified small
business is a corporation whose gross assets do not
exceed $50 million as of the date of issuance of the
stock. Certain activities such as personal services and
banking are ineligible for the exclusion.

Step-up in basis of capital gains at death.—Cap-
ital gains on assets held at the owner’'s death are not
subject to capital gains taxes. The cost basis of the
appreciated assets is adjusted upward to the market
value at the owner’s date of death. The step-up in the
heir's cost basis means that, in effect, the capital gain
is forgiven.

Carryover basis of capital gains on gifts.—When
a gift is made, the transferred property carries to the
donee the donor's basis—the cost that was incurred
when the property was first acquired. The carryover
of the donor’'s basis allows a continued deferral of unre-
alized capital gains.

Ordinary income treatment of losses from sale
of small business corporate stock shares.—Up to
$100,000 in losses from the sale of such stock may
be treated as ordinary losses, and therefore not be sub-
ject to the $3,000 annual capital loss write-off limit
if the corporation’s capitalization is less than $1 million.

Expensing of certain small investments.—Qualify-
ing investments in tangible property up to $17,500
($10,000 prior to 1993) can be expensed rather than
depreciated over time. To the extent that qualifying

5Thus, when a borrower on December 31, 1994, issues a promise to pay $1,000 plus
interest at 10 percent on December 30, 1995, for a total repayment of $1,100, and accepts
$900 from a lender in exchange for the contract, the rules require that both parties: (a)
recognize that $900 is the amount lent, so that the effective loan interest rate is not
the nominal 10 percent rate but is 22.2 percent; and (b) both report $200 as interest
paid or received in 1995, as the case may be.
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investment during the year exceeds $200,000, the
amount eligible for expensing is decreased. The amount
expensed is completely phased out when qualifying in-
vestments exceed $217,500.

Business start-up costs.—When an individual or
corporation acquires or otherwise enters into a new
business, certain start-up expenses, such as the costs
of investigating opportunities and legal services, are
normally incurred. The taxpayer may elect to amortize
these outlays over 60 months although they are similar
to other payments he makes for nondepreciable intangi-
ble assets that are not recoverable until the business
is sold. Under the normal tax method this gives rise
to a tax expenditure, while under the reference method
it does not.

Graduated corporation income tax rate sched-
ule.—The schedule is graduated, with rates of 15 per-
cent on the first $50,000 of taxable income, 25 percent
on the next $25,000, 34 percent on the next $9.925
million, and a rate of 35 percent on income over $10
million. As compared with a flat 35 percent tax rate,
the lower rates provide a $111,000 reduction in tax
liability for corporations with taxable incomes of $10
million. This benefit is recaptured in the cases of cor-
porations with taxable incomes exceeding $100,000.
This is accomplished by (1) a 5 percent additional tax
on corporate incomes in excess of $100,000, but less
than $335,000 and (2) a 3 percent additional tax on
income over $15 million but less than $18.33 million.
At this point the $111,000 is fully recaptured. Since
this rate schedule is part of the reference tax law, it
does not give rise to a tax expenditure under the ref-
erence method. A flat corporation income tax rate is
taken as the baseline under the normal tax method;
therefore the lower rates do yield a tax expenditure
under this concept.

Small issue industrial development bonds.—The
interest on small issue industrial development bonds
(IDBs) issued by State and local governments to finance
private business property is excluded from income sub-
ject to tax. Depreciable property financed with small
issue IDBs must be depreciated, however, using the
straight-line method. The tax exemption of small issue
bonds expired in 1986, except for small issue IDBs ex-
clusively issued to finance manufacturing facilities for
which the tax exemption is permanent. The annual vol-
ume of small issue IDBs is subject to the unified vol-
ume cap discussed in the mortgage housing bond sec-
tion above.

Deferral of gains from sale of broadcasting fa-
cility to minority owned business.—The voluntary
sale of assets generally requires the seller to pay tax
on the gain that has accrued over the period of owner-
ship. However, in the case of an involuntary sale, as
when an owner’s property must be sold in a condemna-
tion preceding, or to implement a change in a govern-
ment's regulatory policy, the owner is permitted to

defer payment of tax, provided the proceeds are rein-
vested in similar property within a specified period.
In 1979, the Federal Communications Commission in-
stituted a policy of encouraging minority group owner-
ship of broadcast licenses. Since that time, the tax laws
have been interpreted to permit voluntary sellers of
licensed broadcasting facilities to defer payment of cap-
ital gains tax when the buyer has been certified as
a “minority business,” in effect treating the sale as
“involuntary.”

Treatment of Alaskan Native Corporations
losses.—Tax law restricts the ability of profitable cor-
porations to reduce their tax liabilities by merging or
buying corporations with accumulated net operating
losses (NOLs) and as yet unrefunded claims to invest-
ment credits. Alaska Native Corporations have a lim-
ited exemption (fifteen years after the NOL or credit
claim was first experienced) from these restrictions that
includes NOLs and credits claimable prior to April 26,
1988.

TRANSPORTATION

Shipping companies that are U.S. flag car-
riers.—Certain companies that operate U.S. flag ves-
sels receive a deferral of income taxes on that portion
of their income used for shipping purposes, primarily
construction, modernization and major repairs to ships,
and repayment of loans to finance these qualified in-
vestments. Once indefinite, the deferral has been lim-
ited to 25 years since January 1, 1987.

Exclusion of reimbursed employee parking ex-
penses.—Parking at or near an employer's business
premises that is paid for by the employer is excludable
from the income of the employee as a working condition
fringe benefit. The maximum amount of the parking
exclusion is $155 month (in 1993 dollars), indexed in
$5 increments. The tax expenditure estimate does not
include parking at facilities owned by the employer.

Exclusion of employer-provided transit passes.—
Transit passes, tokens, and fare cards provided by an
employer to defray an employee’'s commuting costs are
excludable from the employee’s income as a de minimis
fringe benefit, if the total value of the benefit does
not exceed $60 per month (in 1993 dollars), indexed
in $5 increments.

COMMUNITY AND REGIONAL DEVELOPMENT

Low-income housing investment.—Through 1989,
a tax credit for investment in new, substantially reha-
bilitated, and certain unrehabilitated low-income hous-
ing was structured to have a present value of 70 per-
cent of construction or rehabilitation costs incurred and
was allowed over 10 years. For Federally subsidized
projects and those involving unrehabilitated existing
low income housing, the credit was structured to have
a present value of 30 percent. Beginning on January
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1, 1990, the credit was extended at a present value
of 70 percent, including projects financed with other
Federal subsidies, but only if substantial rehabilitation
was done. Notwithstanding the capital grant character
of this subsidy, the investor’'s recoverable basis is not
reduced by the substantial credit allowed.

Rehabilitation of structures.—A 10 percent invest-
ment tax credit is available for the rehabilitation of
buildings that are used for business or productive ac-
tivities and that were erected before 1936 for other
than residential purposes. A full reduction by the
amount of the credit is required in the taxpayer’s recov-
erable basis.

Tax-exempt bonds for airports and similar fa-
cilities.—Government-owned airports, docks and
wharves, as well as high-speed rail facilities that need
not be government-owned, may be financed with tax-
exempt bonds. These bonds are not covered by a volume
cap.

Exemption of certain mutuals’ and cooperatives’
income.—The incomes of mutual and cooperative tele-
phone and electric companies are exempted from tax
if at least 85 percent of their revenues are derived
from patron service charges.

Empowerment zones—Qualifying businesses in des-
ignated economically depressed areas can receive tax
benefits such as an employer wage credit, increasing
expensing of investment in equipment, tax-exempt fi-
nancing, and accelerated depreciation. In addition, a
tax credit for contributions to certain community devel-
opment corporations can be available.

EDUCATION, TRAINING, EMPLOYMENT, AND SOCIAL
SERVICES

Scholarship and fellowship income.—Scholar-
ships and fellowships are not excluded from taxable
income to the extent they exceed tuition and course-
related expenses of the grantee. From an economic
point of view, scholarships and fellowships are either
gifts not conditioned on the performance of services,
or they are rebates of educational costs. Thus, under
the reference law method, the exclusion is not a tax
expenditure because this method does not include either
gifts or price reductions in a taxpayer's gross income.
Under the normal tax method, however, the exclusion
is considered a tax expenditure because under this
method gift-like transfers of government funds—and
many scholarships are derived directly or indirectly
from government funding—are included in gross in-
come.

Tax-exempt bonds for educational purposes.—In-
terest on State and local government debt issued to
finance student loans or the construction of facilities
used by private nonprofit educational institutions is ex-
cluded from income subject to tax. The aggregate vol-

ume of such private activity bonds that each State may
issue during any calendar year is limited.

U.S. savings bonds for education.—Interest on
U.S. savings bonds, issued after December 31, 1989,
may be excluded from tax if the bonds, plus accrued
interest, are transferred to an educational institution
as payment for educational expenses. The exclusion
from tax is phased out for joint returns with adjusted
gross incomes of $63,450 to $93,450 and $42,300 to
$57,300 for single and head of household returns in
1994.

Dependent students age 19 or older.—Taxpayers
can claim personal exemptions for dependent children
age 19 or over who receive parental support payments
of $1,000 or more per year, are full-time students, and
do not claim a personal exemption on their own tax
returns. This preferential arrangement usually gen-
erates tax savings because the students’ marginal tax
rates are more often than not lower than their parents’
marginal tax rates.

Charitable contributions.—Contributions to chari-
table, religious, and certain other nonprofit organiza-
tions are allowed as an itemized deduction for individ-
uals, generally up to 50 percent of adjusted gross in-
come. Taxpayers who donate capital assets to charitable
or educational organizations can deduct the assets’ cur-
rent value without the taxation of any appreciation in
value. Corporations can also deduct charitable contribu-
tions up to 10 percent of their pre-tax income. Tax
expenditures resulting from the deductibility of con-
tributions are shown separately for educational and
other institutions. Contributions to health institutions
are reported under the health function.

Employer provided benefits.—Many employers pro-
vide employee benefits that are not counted in employee
income. The employers’ costs for these benefits are de-
ductible business expenses. The exclusion from an em-
ployee’s income of the value of educational assistance,
child care, meals and lodging, as well as ministers’
housing allowances and the rental value of parsonages
are tax expenditures. The exclusion for educational as-
sistance expired on December 31, 1994. Health and
other insurance benefits are reported under the health
and income security functions. Certain parking and
transit benefits are reported under the transportation
function.

Targeted jobs credit.—Employers may claim a tax
credit for qualified wages paid to individuals who began
work before January 1, 1995, and who are certified
as members of various targeted groups. The amount
of the credit that may be claimed is 40 percent of the
first $3,000 paid during the first year of employment.
The 40 percent credit also applies to the summer em-
ployment wages paid 16 and 17 year old youths who
are members of low income families. Employers must
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reduce their deduction for wages paid by the amount
of the credit claimed.

Child and dependent care expenses.—A tax credit
may be claimed by married couples for child and de-
pendent care expenses incurred when one spouse works
full time and the other works at least part time or
goes to school. The credit may also be claimed by di-
vorced or separated parents who have custody of chil-
dren, and by single parents. Expenditures up to a maxi-
mum $2,400 for one dependent and $4,800 for two or
more dependents are eligible for the credit. The credit
is equal to 30 percent of qualified expenditures for tax-
payers with incomes of $10,000 or less. The credit is
reduced to a minimum of 20 percent by one percentage
point for each $2,000 of income between $10,000 and
$28,000.

Disabled access expenditures.—A credit is pro-
vided of 50 percent of eligible disabled access expendi-
tures in excess of $250. The credit is limited to $5,000.

Costs of removing architectural barriers to the
handicapped.—The investment cost of making any
business accessible to persons suffering physical or
mental disabilities may be deducted, rather than cap-
italized as part of the taxpayer’s basis in such property
and recovered by subsequent depreciation allowances,
as is generally required.

Foster care payments.—Foster parents provide a
home and care for children who are wards of the State,
under contract with the State. Compensation received
for this service is explicitly excluded from the gross
incomes of foster parents, making the expenses they
incur nondeductible. This activity is, in effect, tax-ex-
empt.

HEALTH

Employer paid medical insurance and ex-
penses.—Employee compensation, in the form of pay-
ments by employers for health insurance premiums and
other medical expenses, is deducted as a business ex-
pense by employers, but it is not included in employee
gross income.

Medical care expenses.—Personal expenditures for
medical care (including the costs of prescription drugs)
exceeding 7.5 percent of the taxpayer’'s adjusted gross
income are deductible.

Tax-exempt bonds for hospital construction.—In-
terest earned on State and local government debt is-
sued to finance hospital construction is excluded from
income subject to tax.

Charitable contributions to health institu-
tions.—Contributions to nonprofit health institutions
are allowed as a deduction for individuals and corpora-
tions. Tax expenditures resulting from the deductibility
of contributions to other charitable institutions are list-

ed under the education, training, employment, and so-
cial services function.

Orphan drugs.—To encourage the development of
drugs for the treatment of rare diseases or physical
conditions, a tax credit is granted equal to 50 percent
of the costs for clinical testing that has to be completed
before manufacture and distribution are approved by
the Food and Drug Administration. Because the drug
firm is not required to reduce its deduction for testing
expenses (an R&D expenditure) by the amount of this
credit, the private cost of clinically testing orphan drugs
is reduced substantially. This tax expenditure expired
December 31, 1994.

Blue Cross and Blue Shield.—Although these orga-
nizations are not qualified as exempt, they are provided
exceptions from otherwise applicable insurance com-
pany income tax accounting rules that effectively elimi-
nate their tax liabilities.

INCOME SECURITY

Railroad retirement benefits.—These benefits are
not generally subject to the income tax unless the re-
cipient’s gross income reaches a certain threshold dis-
cussed more fully under the social security function.

Workmen’s compensation benefits.—Workmen's
compensation provides payments to disabled workers.
These benefits, although income to the recipients, are
a tax preference because they are not subject to the
income tax.

Public assistance benefits.—The exclusion from
taxable income of public assistance benefits received
by individuals is listed as a tax expenditure under the
normal tax method because, under this method, cash
transfers from government are included in gross in-
come. In contrast, gifts not conditioned on the perform-
ance of services, including transfers from government,
are not taxable under the reference law. Therefore,
under the reference tax method, the tax exclusion for
public assistance benefits is not shown as a tax expend-
iture.

Special benefits for disabled coal miners.—Dis-
ability payments to former coal miners out of the Black
Lung Trust Fund, although income to the recipient,
are not subject to the income tax.

Military disability pensions.—Most of the military
pension income received by current disabled retired vet-
erans is excluded from their income subject to tax.

Pension contributions and earnings.—Certain
employer contributions to pension plans, along with in-
dividual contributions to individual retirement accounts
(IRAs) and amounts set aside by the self-employed, are
excluded from adjusted gross income in the year of
contribution. The investment income earned by pension
funds and other qualifying retirement plans is not tax-
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able when earned, and this deferral is, therefore, also
a tax expenditure.

Limited amounts ($9,240 in 1995) can be excluded
from an employee’s adjusted gross income under a
gualified cash or deferred arrangement with the em-
ployer (401(k) plan). An employee’s own contribution
of no more than $9,500 or the 401(k) limitation (which-
ever is greater) may be excluded annually from an em-
ployee's adjusted gross income when placed in a tax-
sheltered annuity (403(b) plan).

Employees may deduct annual contributions to an
IRA of $2,000 (or 100 percent of compensation, if less),
or $2,250 on a joint return with only one spouse earn-
ing income, if: (a) neither the individual or spouse is
an active participant in an employer-provided retire-
ment plan; or (b) their adjusted gross income falls below
$40,000 ($25,000 for a single taxpayer). The allowable
IRA deduction is phased out between $40,000 and
$50,000 for a joint return and $25,000 and $35,000
for a single return. Beyond these income limits, non-
deductible contributions to IRAs are available to tax-
payers who are active participants in employer-provided
retirement plans. Self-employed persons can make de-
ductible contributions to their own retirement (Keogh)
plans equal to 25 percent of their income, up to a maxi-
mum of $30,000 per year.

Employer provided insurance benefits.—Many
employers cover part or all the cost of premiums or
payments for: (a) employees’ life insurance benefits; (b)
accident and disability benefits; (c) death benefits; and
(d) supplementary unemployment benefits. The
amounts are deductible by the employers and are ex-
cluded as well from employees’ gross incomes for tax
purposes.

Employer Stock Ownership Plan (ESOP) provi-
sions.—A special type of employee benefit plan, orga-
nized as a trust, is tax-exempt. Employer-paid contribu-
tions (the value of stock issued to the ESOP) are de-
ductible by the employer as part of employee compensa-
tion costs. They are not included in the employees’ gross
income for tax purposes, however, until they are paid
out as benefits. The following special income tax provi-
sions for ESOPs are intended to increase ownership
of corporations by their employees: (1) annual employer
contributions are subject to less restrictive limitations
(percentages of employees’ cash compensation); (2)
ESOPs may borrow to purchase employer stock, guar-
anteed by their agreement with the employer that the
debt will be serviced by his payment (deductible by
him) of a portion of wages (excludable by the employ-
ees) to service the loan; (3) ESOPSs’ lenders may exclude
half the interest from their gross income; (4) employees
who sell appreciated company stock to the ESOP may
defer any taxes due until they withdraw benefits; and
(5) dividends paid to ESOP-held stock are deductible
by the employer.

Support of the aged and the blind.—Taxpayers
who are blind or 65 years of age or older may take

an additional $950 standard deduction if single, or $750
if married. In addition, individuals who are 65 years
of age or older, or who are permanently disabled, can
take a tax credit equal to 15 percent of the sum of
their earned and retirement income. Qualified income
is limited to no more than $2,500 for single individuals
or married couples filing a joint return where only one
spouse is 65 years of age or older, and up to $3,750
for joint returns where both spouses are 65 years of
age or older. These limits are reduced by one-half of
the taxpayer’'s adjusted gross income over $7,500 for
single individuals and $10,000 for married couples fil-
ing a joint return.

Casualty losses.—Neither the purchase of property
nor insurance premiums to protect its value are deduct-
ible as costs of earning income; therefore, reimburse-
ment for insured loss of such property is not reportable
as a part of gross income. However, a special provision
permits relief for taxpayers suffering an uninsured loss.
They may deduct casualty and theft losses of more than
$100 each, but only to the extent that total losses dur-
ing the year exceed 10 percent of adjusted gross income.

Earned income credit.—This credit may be claimed
by low income workers. For a family with one qualify-
ing child, the credit is 34 percent of the first $6,160
of earned income in 1995. The credit is 36 percent
of the first $8,640 of income for a family with two
or more qualifying children. When the taxpayer’s in-
come exceeds $11,290, the credit is phased out at the
rate of 15.98 percent (20.22 percent if two or more
qualifying children are present). It is completely phased
out at $24,396 of adjusted gross income ($26,673 if two
or more qualifying children are present).

Beginning in 1994, the credit may also be claimed
by workers who do not have children living with them.
Qualifying workers must be at least age 25 and may
not be claimed as a dependent on another taxpayer’s
return. The credit is not available to workers age 65
or older. In 1995, the credit is 7.65 percent of the first
$4,100 of earned income. When the taxpayer’s income
exceeds $5,130, the credit is phased out at the rate
of 7.65 percent. It is completely phased out at $9,230
of adjusted gross income.

For workers with or without children, the income
level at which the credit's phase-outs begin and the
maximum amounts of income on which the credit can
be taken are adjusted for inflation. Earned income tax
credits in excess of tax liabilities are refundable to indi-
viduals, and as such are paid by the Federal Govern-
ment. This portion of the credit is included in outlays,
while the amount that offsets tax liabilities is shown
as a tax expenditure.

SOCIAL SECURITY

Old Age and Survivors Insurance (OASI) bene-
fits for retired workers.—Social security benefits that
exceed the beneficiary’s contributions out of taxed in-
come are deferred employee compensation and the de-
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ferral of tax on that compensation is a tax expenditure.
These additional retirement benefits are paid for partly
by employers’ contributions that were not included in
employees’ taxable compensation. Portions (reaching as
much as 85 percent) of recipients’ social security and
tier 1 railroad retirement benefits are included in the
income tax base, however, if the recipient’s provisional
income exceeds certain base amounts. Provisional in-
come is equal to adjusted gross income plus foreign
or U.S. possession income and tax-exempt interest, and
one half of social security and tier 1 railroad retirement
benefits. The tax expenditure is limited to the portion
of the benefits received by taxpayers who are below
the base amounts at which 85 percent of the benefits
are taxable.

Social Security benefits for the disabled, depend-
ents and survivors.—Benefit payments from the So-
cial Security Trust Fund, for disability and for depend-
ents and survivors, are excluded from the beneficiaries’
gross incomes, and thus give rise to tax expenditures.

VETERANS BENEFITS AND SERVICES

Veterans benefits.—All compensation due to death
or disability and pensions paid by the Veterans Admin-
istration are excluded from taxable income.

Tax-exempt mortgage bonds for veterans.—Inter-
est earned on general obligation bonds issued by State
and local governments to finance housing for veterans
is excluded from taxable income. The issuance of such
bonds is limited, however, to five pre-existing State pro-
grams and to amounts based upon previous volume lev-

els for the period January 1, 1979 to June 22, 1984.
Furthermore, future issues are limited to veterans who
served on active duty before 1977.

GENERAL GOVERNMENT

Public purpose State and local debt.—Interest on
State and local government debt, issued to finance gov-
ernment activities, is excluded from Federal taxation.
State and local governments, therefore, can sell debt
obligations at a lower interest cost than would be pos-
sible if such interest were subject to tax. Only the ex-
cluded interest on bonds for public purposes, such as
schools, roads, and sewers, is included here.

Nonbusiness State and local taxes excluding
home-owner property taxes.—The deductibility of
nonbusiness State and local income and personal prop-
erty taxes gives indirect assistance to these govern-
ments by reducing the costs of the services they pro-
vide.

Business income earned in U.S. possessions.—
Under certain conditions, U.S. corporations receiving
income from an active trade or business, or from invest-
ments located in a U.S. possession, can claim a special
credit against U.S. tax otherwise due.

INTEREST

U.S. savings bonds.—The interest on U.S. savings
bonds is not taxable until the bonds are redeemed,
thereby deferring tax liability. The deferral is equiva-
lent to an interest-free loan and, therefore, it is a tax
expenditure.

TAX EXPENDITURES IN THE UNIFIED TRANSFER TAX

Exceptions to the general terms of the Federal unified
transfer tax favor particular transferees or dispositions
of transferors, similar to Federal direct expenditure or
loan programs. The transfer tax provisions identified
as tax expenditures satisfy the reference law criteria
for inclusion in the tax expenditure budget that were
described above. There is no generally accepted normal
tax baseline for transfer taxes.

Unified Transfer Tax Reference Rules

The reference tax rules for the unified transfer tax
from which departures represent tax expenditures in-
clude:

» Definition of the taxpaying unit. The payment of
the tax is the liability of the transferor whether
the transfer of cash or property was made by gift
or bequest.

e Definition of the tax base. The base for the tax
is the transferor's cumulative, taxable lifetime
gifts made plus the net estate at death. Gifts in
the tax base are all annual transfers in excess
of $10,000 to any donee except the donor’s spouse.

Excluded are, however, payments on behalf of
family members’ educational and medical ex-
penses, as well as the cost of ceremonial gather-
ings and celebrations that are not in honor of
the donor.

* Property valuation. In general, property is valued
at its fair market value at the time it is trans-
ferred. This is not necessarily the case in the valu-
ation of property for transfer tax purposes. Execu-
tors of estates are provided the option to value
assets at the time of the testator’s death or up
to six months later.

* Tax rate schedule. A single graduated tax rate
schedule applies to all taxable transfers. This is
reflected in the name of the “unified transfer tax”
that has replaced the former separate gift and
estate taxes. The tax rates vary from 18 percent
on the first $10,000 of aggregate taxable transfers,
to 55 percent on amounts exceeding $3 million.
A $192,800 lifetime credit is provided against the
tax in determining the final amount of transfer
taxes that are due and payable. This allows each
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taxpayer to make a $600,000 tax-free transfer of
assets that otherwise would be liable to the uni-
fied transfer tax.6

e Time when tax is due and payable. Donors are
required to pay the tax annually as gifts are
made. The generation-skipping transfer tax is pay-
able by the donees whenever they accede to the
gift. The net estate tax liability is due and payable
within nine months after the decedent's death.
The Internal Revenue Service may grant an exten-
sion of up to 10 years for a reasonable cause.
Interest is charged on the unpaid tax liability at
a rate equal to the cost of Federal short-term bor-
rowing, plus three percentage points.

Tax Expenditures by Function

The estimates of tax expenditures in the Federal uni-
fied transfer tax for fiscal years 1994-2000 are dis-
played by functional category in table 5-5. Outlay
equivalent estimates are similar to revenue loss esti-
mates for transfer tax expenditures and, therefore, are
not shown separately. A description of the provisions
follows.

NATURAL RESOURCES AND ENVIRONMENT

Donations of conservation easements.—Bequests
for conservation are excluded from taxable estates. A
conservation bequest is the value of property and ease-
ments (in perpetuity) to such property the use of which
is restricted to any one or more of the following: the
public for outdoor recreation; protection of the natural
habitats of fish, wildlife, plants, etc.; scenic enjoyment
of the public; and preservation of historic land areas
and structures. Similar conservation gifts are excluded
from the gift tax base and are also deductible from

6An additional tax, at a flat rate of 55 percent, is imposed on lifetime, generation-
skipping transfers in excess of $1 million. It is considered a generation-skipping transfer
whenever the transferee is at least two generations younger than the transferor, as it
would be in the case of transfers to grandchildren or great-grandchildren. The liability
of this tax is on the recipients of the transfer.

TABLE 5-5.

the donor’'s otherwise taxable income in the year of
the gift.

AGRICULTURE

Special use valuation of farms.—Farmland owned
and operated by a decedent and/or a member of the
family may be valued for estate tax purposes on the
basis of its “continued use” as a farm if: the farmland
is at least 25 percent of the decedent's gross estate;
the entire value of all farm property is at least 50
percent of the gross estate; and family heirs to the
farm agree to continue to operate the property as a
farm for at least 10 years. Since continued use valu-
ation of farmland is frequently substantially less than
the fair market value, the resulting reduction in tax
liability serves as a subsidy to the continued operation
of family farms.

Tax deferral of closely held farms.—Decedents’ es-
tates may use a preferential, extended installment pay-
ment period of five to 15 years to discharge estate tax
liabilities if the value of the farm properties exceeds
35 percent of the net estates. The interest charged is
only 4 percent for the first five years, rather than the
standard Federal short-term borrowing rate plus three
percentage points, which applies during the last 10
years of the repayment period.

COMMERCE AND HousING CREDIT

Special use valuation of closely held busi-
nesses.—The two estate tax incentives to family farm-
ing are also available to the estates of owners of non-
farm family businesses. If the same three conditions
previously described are met, the real property in their
estates is eligible for continued use valuation.

Tax deferral of closely held businesses.—Nonfarm
family businesses that satisfy the net estate require-
ments qualify for preferential 15 year deferred estate

REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES IN THE FEDERAL UNIFIED TRANSFER TAX

(In millions of dollars)

Fiscal Years

Provision

1994

Natural Resources and Environment:

Deductions for donations of conservation easements
Agriculture:

Special use valuation of farm real property

Tax deferral of closely held farms ...
Commerce:

Special use valuation of real property used in closely held businesses .....

Tax deferral of closely held BUSINESS ...
Education, training, employment, and social services:

Deduction for charitable contributions (education)

Deduction for charitable contributions (other than education and health) ...
Health:

Deduction for charitable contributions (health) ...
General government:

Credit for State death taXes ...

1995 1996 1997 1998 1999 2000 1996-2000

70 75 80 85 90 95 100 450

55 60 65 70 75 80 85 375

20 20 20 25 25 25 25 120

10 10 10 10 15 15 15 65
530 580 620 660 700 750 800 3,530
1,565 1,700 1,820 1,945 2,065 2,200 2,350 10,380
480 525 565 610 650 700 755 3,280
2,975 3,275 3,525 3,800 4,090 4,380 4,695 20,490

* $2.5 million or less.
Note: All estimates have been rounded to the nearest $5 million.
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tax payment. To be eligible for this special provision,
the value of stock in closely held corporations must
exceed 35 percent of the decedent’s gross estate, less
debt and funeral expenses.

EDUCATION, TRAINING, EMPLOYMENT, AND SOCIAL
SERVICES

Bequests to tax-exempt organizations.—These be-
guests are deductible from decedent’s otherwise taxable
lifetime transfers.

HEALTH

Bequests to health providers.—Such bequests, that
are exempt from the income tax, are deductible from
otherwise taxable lifetime transfers of decedents.

GENERAL GOVERNMENT

State and local death taxes.—A credit is allowed
for state death taxes against any Federal estate tax
that otherwise would be due. The amount of the state
death tax credit is determined by a rate schedule that
reaches a limit of 16 percent of the taxable estate in
excess of $60,000.
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TABLE 5-6. MAJOR TAX EXPENDITURES IN THE INCOME TAX, RANKED BY TOTAL 1996 REVENUE LOSS

(In millions of dollars)

Provision 1996 1996-2000
Exclusion of employer contributions for medical insurance premiums and medical care 66,620 398,090
Net exclusion of employer pension plan contributions and earnings 59,010 299,700
Deductibility of mortgage interest on owner-occupied homes 54,165 303,350
Step-up basis of capital gains at death 29,480 153,250
Deductibility of nonbusiness State and local taxes other than on owner-occupied homes 28,795 161,255
Deductibility of charitable contributions (all types) 24,145 135,180
Accelerated depreciation of machinery and equipment (normal tax method) 20,850 120,060
Deferral of capital §AINS 0N NOME SAIES ......c..cuiiiuierieireieiei sttt bbbt bbbt 17,850 93,915
Exclusion of OASI benefits fOr retired WOTKETS ..o bbb 17,395 94,885
Deductibility of State and local property tax on OWNEr-0CCUPIE NOMES .........civuiuriiiiireiiiinitiesie bbb 15,680 87,825
Exclusion of interest on public purpose State and 10Cal AEDE ..o s 12,690 67,940
Exclusion of interest 0N life iNSUTANCE SAVINGS ........cvuieriiiiiriiiiiiisesiseiss ettt 11,160 64,840
Exclusion of interest on State and local debt for various NON-PUBIC PUIPOSES ....c.ucvuvereiiiiririssississssessessse st nsnes 7,405 36,020
Net exclusion of Individual Retirement Account conbtributions and AMINGS .......c..cvuevriiiereiriiirie et 6,375 27,090
Capital gains (other than agriculture, timber, iron ore, and coal) (normal tax MEthOd) .......c.cccreeirineinrie s 6,205 32,660
EArNEd INCOME CEAIEL ....ouiiiiiiiiici bbb bbb 5,740 33,245
Exclusion of capital gains on home sales for Persons age 55 @NG OVET ..ottt 4,920 25,245
Exclusion of workmen's COMPENSAtION DENETILS .........uiuuiiiiriiriiieii ettt 4,860 26,955
Net exclusion of Keogh plan contributions and earnings 4,825 28,125
Accelerated depreciation of buildings other than rental housing (normal tax method) 4,385 13,465
Exception from passive loss rules for $25,000 of rental 0SS .................. 4,170 20,495
Graduated corporation income tax rate (normal tax method) .. 4,120 21,990
Deductibility of medical expenses 3,965 23,400
Exclusion of social security benefits for dependents and survivors 3,730 20,775
Premiums on group term life INSUrANCE ........ccoveveevrrneecrneiriinnes 3,020 16,660
Credit for child and dependent care expenses 2,995 15,630
Tax credit for corporations receiving income from doing business in U.S. possessions 2,680 14,300
Credit for low-income housing investments 2,600 15,875
Expensing of research and experimentation expenditures (normal taX MEthOT) ... 2,560 14,715
Exclusion of income earned abroad by United SEAtES CIIZENS ........ccoviuiiiiiiiiiiniicsi bbb 2,125 11,955
Exclusion of social security disability insurance benefits 2,100 12,650
Exclusion of benefits and allowances to armed forces personnel 2,020 10,245
Exclusion of reimbursed employee parking expenses 2,015 10,945
Exclusion of veterans disability compensation ..........cccccvrenerninninnen. 1,930 10,445
Deferral of income from controlled foreign corporations (normal tax method) 1,800 11,000
Special ESOP rules (other than investment credit) 1,680 7,195
Additional deduction for the elderly ..........cccccovuniennee 1,510 7,655
Exclusion of income of foreign sales corporations 1,500 8,500
Deferral of interest on savings bonds 1,470 8,720
Accelerated depreciation on rental housing (normal tax method) 1,425 8,690
Inventory property SaleS SOUICE FUIES EXCEPLON ......c.uiuuiiieriiirireiieiie ittt es bbb bbb 1,400 8,000
Excess of percentage over cost depletion (fuel and NONFUEL MINETAIS) ........ccceriiriumiiiiiii e 1,240 6,860
Expensing of certain small investments (normal tax method) 1,070 3,190
Alternative fuel production credit 1,000 4,630
Deferral of income from post 1987 installment sales 950 4,900
Exemption of credit union iNCOME .......ccoovvvvinrnrinreereee e 940 5,750
Exclusion of scholarship and fellowship income (normal tax method) 835 4,260
Parental personal exemption for students age 19 or over 825 4,470
Exclusion of employer provided child care 775 4,475
Credit for increasing research activities ..........c.ccevevvvreeens 675 1,125
Exclusion of public assistance benefits (normal tax method) 590 3,455
Exclusion of employee meals and lodging (other than military) 575 3,205
EMPOWEIMENE ZONES .....vvvrieieieiseiseieeiiseses e 440 2,740
Exclusion of railroad retirement system benefits 425 2,170
Expensing of multiperiod timber growing costs 395 2,195
Targeted jobs credit 325 440
Deferral of gains from sale of broadcasting facilities to minority OWNEd DUSINESS ........cc.virieiiriieiie e 315 1,730
Deductibility OF CASUAILY I0SSES .....cuuvuuivriiriiiiiiiisieiiei bbb 315 1,575
Exclusion of parsonage allowances 285 1,615
Tax exemption of certain insurance companies 240 1,280
Amortization of start-up Costs (NOTMal taX METNOM) ......cvuvurieriieiieiieiiei bbb bbb 190 985
Exclusion from income of conservation subsidies provided by public ULIIHES ..........ccviiiiiiiiinic e 175 955
Credit for disabled access expenditures 160 825
Premiums on accident and disability insurance 155 875
Permanent exceptions from imputed interest rules 150 780
Special Blue Cross/Blue Shield deduction ............ 140 785
Carryover basis of capital gains on gifts 135 725
Exclusion of military disability pensions 130 650
Capital gains treatment of certain agricultural income 125 700
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TABLE 5-6. MAJOR TAX EXPENDITURES IN THE INCOME TAX, RANKED BY TOTAL 1996 REVENUE LOSS—Continued
(In millions of dollars)
Provision 1996 1996-2000
Tax incentives for preservation of historic structures 125 585
New technology credit 115 665
Small life insurance company deduction ... 115 640
Exception from passive loss limitation for working |nterests in oil and gas properties 110 665
Interest allocation rules exception for certain financial operations 95 475
Exclusion of special benefits for disabled coal miners 90 415
Expensing of certain multiperiod production costs 80 410
Enhanced oil recovery credit 80 390
Investment credit for rehabilitation of structures (Other than NISLOMC) ..ot 80 370
Exclusion of Gl bill benefits 75 425
Cancellation of indebtedness ... 75 120
Exclusion of veterans pensions ... 70 385
Tax credit and deduction for clean-fuel burnlng vehicles and properties 65 370
Expensing of certain capital outlays 65 335
Excess bad debt reserves of financial institutions 60 350
Tax credit for the elderly and disabled 60 320
Exclusion for employer-provided transit passes . 50 400
Special rules for mining reclamation reserves 50 250
Expensing of exploration and development costs (fuel and nonfuel minerals) 45 735
Alcohol fuel credit2 45 245
Investment credit and seven-year amortization for reforestation expenditures 40 230
Exclusion of certain foster care payments 35 190
Additional deduction for the blind 35 185
Exclusion of employer provided death benefits ... 35 185
Ordinary income treatment of loss from small business corporation stock sale 35 180
Income of trusts to finance supplementary unemployment benefits 35 175
Exemption of certain mutuals’ and cooperatives’ income 30 170
Expensing of costs of removing certain architectural barriers to the handicapped 20 100
Treatment of Alaska Native COrPOrations ...........ccoeeeereeereneieineeseeneineineins 20 55
Capital gains treatment of certain timber income 15 75
Deferral of tax on shipping companies ........... 15 75
Capital gains treatment of royalties on coal ... 15 75
Treatment of loans forgiven solvent farmers as if insolvent 10 50
Exclusion of interest on savings bonds transferred to educational institutions 5 55
Special alternative tax on small property and casualty insurance companies . 5 25
Capital gains exclusion 0f SMall COMPOTAtION STOCK ...........uvuureueuurieeriieiseiiesieei et bbbt * 280

* $2.5 million or less.

1The effect of the earned income tax credit on outlays is $20,230 million in 1996 and $117,870 million for 1996-2000.

2In addition, the partial exemption from the excide tax for alcohol fuels results in a reduction in excise tax receipts for 1996 of $725 million.

Note: Provisions with estimates denoted normal tax method have no revenue loss under the reference tax law method.

All estimates have been rounded to the nearest $5 million.

Figures in table 5-6 are the arithmetic sums of corporate and individual income tax revenue loss estimates from table 6-2, and do not reflect possible interactions across these two taxes.
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6. FEDERAL SPENDING BY FUNCTION, SUBFUNCTION, AND MAJOR PROGRAM
TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM

(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
050 National defense:
051 Department of Defense—Military:
Military PErSONNEL ........coceeeireienereses s
Operation and maintenance
Procurement
Research, development, test and evaluation .
Military CONSITUCHION ......vuvericererrcieeeireiice s
Family housing
Voluntary Separation Incentive (VSI fund)
Offset for payment to VSI fund ........cc.ee...
Revolving and management funds
Trust funds and other ............
General transfer authority
Emergency supplemental ... .
DOD-wide Savings PropoSalS ........ccceeereereereeriensenssnsssssessesseeseneneens
Proposed legislation (non-PAYGO) .
OFfSEttiNG FECRIPLS .vvuveirererreereeireieie s
Subtotal, Department of Defense—Military .........cccocvevenereneenn. 251,364 252,608 245,995 242,808 249,710 256,345 266,147
053 Atomic energy defense activities:
WEAPONS ACHVILIES ...eoucveveairisciiie et 3,630 3,229 3,540 3,058 3,080 3,091 3,059
Defense environmental restoration and waste management 5,170 5,108 6,008 5,597 4,847 4,820 4,809
Defense nuclear waste disposal ..........cccoveeenernevierneenns . 120 129 198 166 167 168 166
Other defense actiVIties .........cccvevrreniininicceeneies 1,960 1,850 1,432 1,198 1,206 1,211 1,198
Defense Nuclear Facilities Safety BOard ..........ccvverereerieireeneinnen. 17 18 18 18 18 17 17
Subtotal, Atomic energy defense activities .........cccoevevevereneenes 10,897 10,334 11,197 10,037 9,318 9,307 9,249
054 Defense-related actiVIties ..........covrerininininesieieieeseeeieieenes 1,039 546 562 586 597 608 619
Total, National defensSe ... 263,300 263,488 257,755 253,431 259,625 266,261 276,015
150 International affairs:
151 International development and humanitarian assistance:
Agency for International Development ...........covcveneeneererneireeneenens 4,217 3,961 4,182 4,056 3,973 3,889 3,806
Multilateral development banks (MDB'’s) 1,556 2,241 2,346 2,275 2,229 2,182 2,135
Food aid .......... 1,459 1,261 996 966 946 926 906
Refugee programs . 750 721 721 699 685 671 656
Voluntary contributions to international organizations ................c...... 363 374 425 412 404 395 387
Peace Corps 233 232 235 228 223 218 214
Other programs ........... 159 169 248 241 214 192 168
Credit liquidating accounts .. . —-458 -519 -542 -515 —-465 -473 —-435
OFfSEHHING TECEIPLS .vvvrurerirseeirieiinsieeiees bbb -564 -579 -561 -632 -641 -645 -632
Subtotal, International development and humanitarian assistance 7,714 7,862 8,049 7,731 7,568 7,355 7,204
152 International security assistance:
Foreign military financing grants and 10anS .......ccccccovverevrerrererenns 3,004 3,199 3,352 3,251 3,184 3,117 3,050
Economic support fund 2,107 2,451 2,494 2,419 2,370 2,320 2,270
Other programs . 114 148 165 160 157 153 150
Repayment of foreign military financing 10ans ..o -545 -566 -655 -658 =570 -423 =312
Foreign military loan liquidating account ..........ccceevrvrerrererrrereereeens -255 457 -239 -178 -185 -181 -194
Subtotal, International security asSiStANCe .........cccoveverreerierneerees 4,516 4,776 5117 4,995 4,955 4,987 4,963
153 Conduct of foreign affairs:
State Department OPErations ..........c.ccevereenrenrnrnmnnesnsnssseseseeeens 2,109 2,126 2,121 2,057 2,015 1,972 1,930
FOreign BUIldINGS .......coevueiieecceses s 400 412 422 409 401 392 384
Assessed Contributions to International Organizations ... . 861 873 934 906 887 869 850
Assessed Contributions to International Peacekeeping ............c.cc.... 1,072 1,205 445 432 423 414 405
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1094 Estimate
Actual 1995 1996 1997 1998 1999 2000
Other PrOgraMS ....cveveereereieesreeeeiesssss s sssssssssssssssessessesessessessessesns 189 174 237 232 228 224 220
Subtotal, Conduct of foreign affairs ..., 4,630 4,789 4,159 4,036 3,953 3,871 3,789
154 Foreign information and exchange activities:
U.S. INfOrmMation AGENCY ......ceeevrmevmeeerrireriecesseeserisesssessesssessenenns 1,270 1,186 1,302 1,263 1,237 1,211 1,185
Board for International Broadcasting ...........cceevnenreenererneneenenens 208 237 | i | e | e | e | e
Oher PrOgramS ........vveuererremseeserseerieesees s sssensesssees 17 16 11 11 11 10 10
Subtotal, Foreign information and exchange activities ............... 1,496 1,439 1,313 1,274 1,248 1,221 1,195
155 International financial programs:
EXpOrt-Import Bank ...........cviiinicinseseensens 709 780 715 663 636 614
International monetary fund 25 25 24 24 23 23
Exchange StabiliZation fUNG ... | v | e | e | e | e | s | e
Foreign military sales trust fund (Net) .........ccooveivrernericneinienen. -66 1,120 50 -510 -990 -1,540 -240
Special defense acquisition fund ....... -266 -282 -220 -166 -66 -10 =17
Credit liquidating account (Exim) . -1,158 -937 -644 -622 457 -574 -122
ONBI oot sssenssesnsennnne | ereesnnssnnnnens | eenensensnnnens | e | e | e | e | e
Offsetting receipts -102 -104 -106 -108 -110 -112 -115
Subtotal, International financial programs ........ccccceeveneerenenens -647 530 -115 -668 -937 -1,577 143
Total, International affairs ..., 17,709 19,397 18,524 17,368 16,788 15,857 17,295
250 General science, space, and technology:
251 General science and basic research:
National Science Foundation programs .........ccceemrrerrerneeereinnns 2,992 3,197 3,336 3,237 3,169 3,102 2,897
Department of Energy general SCience programs .........ccoeeeeenen. 1,604 984 1,018 852 858 861 852
Subtotal, General science and basic research .........coooveennen. 4,596 4,181 4,353 4,089 4,028 3,964 3,749
252 Space flight, research, and supporting activities:
Science, Aeronautics and TChNOIOGY ......cc.covvrrvvnrnrninrrnreieeeeeens 5,079 5,090 4,937 4,835 4,632
Human space flight . 5,515 5,510 5,408 5,340 5,205
Mission support 2,157 2,304 2,235 2,189 2,096
Research and program management ............ Sl L34 | | i | e | e | e | e
Space flight control and data COMMUNICALIONS ......cccccovvvcvevcivcivecneene | 4835 | i | s | v | e | v | e
Construction 0f faCiliIES .........ccvervrreiniininisees =27 | e | e | i | e |
Research and development ... | 0,532 | s | e | s | e | e | o
Other 16 17 17 16 16
Subtotal, Space flight, research, and supporting activities ........... 13,022 12,740 12,920 12,597 12,380 12,165 11,948
Total, General science, space, and technology ... 17,618 16,921 17,274 16,685 16,408 16,128 15,698
270 Energy:
271 Energy supply:
Research and development ... 3,830 3,796 3,881 3,474 3,399 3,386 3,366
Naval PetroleUm FESEIVES ..ot eeenaes -188 -264 -362 -492 474 -449 -414
Proposed Legislation (PAYGO) ..o | cvvvneeessienines | vevverneessinnins | conernsenennnnens 448 439 417 395
Subtotal, Naval petroleum reServes .........coovennenerinrnenns -188 -264 -362 -44 -35 -32 -19
Federal power Marketing .........coveerernemeineeneeneneresisesseecseseenens -207 -420 -576 -542 -449 -804 -786
Proposed Legislation (PAYGO) ......ccovvrrrmnmnnereseneneenenes | cvvernrinneneies | sevvssssssnnnins | seneenesnsnsneens 11 182 672 679
Subtotal, Federal power Marketing .........cocooevernrsereerererinenes -207 -420 -576 -531 -268 -131 -108
Tennessee Valley AULNOMLY ......coceereeieneinineeeeeeeeeeeeneenns 1,094 1,181 633 528 483 518 357
Uranium enrichment ... 126 73 42 30 30 30 30
Proposed Legislation (PAYGO) ... | vevnenninsinnes | evveninnnesnninne | v | s | e | e | e
Subtotal, Uranium enrichment ...........cccccccvvevvesvesiesiensienns 126 73 42 30 30 30 30
Uranium enrichment facility decontamination and decommissioning
FUND oo 286 301 289 292 295 298 301
Decontamination tranSfer ... -130 -134 -350 -292 -292 -292 -292
Foreign fees (PropoSed) .........ccveeeeernererneereineinesesnesensnessneens | oo | e -45 -46 47 -48 -49
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority

Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Nuclear Waste Program .........coeeeeerinemieieenseneeneneseseseseeessssenens 261 394 | i | e | e | v | e
Proposed Legislation (PAYGO) ......cccovvrerenennieieineinsinsinensnsinss | evvereineinsneies | eeveessssesnens 432 540 604 668 512
Subtotal, Nuclear waste program .........cccveevveereeneeneenerenincnnns 261 394 432 540 604 668 512
Nuclear waste fund reCEIPLS ........ourveriurrerrrrinirrierieeeeeneeeeeenens -396 -555 -591 -600 -606 -607 -616
Subsidies for nonconventional fuel production ..........ccccoevevevneen -26 -8 -18 -2 -2 -2 -2
Rural electric and telephone 10ans ... 80 90 137 133 130 128 125
Credit liquidating account (REA) .......cccouverinrnnerernenenereeeeeens -1,343 -1,452 -1,129 -1,102 -1,155 -1,130 -1,175
Subtotal, ENergy SUPPIY ..o eeesenans 3,386 3,002 2,341 2,380 2,536 2,787 2,432
272 ENErgy CONSEIVALION .......coviurrieeriiieieerinsseriseiesssessessesessssenis 669 773 907 641 627 627 621
274 Emergency energy preparedness ........oceeneeenereeneeneens 216 144 34 274 276 277 274
276 Energy information, policy, and regulation:
Nuclear Regulatory Commission (NRC) ........cccccvurerirrcerieirecnennnen. 35 22 22 22 21 20 19
Other energy Programs ........ceceeeeereereeserssensissssssessessessesssssessesseeseens 419 392 404 351 365 369 365
Subtotal, Energy information, policy, and regulation .................... 455 414 426 373 386 389 385
TOtAl, ENEIGY ..voveereireirerieensseesesi st ssessseees 4,726 4,333 3,708 3,668 3,824 4,080 3711
300 Natural resources and environment:
301 Water resources:
Corps of Engineers 4,082 3,621 3,632 3,572 3,712 3,663 3,619
Bureau of Reclamation 874 889 842 791 804 787 739
Other 757 247 279 271 266 260 255
Offsetting receipts -373 472 -596 -592 -649 -669 -665
Subtotal, Water rESOUICES ... 5,340 4,285 4,157 4,043 4,133 4,042 3,949
302 Conservation and land management:
FOTESE SEIVICE ...vvvuieeeirsrirciieiseeieeiesi st 3,169 3,047 2,866 2,825 2,779 2,733 2,687
Management of public lands (BLM) .. 966 976 1,011 982 963 954 926
Federal land acquisition .............c...... 12 15 24 24 23 23 22
Mining reclamation and enforcement 308 293 293 284 278 272 267
Conservation reserve program .............. 1,743 1,743 1,926 2,021 2,035 2,029 1,962
Other conservation of agricultural lands .... 932 830 952 806 791 776 761
Other 368 364 384 372 364 357 349
Offsetting receipts -2,309 -2,278 -2,304 -2,313 -2,337 -2,490 -2,453
Subtotal, Conservation and land management ............cccccvevneernc. 5,190 4,990 5,152 5,001 4,897 4,653 4,521
303 Recreational resources:
Federal land acquisition 255 222 211 205 200 196 192
Urban park and historic preservation funds 58 54 45 44 43 42 41
Operation of recreational resources .......... . 2,658 2,736 2,773 2,755 2,710 2,689 2,670
Proposed Legislation (PAYGO) ........ccveuvirevnininniniernienniins | v | e * 4 6 8 10
Subtotal, Operation of recreational resources ........cccocveuveenee 2,658 2,736 2,773 2,760 2,716 2,697 2,681
Offsetting receipts ....... -179 247 -262 =274 -278 -284 -295
Proposed Legislation (PAYGO) .......cccormrmnenererenenenenenensinns | crverieneneneie | eevienenennis -8 -12 -16 -20 -26
Subtotal, OffSetting reCEIPLS ......vvvevrreeerrrrieriereeeiseiseresenenis -179 =247 =270 -286 -295 -304 -322
Subtotal, Recreational reSOUICES .......cccvuevveveirererirenereseresseresenas 2,792 2,765 2,759 2,722 2,665 2,631 2,592
304 Pollution control and abatement:
Regulatory, enforcement, and research programs 2,627 2,782 4,104 3,273 3,209 3,144 3,079
Proposed Legislation (PAYGO) ..o | e | s | e | s | e | e | e
Subtotal, Regulatory, enforcement, and research programs ... 2,627 2,782 4,104 3,273 3,209 3,144 3,079
Hazardous substance SUPErfund ..........c.cocvverenenenisnernneenens 1,497 1,431 1,563 1,516 1,485 1,454 1,422
Proposed Legislation (PAYGO) ......cccooererrnenererenenenenenensines | cvvereneneneie | eeveenenennens 200 200 200 200 200
Subtotal, Hazardous substance superfund ...........cccccveeevinennnes 1,497 1,431 1,763 1,716 1,685 1,654 1,622
Oil pollution fUNAS (GrOSS) ....cveeverevrrircrmieriirerieriererieeseeseesereesienis 149 164 169 168 168 159 159
Water infrastructure financing ........ccccocovvevne 2,455 2,962 2,365 2,295 2,248 2,200 2,138
Leaking underground storage tank trust fund 76 70 77 75 73 72 70
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority

Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Superfund recoveries and Other ... -209 -235 -969 -211 -171 -146 -146
Subtotal, Pollution control and abatement ...........ccoccovrverveeeenens 6,595 7,174 7,508 7,316 7,211 7,083 6,923
306 Other natural resources:
Program activities .... 2,789 2,829 2,986 2,893 2,837 2,829 2,812
Proposed Legislation (PAYGO) ......ccoeriererneeneenerneienneisnnenne | coveivssnesinnnees | sevneensesnennnens 24 24 24 24 24
Subtotal, Program actiVitieS ..........ceeeurrrnrnrerninrneeseeeeenns 2,789 2,829 3,010 2,917 2,861 2,853 2,836
OFfSEHtiNG TECEIPLS ..vuvveririiirieiierierre i -19 -19 -19 -19 -19 -21 -33
Proposed Legislation (PAYGO) ........ccernierneemeinmrnmienneiesnenne | eveiesenenienines | sevneeneesnennsens -10 -10 -10 -10 -10
Subtotal, Offsetting reCeipts ........cocvvvervrrernireniinisererens -19 -19 -29 -29 -29 =31 43
Subtotal, Other natural rESOUICES .......c.cvevrnriniiriniierseresseiees 2,770 2,810 2,981 2,888 2,833 2,822 2,793
Total, Natural resources and environment ............ccccocovereineines 22,688 22,024 22,558 21,970 21,738 21,231 20,778
350 Agriculture:
351 Farm income stabilization:
Commodity Credit COrPOration ..........cecreeerrerenererieeneeneenerssenenns 12,400 8,895 8,533 8,080 5,801 5,997 5,467
Proposed Legislation (PAYGO) ......cccverrreneneermenermiinernsineninnnne | erveneensinsninnns | sevennenssnnenns | e | e -500 -500 -500
Subtotal, Commodity Credit COrporation ............ccecevereererreureenes 12,400 8,895 8,533 8,080 5,301 5,497 4,967
Crop insurance 236 1,093 1,264 1,062 1,115 1,068 1,207
Agricultural credit INSUFANCE .......c..oveurveeveerierrineeeneisesesesesesieeees 401 404 414 401 392 384 375
Emergency food assistance program ...........cerneeseeenesenen: 120 65 40 39 38 37 36
ONBI oo 1,060 784 818 807 752 738 726
Proposed Legislation (PAYGO) ......ccvrrimmemmerernneneneneneines | cvverierenennenies | evvvsnssnieniniine | e | serverensnsnene | eseeeneneninns | v | s
SUDLOLAl, ONET ...ooverericierere s 1,060 784 818 807 752 738 726
Credit liquidating accounts (ACIF and FAC) .....c.ccconemirminernrineennns 51 -787 -762 -1,244 -1,117 -996 -881
Subtotal, Farm income stabilization .........c.ccceoveveveevievievieinns 14,268 10,455 10,306 9,145 6,480 6,728 6,431
352 Agricultural research and services:
Research programs 1,201 1,203 1,191 1,156 1,132 1,109 1,085
Marketing Programs .......c.cccvceeereenererinemeieeeses e 168 157 158 156 155 154 153
Animal and plant inSPection Programs ...........ccceeeererernerernerenns 476 461 442 428 419 411 402
EConomiC INtEllIGENCE ......c.eveiceeiereiresess s 138 135 145 141 138 135 132
Other programs and unallocated overhead . 928 940 959 930 911 891 872
OFfSEttiNg TECEIPIS ...vuvvuririiiriiierree e -126 -131 -130 -130 -130 -130 -130
Subtotal, Agricultural research and SErViCeS .........ccveveeveereereunees 2,785 2,765 2,764 2,681 2,625 2,570 2,514
Total, AGHCUITUIE ... esseeees 17,053 13,220 13,070 11,826 9,106 9,298 8,945
370 Commerce and housing credit:
371 Mortgage credit:
Federal Housing Administration (FHA) ... 187 42 174 190 183 175
Government National Mortgage Association (GNMA) | e | e | v | e | s | s | e
Rural houSing Programs ........coc.eeeeereneensensnsssssesseeseesesesesseseeensens 770 780 756 741 709
Privatizing collection of debt (Non-PAYGO Proposal) .......cccccceceenees | covevrniiniiniins | ceveeveineineineins =156 | v | e | e | e
OHNET oo | e 50 | v | e | e | e | e
Credit liquidating accounts 822 746 971 75 -643 -994 -1,219
Subtotal, Mortgage Credit ... 1,485 1,753 1,552 1,005 288 -86 -334
372 Postal service:
Payments to the Postal Service fund (On-budget) ........c.ccccovereeneunee 130 130 146 124 124 124 124
Postal Service (Off-DUAGEL) ......ovevvevivcirrne 2,732 3,958 4,336 1,739 1,943 1,438 53
Subtotal, POStal SEIVICE ........cvereviciriirieiserieesecseserieeieens 2,863 4,088 4,482 1,863 2,067 1,562 177
373 Deposit insurance:
Resolution Trust Corporation FUNd ..........ccovrinininnnnnieeneneins 18,315 | e =957 | i | | |
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Bank INSUrANCE FUNG ........c.viiiiiiiiiiicinieisisniesssenssiennins | e | e | s | e | e | e | o
Proposed Legislation (PAYGO) ... | vevnenninsinnes | evveninnnesinsinne | v | s | e | e | e
Subtotal, Bank INSUranCce FUNA .........c...ccoovvimmiinniinnniinnniinnns | v | v | s | e | o | s | s
FSLIC Resolution FUN .........ccocveevererinrcncnnnenscisneseneneee | LATL | 796 | i | v | e | vevevinennnines | eeveeneinesnnin
Savings Association Insurance FUNd ...
National Credit Union Administration .
Other mandatory ......... .
DISCIELIONAIY ....vviveeiricriiee e
Subtotal, Deposit iNSUFANCE ......c.covvvvrvririereeneeessneneeneeees | 19,520 | 828 | =045 | i | i | e | e
376 Other advancement of commerce:
Small and minority business assistance ... 624 712 682 660 634 623 611
Proposed Legislation (PAYGO) ..........couvvnmviinciiiinminnniinnniinnins | svvnesisinnsiinens | v | s | s | s | o | s
Subtotal, Small and minority business assistance .................. 624 712 682 660 634 623 611
Science and teChNOIOGY ......vvverririieeiieisenrissssssseseses e 547 893 1,060 1,059 1,058 1,058 1,058
Economic and demographic statistics 284 328 405 394 386 387 3,141
Payments to copyright owners ...... 213 226 232 236 242 246 252
Regulatory agencies ........ . 232 216 125 109 100 93 91
Proposed Legislation (PAYGO) .........ccooevuimrviiecriinnciiinnniinsniieneies | v | eeviveesiesiionn. 251 263 276 289 303
Subtotal, Regulatory agencies ...........cvvmernrernenererinenes 232 216 376 372 375 381 394
International trade and other business promotion ............ccccoeenen. 501 405 458 436 422 437 437
Credit liquidating @CCOUNTS ......c..vvuvieiiirinirerieieneeiseieseseenis 170 | e | v | e | e | s |
Subtotal, Other advancement of COMMEICE .........ccoevevvirviniinns 2,571 2,780 3,213 3,157 3,118 3,134 5,893
Total, Commerce and housing Credit .......cccoovvvrvinreierninnenns 26,439 9,449 8,302 6,025 5,472 4,609 5,735
On-budget (23,706) (5,491) (3,966) (4,286) (3,529) (3,171) (5,682)
Off-budget (2,732) (3,958) (4,336) (1,739) (1,943) (1,438) (53)
400 Transportation:
401 Ground transportation:
Highways ........ 22,198 21,036 894 1,116 7 7 7
Highway safety 200 405 440 443 438 399 399
Mass transit ..... 4,567 4,620 | i | e | e | e | s,
Railroads 1,100 1,219 270 241 116 105 105
Regulation (ICC) 45 33 29 | s | e | e | e
OFfSELtING TECRIPLS wvvvrerrevrerreirrereieisier et ene -29 -46 -8 -6 -4 2 4
Proposed Legislation (PAYGO) .......cccrvireneeninmrnierneennenns | v | oo -45 47 -49 -51 -53
Subtotal, OffSetting reCeIptS .......covivirrriririereieeeeieieenes -29 -46 -53 -52 -52 -48 -48
Subtotal, Ground tranSPOrtation ..........c.veeeeerneemernererineereesneerees 28,081 27,267 1,580 1,747 509 462 462
402 Air transportation:
Airports and aifways (FAA) ..o 9,859 9,035 6,880 6,759 6,759 6,150 6,150
Aeronautical research and technology 1,546 1,696 1,340 1,300 1,273 1,246 1,219
Payments to air carriers 33 22 | s v | e | e | e
Subtotal, Air tranSPOration ..........cccoeeerreeririneeneieineereeeeeeees 11,439 10,754 8,219 8,058 8,031 7,396 7,370
403 Water transportation:
Marine safety and transSportation .........c..coevrnrnennsnsieeeeseeneiens 3,538 3,612 3,687 3,740 3,795 3,563 3,605
0CEAN SNIPPING ...vveveviriireicee st 156 193 379 255 255 245 244
Panama Canal COMMISSION ........ccovviiniiieiniiiinieisnnniinins | s | e | s | s | s | s | s
OFfSEttiNG TECEIPLS .vvvvvirerrrcerreeireieiese e -68 -73 -79 -83 -83 -84 -91
Subtotal, Water tranSportation ..........c..ceeveernrnreneereesreneneeens 3,626 3,733 3,987 3,912 3,966 3,724 3,759
407 Other transportation:
Unified transportation infrastructure investment program . 24,393 26,094 25,760 23,552 22,943
Department of Transportation headquarters building ... . 33L | e | e | e | e
MiSCEllaNEOUS PrOgramMS ......ccvrcvueureeriiieiireiseiseissssesesessesisssse s 413 397 398 363 363
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
OFfSEttiNg FECEIPLS .vvvvvirereircirrireireieie st =27 -44 -57 -56 -56 -52 -52
Subtotal, Other tranSPOrtation ............ccreereereeneirernererireeressseeeees 321 326 25,079 26,435 26,101 23,863 23,253
Total, TranSPOrTAtiON ......c.cevevrieieieieisessississssssssssessesesesesseenns 43,467 42,079 38,866 40,153 38,607 35,446 34,844
450 Community and regional development:
451 Community development:
Community opportunity performance funds ... | vvreerneineenenns 23 4,872 4,972 4,958 4,786 4,574
Community development block grants . 5,050 4,622 | i | s | e | s | e
Community development financial iNSHLULONS ..........covviirininiens | v 125 144 111 101 19 |
Other 439 301 429 335 278 269 257
Credit liquidating accounts =27 -23 -20 -10 -10 -10 -10
Subtotal, Community development ..........cvrrriereerenenens 5,461 5,048 5,424 5,408 5,327 5,064 4,821
452 Area and regional development:
Rural development ...... 835 887 1,147 1,122 1,099 1,076 1,053
Economic development . 550 450 439 427 418 419 418
INIAN PIOGIAMS ...oooveverireieeeieeie et 1,762 1,599 1,644 1,598 1,566 1,544 1,524
Proposed Legislation (PAYGO) ..o | s | s | s | s | s | s | s
Subtotal, Indian Programs. .........cccevrininininnrieeeeeeenns 1,762 1,599 1,644 1,598 1,566 1,544 1,524
Appalachian Regional Commission ... 252 287 188 182 179 175 171
Tennessee Valley Authority ... 140 143 140 136 133 131 128
Credit liquidating accounts .. . 124 254 196 201 226 486 206
OFfSEttiNg FECRIPLS .vvvvvirercircerieireieeese s -445 -406 -313 -302 -292 -294 -296
Subtotal, Area and regional development ..........cccccovvvevenereineines 3,219 3,213 3,442 3,364 3,328 3,537 3,205
453 Disaster relief and insurance:
Small business disaster loans ... 1,313 130 115 111 109 107 104
Disaster relief . 5,409 7,020 320 310 304 298 291
National flood iNSUranCce fund ... | s | i | | i | s |
Other 192 308 302 293 286 280 274
Credit liquIdating 8CCOUNLS ......c..veeeieierieriireineisessenessieeneneneene | vvenessneniens | evsnsssnsnsinns | enenensnsinsinnes | svereensnenenens | sveevesnenensnnees | svesesesnenen | s
Subtotal, Disaster relief and insurance .............cccovveivineiniins 6,915 7,458 737 714 699 685 670
Total, Community and regional development ..........ccccccoccnireennne 15,595 15,718 9,603 9,487 9,355 9,285 8,696
500 Education, training, employment, and social services:
501 Elementary, secondary, and vocational education:
EduCation reform ... 147 528 950 950 924 853 794
School iImprovement programs .........cuvrninenenneseesensseseeeeneens 1,377 1,427 1,510 1,465 1,435 1,396 1,366
Education for the disadvantaged ... 6,924 7,233 7,441 7,218 7,069 6,920 6,772
Special education 3,109 3,253 3,342 3,242 3,175 3,108 3,041
Impact aid ........cccocconee. 913 728 619 592 550 550 550
Vocational and adult education ...........ccccvrennininnienenes 1,488 1,436 1,676 1,676 1,676 1,676 1,676
Proposed Legislation (PAYGO) ......ccouerniererneemeinemnsienneinssnenne | eoveevnsinesinnnees | sevneensesneesnsens -7 -7 -7 -7 -7
Subtotal, Vocational and adult education ...............cccceeveireinnes 1,488 1,436 1,669 1,669 1,669 1,669 1,669
Indian education programs 577 501 624 605 593 580 567
Other 247 252 307 297 291 285 279
Subtotal, Elementary, secondary, and vocational education ......... 14,782 15,448 16,462 16,038 15,706 15,361 15,037
502 Higher education:
Student financial @SSISLANCE .......cccveevvieriieeeee s 8,103 7,706 5,914 6,214 6,186 6,159 6,131
Federal family education loan program . . 3,003 3,836 2,420 2,297 2,205 2,118 2,318
Proposed Legislation (PAYGO) ......cccovmrmrnnnenieninsinsnsinessnsinn | svveveeseensneins | eveesssnesnes =770 -1,870 2,177 -2,090 -2,290
Subtotal, Federal family education loan program .............c.ce.... 3,003 3,836 1,651 428 29 28 27
Federal direct 10an program ... 316 1,138 1,629 1,540 2,002 2,386 2,507
Proposed Legislation (PAYGO) ......cccourrieinmensieieeneinsnsinenensinn | evverveineneneies | eeveessssesnnns 419 803 1,023 944 1,052
Subtotal, Federal direct [0an program ........cccocoeeeereereirernenns 316 1,138 2,049 2,343 3,026 3,329 3,559
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
HIgher dUCALION .......c.cuevrieieicicese s 894 936 821 757 740 723 707
Student loan guaranty agency reserve recoveries (PAYGO pro-

POSAI) oroverrirrrieresseseri sttt ennens | eressnnsnnens | e -350 -250 -250 -150 -100
(0117 S 120 301 290 283 277 268 262
Credit liquidating account (Family education loan program) ............. -2,840 1,345 595 -16 -443 -514 -552

Subtotal, Higher eduCation ..o 9,596 15,261 10,970 9,759 9,565 9,843 10,035

503 Research and general education aids ...........cccccovvrrnirrernennnns 2,172 2,308 2,541 2,470 2,431 2,409 2,395
504 Training and employment:
Training and employment SEIVICES ........cccoviuevniemrinriniiernsierineeeees 5,050 5,456 8,170 8,126 8,071 7,970 7,882
Trade adjustment assistance 76 101 129 116 125 94 94
Older Americans employment 410 410 410 398 390 382 374
Payments to States for AFDC WOrk programs ..........cccoeeeeeeereeneenees 1,100 1,300 1,000 1,000 1,000 1,000 1,000
Federal-State employment service . 1,253 1,327 1,367 1,359 1,353 1,297 1,241
ONBI oo 92 91 95 90 88 86 85
Subtotal, Training and employment ... 7,981 8,685 11,172 11,088 11,027 10,829 10,675
505 Other labor services 957 997 1,089 1,052 1,030 1,009 987
506 Social services:
National Service INILIALIVE ........ocoevreverneireeeeeiseere e 579 804 1,108 1,117 1,123 1,127 1,131
Family support and preServation ............ceeeeernenesmereeeeneenenens 60 150 225 240 255 255 255
Social services bloCK grant ..o 3,807 2,800 2,800 2,800 2,800 2,800 2,800
Rehabilitation SEIVICES ..........ccvrimiverineiirieereieiineierinees 2,297 2,393 2,457 2,525 2,590 2,655 2,722
Payments to States for foster care and adoption assistance 2,993 3,624 4,308 4,422 4,819 5,253 5,725
Children and families services programs .........c.cocoveereeenes 4,713 4,892 5,236 5,196 5,170 5,144 5,119
Aging SErvices Program .........eeemeererenes 878 877 897 870 852 834 816
Interim assistance to States for legalization . . 812 361 | i | e | e | e | e
Other SOCIAl SEIVICES .....cuuvueurrieieiriieise s 16 54 4 4 3 3 3
Subtotal, SOCIAl SEIVICES ......vvurvuririrrireirerreeeiriesereeees 16,154 15,956 17,035 17,174 17,612 18,072 18,571
Total, Education, training, employment, and social services ..... 51,643 58,655 59,268 57,581 57,371 57,522 57,700
550 Health:
551 Health care services:
MEICaIA GrANES ....ouceveererirrererirerresens st 89,077 89,241 82,142 104,621 114,503 124,519 136,327

Proposed Legislation (PAYGO) ......ccoerniereneemeinerneienneissneenne | coveivnsinesinninees | sevneeneessesnsens -47 -52 -56 28 166

Subtotal, Medicaid grants ... 89,077 89,241 82,095 104,570 114,447 124,547 136,494
Health insurance earned inCome Credit ..........ovvvevereernrnirnrennenens TT3 | e | v | e | e | e | v
Federal employees’ and retired employees’ health benefits ... 3,805 4211 3,746 4,255 4,769 4,957 5,309
Coal miners retirees health benefits ........ccccocverirnernienens 286 351 344 337 329 323 316
Indian health ... . 1,947 1,968 2,064 2,001 1,960 1,919 1,878
Substance abuse and mental health SEIVICES ........cccooovvervierrirerrinnns 2,150 2,195 2,244 2,179 2,136 2,094 2,051
Other health Care SEIVICES ... 4,899 5,080 5,351 5,248 5,185 5,124 4,953
Subtotal, Health care SErviCes ... 102,938 103,046 95,845 118,589 128,827 138,964 151,001
552 Health research and training:

National Institutes of Health ... 10,946 11,326 11,793 11,434 11,199 10,732
DoD breast cancer and other health reSEArCh ... | wovvverininiinees | v | v | oeeveresnennnns | e | o | e
Clinical training ........coeveeeeerererrernreseeienens 356 312 331 314 296 264
Substance abuse and mental health research . | e | i | | e | e | e | e
Other research and traiNing ..........coceevereenienenininresneeeseseeeeeens 311 320 330 320 313 307 300
Subtotal, Health research and training ..........cccovvererrerernrerenenens 11,613 11,958 12,455 12,067 11,809 11,548 11,295

554 Consumer and occupational health and safety:
Food safety and inspection (net of user fees) ......ccocovrenrinicnen. 518 542 488 470 458 446 435
Other consumer safety ..........ccvevererirriennnne 913 927 928 899 881 862 844
Occupational safety and health .. 504 527 573 556 545 533 522

Subtotal, Consumer and occupational health and safety ............ 1,935 1,996 1,989 1,926 1,884 1,842 1,800
Total, HEAIN ..o 116,486 117,000 110,288 132,582 142,519 152,353 164,096
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
570 Medicare:
571 Medicare:
Hospital inSUranCe (HI) .......oceuevvmmimreeierinerieiessiseriessiseesesseseenenns 112,397 111,430 123,036 132,368 142,511 154,159 164,828
Proposed Legislation (PAYGO) ..o | evvereneneneies | eeveessssesnnns -140 -530 -670 -1,590 -1,970
Subtotal, Hospital insurance (HI) .......coocvevmemeeeeerinerinecinnnnns 112,397 111,430 122,896 131,838 141,841 152,569 162,858
Supplementary medical insurance (SMI) ........covevverineninerniinenns 61,256 65,823 75,555 84,050 93,061 103,126 114,036
Proposed Legislation (PAYGO) .......ccvrmrirerneineeneeninennninerinninee | e | svvernsinesnenne | conevnsnsnieninens | e | e -360 -540
Subtotal, Supplementary medical insurance (SMI) .........cccove.e. 61,256 65,823 75,555 84,050 93,061 102,766 113,496
Medicare premiums and collections -10,977 -20,122 -20,198 -21,701 -24,101 -25,575 -26,743
Proposed Legislation (PAYGO) .......ccvervirinnninminierneenninns | v | oo 1 4 6 -1,140 -2,840
Subtotal, Medicare premiums and Collections ............cccveeeenee -10,977 -20,122 -20,197 -21,697 -24,095 -26,715 -29,583
Subtotal, MEedICare ... eereeeseeees 162,677 157,132 178,254 194,191 210,807 228,620 246,770
Total, MEAICArE ..o 162,677 157,132 178,254 194,191 210,807 228,620 246,770
600 Income security:
601 General retirement and disability insurance (excluding social
security):
Railroad retirfement ... 4,623 4,594 4,533 4,616 4,607 4,651 4,636
Special benefits for disabled coal MINErS .......cccccoverereneineincinenenn. 1,433 1,290 1,220 1,200 1,148 1,092 1,037
Pension Benefit Guaranty COMPOTAtON .........cocvvvrernrrnrinrnrmnininns | srvsrssrssiesiesins | eonvnssssnsinninns | evverssnsnnnninns | sonesssssssssssenes | svvesiessessessenies | svessesssssssinsies | sernssssssssensanes
OINBI oottt 189 202 223 230 236 244 254
Subtotal, General retirement and disability insurance (excluding
SOCIAl SECUMLY) .vvueevereririreiei ettt 6,244 6,087 5,976 6,046 5,992 5,988 5,927
602 Federal employee retirement and disability:
Civilian retirement and disability programs. ..........c.coveverminenierneenens 36,925 38,453 40,266 42,555 44,676 46,890 49,154
Military retirement 26,804 27,332 28,005 29,088 30,231 32,065 33,205
Proposed Legislation (PAYGO) ..........ccourvuimmviinmriimnminnniinnniinnns | s | oo 385 | s | v | |,
Subtotal, Military retirement ... 26,804 27,332 28,390 29,088 30,231 32,065 33,205
Federal employees workers’ compensation (FECA) ........c.cccocvevnnen. 279 258 218 271 325 337 352
Federal employees life insurance fund ... 4 26 33 36 41 47 52
Subtotal, Federal employee retirement and disability ................... 64,012 66,069 68,907 71,950 75,274 79,339 82,764
603 Unemployment COMPENSALION ........cccvvvrvrnrnrerierrereneneiseeeeeens 28,696 23,814 25,731 25,404 26,007 26,682 27,351
604 Housing assistance:
Housing certificates for families and individuals performance funds 7,665 8,744 19,751 15,463 15,123
Public and Indian housing performance funds ..........ccccocvevenencinees 8,104 7,418 7,249 7,072 6,780
Affordable housing performance funds . 3,339 2,359 2,298 2,242 2,149
Homeless assistance performance funds ...........cccoevvvnininnnincinens 1,120 1,120 1,091 1,055 1,012
Subsidized, public, homeless and other HUD housing ..........c.cc...... 188 154 241 270 259
Rural housing assistance 644 625 612 599 586
Other housing assistance 15 15 14 14 14
Subtotal, HOUSING @SSISIANCE .......c.ovvrrreerrireieieiineieriseiesieeees 21,114 21,014 21,076 20,435 31,257 26,715 25,923
605 Food and nutrition assistance:
Food stamps (including PUEro RICO) .......ccccovrrvrmrnineeeeieineeereins 28,097 28,789 29,763 30,990 32,164 33,320 34,489
State child NULFLION Programs .........cceeveereerrerenenesreseeeere s 7,498 7,438 7,941 8,736 9,326 9,913 10,544
Special supplemental food program for women, infants, and chil-
Aren (WIC) oo sssenen 3,210 3,470 3,820 3,820 3,820 3,820 3,820
Other NUEAtION PrOGIAMS ......c..ovvueririririeeeeeriesieresessseeseseneesienis 1,160 1,096 1,198 1,095 1,078 1,062 1,046
Proposed Legislation (PAYGO) ......ccovvirimmmerennenenenensines | cvverieiinenenneie | svvsssssissiniins | e | servereensnsnene | e | e | v
Subtotal, Other NULrition Programs ..........eeeeerereeeeneenereenes 1,160 1,096 1,198 1,095 1,078 1,062 1,046
Subtotal, Food and nutrition assiStance ... 39,965 40,793 42,722 44,641 46,388 48,115 49,898
609 Other income security:
Supplemental security INCOME (SSI) ...vvvvierierireeeeeeeeene 27,488 27,995 25,863 32,163 34,540 37,062 42,623
Family SUpport PAYMENLS .........ccovieirericririreninseresies e 16,820 17,359 18,013 18,847 19,581 20,394 21,266
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)
Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Earned income tax credit (EITC) .....ocvvvemerneeerenerinsenncieseeeseenenns 10,950 16,844 20,228 22,753 23,852 24,997 26,036
Proposed Legislation (PAYGO) ......ccccevrrrmneeneierneinenenenenensinns | evverieneneneie | eevessesesnes -12 -587 -623 -640 -661
Subtotal, Earned income tax credit (EITC) .......ccovevvrnervrnenns 10,950 16,844 20,216 22,166 23,229 24,357 25,375
REfUGEE BSSISTANCE .....ovuvrircircicirer e 400 406 414 402 393 385 377
Low income home energy assistance ... 1,737 1,319 1,319 1,319 1,253 1,227 1,200
Payments to states for day-care assistance . 893 935 1,049 1,017 996 975 954
Other 250 167 169 164 160 157 153
SSI offsetting receipts -800 -956 -1,032 -1,194 -1,295 -1,391 -1,592
Subtotal, Other INCOME SECUMLY ....vvvrererereieierereieeeeeeeeinens 57,739 64,068 66,011 74,885 78,857 83,166 90,356
Total, Income security 217,770 221,845 230,423 243,361 263,774 270,005 282,219
650 Social security:
651 Social security:
Old-age and survivors insurance (OASI) ... 282,561 296,595 308,670 324,870 340,355 356,429 373,024
Disability inSUraNCe (DI) ..o 38,577 42,324 46,113 49,866 54,084 58,359 62,659
Total, SOCIAl SECUMLY ...ouvrucerrirerireireererise s 321,138 338,920 354,783 374,735 394,439 414,788 435,683
On-budget (5,687) (4,859) (5,184) (7,154) (7,660) (8,203) (8,779)
Off-budget ... (315,451) (334,060) (349,599) (367,581) (386,779) (406,585) (426,904)
700 Veterans benefits and services:
701 Income security for veterans:
COMPENSALION ..ot 14,226 14,414 14,863 15,703 16,248 16,768 17,290
Proposed Legislation (PAYGO) .......cccccirermnenererenenenenensnsinn | evverinneneneie | evveenenennins -30 -74 -123 -160 -194
Subtotal, COMPENSALION .......vverereirreieriiereeesee e 14,226 14,414 14,834 15,629 16,124 16,608 17,095
PENSIONS .oovvviirariseeseesesesessess s st ssss sttt 3,159 3,097 3,044 3,051 3,066 3,585 3,650
Proposed Legislation (PAYGO) ..o | v | evverineinesinenne | v | e | e -523 -569
SUDLOtal, PENSIONS ....voucvvirrircereineeieeseriesi s neesesenns 3,159 3,097 3,044 3,051 3,066 3,062 3,080
Burial benefits and miscellaneous assistance ...........c.cocevrieninen. 106 111 112 115 118 121 124
National service life insurance trust fund ...... 1,417 1,371 1,335 1,274 1,213 1,137 1,061
All other insurance programs ................. . 25 33 32 36 36 37 38
INSUrance Program reCeIPES .......cvireerierrerierernernsiesiseeessessesseeseeenaees -337 -298 -289 -268 245 -223 -200
Subtotal, Income security for Veterans ... 18,597 18,728 19,069 19,835 20,312 20,742 21,199
702 Veterans education, training, and rehabilitation:
Readjustment benefits (Gl Bill and related programs) ..........c.coveeuee. 1,081 1,287 1,345 1,468 1,538 1,526 1,516
Proposed Legislation (PAYGO) ......ccccorermneenererenenenenensnsine | evverieneneneie | evveenenennes -13 =27 -40 -55 -68
Subtotal, Readjustment benefits (Gl Bill and related pro-

GFAMS) oooverceiaeesereseesess bbbt 1,081 1,287 1,333 1,442 1,498 1,471 1,448
Post-Vietnam era edUCALION ... | e | e | s | s | s | e | s
All-volunteer force educational assistance trust fund . -149 -149 -143 -138
OHNET .o 1 1 1 1

Subtotal, Veterans education, training, and rehabilitation ............. 1,031 1,168 1,185 1,277 1,349 1,329 1,311

703 Hospital and medical care for veterans:

Medical care and hospital services ... 15,980 16,553 17,301 16,782 16,436 16,090 15,744
CONSEIUCHON ....ovvvererrererreeirens . 659 571 787 763 747 732 716
Third-party medical TECOVEMES .........ccmiueriniirreiiieirnsierneiesieeees -38 -16 -53 -83 -25 340 -7
Proposed Legislation (PAYGO) ... | e | eevvneeniennines | svvnresineenes | s | e =345 -6
Subtotal, Third-party medical reCOVENES .........coccmurrrrervrnenns -38 -16 -53 -83 -25 -5 -14
Fees and other charges for medical SErVICES ..........cocvvvreinerniinenen. —-413 -455 -476 -533 -616 -591 -248
Proposed Legislation (PAYGO) ... | everveenenennines | eevenenveniennones | svvnsiesnssienies | sensssssinninnns | e -49 -398
Subtotal, Fees and other charges for medical services ........... -413 -455 -476 -533 -616 -641 -646
Subtotal, Hospital and medical care for veterans ...........cccccoveuuee. 16,187 16,653 17,558 16,929 16,543 16,176 15,801
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority

Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
704 Veterans housing:

LOBN QUATANEY ..o -14 103 75 71 66 59 54
Proposed Legislation (PAYGO) ..o | erverinnenenenes | eeveesenesnens —* —* —* —* —*
Subtotal, Loan guaranty ... -14 103 75 71 66 59 54

Direct loans ....... 3 1 1 1 1 1 1
Guaranty and indemnity ........... . 199 572 582 461 410 577 563
Proposed Legislation (PAYGO) ... | evernenenenenes | evvneneniennnes | sevnvesineees | s | e -187 -185
Subtotal, Guaranty and iINdeMNItY ........ccoovverrrrriiererereireiennes 199 572 582 461 410 390 378

Credit liquidating accounts .......
Proposed Legislation (PAYGO)

Subtotal, Credit liquidating accounts .........coccveeveemvenirerinenens

Subtotal, Veterans NOUSING .......ccovvvrvrnnerereeeereeeseenenens

705 Other veterans benefits and services:
Cemeteries, administration of veterans benefits, and other ..............
NON-VA SUPPOIt PrOgrams .......ccceeeeeeememeneensinnissessseeesessessnesenensens

Subtotal, Other veterans benefits and SErVICes .......covovvvvrvirnnns

Total, Veterans benefits and SErviCes ........ccovcveveeieenrceienn.

750 Administration of justice:
751 Federal law enforcement activities:
Criminal investigations (DEA, FBI, FINCEN, OCDE) .......c.cccceeureuen.
Proposed Legislation (PAYGO) ......cvuverrerneininersrinrisineenerennenns

Subtotal, Criminal investigations (DEA, FBI, FInCEN, OCDE) .

Alcohol, tobacco, and firearms investigations (ATF) .......ccccovvveenen.
Border enforcement activities (Customs and INS) ........ccccccceerenennee
Proposed Legislation (PAYGO) ......ccuuverrerneninersrinrinieeenerennenn

Subtotal, Border enforcement activities (Customs and INS) ...

Customs and INS FEES .......cvvreerirririririereiese s
Proposed Legislation (PAYGO) ......cccouriurienininerneinsinisesisieneens

Subtotal, Customs and INS fE€S .......cccevvvrverirviirreirierereeienns

Protection activities (Secret SErViCe) ...
Equal Employment Opportunity Commission . .
Other enforCemMeNt ...

Subtotal, Federal law enforcement activities ..........cccoceeveerieienes

752 Federal litigative and judicial activities:
Civil and criminal prosecution and representation ............ccocvee
Federal judicial aCtivIties ........ccccoevevreireererrerreines
Representation of indigents in civil cases ..
Other oo

Subtotal, Federal litigative and judicial activities ..........ccccoveneunee.

753 Federal correctional actiVitieS ..........ccooceveeveieseeseesie e
754 Criminal justice assistance

Total, Administration Of JUSEICE .......c.cooviririninirreeereeeiee

800 General government:
801 Legislative functions
802 Executive direction and management:

Drug control programs
Executive Office of the President ...,
OHNET oo

Subtotal, Executive direction and management ..........ccccoccreneunee

188 677 658 533 476 450 434
962 1,030 1,056 1,026 1,006 986 966
94 93 98 89 84 80 74
1,056 1,122 1,154 1,115 1,090 1,066 1,040
37,059 38,347 39,624 39,688 39,770 39,763 39,784
3,353 3,537 3,739 3,586 3,586 3,586 3,586
3,353 3,537 3,739 3,586 3,586 3,586 3,586
374 386 401 389 381 373 365
3,303 3,898 4,291 3,900 3,937 3,974 4,011
........................................ 200 426 438 452 466
3,303 3,898 4,491 4,326 4,375 4,426 4,477
-1,468 -1,722 -1,805 -1,831 -1,859 -1,885 -1,912
........................................ -200 -426 -438 -452 -466
-1,468 1,722 -2,005 2,257 2,297 -2,337 -2,378
502 516 581 565 554 543 533
230 233 268 260 255 249 244
473 494 577 406 388 383 377
6,768 7,342 8,053 7,275 7,242 7,223 7,204
2,649 2,698 2,794 2,756 2,756 2,756 2,756
2,821 2,976 3,399 3,465 3,560 3,657 3,758
401 415 440 427 418 409 400

14 15 7 7 7 7 6
5,884 6,104 6,641 6,654 6,741 6,829 6,921
2,222 2,628 2,967 3,040 3,295 3,403 3,586
859 2,633 4,380 5,507 6,007 7,007 7,007
15,734 18,708 22,041 22,475 23,284 24,461 24,7117
2,107 2,190 2,405 2,433 2,454 2,477 2,501
19 108 147 143 140 137 134

233 189 189 184 180 176 172

3 2 4 9 3 3 3

255 299 340 335 323 316 310
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
803 Central fiscal operations:
Collection of taxes 7,345 7,576 8,328 8,082 7,918 7,753 7,589
Other fiscal OPEratioNS ........ccveeeeeiieireireinirsseseissiseeee s 415 159 134 119 106 92 82
Proposed Legislation (PAYGO) ......cccourrreinmennieieeneinensinensnsins | evvereineineneies | eeveessssesenns 59 61 62 64 66
Subtotal, Other fiscal OPErations ..........cccvevvereeneenienernninens 415 159 193 180 169 157 148
Subtotal, Central fiscal OPErations .........c.ccvueeeeersererrerreereinenns 7,760 7,735 8,521 8,261 8,086 7,910 7,737
804 General property and records management:
Real property aCtiVItIES ... 447 264 763 614 606 587 366
Property and other reCeipts ..o -14 -11 -14 -25 -25 -25 -20
Records management 192 201 196 190 186 182 178
Other 187 177 217 223 229 235 242
Subtotal, General property and records management .................. 813 632 1,162 1,002 996 980 766
805 Central personnel Management ..........ooovnreinnseneierinens 177 173 168 163 159 156 153
806 General purpose fiscal assistance:
Payments and loans to the District of Columbia ........c.ccoecreenivnnen. 689 700 700 678 664 650 636
Payments to States and counties from Forest Service receipts ....... 321 249 245 232 229 226 226
Payments to States from receipts under the Mineral Leasing Act ... 520 548 560 578 584 604 631
Payments to States and counties from Federal land management
activities 19 19 19 19 19 19 19
Payments in lieu of taxes 104 104 114 110 108 106 104
Payments to territories and Puerto Rico ........... 266 271 284 290 296 303 310
Tax revenues for Puerto Rico (Treasury, BATF) .. . 201 226 232 240 247 255 263
OINBI oot 9 9 9 9 8 8 8
Subtotal, General purpose fiscal assiStance ...........cccecververereenns 2,130 2,126 2,162 2,155 2,156 2,170 2,196
808 Other general government:
Compact of free association ... 143 390 174 156 154 154 154
TEITIOTES vvuveeircereieereeeri et 106 100 70 69 68 67 66
TrEASUNY CIAIMS .....ouieeericiieice e 503 625 635 635 615 615 615
Civil liberties public education fund ...........cccoeveirneninninieinens 100 5 5 5 5 5 5
Presidential election campaign fund .........ccovveninnnnnneerens 70 70 70 70 70 70 70
ONBI oot 35 68 113 95 94 93 92
Subtotal, Other general goOVErNMENt .........ccocveereenererirerririneeeees 956 1,257 1,067 1,030 1,006 1,004 1,002
809 Deductions for offsetting reCeipts .........ccovveerninnsneiieiininns -2,087 -700 -710 -710 -710 -710 -710
Total, General QOVEINMENL .......covvvureererrinrinrenrierseesessesssessesseenns 12,110 13,712 15,115 14,669 14,471 14,304 13,954
900 Net interest:
901 Interest on the public debt ... 296,278 333,704 364,037 383,430 403,570 425,720 446,502
902 Interest received by on-budget trust funds:
Civil Service retirement and disability ..., -26,139 -217,529 -29,379 -30,696 -31,864 -33,152 -34,218
Military retirement -10,143 -10,360 -10,605 -10,818 -11,024 -11,205 -11,386
Medicare -12,709 -12,209 -11,916 -11,847 -11,228 -10,323 -9,061
Other on-budget trust fund INtErest ..........cocvvvvnrerininsieeieeens 7,503 7,791 -8,131 -8,523 -8,997 -9,661 -10,081
Subtotal, Interest received by on-budget trust funds .................... -56,494 -57,889 -60,031 61,884 -63,113 -64,340 -64,746
903 Interest received by off-budget trust funds .........cccccoeverirninnen. -29,203 -33,576 -38,102 -42,586 —47,347 -52,499 -58,081
908 Other interest:
Interest on loans to Federal Financing Bank ........cccocoovvvervneirennnns -9,049 -8,415 7,234 6,270 5,786 -4,973 -4,465
Interest on refunds of tax collections . 3,068 3,142 3,182 3,297 3,422 3,561 3,708
Payment to the Resolution Funding Corporation ............ccccceereereunees 2,328 2,328 2,328 2,328 2,328 2,328 2,328
Interest paid to loan guarantee financing accounts ...............coveveenen. 992 708 821 858 772 661 576
Interest received from direct loan financing accounts .. . -883 -1,327 -2,574 —4,444 -6,779 -9,364 -12,064
Interest on deposits in tax and 10an acCOUNTS .......c..cocevververeernienenen. -634 -960 -1,000 -1,000 -1,000 -1,000 -1,000
Interest received from Outer Continental Shelf escrow account, In-
BETIOT e LT =993 | e | | |
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TABLE 6-1. BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Budget Authority

Source 1994 Estimate
Actual 1095 1996 1097 1908 1999 2000
ONBI oottt -3,441 -3,480 -3,434 -3,357 -3171 -3,004 -2,899
Subtotal, Other INEIESE .........vvrrverrereerreieeerereeeseessseeeesseneeeeens -7,618 -8,004 -8,903 -8,587 -10,214 -11,791 -13,815
Total, Net INTEreSt ... eesseeees 202,962 234,235 257,001 270,373 282,896 297,090 309,860
On-budget (232,166) (267,811) (295,103) (312,959) (330,243) (349,589) (367,941)
Off-budget (-29,203) (-33,576) (-38,102) (-42,586) (-47,347) (-52,499) (-58,081)
920 Allowances:

921 GSA TEINVENLING ..ooieiieiirriernieeseieissesesisesesiesssiesssssssnssiens | ovenenssnesinens | ennesnesinsnesinns | osenessneesssenes -200 -400 -400 -400
924 Adjustment to maintain Legislative Branch at current level ... | .. | ceveveninenenn. -250 -339 -430 -527 -633
925 OPM TEINVENLING ...ovuiiriieiiierineienneesseessssenssssensssiesssessssseninns | osevesnsinesnens | eonnesnesnsneninns | nesessneenssnees -7 -7 -8 -8
Total, AIOWANCES .....covviiiriereieieereieeeeiesesesesssississsssnnes | v | eeesesneeeenns -250 -546 -837 -935 -1,041

950 Undistributed offsetting receipts:
951 Employer share, employee retirement (on-budget):

Contributions to military retirement fund ..., -12,808 -12,130 -11,123 -10,351 -10,559 -10,713 -10,881
Postal Service contributions to Civil Service Retirement and Dis-

ability Fund -5114 -5,493 -5,499 -5,737 -6,158 -6,216 -6,500
Other contributions to Civil Service Retirement and Disability Fund -7,999 -7,811 -7,895 -8,108 -8,257 -8,222 -8,500
Contributions to HI trust fund ..o -2,440 -2,452 -2,545 -2,620 -2,718 -2,836 -2,982

Subtotal, Employer share, employee retirement (on-budget) ........ -28,361 -217,885 -27,063 -26,817 27,691 -27,988 -28,864

952 Employer share, employee retirement (off-budget) ...........c.c..... -6,409 -6,441 -6,864 -7,137 -7,544 -8,061 -8,707
953 Rents and royalties on the Outer Continental Shelf ................. -3,001 -2,692 -3,036 -2,485 -2,426 -2,393 -2,403
954 Sale of major assets:
Sale of U.S. Enrichment Corporation (PAYGO Proposal) ......cccceees | woeveneneniinens | erevvevveineineiens -800 “1100 | e | e | e
Sale of Power Marketing Admin. (PAYGO Proposal) ......cccevevvrinees | ervernenenneins | eovevrneieninennnns -85 -909 3475 | e | s
Subtotal, Sale 0f MAJOr ASSELS .......cvevrereerererereireieeisesenensnes | e | e -885 -2,009 =375 | e | e
959 Other undistributed offsetting receipts:
SPECHIUM AUCHON ..voveeveirreereceseeresieess s enesessesssssssssssesssessnsssens | eeseesssssssnsennns -4,375 -4,275 -1,675 -2,075 =1,197 |

Proposed Legislation (PAYGO) ......cccovvrrrmmeneiereinenenenensnsinn | evvereneneneie | eeveenssesnes -300 -600 -1,000 -1,400 -1,500

Subtotal, SPECHUM AUCHON .......cuvveerieriiriiriiririrenssesesriereiee | e -4,375 -4,575 -2,275 -3,075 -2,597 -1,500
Privatization of EIK Hills (PAYGO PropoSal) ........cccceerneirnennninn | worvvernrneinnes | sevevnsiinineiins | cvrnesineieninees =2,600 | i | e | e

Subtotal, Other undistributed offsetting reCIPLS ......cc.covrvrrvrrvrivinns | ovevrerrrrirnnrnnns -4,375 4,575 4,875 -3,075 -2,597 -1,500
Total, Undistributed offsetting reCeipts ........cocoemevernerirneennens -37,772 -41,392 42,424 -43,323 -44,212 -41,039 41,474

ON-DUAGEL oo (-31,362) (-34,951) (~35,560) (-36,186) (-36,668) (-32,978) (-32,767)

Off-BUAGEL oo (-6,409) (-6,441) (-6,864) (-7,137) (-7,544) (-8,061) (-8,707)
TORAL oo 1,528,401 1,563,792 1,613,780 1,686,398 1,765,205 1,839,127 1,923,985

On-budget ...
Off-budget

* $500 thousand or less.

(1,245,830) | (1,265,790) | (1,304,811) | (1,366,801) | (1431,374) | (1,491,664) | (1563816)
(282571) |  (298,002) |  (308969) |  (319597) |  (333,831) |  (347.463) |  (360,169)
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM
(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
050 National defense:
051 Department of Defense—Military:
Military PErSONNEL ..o 73,137 70,546 66,181 67,336 67,977 69,279 73,405
Operation and MAINENANCE .......cocuevreeirierieriireiriseieseeee s 87,880 88,385 91,015 90,177 89,759 91,610 93,675
Procurement 61,758 54,664 48,617 45,727 44,811 48,048 51,387
Research, development, test and evaluation . 34,762 34,981 34,476 33,365 32,148 31,299 30,502
Military CONSITUCHION ......cuverireererrceeieireiieese e 4,979 5,619 5,657 5,272 5,490 5,058 4,648
FaMily DOUSING ..vvuceenrirnriiiieesenieiiesisesseeess et 3,316 3,457 3,928 4121 4,099 4,229 4,319
Voluntary Separation Incentive (VS| fund) . 153 163 166 167 167 167 167
Offset for payment to VSI fund ................. I IO -20 -269 -93 -93 -93 -93
Revolving and management funds . 3,620 1,187 649 789 731 925 824
Trust funds and other ............. . 92 198 96 92 86 80 76
General transfer authority ] 280 220 100 40 20 |
Emergency SUpPIEMENtAl .........ccovvviirniieinienenereeneennies | vt 1,956 459 81 27 13 6
DOD-wide SaviNgs ProPOSAIS .......ccceeueveeurrieereinirnererisesssineessinnins | eoseesnsenessnnenees -200 -204 -114 -56 =24 -11
Proposed legislation (non-PAYGO) ] e | -73 -32 -71 -73 -74
OffSEttiNg TECEIPLS .vucvvririeiriiierere e -1,086 -1,062 -939 -931 -938 -899 -896
Subtotal, Department of Defense—Military ........c.ccccovevvveriiniirnes 268,611 260,155 249,978 246,058 244,178 249,639 257,935
053 Atomic energy defense activities:
WEAPONS ACHVILIES ...eouvvevenierrieiiieiseieni e 4,035 3,349 3,447 3,203 3,073 3,088 3,069
Defense environmental restoration and waste management . 5,447 5,080 5,543 5,660 5,285 4,947 4,822
Defense nuclear waste dispoSal ... 118 123 192 169 167 168 166
Other defense ACHVIIES .......coocerrrrerrererierseeeerseeeersesserenesns 2,277 1,901 1,569 1,268 1,204 1,209 1,202
Defense Nuclear Facilities Safety Board ............coovvirernireneenenns 16 18 19 18 18 17 17
Subtotal, Atomic energy defense activities .........ccoeveveverenennee 11,892 10,471 10,770 10,319 9,747 9,429 9,276
054 Defense-related actiVities ..o 1,060 973 675 618 596 609 620
Total, National defense 281,563 271,600 261,424 256,995 254,522 259,677 267,831
150 International affairs:
151 International development and humanitarian assistance:
Agency for International Development ...........cccovvrineneneiieriennns 3,365 3,961 4,021 4,087 4,107 3,982 3,927
Multilateral development banks (MDB's) 1,443 1,976 1,997 2,228 2,001 2,333 2,771
Food aid 2,043 1,532 1,070 984 955 935 915
Refugee programs 687 728 749 705 690 675 661
Voluntary contributions to international organizations ............cc.cce.... 311 420 412 415 406 397 389
Peace Corps 214 243 243 229 224 220 215
Other programs ........... 57 108 168 238 222 208 178
Credit liquidating accounts .. . -494 -1,079 -1,086 -1,148 -1,100 -1,121 -1,094
OFfSEHHING TECRIPLS .vuvvuercrreririerieireeees et -564 -579 -561 -632 -641 -645 -632
Subtotal, International development and humanitarian assistance 7,061 7,311 7,014 7,108 6,955 6,984 7,329
152 International security assistance:
Foreign military financing grants and 10anS .........cccccoerenervernrcncnnens 4,023 3,674 3,507 3421 3,275 3,155 3,074
Economic support fund ... 2,766 2,708 2,644 2,553 2,484 2,421 2,310
Other programs 173 158 164 169 157 155 152
Repayment of foreign military financing loans . -545 -566 —655 -658 -570 423 =312
Foreign military loan liquidating account ..........cccoerevnerecnnininenen. 213 -124 -139 -178 -185 -181 -194
Subtotal, International security assISIaNCe .........ccceoererreereerennns 6,630 5,850 5,521 5,307 5,161 5,127 5,029
153 Conduct of foreign affairs:
State Department OPErations ..o 2,052 2,038 2,121 2,067 2,024 1,982 1,939
Foreign Buildings ........c.coevivireeiinrinienceeeee e 580 554 516 486 472 467 399
Assessed Contributions to International Organizations .................... 765 951 933 906 887 868 850
Assessed Contributions to International Peacekeeping ... . 979 1,301 447 432 423 414 405
Other PrOgraMS .....c.ocveeiereireieieie ettt 182 206 240 243 239 236 222
Subtotal, Conduct of foreign affairs ........cccovevvveirencnenenenenns 4,557 5,050 4,257 4,133 4,046 3,967 3,814
154 Foreign information and exchange activities:
U.S. INfOrMation AGENCY .....veeuevrmrereeererirerieessseisesisesssesssssssessenenns 1,168 1,233 1,335 1,257 1,217 1,190 1,164
Board for International BroadCasting ...........coeurvvierneirecnninnnenen. 213 210 Lol | | |
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued

(in millions of dollars)

Outlays
Source 1094 Estimate
Actual 1995 1996 1997 1998 1999 2000
Other Programs ........oceceeieeeenreeieieseises et 18 16 13 11 11 10 10
Subtotal, Foreign information and exchange activities ............... 1,398 1,459 1,349 1,269 1,228 1,201 1,174
155 International financial programs:
EXPOIt-IMPOrt BAnK ......c..coeiieeiciincniisisiseseisssees s 182 490 580 609 578 592 570
International Monetary fund ... -393 19 19 26 26 26 18
Exchange stabilization fund ........... -1,326 -1,300 -1,320 -1,340 -1,360 -1,380 -1,400
Foreign military sales trust fund (net) . 185 100 180 170 240 30 130
Special defense acquisition fuNd ..........ccovvrerivrrisiieieieeeeeeens -96 -156 -134 -115 -66 -10 =17
Credit liquidating account (EXiM) .......ccoocrrememerinemirneeneeneenenenenenns -1,014 -6 -624 -840 -659 -604 -610
Other ..o * Pl s | e | e | s |
Offsetting receipts -102 -104 -106 -108 -110 -112 -115
Subtotal, International financial programs .........ccccceveenerenenens -2,564 -957 -1,405 -1,599 -1,352 -1,459 -1,423
Total, International affairs ............coeeovrerneenerninecneneeeennens 17,083 18,713 16,735 16,217 16,037 15,820 15,923
250 General science, space, and technology:
251 General science and basic research:
National Science Foundation programs ................ 2,596 2,777 3,077 3,213 3,185 3,104 3,040
Department of Energy general science programs 1,268 1,395 1,009 893 857 861 855
Subtotal, General science and basic research .........cooovverenen. 3,863 4,173 4,086 4,106 4,042 3,965 3,895
252 Space flight, research, and supporting activities:
Science, Aeronautics and TECANOIOGY .......ccvvereereiriiniininininrniniiens | ereereiseeseiseennes 2,393 4,463 4,968 4,938 4,820 4,705
Human space flIgNt ... | e 3,432 5431 4,878 5,082 5,209 5,193
Mission support e | e, 1,716 2,141 2,323 2,220 2,157 2,107
Research and program management ............ 1,316 96 6 * * ol s
Space flight control and data communications . 4,899 1,614 199 43 14 6 2
Construction of facilities ...........ccoevmernecrenenn: . 328 369 95 46 23 12 7
Research and development ... 5,805 3,168 414 67 17 7 4
Other 15 15 17 17 16 16 16
Subtotal, Space flight, research, and supporting activities ........... 12,363 12,805 12,765 12,342 12,311 12,227 12,034
Total, General science, space, and technology ... 16,227 16,977 16,851 16,448 16,353 16,192 15,928
270 Energy:
271 Energy supply:
Research and development ... 3,697 3,952 4,070 3,916 3,742 3,576 3,475
Naval Petroleum FESEIVES ... -176 -243 -305 -484 475 -448 -413
Proposed Legislation (PAYGO) ... | s | e | e 448 439 417 395
Subtotal, Naval petroleum reServes .........vninerininens -176 -243 -305 -36 -36 =31 -18
Federal power Marketing ..........coeveverinereineeneeninesesisee s -146 -457 -635 -541 -808 -1,089 -1,102
Proposed Legislation (PAYGO) ......cccovmiririmrnmisieeeensnsneisneinns | evvereseinsnneies | svvsssssssinnins | seeveensinsinsnnens 11 182 672 679
Subtotal, Federal power marketing .......c..cocovereenenirernniienns -146 -457 -635 -531 -626 417 424
Tennessee Valley AULOMLY .......cvevriecriniieeeeierseseeees 1,040 1,063 543 136 40 39 -101
Uranium enrichment ... 95 -213 -125 -51 41 118 190
Proposed Legislation (PAYGO) ........ccerviereneemenmrnnienneesnenne | eveienenenienines | sevneeneesnennnens 150 8 -10 -88 -159
Subtotal, Uranium enrichment ..........cccovvvvemrrnecnnernerneennnnns 95 -213 25 -43 32 30 30
Uranium enrichment facility decontamination and decommissioning
fund 228 275 295 291 294 297 300
Decontamination fransfer ... -130 -134 -350 -292 -292 -292 -292
Foreign fees (PropoSed) ........cviernimeiniinisssrsesneesnnins | s | e 45 -46 47 -48 -49
Nuclear Waste Program ........cocceeeerneneenenssssssssseseeeseseseesesensens 297 328 191 | o | e | e | e
Proposed Legislation (PAYGO) ..o | v | oo 216 486 572 636 590
Subtotal, Nuclear waste program ..........cccveevveereeneeneenerenincnnns 297 328 407 486 572 636 590
Nuclear waste fund receipts ..........ccccvueeeenn. -396 -555 -591 -600 —-606 -607 -616
Subsidies for nonconventional fuel production .. . 60 96 42 39 -2 -2 -2
Rural electric and telephone 10ans ............cvcvneineinerncnscneinienen. 63 112 115 132 120 107 83
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Credit liquidating account (REA) ......ccccouverirrnnirerineersereeeeneens 734 -988 -658 -958 -1,050 -1,064 -1,133
Subtotal, ENergy SUPPIY .....cveeevmreeimrierrineeseiseisenesisesesineesees 3,899 3,235 2,914 2,493 2,140 2,226 1,843
272 ENErgy CONSEIVALION ......ccoceviuiuieriiriiniinsinsiesssssesiessssssse s sseeeeeens 582 681 800 808 677 629 625
274 Emergency energy preparedness .......ooceeeeeeenereeneeneen: 275 241 236 290 280 276 275
276 Energy information, policy, and regulation:
Nuclear Regulatory Commission (NRC) .......ccovveveeninenrinenieeneireiens 46 37 22 26 23 23 22
Other energy Programs ........ccceeerieeeneinerssensessssssessessessessessessesseeseens 417 394 397 372 365 366 365
Subtotal, Energy information, policy, and regulation ................... 462 431 419 398 388 389 387
TOtal, ENEIGY .oocvreiiicriisireceese e 5,219 4,589 4,369 3,988 3,485 3,520 3,130
300 Natural resources and environment:
301 Water resources:
COrps Of ENQINEETS ...ttt 3,640 4,035 3,841 3,892 3,743 3,690 3,544
Bureau of Reclamation 869 992 834 793 789 779 740
Other 392 508 353 314 285 266 259
Offsetting receipts -373 472 -596 -592 -649 -669 -665
Subtotal, Water rESOUICES ... 4,528 5,064 4,432 4,407 4,168 4,066 3,879
302 Conservation and land management:
FOrESE SEIVICE ... 3,197 2,852 2,841 2,810 2,746 2,699 2,649
Management of public lands (BLM) .. 934 959 1,005 989 968 958 930
Federal land acquisition ............c....... 20 12 18 21 23 23 22
Mining reclamation and enforcement 312 255 308 307 330 278 267
Conservation reserve program .............. 1,736 1,859 1,926 2,021 2,035 2,029 1,962
Other conservation of agricultural lands 904 885 891 939 786 732 706
Other 368 363 371 365 359 347 340
OFfSEttiNg TECRIPLS .vvvvverererrersrereereieie et -2,309 -2,278 -2,304 -2,313 -2,337 -2,490 -2,453
Subtotal, Conservation and land management ...........ccccccovrvereunes 5,161 4,907 5,057 5,139 4,910 4,577 4,423
303 Recreational resources:
Federal [and aCqUISIEION ........ccocueueueiniinieniininsessecee s 243 265 237 221 208 200 195
Urban park and historic preservation funds ... 46 52 49 48 46 44 42
Operation of recreational resources . 2,509 2,732 2,779 2,768 2,726 2,681 2,659
Proposed Legislation (PAYGO) ......cccourerenmenmieieensinensinensnsinn | evvereenensneies | eeveessssesenns * 2 5 7 9
Subtotal, Operation of recreational reSources .........ccoeveveenee 2,509 2,732 2,779 2,771 2,731 2,688 2,668
OFfSEHtiNG TECEIPLS .vvvvureriereririeririreee e -179 247 -262 -274 -278 -284 -295
Proposed Legislation (PAYGO) ........ccvcrvieeneemienmrnnienneennenne | v | sevveeneesnenenens -8 -12 -16 -20 -26
Subtotal, OffSetting reCeIptS .......covirerrriniriereieieeeieieines -179 247 =270 -286 -295 -304 -322
Subtotal, Recreational reSOUCES ... 2,619 2,802 2,794 2,753 2,691 2,628 2,584
304 Pollution control and abatement:
Regulatory, enforcement, and research programs ..........c..cccoeveerevnnes 2,542 2,810 3,884 3,314 3,317 3,208 3,117
Proposed Legislation (PAYGO) ........ccerviereneemenmrnnienneesnenne | eveienenenienines | sevneeneesnennnens -1 —* -1 -1 2
Subtotal, Regulatory, enforcement, and research programs ... 2,542 2,810 3,883 3,314 3,316 3,207 3,119
Hazardous substance SUPErfund .........c.cocvvereneneninernereenens 1,489 1,460 1,484 1,499 1,478 1,450 1,422
Proposed Legislation (PAYGO) ..o | cvevnnesssiesinens | eevernesssnniins | conernsenennnens 52 112 144 162
Subtotal, Hazardous substance superfund ............cccoveeovinennnee 1,489 1,460 1,484 1,551 1,590 1,594 1,584
Ol pollution fuNAS (GrOSS) ....ceeeereereeeeeereereiriereiseiseseriereiee e 179 126 128 132 133 126 125
Water infrastructure financing ........ccccocovvevne 1,978 2,202 2,147 2,252 2,398 2,361 2,322
Leaking underground storage tank trust fund ... . 70 74 75 76 74 73 71
Superfund recoveries and Other ... -209 -235 -969 =211 -171 -146 -146
Subtotal, Pollution control and abatement .............ccccoceveniiniin. 6,050 6,438 6,748 7,114 7,340 7,214 7,075




84 ANALYTICAL PERSPECTIVES

TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
306 Other natural resources:
Program @CHVIIES .........everivererrmmiieeierinerieesssesesisssssessesssessenenns 2,725 2,699 2,831 2,796 2,868 2,891 2,813
Proposed Legislation (PAYGO) ..o | s | s 6 27 28 29 29
Subtotal, Program actiVities ..........cccererrninnrniereeeeneieneenns 2,725 2,699 2,837 2,822 2,896 2,920 2,842
OFfSEHtiNG TECEIPLS ..vuvvureriecririeriree e -19 -19 -19 -19 -19 -21 -33
Proposed Legislation (PAYGO) ......cccovvumrenenieieeneinsnsinensnsins | evvereineneneies | eeveessssenens -10 -10 -10 -10 -10
Subtotal, OffSetting reCeIPLS ......cvvvrrevererirerirreeeeisereninens -19 -19 -29 -29 -29 =31 43
Subtotal, Other natural rESOUCES ..o 2,706 2,680 2,808 2,793 2,867 2,889 2,799
Total, Natural resources and environment ..........cccceeverevneines 21,064 21,891 21,839 22,207 21,976 21,374 20,761
350 Agriculture:
351 Farm income stabilization:
Commodity Credit COrpOration ...........cocveeriereenineneereeeeseeereeeeneens 10,336 10,623 9,073 8,774 6,984 6,977 6,414
Proposed Legislation (PAYGO) ... | e | s | ovverinnneenes | seeeenesenne -500 -500 -500
Subtotal, Commodity Credit COrporation ............cccoeeereereureurennee 10,336 10,623 9,073 8,774 6,484 6,477 5,914
CIOP INSUFANCE .vvovvereerareseeeseesseessesseessssssssssesssssssssssesssssssssssnssanes 1,007 709 1,361 1,345 1,500 1,512 1,549
Agricultural credit INSUFANCE ..o 397 396 412 406 392 384 376
Emergency food assistance program ... 119 72 40 39 40 40 40
] OO TSROSO 953 816 691 676 673 648 632
Proposed Legislation (PAYGO) ......cccovvrrreinmeneieieneinsnsinensnsinss | evvereeneensneies | eeveessssesnnns S| e | e | e | e
SUDLOtAl, OtNET <o eesseens 953 816 690 676 673 648 632
Credit liquidating accounts (ACIF and FAC) .......ccccoevmnmnerrerceneeneen. -386 -955 -840 -1,315 -1,196 -1,079 -964
Subtotal, Farm income stabilization ...........ccccoevriviverinireiniinns 12,426 11,662 10,735 9,925 7,894 7,982 7,547
352 Agricultural research and services:
Research programs 1,154 1,211 1,218 1,182 1,157 1,134 1,113
Marketing programs ... 158 159 161 158 156 155 154
Animal and plant inSPECtion Programs ...........cveereeeeeneeernseeesneennens 485 442 416 425 421 412 403
Economic intelligence ... 135 133 143 141 138 135 132
Other programs and unallocated overhead . 889 925 1,009 984 951 918 884
OFfSEttiNG FECEIPLS ..vvvvirereircirereereieie s -126 -131 -130 -130 -130 -130 -130
Subtotal, Agricultural research and Services .......cocoverveneerees 2,695 2,739 2,817 2,761 2,693 2,624 2,557
Total, AGHCUITUIE ..ot enssenens 15,121 14,401 13,552 12,686 10,587 10,607 10,104
370 Commerce and housing credit:
371 Mortgage credit:
Federal Housing Administration (FHA) ... -472 203 -35 163 187 183 175
Government National Mortgage Association (GNMA) . -513 -493 -469 -716 -695 -668 -633
Rural housing programs .........c.cceeeneeneeneeneeneensineenenns . 991 950 832 780 746 725 709
Privatizing collection of debt (Non-PAYGO proposal) | e | e =156 | e | e | e | e
ONBI oo -8 * 17 33 * * *
Credit liquidating accou -499 -3,263 -4,817 -3,209 -3,445 -4,608 -5,638
Subtotal, Mortgage Credit ... -501 -2,603 -4,629 -2,949 -3,207 -4,368 -5,386
372 Postal service:
Payments to the Postal Service fund (On-budget) 130 130 146 124 124 124 124
Postal Service (Off-DUAGEL) ..c.vvvrveeeerircircee e 1,103 712 625 357 -450 -1,050 -1,400
Subtotal, POStal SEIVICE ..o 1,233 842 771 481 -326 -926 -1,276
373 Deposit insurance:
Resolution Trust Corporation FuNd .........ccccovvvernnnnnnieieneneins 4,107 6,783 =1,660 | o | e | i | e
Bank Insurance Fund ...........ccoco.... . -9,498 -5,977 -1,937 1,068 1,203 -687 -2,361
Proposed Legislation (PAYGO) ..o | erneessesnnsnnns | eeeeresessnsesnns -105 -110 -115 -119 -124
Subtotal, Bank Insurance FUNd .........cccocoeveevieiieerieceenenns -9,498 5,977 -2,042 958 1,088 -806 -2,485
FSLIC ReSOIUtION FUND ..o -706 1,778 -3,195 -3,453 -43 371 504
Savings Association Insurance FUuNd ... -1,197 -1,078 892 1,448 498 434 -1,118
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)
Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
National Credit Union AdmInIStration ............ccoveernnsmnsreeneenenens -287 -294 -328 -344 -358 -386 -416
Other mandatory -21 45 -6 -7 -8 -4 1
Discretionary 31 29 14 | i | v | s | e
Subtotal, DEPOSIt INSUFANCE .......c.vvuieierierirrirerierinisersssessesee s -7,570 -12,278 -6,324 -1,398 1,178 -1,259 -3,514
376 Other advancement of commerce:
Small and minority business assiStance ..........cvereeeeneen: 638 803 677 661 641 625 613
Proposed Legislation (PAYGO) ... | s | s | s | s | s | s | s
Subtotal, Small and minority business assistance ................... 638 803 677 661 641 625 613
Science and teChNOlOgY .........ccveuiieriennirneinriesseeser i 196 505 778 1,056 1,113 1,084 1,058
Economic and demographic statistics 296 333 371 396 388 387 2,930
Payments to COpYright OWNETS .......c.ccviieiniiniiisnienseesesienens 175 226 232 236 242 246 252
ReguIAtOry gENCIES ........crireeicieieireeiise st 233 254 143 109 101 94 92
Proposed Legislation (PAYGO) ......ccoerniererneemienernerenneinssnenne | eoveevnsnesisnnes | sevneensesnesnsens 216 259 271 284 298
Subtotal, Regulatory agencies ... 233 254 359 368 372 378 390
International trade and other business promotion .............cccoecrereunes 331 435 449 465 452 518 478
Credit liquidating @CCOUNTS ........ovvrriiiiiriiiresieeseeseeseneenienns -153 475 -236 -168 -137 -118 -101
Subtotal, Other advancement of COMMEICE .........ccovvererrviererrniernes 1,715 2,082 2,629 3,015 3,071 3,121 5,619
Total, Commerce and housing credit ...........coovvnineneneneiennns -5,122 -11,958 -7,553 -852 715 -3,433 -4,557
On-budget (-6,225) (-12,670) (-8,178) (-1,209) (1,165) (-2,383) (-3,157)
Off-budget (1,103) (7112) (625) (357) (-450) (-1,050) (-1,400)
400 Transportation:
401 Ground transportation:
Highways 18,994 19,534 16,480 6,730 3,112 2,273 1,726
Highway safety 330 377 454 458 441 418 397
Mass transit 3,769 3,836 3,449 2,952 1,905 1,460 757
RAUITOAAS ...vvvoevriciii s 833 1,095 557 428 129 109 106
ReguIAtion (ICC) ..o 43 35 31 4| e | e | e
Offsetting receipts ... -29 -46 -8 -6 -4 2 4
Proposed Legislation (PAYGO) ... | v | sevnsineisnesnnens —-45 47 -49 -51 -53
Subtotal, OffSetting reCeiptS .......covvererrrererereeeerereenes -29 -46 -53 -52 -52 43 -48
Subtotal, Ground tranSPOrAtion .........c.cccevreeeririenirerneirenineienes 23,940 24,832 20,920 10,520 5,534 4,211 2,937
402 Air transportation:
Airports and airways (FAA) ..o 8,784 8,674 8,305 7,520 7,136 6,520 6,307
Aeronautical research and technology . 1,330 1,435 1,360 1,634 1,395 1,263 1,233
Payments t0 ir CAIMIETS .....c.vvevrieieeiriirirriseiseiseiesisee s 32 23 11 | i | e | v | e
Subtotal, Air tranSPOration ..........cvveerrrrernieeeeere s 10,146 10,132 9,677 9,154 8,531 7,783 7,540
403 Water transportation:
Marine safety and tranSPortation .........c..coceeerrnrnenenninierneseereeens 3,566 3,507 3,526 3,724 3,783 3,610 3,638
Ocean shipping .......cccoocvvevnnce. 241 446 386 323 135 68 69
Panama Canal Commission -23 -13 -12 -1 -1 -1 7
OFfSELHiNG TECRIPLS ..vuvvuerirscrirrierieireeees et -68 -73 -79 -83 -83 -84 -1
Subtotal, Water tranSportation ...........ccernreneeeeeeneiens 3,716 3,867 3,820 3,964 3,834 3,593 3,693
407 Other transportation:
Unified transportation infrastructure investment program ... | covvveveiniiniins | eevvereereineineinns 3,880 14,403 19,620 21,562 22,225
Department of Transportation headquarters BUIldING .........cccovveieenees | v | e | e | e | e 331 | s
Miscellaneous programs 360 368 401 394 396 368 364
Offsetting receipts =27 44 -57 -56 -56 -52 -52
Subtotal, Other transSportation .........c..ccvvrennneeereenens 333 324 4,223 14,741 19,961 22,208 22,536
Total, TraNSPOTAtiON ......c.vvevreerieireieieisessississssssss s sesessessennes 38,134 39,154 38,639 38,378 37,860 37,794 36,707
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued

(in millions of dollars)

Outlays
Source 1094 Estimate
Actual 1995 1996 1997 1998 1999 2000
450 Community and regional development:
451 Community development:
Community opportunity performance funds .........ccoooevninininens | rereenienesennes 12 198 1,922 3,848 4,720 4,867
Community development blOCK grants .........ccooveveernnreereeneeneen. 3,651 4,330 4,564 3,039 1,053 283 | e
Community development financial iNSHEULIONS ........c.coverererierinriniens | vvevvevresssnnennes 34 131 135 108 78 13
Other 539 643 656 448 147 102 83
Credit liquidating accounts .. -58 -23 -58 -61 -134 -133 -130
Subtotal, Community development .........cccovmrrrniinnnereereiens 4,133 4,996 5,490 5,483 5,023 5,050 4,834
452 Area and regional development:
Rural development ... 486 793 768 959 1,037 1,068 1,082
Economic development assistance 232 393 432 380 461 459 492
Indian programs. ..........cccceeveineis 1,485 1,477 1,568 1,585 1,575 1,553 1,513
Proposed Legislation (PAYGO) ......ccccvuermneerenneneenencines | cvverieinneieie | vvvvsssnsisninins | e | e | s | v | e
Subtotal, Indian Programs. .........cccevnininininnrneeeeenns 1,485 1,477 1,568 1,585 1,575 1,553 1,513
Appalachian Regional COMMISSION ........cvuevrimeeriimirniierineierieeees 190 169 208 244 222 209 200
Tennessee Valley Authority ... 170 151 171 139 137 136 135
Credit liquidating accounts .. . 47 180 220 206 199 214 189
OFfSEHiNG TECRIPLS .vuvvueercreririeririrereet e -445 -406 -313 -302 -292 -294 -296
Subtotal, Area and regional development ..........cccoeovvverrerrerereins 2,166 2,757 3,054 3,211 3,338 3,345 3,316
453 Disaster relief and insurance:
Small business disaster loans ... 689 761 330 145 109 107 105
DiISASEr TEIIET ..o s 3,743 4177 4,026 3,630 1,196 303 296
National flood insurance fund ... -79 -b1 -90 —-64 -80 -98 -119
(0] 1=] O 156 319 313 302 290 283 277
Credit liquidating accounts -354 -362 -309 -55 440 -372 -57
Subtotal, Disaster relief and iNSUrANCE ........ccoeveeereererreereireineines 4,156 4,845 4271 3,957 1,075 223 501
Total, Community and regional development ...........cccoovvvniu. 10,454 12,598 12,815 12,651 9,436 8,618 8,651
500 Education, training, employment, and social services:
501 Elementary, secondary, and vocational education:
EdUCation FEfOM ......coiiccece s 2 179 500 858 938 921 860
School improvement programs .. 1,460 1,575 1,463 1,494 1,469 1,437 1,401
Education for the disadvantaged . 6,846 7,032 7,051 7,393 7,240 7,085 6,935
SpeCial EUUCALION ..o 2,980 3,612 3,154 3,220 3,261 3,193 3,125
IMPACE QI v nres 830 1,088 679 614 564 552 550
Vocational and adult edUCALION ..o 1,341 1,544 1,550 1,656 1,670 1,676 1,676
Proposed Legislation (PAYGO) ........cccveuvirevnininminierniennninns | v | e -1 -6 -7 -7 -7
Subtotal, Vocational and adult education ............ccccoevereureuennes 1,341 1,544 1,549 1,650 1,663 1,669 1,669
Indian education programs 563 542 595 599 602 589 576
Other 237 271 273 295 297 292 286
Subtotal, Elementary, secondary, and vocational education ......... 14,258 15,844 15,264 16,123 16,034 15,738 15,402
502 Higher education:
Student financial @SSISIANCE ......cocuvvreerierieririnireee e 7,118 7,265 7,309 6,298 6,212 6,184 6,156
Federal family education loan program . . 2,743 3,283 2,460 2,146 2,113 1,961 2,102
Proposed Legislation (PAYGO) ......ccovervreimniernesnssssssssnninn | svveseesensnnsins | evvessssssesens -512 -1,412 -1,968 -1,933 -2,074
Subtotal, Federal family education loan program .............ccce.... 2,743 3,283 1,947 734 145 28 28
Federal direct loan program ...... 148 843 1,502 1,527 1,753 2,245 2,420
Proposed Legislation (PAYGO) ......cccoverrrmnneneierenenenenensnsinns | evvevneneneneie | eeeeesenesnens 213 667 962 984 961
Subtotal, Federal direct loan program .........cccccoeerererrcrieenes 148 843 1,715 2,195 2,715 3,229 3,381
HIgher UCALION ..o s 796 899 858 861 768 741 724
Student loan guaranty agency reserve recoveries (PAYGO pro-
........................................ -350 -250 -250 -150 -100
94 274 266 257 237 232 225
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Credit liquidating account (Family education loan program) ............. -3,023 1,459 711 83 =371 -467 -520
Subtotal, Higher duCatIoN ... 7,876 14,024 12,457 10,178 9,457 9,798 9,895
503 Research and general education aids ...........cccccovvrinirrernennns 2,086 2,291 2,428 2,496 2,471 2,429 2,395
504 Training and employment:
Training and employment SEIVICES ........ccviuevniemirinriernnierneeeees 4,353 4,653 6,494 8,538 8,212 8,067 7,979
Trade adjustment aSSIStANCE ..........ccvviereriniiniininieeeieeeeeeiereenes 74 91 125 125 121 111 100
Older Americans emplOYMENt ..........cccveereurienieneineineinieeeesrereeeeeene 385 405 410 408 398 389 381
Payments to States for AFDC work programs . 839 937 943 957 952 958 967
Federal-State employment service . . 1,353 1,255 1,335 1,359 1,353 1,337 1,281
L] OO OO 94 82 90 89 87 85 83
Subtotal, Training and employment ... 7,097 7,423 9,396 11,477 11,123 10,948 10,791
505 Other 1ahor SEIVICES .....ccocviveviieiieeeee e 958 985 1,069 1,048 1,026 1,002 982
506 Social services:
National SErvice INItIAtIVE .......coceeuriureeriireiririneeeeee s 211 319 581 884 996 1,032 1,051
Family support and preservation 1 67 148 212 237 251 254
Social services block grant ..... . 2,728 2,996 3,343 3,040 2,860 2,800 2,800
Rehabilitation SEIVICES ..........coviriiniuerineiiireeneiseisesesisee e 2,244 2,554 2,515 2,507 2,573 2,637 2,704
Payments to States for foster care and adoption assistance ........... 3,030 3,596 4,051 4,329 4,722 5,149 5,613
Children and families services programs . 4,306 4,722 4,994 5,161 5,164 5,133 5,109
AQING SEIVICES PrOJIAM ....cvuivuivueeriieieietsesssssstessesses e ssessesesesessenans 859 868 880 887 886 882 882
Interim assistance to States for legalization ..........cccccovevevenenennees 652 356 5 L o| e | e | e
Other SOCIal SEIVICES .....couevuerreiireieieisesesieise e —* 20 43 14 5 3 3
Subtotal, SOCIAl SEIVICES ......vvuivirinircrireierseeserees 14,031 15,497 16,559 17,034 17,443 17,888 18,416
Total, Education, training, employment, and social services ..... 46,307 56,065 57,173 58,356 57,554 57,803 57,880
550 Health:
551 Health care services:
MediCaId GrantS ........ccvveuirreeniiiereere e 82,034 88,438 95,977 104,621 114,503 124,519 136,327
Proposed Legislation (PAYGO) ......cccoureienmennieieneinsnsinenensinn | evverveineinsneies | eeveessssiennnns 47 -52 -56 28 166
Subtotal, MediCaid grants ... 82,034 88,438 95,930 104,570 114,447 124,547 136,494
Health insurance earned income Credit ........coovvveninesrnreieennenenens TT3 | e | v | e | s | e | v
Federal employees’ and retired employees’ health benefits 3,254 3,340 4,076 3,831 4,394 4,623 4,630
Coal miners retirees health benefits .. . 286 351 344 337 329 323 316
Indian health ... . 1,822 2,003 2,088 2,017 1,987 1,943 1,901
Substance abuse and mental health SEIVICES ........cccoovverveerrireriinnns 2,132 2,462 2,214 2,140 2,096 2,052 2,009
Other health Care SErVICES ... 3,959 4,828 5,163 5,213 5,052 5,008 4,926
Subtotal, Health Care SErVICES .........covmrenereereeerenenens 94,259 101,423 109,816 118,108 128,306 138,496 150,275
552 Health research and training:
National Institutes of Health ...........c..ccovveenn. 10,165 10,935 11,464 11,344 11,301 11,120 10,894
DoD breast cancer and other health research . . 24 114 67 12 | e | e | e
CliniCal trAINING ©..vvoevecevereeeeeeer e 329 317 327 314 304 282 268
Substance abuse and mental health research ..........ccccocvivinei 239 | e | e | e | e | s | e
Other research and traiNing ..........ccveveemenernrncrneeeeeeerenens 243 294 322 326 321 314 307
Subtotal, Health research and training ..........cccoeceeveveeneerenenns 11,000 11,660 12,179 11,997 11,926 11,716 11,469
554 Consumer and occupational health and safety:
Food safety and inspection (net of user fees) .......ccocovreineinrenen. 511 527 483 472 459 447 436
Other CONSUMEr SAELY ......c.cvreiieieieirerese e 846 963 956 926 897 870 850
Occupational safety and health ..., 506 525 568 557 546 534 523
Subtotal, Consumer and occupational health and safety ............. 1,863 2,015 2,006 1,955 1,903 1,851 1,808
Total, HEAIN ... 107,122 115,098 124,002 132,060 142,135 152,064 163,552
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued

(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
570 Medicare:
571 Medicare:
Hospital inSUranCe (HI) .......oceuevvmmimreeierinerieiessiseriessiseesesseseenenns 102,770 111,630 122,643 132,608 142,739 153,651 165,086
Proposed Legislation (PAYGO) ..o | evvereneneneies | eeveessssesnnns -140 -530 -670 -1,590 -1,970
Subtotal, Hospital insurance (HI) .......coocvevmemeeeeerinerinecinnnnns 102,770 111,630 122,503 132,078 142,069 152,061 163,116
Supplementary medical insurance (SMI) ........covevverineninerniinenns 59,724 65,780 75,518 84,060 93,066 103,087 114,015
Proposed Legislation (PAYGO) .......ccvrmrirerneineeneeninennninerinninee | e | svvernsinesnenne | conevnsnsnieninens | e | e -360 -540
Subtotal, Supplementary medical insurance (SMI) .........cccove.e. 59,724 65,780 75,518 84,060 93,066 102,727 113,475
Medicare premiums and collections -17,747 -20,122 -20,198 -21,701 -24,101 -25,575 -26,743
Proposed Legislation (PAYGO) .......ccvervirinnninminierneenninns | v | oo 1 4 6 -1,140 -2,840
Subtotal, Medicare premiums and Collections ............cccveeeenee -17,747 -20,122 -20,197 -21,697 -24,095 -26,715 -29,583
Subtotal, MEedICare ... eereeeseeees 144,747 157,288 177,824 194,442 211,039 228,072 247,008
Total, MEAICArE ..o 144,747 157,288 177,824 194,442 211,039 228,072 247,008
600 Income security:
601 General retirement and disability insurance (excluding social
security):
Railroad retirfement ... 4,547 4,492 4,479 4,546 4,552 4,579 4,593
Special benefits for disabled coal MINErS .......cccccoverereneineincinenenn. 1,375 1,319 1,250 1,196 1,152 1,096 1,041
Pension Benefit Guaranty COrporation ..........c.cceeermrererererenenens -385 -982 -1,090 -1,218 -1,192 -1,116 -824
OINBI oottt 183 196 214 222 228 237 245
Subtotal, General retirement and disability insurance (excluding
SOCIAl SECUMLY) .vvueevereririreiei ettt 5,720 5,026 4,853 4,746 4,739 4,795 5,055
602 Federal employee retirement and disability:
Civilian retirement and disability programs. ..........c.coveverminenierneenens 36,776 38,284 40,078 42,355 44,464 46,673 48,948
Military retirement 26,717 27,250 27,920 29,000 30,140 31,969 33,105
Proposed Legislation (PAYGO) ..o | v | sevneineisneennens 385 | i | e | e | v
Subtotal, Military retirement ........ccccovvrivrmrnininriereeeeieenns 26,717 27,250 28,305 29,000 30,140 31,969 33,105
Federal employees workers’ compensation (FECA) ........c.cccocvevnnen. 130 212 249 220 274 284 300
Federal employees life insurance fund ... -1,136 -959 -960 -921 -872 -827 -791
Subtotal, Federal employee retirement and disability ................... 62,487 64,788 67,671 70,654 74,005 78,099 81,562
603 Unemployment COMPENSALION ........cccvvvrvrnrnrerierrereneneiseeeeeens 28,729 23,839 25,700 25,404 26,006 26,682 27,351
604 Housing assistance:
Housing certificates for families and individuals performance funds 780 3,167 7,301 12,103 14,692
Public and Indian housing performance funds ..........ccccocvevenencinees 1,236 3,399 4,540 5,535 6,334
Affordable housing performance funds . 60 376 1,279 1,813 2,043
Homeless assistance performance funds ...........cccoevvvnininnnincinens 50 308 587 858 1,020
Subsidized, public, homeless and other HUD housing ..........c.cc...... 24,485 20,733 14,714 9,392 5,234
Rural housing assistance 571 612 646 669 689
Other housing assistance 15 15 14 14 14
Subtotal, HOUSING @SSISIANCE .......c.ovvrrreerrireieieiineieriseiesieeees 27,198 28,609 29,082 30,384 30,026
605 Food and nutrition assistance:
Food stamps (including PUEro RICO) .......ccccovrrvrmrnineeeeieineeereins 25,441 26,555 27,253 28,497 29,644 30,800 31,968
State child NULFLION Programs .........cceeveereerrerenenesreseeeere s 7,044 7,645 8,083 8,652 9,239 9,826 10,450
Special supplemental food program for women, infants, and chil-
Aren (WIC) oo sssenen 3,160 3,500 3,829 3,821 3,820 3,820 3,820
Other NUEALION Programs ........ccccveeneensensnssnsesesssssesseseeseens 1,129 1,192 1,117 1,096 1,079 1,063 1,047
Proposed Legislation (PAYGO) ......cccovvrermneenerereeneineneinensnsines | evvereineneneie | eeeiesssesnes -10 -10 -10 -10 -10
Subtotal, Other NULrition Programs ..........eeeeerereeeeneenereenes 1,129 1,192 1,107 1,086 1,069 1,053 1,036
Subtotal, Food and nutrition assiStance ... 36,773 38,892 40,272 42,057 43,772 45,499 47,275
609 Other income security:
Supplemental security INCOME (SSI) ...vvvvierierireeeeeeeeene 26,281 217,504 27,528 32,119 34,560 37,035 42,602
Family SUPPOIt PAYMENES .....ccourrrrrerreerrererseesseeseresesssesssnsssssssesenns 16,508 17,260 17,918 18,741 19,491 20,304 21,166
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)
Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
Earned income tax credit (EITC) .....ocvvvemerneeerenerinsenncieseeeseenenns 10,950 16,844 20,228 22,753 23,852 24,997 26,036
Proposed Legislation (PAYGO) ......ccccevrrrmneeneierneinenenenenensinns | evverieneneneie | eevessesesnes -12 -587 -623 -640 -661
Subtotal, Earned income tax credit (EITC) .......ccovevvrnervrnenns 10,950 16,844 20,216 22,166 23,229 24,357 25,375
REfUGEE BSSISTANCE .....ovuvrircircicirer e 377 402 409 405 398 391 383
Low income home energy assistance ... 2,126 1,570 1,332 1,320 1,257 1,228 1,202
Payments to states for day-care assistance . 786 900 918 990 1,019 1,009 986
Other 210 245 169 164 161 158 155
SSI offsetting receipts -800 -956 -1,032 -1,194 -1,295 -1,391 -1,592
Subtotal, Other INCOME SECUMLY ....vvvrererereieierereieeeeeeeeinens 56,439 63,768 67,459 74,712 78,820 83,091 90,276
Total, Income security 214,036 223,006 233,153 246,181 256,426 268,549 281,545
650 Social security:
651 Social security:
Old-age and survivors insurance (OASI) ... 281,584 294,592 308,938 323,655 339,036 355,039 371,588
Disability inSUraNCe (DI) ..o 37,981 41,557 45,610 49,433 53,554 57,833 62,099
Total, SOCIAl SECUMLY ...ouvrucerrirerireireererise s 319,565 336,149 354,548 373,087 392,590 412,872 433,687
On-budget (5,683) (4,860) (5,184) (7,154) (7,660) (8,203) (8,779)
Off-budget ... (313,881) (331,289) (349,364) (365,933) (384,930) (404,669) (424,908)
700 Veterans benefits and services:
701 Income security for veterans:
COMPENSALION ..ot 15,092 14,535 13,836 15,634 16,145 16,629 18,398
Proposed Legislation (PAYGO) .......cccccirermnenererenenenenensnsinn | evverinneneneie | evveenenennins -30 -74 -123 -160 -194
Subtotal, COMPENSALION .......vverereirreieriiereeesee e 15,092 14,535 13,807 15,560 16,021 16,468 18,203
PENSIONS .oovvviirariseeseesesesessess s st ssss sttt 3,427 3,093 2,848 2,993 3,051 3,540 3,984
Proposed Legislation (PAYGO) ..o | v | evverineinesinenne | v | e | e -523 -569
Subtotal, PENSIONS .......ccovverniiininiesesssissienis 3,427 3,093 2,848 2,993 3,051 3,017 3,415
Burial benefits and miscellaneous assistance ...........c.cocevrieninen. 106 111 112 115 118 121 124
National service life insurance trust fund ...... 1,224 1,279 1311 1,346 1,377 1,407 1,423
All other insurance programs ................. . 100 49 29 54 73 87 106
INSUrance Program reCeIPES .......cvireerierrerierernernsiesiseeessessesseeseeenaees -337 -298 -289 -268 245 -223 -200
Subtotal, Income security for Veterans ... 19,613 18,768 17,817 19,799 20,394 20,877 23,071
702 Veterans education, training, and rehabilitation:
Readjustment benefits (Gl Bill and related programs) ..........c.coveeuee. 1,123 1,365 1,346 1,454 1,499 1,534 1,522
Proposed Legislation (PAYGO) ......ccccorermneenererenenenenensnsine | evverieneneneie | evveenenennes -13 =27 -40 -55 -68
Subtotal, Readjustment benefits (Gl Bill and related pro-

GFAMS) oooverceiaeesereseesess bbbt 1,123 1,365 1,334 1,428 1,459 1,479 1,454
Post-Vietnam era education ... 43 47 22 19 10 7 4
All-volunteer force educational assistance trust fund . -51 -120 -149 -166 -149 -143 -138
Other .................................................................................................... _* 1 * * * * *

Subtotal, Veterans education, training, and rehabilitation ............. 1,115 1,292 1,207 1,282 1,319 1,343 1,321

703 Hospital and medical care for veterans:

Medical care and hospital services ... 15,436 16,311 17,176 16,844 16,494 16,147 15,801
CONSEIUCHON ....ovvvererrererreeirens . 693 688 660 711 729 748 742
Third-party medical TECOVEMES .........ccmiueriniirreiiieirnsierneiesieeees -39 -18 -54 -84 -25 340 -7
Proposed Legislation (PAYGO) ... | e | eevvneeniennines | svvnresineenes | s | e =345 -6
Subtotal, Third-party medical reCOVENES .........coccmurrrrervrnenns -39 -18 -54 -84 -25 -5 -14
Fees and other charges for medical SErVICES ..........cocvvvreinerniinenen. —-413 -455 -476 -533 -616 -591 -248
Proposed Legislation (PAYGO) ... | everveenenennines | eevenenveniennones | svvnsiesnssienies | sensssssinninnns | e -49 -398
Subtotal, Fees and other charges for medical services ........... -413 -455 -476 -533 -616 -641 -646
Subtotal, Hospital and medical care for veterans ..o 15,678 16,527 17,306 16,939 16,583 16,250 15,884
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued

(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
704 Veterans housing:
LOBN QUATANEY ..o -16 105 75 71 66 59 54
Proposed Legislation (PAYGO) ..o | erverinnenenenes | eeveesenesnens —* —* —* —* —*
Subtotal, Loan guaranty ... -16 105 75 71 66 59 54
Direct loans ....... 3 2 2 3 1 1 1
Guaranty and indemnity ........... . 198 573 582 461 410 577 563
Proposed Legislation (PAYGO) ... | evernenenenenes | evvneneniennnes | sevnvesineees | s | e -187 -185
Subtotal, Guaranty and iINdeMNItY ........ccoovverrrrriiererereireiennes 198 573 582 461 410 390 378
Credit liquidating accounts ....... . 11 28 29 19 14 -18 -14
Proposed Legislation (PAYGO) ..o | evvereneineneies | eeveessesesnnns =90 | o | e | e [ e
Subtotal, Credit liquidating accounts .........coccveeveemvenirerinenens 11 28 -60 19 14 -18 -14
Subtotal, Veterans NOUSING .......ccovvvrvrnnerereeeereeeseenenens 197 708 599 553 491 432 420
705 Other veterans benefits and services:
Cemeteries, administration of veterans benefits, and other .............. 935 1,000 1,068 1,014 996 975 956
NON-VA SUPPOIt PrOgrams .......ccceeeeeeememeneensinnissessseeesessessnesenensens 104 97 94 90 84 79 73
Subtotal, Other veterans benefits and SErvices .........coocovvreerernee. 1,039 1,097 1,162 1,103 1,079 1,054 1,028
Total, Veterans benefits and SErvices .........ovneneneneiiennns 37,642 38,392 38,092 39,676 39,866 39,955 41,724
750 Administration of justice:
751 Federal law enforcement activities:
Criminal investigations (DEA, FBI, FINCEN, OCDE) ........ccccovevniunee 3,352 3,357 3,491 3,381 3,440 3,422 3421
Proposed Legislation (PAYGO) .......ccovvrrrmmemerenneneeneneines | avverierinnenenne | svvssnssssninns | e | severenensnene | e | v | e
Subtotal, Criminal investigations (DEA, FBI, FInCEN, OCDE) . 3,352 3,357 3,491 3,381 3,440 3,422 3,421
Alcohol, tobacco, and firearms investigations (ATF) .......ccccovvveenen. 383 385 400 390 381 373 365
Border enforcement activities (Customs and INS) ........ccccccceerenennee 3,248 3,698 4,019 3,761 3,808 3,838 3,869
Proposed Legislation (PAYGO) ......ccccovrerrnmnemersneneneneneniines | evvereenenenene | eeveesenennnns 200 426 438 452 466
Subtotal, Border enforcement activities (Customs and INS) ... 3,248 3,698 4,219 4,187 4,246 4,290 4,335
Customs and INS FEES .......cvvreerirririririereiese s -1,468 -1,722 -1,805 -1,831 -1,859 -1,885 -1,912
Proposed Legislation (PAYGO) ......cccovrmieenmenieieeneinsnsinensnsinns | evverveneneneies | eeveessssesnns -200 -426 -438 -452 -466
Subtotal, Customs and INS fEeS .......c.ccovvrerrvrrernerniniriernens -1,468 1,722 -2,005 -2,257 2,297 -2,337 -2,378
Protection activities (Secret SErViCe) ... 504 520 575 567 555 544 534
Equal Employment Opportunity Commission . . 229 232 261 257 252 247 242
Other enforCemMeNt ... 377 501 529 411 396 385 388
Subtotal, Federal law enforcement activities ..........cccoceeveerieienes 6,624 7,060 7,470 6,935 6,975 6,926 6,907
752 Federal litigative and judicial activities:
Civil and criminal prosecution and representation ...........c..cocceeeeeen. 2,388 2,908 2,863 2,784 2,748 2,744 2,744
Federal judicial aCtivIties ........ccccoevevreireererrerreines 2,695 3,118 3,352 3,423 3,421 3,517 3,616
Representation of indigents in civil cases .. 375 377 436 429 420 411 402
Other oo 12 14 13 7 7 7 7
Subtotal, Federal litigative and judicial activities ..........ccccoveneunee. 5,470 6,417 6,663 6,643 6,595 6,678 6,769
753 Federal correctional actiVities .........cccoevrnrrnieieineneieieeeeneens 2,315 2,824 3,019 3,187 3,452 3,554 3,711
754 Criminal justice assistance 847 1,330 2,580 4,581 5,463 6,125 6,701
Total, Administration of JUSEICE .........ccccovrvininniniiniienens 15,256 17,631 19,732 21,346 22,485 23,283 24,087
800 General government:
801 Legislative functions 2,051 2,246 2,389 2,413 2,413 2,435 2,458
802 Executive direction and management:
Drug control programs 12 99 131 144 142 139 136
Executive Office of the President ..., 229 193 192 183 177 172 168
OHNET oo 3 2 4 9 4 4 4
Subtotal, Executive direction and management ..........ccccoccreneunee 244 294 326 336 322 315 308
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Outlays
Source 1994 Estimate
Actual 1995 1996 1997 1998 1999 2000
803 Central fiscal operations:
Collection of taxes 7,019 7,662 8,146 7,965 7,919 7,781 7,616
Other fiscal OPEratioNS ........ccveeeeeiieireireinirsseseissiseeee s 398 129 17 119 104 93 81
Proposed Legislation (PAYGO) ......cccourrreinmennieieeneinensinensnsins | evvereineineneies | eeveessssesenns 58 60 62 64 65
Subtotal, Other fiscal OPErations ..........cccvevvereeneenienernninens 398 129 75 179 166 157 146
Subtotal, Central fiscal OPErations .........c.ccvueeeeersererrerreereinenns 7,417 7,792 8,222 8,144 8,085 7,938 7,762
804 General property and records management:
Real property aCtiVItIES ... 155 713 408 409 449 581 448
Property and other reCeipts ..o -14 -11 -14 -25 -25 -25 -20
Records management 261 195 189 183 149 149 145
Other 189 425 241 229 222 236 239
Subtotal, General property and records management .................. 590 1,322 824 796 795 941 812
805 Central personnel Management ..........ooovnreinnseneierinens 202 176 168 163 157 154 150
806 General purpose fiscal assistance:
Payments and loans to the District of Columbia ........c.ccoecreenivnnen. 688 702 700 678 664 650 636
Payments to States and counties from Forest Service receipts ....... 94 249 245 232 229 226 226
Payments to States from receipts under the Mineral Leasing Act ... 520 548 560 578 584 604 631
Payments to States and counties from Federal land management
activities 18 19 19 19 19 19 19
Payments in lieu of taxes 100 104 114 110 108 106 104
Payments to territories and Puerto Rico ........... 272 271 284 290 296 303 310
Tax revenues for Puerto Rico (Treasury, BATF) .. . 201 226 232 240 247 255 263
OINBI oot 7 10 10 10 8 8 8
Subtotal, General purpose fiscal assiStance ...........cccecververereenns 1,899 2,129 2,163 2,157 2,156 2,170 2,196
808 Other general government:
Compact of free association ... 142 336 185 166 154 154 154
TEITIOTES vvuveeircereieereeeri et 99 94 78 70 68 68 67
TrEASUNY CIAIMS .....ouieeericiieice e 504 625 635 635 615 615 610
Civil liberties public education fund ...........cccoeveirneninninieinens 87 18 5 5 5 5 5
Presidential election campaign fund .........ccovveninnnnnneerens 1 25 191 4 70 70 70
ONBI oot 163 136 105 105 97 95 94
Subtotal, Other general goOVErNMENt .........ccocveereenererirerririneeeees 995 1,234 1,199 986 1,009 1,007 1,000
809 Deductions for offsetting reCeipts .........ccovveerninnsneiieiininns -2,087 -700 -710 -710 -710 -710 -710
Total, General QOVEINMENL .......covvvureererrinrinrenrierseesessesssessesseenns 11,312 14,493 14,580 14,286 14,229 14,250 13,976
900 Net interest:
901 Interest on the public debt ... 296,278 333,704 364,037 383,430 403,570 425,720 446,502
902 Interest received by on-budget trust funds:
Civil Service retirement and disability ..., -26,139 -217,529 -29,379 -30,696 -31,864 -33,152 -34,218
Military retirement -10,143 -10,360 -10,605 -10,818 -11,024 -11,205 -11,386
Medicare -12,709 -12,209 -11,916 -11,847 -11,228 -10,323 -9,061
Other on-budget trust fund INtErest ..........cocvvvvnrerininsieeieeens 7,503 7,791 -8,131 -8,523 -8,997 -9,661 -10,081
Subtotal, Interest received by on-budget trust funds .................... -56,494 -57,889 -60,031 61,884 -63,113 -64,340 -64,746
903 Interest received by off-budget trust funds .........cccccoeverirninnen. -29,203 -33,576 -38,102 -42,586 —47,347 -52,499 -58,081
908 Other interest:
Interest on loans to Federal Financing Bank ........cccocoovvvervneirennnns -9,049 -8,415 7,234 6,270 5,786 -4,973 -4,465
Interest on refunds of tax collections . 3,068 3,142 3,182 3,297 3,422 3,561 3,708
Payment to the Resolution Funding Corporation ............ccccceereereunees 2,328 2,328 2,328 2,328 2,328 2,328 2,328
Interest paid to loan guarantee financing accounts ...............coveveenen. 992 708 821 858 772 661 576
Interest received from direct loan financing accounts .. . -883 -1,327 -2,574 —4,444 -6,779 -9,364 -12,064
Interest on deposits in tax and 10an acCOUNTS .......c..cocevververeernienenen. -634 -960 -1,000 -1,000 -1,000 -1,000 -1,000
Interest received from Outer Continental Shelf escrow account, In-
BETIOT e LT =993 | e | | |
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TABLE 6-2. OUTLAYS BY FUNCTION AND PROGRAM—Continued
(in millions of dollars)

Outlays
Source 1994 Estimate

Actual 1995 1996 1997 1998 1999 2000
OHNET oo -3,446 -3,491 -3,434 -3,357 -3,171 -3,004 -2,899
Subtotal, Other INTETESt ..o eeeeees -7,623 -8,015 -8,903 -8,587 -10,214 -11,791 -13,815
Total, NEt INTEIEST ....cveveveeeicerese st 202,957 234,224 257,001 270,373 282,896 297,090 309,860
On-budget (232,160) (267,800) (295,103) (312,959) (330,243) (349,589) (367,941)
Off-budget (-29,203) (-33,576) (-38,102) (~42,586) (-47,347) (-52,499) (-58,081)

920 Allowances:

921 GSA TEINVENLING ..ooieiieiirriernieeseieissesesisesesiesssiesssssssnssiens | ovenenssnesinens | ennesnesinsnesinns | osenessneesssenes -200 -400 -400 -400
924 Adjustment to maintain Legislative Branch at current level ... | .. | ceveveninenenn. -224 -286 -386 -481 -575
925 OPM TEINVENLING ...ovuiiriieiiierineienneesseessssenssssensssiesssessssseninns | osevesnsinesnens | eonnesnesnsneninns | nesessneenssnees -7 -7 -8 -8
Total, AIOWANCES ....cvvvvvrierieirieeeeisieeensssesssssssssssssssssssssenns | srvsssssssssennes | orvesesesssesnnns -224 -493 -793 -889 -983

950 Undistributed offsetting receipts:
951 Employer share, employee retirement (on-budget):

Contributions to military retirement fund ..., -12,808 -12,130 -11,123 -10,351 -10,559 -10,713 -10,881
Postal Service contributions to Civil Service Retirement and Dis-

ability Fund -5114 -5,493 -5,499 -5,737 -6,158 -6,216 -6,500
Other contributions to Civil Service Retirement and Disability Fund -7,999 -7,811 -7,895 -8,108 -8,257 -8,222 -8,500
Contributions to HI trust fund ..o -2,440 -2,452 -2,545 -2,620 -2,718 -2,836 -2,982

Subtotal, Employer share, employee retirement (on-budget) ........ -28,361 -217,885 -27,063 -26,817 27,691 -27,988 -28,864

952 Employer share, employee retirement (off-budget) ...........c.c..... -6,409 -6,441 -6,864 -7,137 -7,544 -8,061 -8,707
953 Rents and royalties on the Outer Continental Shelf ................. -3,001 -2,692 -3,036 -2,485 -2,426 -2,393 -2,403
954 Sale of major assets:
Sale of U.S. Enrichment Corporation (PAYGO Proposal) ......cccceees | woeveneneniinens | erevvevveineineiens -800 “1100 | e | e | e
Sale of Power Marketing Admin. (PAYGO Proposal) ......cccevevvrinees | ervernenenneins | eovevrneieninennnns -85 -909 3475 | e | s
Subtotal, Sale 0f MAJOr ASSELS .......cvevrereerererereireieeisesenensnes | e | e -885 -2,009 =375 | e | e
959 Other undistributed offsetting receipts:
SPECHIUM AUCHON ..voveeveirreereceseeresieess s enesessesssssssssssesssessnsssens | eeseesssssssnsennns -4,375 -4,275 -1,675 -2,075 =1,197 |

Proposed Legislation (PAYGO) ......cccovvrrrmmeneiereinenenenensnsinn | evvereneneneie | eeveenssesnes -300 -600 -1,000 -1,400 -1,500

Subtotal, SPECHUM AUCHON .......cuvveerieriiriiriiririrenssesesriereiee | e -4,375 -4,575 -2,275 -3,075 -2,597 -1,500
Privatization of EIK Hills (PAYGO PropoSal) ........cccceerneirnennninn | worvvernrneinnes | sevevnsiinineiins | cvrnesineieninees =2,600 | i | e | e

Subtotal, Other undistributed offsetting reCIPLS ......cc.covrvrrvrrvrivinns | ovevrerrrrirnnrnnns -4,375 4,575 4,875 -3,075 -2,597 -1,500
Total, Undistributed offsetting reCeipts ........cocoemevernerirneennens -37,772 -41,392 42,424 -43,323 -44,212 -41,039 41,474

ON-DUAGEL oo (-31,362) (-34,951) (~35,560) (-36,186) (-36,668) (-32,978) (-32,767)

Off-BUAGEL oo (-6,409) (-6,441) (-6,864) (-7,137) (-7,544) (-8,061) (-8,707)
TORAL oo 1,460,914 1,538,920 1,612,128 1,684,709 1,745,186 1,822,181 1,905,338

On-budget ...
Off-budget

*$500 thousand or less.

(1,181,542) | (1,246,936) | (1,307,105) | (1,368,142) | (1415597) | (1,479,122) | (1,548,618)
(279372) |  (291,984) |  (305,023) | (316567) |  (320589) |  (343,059) |  (356,720)




7. FEDERAL INVESTMENT SPENDING AND CAPITAL BUDGETING

Investment outlays are outlays that yield long-term
benefits. Their purpose may be to improve the efficiency
of internal Federal agency operations or to increase
the Nation’'s overall stock of capital for economic
growth. They can be direct Federal outlays or grants
to State and local governments. They can be for phys-
ical capital, which yields a stream of services over a
period of years, or for research and development or
education and training, which are intangible but also
increase income in the future or provide other long-
term benefits.

Most presentations in the Federal budget combine
investment outlays with outlays for current use. This
chapter focuses solely on Federal and federally-financed
investment. These investments are discussed in five
sections:

* a description of the size and composition of Fed-
eral investment spending;

* a discussion of fixed assets used to provide Fed-
eral services—primarily Federal buildings and in-
formation technology—and efforts to improve plan-
ning and budgeting for these assets;

* a presentation of trends in the stock of federally-
financed physical capital, research and develop-
ment, and education;

 alternative capital budget and capital expenditure
presentations; and

* projections of Federal physical capital spending
and recent assessments of public civilian capital
needs, as required by the Federal Capital Invest-
ment Program Information Act of 1984,

Part I: DESCRIPTION OF FEDERAL INVESTMENT

For more than forty years, a chapter in the budget
has shown Federal investment outlays—defined as
those outlays that yield long-term benefits—separately
from outlays for current use. This year, for the first
time, the discussion of the composition in investment
includes estimates of both budget authority and outlays.

The classification of spending into investment and
current outlays is a matter of judgment. The budget
has historically employed a relatively broad classifica-
tion, including physical investment, research, develop-
ment, education, and training. But presentations for
particular purposes could adopt different definitions of
investment:

* To suit the purposes of a traditional balance sheet,
investment might include only those physical as-
sets owned by the Federal Government, excluding
capital financed through grants and intangible as-
sets such as research, education, and training.

* Focusing on the role of investment in improving
national productivity and enhancing economic
growth would exclude items such as national de-
fense assets, the benefits of which are enhanced
national security rather than economic growth.

* Concern with the efficiency of Federal operations
would lead to a focus solely on investments to
reduce costs or improve the effectiveness of inter-
nal Federal agency operations, such as computer
systems.

* A “social investment” perspective might broaden
the coverage of investment beyond what is in-
cluded in this chapter to encompass programs
such as childhood immunization, maternal health,
certain nutrition programs, and substance abuse

treatment, which are designed in part to prevent
more costly health problems in future years.

The relatively broad definition of investment used
in this section provides consistency over time: historical
figures on investment outlays back to 1940 can be
found in the separate Historical Tables volume. The
detailed tables at the end of this section allow
disaggregation of the data to focus on those investment
outlays that best suit a particular purpose.

In addition to this basic issue of definition, there
are two technical problems in the classification of in-
vestment data, involving the treatment of grants to
State and local governments and the classification of
spending that could be shown in more than one cat-
egory.

First, for some grants to State and local governments,
the recipient jurisdiction, not the Federal Government,
ultimately determines whether the money is used to
finance investment or current purposes. This analysis
classifies all of the outlays in the category where the
recipient jurisdictions are expected to spend most of
the money. Hence, the existing community development
block grant and the proposed community opportunity
performance funds are classified as physical invest-
ment, although some may be spent for current pur-
poses. General purpose fiscal assistance is classified as
current spending, although some may be spent by recip-
ient jurisdictions on physical investment.

Second, some spending could be classified into more
than one category of investment. For example, grants
for construction of research facilities finance the acqui-
sition of physical assets, but they also contribute to
research and development. To avoid double counting,
the outlays are classified in the category that is most
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commonly recognized as investment. Consequently out-
lays for the conduct of research and development do
not include outlays for research facilities, because these
outlays are included in the category for physical invest-
ment. Similarly, physical investment and research and
development related to education and training are in-
cluded in the categories of physical assets and the con-
duct of research and development.

When direct loans and loan guarantees are used to
fund investment, the subsidy value is included as in-
vestment. The subsidies are classified according to their
program purpose, such as construction, education and
training, or non-investment outlays. For more informa-
tion about the treatment of Federal credit programs,,
refer to Chapter 9, “Underwriting Federal Credit and
Insurance.”

Composition of Federal Investment Outlays

Major Federal Investment

The composition of major Federal investment outlays
is summarized in Table 7-1. They include major public
physical investment, the conduct of research and devel-
opment, and the conduct of education and training. De-
fense and nondefense investment outlays were $223.2
billion in 1994. They are estimated to increase to $234.7
billion in 1995 and decline to $229.3 billion in 1996.
Major Federal investment will comprise an estimated
14.2 percent of total Federal outlays in 1996 and 3.1
percent of the Nation’s gross domestic product (GDP).
Greater detail on Federal investment is available in
tables 7-2 and 7-3 at the end of this section. Those
tables include both budget authority and outlays.

Physical investment.—Outlays for major public
physical capital investment (hereafter referred to as
physical investment outlays) are estimated to be $112.6
billion in 1996. Physical investment outlays are pri-
marily outlays for construction, rehabilitation, and
major equipment. Almost two-thirds of these outlays
are for direct physical investment by the Federal Gov-
ernment, with the remaining third being grants to
State and local governments for physical investment.

Direct physical investment outlays by the Federal
Government are primarily for national defense. Defense
physical outlays are estimated to be $53.7 billion in
1996. Almost all of these outlays, or $48.5 billion, are
for the procurement of weapons and other military
equipment, and the remainder is primarily for construc-
tion of military bases, family housing for military per-
sonnel, and Department of Energy defense facilities.

Outlays for direct physical investment for nondefense
purposes are estimated to be $19.5 billion in 1996.
These outlays include $13.5 billion for construction and
rehabilitation. This amount funds water, power, and
natural resources projects of the Corps of Engineers,
the Department of Interior, the Tennessee Valley Au-
thority, and the power administrations in the Depart-
ment of Energy; construction and rehabilitation of vet-
erans hospitals and Postal Service facilities; and facili-
ties for space and science programs. Outlays for the
acquisition of major equipment are estimated to be $6.4
billion in 1996. The largest items are for the space
program and the air traffic control system. Collections
for the sale of facilities are expected to exceed disburse-
ments by $0.3 billion, largely due to the proposed sale
of the United States Enrichment Corporation.

Grants to State and local governments for physical
investment are estimated to be $39.3 billion in 1996.
More than half of these outlays, or $22.9 billion, are
to assist States and localities with transportation infra-
structure, including the proposed new unified transpor-
tation infrastructure block grant for 1996. Other major
grants for physical investment fund sewage treatment
plants, community development, and public housing.

Conduct of research and development.—Outlays
for the conduct of research and development are esti-
mated to be $69.4 billion in 1996. These outlays are
devoted to increasing basic scientific knowledge and
promoting related research and development. They in-
crease the Nation’s security, improve the productivity
of capital and labor for both public and private pur-
poses, and enhance the quality of life. Slightly more
than half of these outlays, an estimated $37.7 billion
in 1996, are for national defense. Physical investment
for research and development facilities and equipment
is included in the physical investment category.

Nondefense outlays for the conduct of research and
development are estimated to be $31.7 billion in 1996.
This is almost entirely direct spending by the Federal
Government, and is largely for the space programs, the
National Science Foundation, health research, and re-
search for nuclear and non-nuclear energy programs.

Conduct of education and training.—Outlays for
the conduct of education and training are estimated
to be $47.3 billion in 1996. These outlays add to the
stock of human capital by developing a more skilled
and productive labor force. Grants to State and local
governments for this category are estimated to be $27.5
billion in 1996, more than half of the total. They in-
clude education programs for the disadvantaged and
the handicapped, vocational and adult education pro-
grams, training programs in the Department of Labor,
and Head Start. Direct education and training outlays
by the Federal Government are estimated to be $19.8
billion in 1996. Programs in this category are primarily
aid for higher education through student financial as-
sistance, loan subsidies, the veterans Gl bill, and health
training programs.

This category does not include outlays for education
and training of Federal civilian and military employees.
Outlays for education and training that are for physical
investment and for research and development are in
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TABLE 7-1. COMPOSITION OF FEDERAL INVESTMENT OUTLAYS
(In billions of dollars)
1994 Estimate
actual 1995 1096
MAJOR FEDERAL INVESTMENT OUTLAYS
Major public physical capital investment:
Direct:
National defense 66.7 59.9 53.7
Nondefense 17.2 20.3 19.5
Subtotal, direct major public physical capital investment ... 83.9 80.2 733
Grants to State and local gOVErNMENtS .........ccccveevirinirniniinininns 353 38.4 39.3
Subtotal, major public physical capital investment .............. 119.2 118.6 112.6
Conduct of research and development:
National defense 38.1 38.1 37.7
Nondefense 28.4 30.7 317
Subtotal, conduct of research and development ............ccco...e. 66.5 68.9 69.4
Conduct of education and training:
Grants to State and local governments 233 26.0 215
Direct 14.2 21.2 19.8
Subtotal, conduct of education and training .........c.cccoeeereeeeene 37.6 472 473
Major Federal investment OULIAYS ... 223.2 234.7 229.3
MEMORANDUM
Major Federal investment outlays:
National defense 104.8 98.1 91.4
Nondefense 118.4 136.6 137.8
Total, major Federal investment outlays ..........c.ccccrevniereconenn. 223.2 234.7 229.3
Miscellaneous physical investment:
CommOdity INVENLOMES ......cuvvirieririrreeieiieieeeee e -1.0 -0.6 -0.7
Other physical investment (direCt) ........ccoocrereemrnernrneerneeneenenns 6.0 6.1 6.6
Total, miscellaneous physical iNVeStMent ............ccocvvvevivenns 5.0 55 5.9
Total, Federal investment outlays, including miscellaneous
physical INVESIMENE ........cvveerririenerereesce s 228.2 240.2 235.2

the categories for physical investment and the conduct
of research and development.

Miscellaneous Investment Outlays

In addition to the categories of major Federal invest-
ment, several miscellaneous categories of investment
outlays are shown in Table 7-1. These items, all for
physical investment, are generally unrelated to improv-
ing Government operations or enhancing economic ac-
tivity. Sales of commodity inventories are estimated to
exceed purchases by $0.7 billion in 1996. Outlays in

this category are for the purchase or sale of agricultural
products pursuant to farm price support programs and
the purchase and sale of other commodities such as
oil and gas.

Outlays for other miscellaneous physical investment
are estimated to be $6.6 billion in 1996. This category
includes primarily conservation programs, environ-
mental restoration, and assets acquired and sold as
collateral on defaulted loans. These outlays are entirely
for direct Federal spending.

Detailed Tables on Investment Spending

In order to include more information in the budget
on investment, for the first time the tables in this sec-
tion provide data on budget authority as well as out-
lays. The following Table 7-2 displays budget authority

and outlays by major programs according to defense
and nondefense categories. Table 7-3 shows budget au-
thority and outlays divided according to grants to State
and local governments and direct Federal spending.
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TABLE 7-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: DEFENSE AND NONDEFENSE PROGRAMS

(in millions of dollars)

Budget Authority Outlays
Source 1994 1995 1996 1994 1995 1996
Actual Estimate Estimate Actual Estimate Estimate
FEDERAL INVESTMENT:
NATIONAL DEFENSE:
Major public physical investment:
Construction and rehabilitation:
Military construction 3,787 2,578 2,507 3,248 3,548 3,246
Family housing .......c.coevmivereireiniiniinns 842 582 807 600 783 804
Atomic energy defense activities and other .. 767 731 847 782 732 856
Subtotal, construction and rehabilitation ............ccocoeereneiennnens 5,396 3,890 4,160 4,630 5,062 4,906
Acquisition of major equipment:
PrOCUMBMENT ..vouieeiiicieit ettt 44,093 44,572 39,250 61,752 54,558 48,523
Atomic energy defense activities and Other ... 500 147 306 371 351 317
Subtotal, acquisition of Major EQUIPMENE ... 44,593 44,719 39,555 62,123 54,909 48,840
Purchase or sale of 1and and SHUCIUIES ........c.ocuiemireemiinernrieiseeeeeseisesienenes -8 -4 -4 -8 -4 -4
Subtotal, major public physical INVESIMENT ........cccrureeriririrriesrssrssssesereenas 49,981 48,605 43,711 66,745 59,967 53,742
Conduct of research and development
Defense military 35,277 36,200 35,106 35,474 35,716 35,206
Atomic energy and other 2,481 2,385 2,470 2,581 2,422 2,482
Subtotal, conduct of research and development ............ccocvrenenininininininenines 37,758 38,585 37,576 38,055 38,138 37,688
Conduct of education and training (CIVIlIAN) ..o 20 8 15 14 14 13
Subtotal, national defense INVESIMENL .........ccccrierminnnieeee s snsnsessens 87,759 87,198 81,302 104,815 98,119 91,444
NONDEFENSE:
Major public physical investment:
Construction and rehabilitation:
Unified transportation infrastructure iNVESIMENE .........cccovrereinrnininseinnnes | covvereeeeesienns | sosessssnssesnsnnes 22,274 | ovevererieriens | cevevesniisinnnni 2,595
HIGhWAYS ..o . 21,589 20,380 903 18,435 18,927 16,179
Mass transportation 3,741 3,828 | o 2,535 2,760 2,790
Rail transportation 258 252 3 147 257 306
Air transportation 3,190 2,605 26 1,674 1,968 1,400
Water transportation ...........c.coveneene 114 115 133 135 116 119
Community development block grants .. . 5,050 4,622 | oo 3,651 4,330 4,564
Community opportunity performance funNAS ... | e | e 4,850 | o | s 175
Other community and regional development ...........ccccocennneneenieneensinesennes 1,609 1,409 695 1,124 1,391 1,468
Pollution control and abatement ............ 3,724 4,172 3,893 3,505 3,611 3,523
Water reSOUICES ........oovevveeeveeineeinienns 2,707 1,959 1,829 2,168 2,517 2,146
Other natural resources and environment 434 381 295 434 455 403
Housing assistance .............cccoveviens 7,646 8,008 8,455 5,350 6,779 8,119
General science, space, and technology .. 540 412 483 541 662 491
ENEIQY cvooverereeiereeiesiei s 1,894 2,501 2,141 1,919 2,748 2,399
Veterans hospitals and other health . . 1,332 1,189 1,420 1,230 1,380 1,386
Postal Service .......covevinrinieenen. . 1,012 1,144 805 629 854 809
GSA real Property ACHVILIES ......veueerevreereererieresieessieesseiesssesesssesssisesssessnines | eessessesssesessnes | sesessneesssnsesnsees 1,022 726 1,519 1,622
International affairs ............. 180 275 276 301 301 316
Other programs 587 675 956 852 949 1,185
Subtotal, construction and rehabilitation ... 55,607 53,926 50,460 45,358 51,523 51,996
Acquisition of major equipment:
Air transportation 2,110 2,081 1,949 2,439 2,077 2,059
Other transportation .........coccceeneunae 396 450 506 394 377 435
Space flight, research, and supporting activities . . 1,205 868 935 1,128 1,125 954
General science and basic research ... . 248 303 284 181 186 304
Veterans medical care .........c....... . 524 622 703 240 479 666
Postal Service ............ . 283 851 495 334 257 511
General SUPPIY fUND ... | ereeeinsinsnnenns | sesesssessesesenes | coneensesssnssnsinsiens 425 546 615
Other 570 810 1,021 365 682 878
Subtotal, acquisition of Major EQUIPMENT ........cvevereeiesesesseseeeeeseesresesssenens 5,335 5,986 5,892 5,505 5,728 6,422
Purchase or sale of land and structures
International affairS ..o 49 4 10 56 5 11
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TABLE 7-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS

(in millions of dollars)

: DEFENSE AND NONDEFENSE PROGRAMS—Continued

Budget Authority Outlays
Source 1994 1995 1996 1994 1995 1996
Actual Estimate Estimate Actual Estimate Estimate
DOMESHIC vuvvevveeesririeeee et 278 244 -642 801 672 -357
Subtotal, purchase or sale of land and StrUCIUIES .........ccoeuverereiniiniiniininirieieins 327 248 -632 857 677 -346
Other physical aSSetS (QraNtS) ......coverrrrrrrirriereeeee e ssessessseneas 734 751 722 700 684 738
Subtotal, major public physical INVESIMENT ... 62,004 60,911 56,442 52,420 58,612 58,810
Conduct of research and development:
General science, space, and technology:
NASA o 7,414 7,874 7,863 6,663 7,592 7,488
National Science Foundation . 2,061 2,161 2,327 1,873 1,950 2,071
Other general science 675 700 708 669 700 708
Subtotal, general science, space, teChNOIOGY .........ccvvvrrrreerieieeeirirneierineieniees 10,150 10,735 10,897 9,205 10,242 10,266
ENEIGY v 2,730 2,887 3,001 2,654 2,959 3,060
Transportation:
Department of Transportation 617 663 743 519 627 709
NASA 1,271 1,204 1,273 1,215 1,194 1,236
Subtotal, tranSPOMALION .......c.ovevereerirrrrerierreeeeie e esessessennas 1,888 1,867 2,016 1,734 1,821 1,945
Health:
National Institutes of Health 10,338 10,698 11,126 9,620 10,308 10,804
All other health 905 862 919 1,080 993 962
SUBLOAl, NEAIN ... 11,243 11,560 12,045 10,700 11,301 11,766
Agriculture 1,206 1,190 1,199 1,158 1,180 1,211
Natural resources and environment 2,062 2,112 2,228 1,747 1,941 2,018
International affairs .........cc.coeevenenne 321 315 256 372 246 248
All other research and development 1,015 1,324 1,439 827 1,036 1,202
Subtotal, conduct of research and developmeNt ..o 30,614 31,989 33,081 28,397 30,726 31,717
Conduct of education and training:
Education, training, employment and social services:
Elementary, secondary, and vocational education ..........c.cveverereeneenenenennns 14,715 15,398 16,409 14,121 15,771 15,216
Higher education ..........ccoevevvinirerircnns 9,580 15,246 10,954 7,864 13,999 12,438
Research and general education aids 1,869 1,955 2,110 1,826 2,012 2,039
Training and employment 6,191 6,804 9,221 5,234 5,622 7,475
SOCIAI SEIVICES ..ot 5,675 5,998 6,434 5,157 5,951 6,214
Subtotal, education, training, and SOCIAl SEIVICES .......cccriureuriereirienieniirierierieeieenns 38,030 45,400 45,128 34,202 43,356 43,382
INCOME SECUMLY .vvvreeiieicti ettt 132 225 259 106 168 225
Veterans education, training, and rehabilitation 1,273 1,498 1,549 1,358 1,624 1,571
HEalth ..., 816 786 819 759 772 797
Intenational affairs ............. 368 281 253 239 313 276
Other education and training 1,006 1,085 1,198 898 982 1,072
Subtotal, conduct of education and training ..........cccceeerereireeninenensnssesessseeenns 41,624 49,275 49,207 37,562 47,214 47,323
Subtotal, NONAEfENSE INVESIMENL ........ceviveiiieie e 134,242 142,175 138,729 118,379 136,552 137,849
Total, Federal investment 222,001 229,373 220,032 223,194 234,671 229,293
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TABLE 7-3. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS

(in millions of dollars)

Budget Authority Outlays
Source 1994 1995 1996 1994 1995 1996
Actual Estimate Estimate Actual Estimate Estimate
FEDERAL INVESTMENT:
GRANTS TO STATE AND LOCAL GOVERNMENTS:
Major public physical investments:
Construction and rehabilitation:
Unified transportation infrastructure iNVESIMENE ..........ccovvnrininnnnennees | e | cenenssnsissssnens 21,977 | oo | e 2,542
HIGhWAYS ..o 21,584 20,376 903 18,419 18,901 16,164
Mass transportation ... 3,741 2,535 2,760 2,790
Rail transportation .. . 21 28 26 33
Air transportation ..........c.cceeenee . 2,970 1,620 1,785 1,324
Pollution control and abatement ............ . 2,563 2,219 2,374 2,294
Other natural resources and environment .... 518 203 316 233
Community development block grants ..o 5,050 4,622 | oo 3,651 4,330 4,564
Other community and regional development 1,323 1,167 5,402 806 1,034 1,275
Housing assistance ..........c.ceveenn. 6,145 6,372 8,427 4,855 5,947 7,101
National defense 28 49 | o 15 23 16
Other CONSITUCHION ......cvuevreercieecereireieesei sttt 179 171 120 215 193 151
Subtotal, construction and rehabilitation ... 44,123 41,946 39,704 34,566 37,689 38,486
Other PhYSICAl SSELS .......uuevriireireirrireiierie st 743 811 825 707 693 805
Subtotal, major public physical Capital ..........cccrerrrrirerrrrreresrese e 44,866 42,756 40,529 35,274 38,382 39,291
Conduct of research and development ..o 414 427 426 376 418 437
Conduct of education and training:
Elementary, secondary, and vocational duCation .............cccveuveereeneenienrenrensnnennes 13,858 14,546 15,493 13,314 14,911 14,364
Higher education .........cccocevercrneerecneennene . 130 130 94 111 129 121
Research and general education aids 294 273 287 289 303 280
Training and employment 5,041 5,577 7,857 4,149 4,486 6,275
Social services 5,444 5,753 6,181 4,936 5,688 5,958
National defense (civilian) (S TR ISR 6 3 1
Other 535 544 563 522 524 544
Subtotal, conduct of education and traiNiNgG .........ccceeerrererrreererneeneeerseserseenees 25,307 26,823 30,475 23,327 26,043 27,542
Subtotal, grants for iNVESIMENT ..o sssssees 70,587 70,006 71,430 58,976 64,843 67,269
DIRECT FEDERAL PROGRAMS:
Major public physical investment:
Construction and rehabilitation:
National defense 5,368 3,842 4,160 4,615 5,039 4,890
International affairs ..........ccccoevivrinninns 180 275 276 301 301 316
General science, space, and technology .. . 540 412 483 541 662 491
Water resources projects .......ecveereereenns . 2,214 1,920 1,760 1,981 2,226 2,007
Other natural resources and environment 1,570 1,404 1,385 1,704 1,668 1,539
Energy ........ 1,894 2,501 2,141 1,919 2,748 2,399
Transportation .........ccoeeereneeninenenns 575 802 456 325 555 536
Veterans hospitals and other health facilities . 1,291 1,142 1,376 1,186 1,321 1,345
Postal SErVICE ......covveemiereeneieriniiniines . 1,012 1,144 805 629 854 809
Federal Prison System ...... . 129 147 187 399 435 397
GSA real Property ACHVILIES ......ccocreeeeiureiriiniiniiniinsssssissieissssesensesesenensenees | eneseeseenesnenn | seresssssesesesnss 1,022 726 1,519 1,622
Other construction 2,107 2,283 864 1,096 1,568 2,065
Subtotal, construction and rehabilitation ... 16,880 15,871 14,916 15,421 18,896 18,416
Acquisition of major equipment:
National defense 44,593 44,719 39,555 62,123 54,909 48,840
General science and basic research ... 248 303 284 181 186 304
Space flight, research, and supporting activities . . 1,205 868 935 1,128 1,125 954
ENBIGY oottt 296 342 270 277 323 267
Postal Service 283 851 495 334 257 511
Air transportation .........ccccoeveerennens 2,110 2,081 1,949 2,439 2,077 2,059
Water transportation (Coast Guard) .. 201 220 276 254 184 221
Hospital and medical care for veterans .... 524 622 703 240 479 666
General SUPPIY fUND .......cviiiriiieeesiess s | srnnsessennses | e | e 425 546 615
Other 460 639 878 221 542 759
Subtotal, acquisition of Major EQUIPMENE ... 49,920 50,645 45,344 67,621 60,628 55,195
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TABLE 7-3. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS—Continued
(in millions of dollars)
Budget Authority Outlays
Source 1994 1995 1996 1994 1995 1996
Actual Estimate Estimate Actual Estimate Estimate
Purchase or sale of land and structures:
National dEfENSE .....vueviveicece e -8 -4 -4 -8 -4 -4
International affairs 49 4 10 56 5 11
Domestic 278 244 -642 801 672 -357
Subtotal, purchase or sale of land and StrUCIUIES ........cccovuvververrirrnienrsrsinrrninnnns 319 244 -636 849 673 -350
Subtotal, major public physical INVESIMENL ..o 67,119 66,759 59,624 83,892 80,197 73,261
Conduct of research and development:
National defense 37,758 38,585 37,576 38,055 38,138 37,688
International affairs . 321 315 256 372 246 248
Domestic 29,878 31,247 32,399 27,649 30,063 31,032
Subtotal, conduct of research and development ........c.cccovvvvrnenenrnsnnnsnnssninenns 67,958 70,147 70,231 66,077 68,446 68,968
Conduct of education and training:
Elementary, secondary, and vocational duCation .............ccccveuveereneninienieninnnnnes 856 851 915 806 860 852
Higher education .........ccoceveererneereirneennene 9,450 15,116 10,860 7,753 13,871 12,317
Research and general education aids 1,575 1,681 1,823 1,537 1,709 1,759
Training and employment .................. 1,150 1,228 1,364 1,085 1,136 1,200
HEalth ..o 816 786 819 759 772 797
Veterans education, training, and rehabilitation 1,273 1,498 1,549 1,358 1,624 1,571
National defense ........ccccvevevcerveeiiceieeienne 14 8 15 9 11 13
International affairs . 368 281 253 239 313 276
Other 833 1,011 1,147 703 890 1,009
Subtotal, conduct of education and training ...........cceeerereeneeninenensnssseseeeenns 16,337 22,460 18,746 14,249 21,185 19,794
Subtotal, direct Federal INVESIMEN .........cooveiiiveiniieeceecsesss s 151,414 159,367 148,601 164,218 169,828 162,024
Total, Federal iNVESIMENT ........ccccvirirersrssssessss e nsnes 222,001 229,373 220,032 223,194 234,671 229,293

Part 11: PLANNING AND BUDGETING FOR FIXED ASSETS

The previous section discussed Federal investment
as broadly defined. The focus of this section is much
narrower—the review of planning and budgeting for
fixed assets during the past year and the resultant
budget proposals for fixed assets owned by the Federal
Government and used to deliver domestic Federal serv-
ices. These assets include Federal buildings, informa-
tion technology, and related general purpose facilities
and equipment.?

With proposed major agency restructuring, organiza-
tional streamlining and other reforms, it may be appro-
priate to reduce spending for some assets, such as
buildings, and increase spending for others, such as
information technology, to increase the productivity of
a smaller workforce. In either case, in a time of severely
constrained resources, it is essential that the caliber
of government planning and budgeting for fixed assets
be high.

Improving Planning and Budgeting

During 1994, OMB devoted particular attention to
improving the process of fixed asset acquisition. After
seeking out and analyzing the problems, which differed
from agency to agency, OMB issued new comprehensive
guidance to agencies on this process. An OMB Fall
Budget Review focused on fixed assets. The Administra-
tion proposes to make agencies responsible for the fixed
assets they use, and to work throughout the coming

1Not included are most of national defense (except family housing), grants to State and
local governments, federally operated infrastructure (e.g., the air traffic control system and
water resources), and major space and science programs.

year to improve agency planning, budgeting, manage-
ment, and accountability for such assets.

Long-Term Planning and Analysis.—Planning and
managing fixed assets has historically been a low prior-
ity for most agencies. Attention focuses on coming-year
appropriations, and justifications are generally lists of
desired projects. Long-range planning would provide a
better basis for justifications and would increase fore-
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sight, thus improving the odds for cost-effective invest-
ments.

The lack of integrated life-cycle planning for fixed
assets and their operation was evident in the review.
Research equipment was acquired with inadequate
funding for its operation. New medical facilities some-
times were built without funds for maintenance and
operation. New information technology sometimes was
acquired without planning for associated changes in
agency operations.

OMB Bulletin 94-08, Planning and Budgeting for the
Acquisition of Fixed Assets, was developed to provide
guidance for agencies on what fixed asset planning
should include. Agencies were requested to approach
planning for fixed assets in the context of strategic
plans to carry out their missions, and to consider alter-
native methods of meeting their goals. Systematic anal-
ysis of the full life-cycle expected costs and benefits
was required, along with risk analysis and assessment
of alternative means of acquiring assets. The Bulletin
noted other OMB guidance that would be useful in
planning and budgeting for fixed assets.2

Consultations took place with the President's Man-
agement Council on the draft Bulletin before it was
issued in July 1994. There was insufficient time for
the agencies to undertake fixed asset planning in ac-
cordance with the Bulletin for the 1996 Budget. How-
ever, many did submit, for the first time, budget pro-
posals for fixed asset acquisitions over the next five
years. The Bulletin was intended to be the first step
in an ongoing effort to improve decision making on
the acquisition of fixed assets. OMB will be working
with the President's Management Council and the
agencies in 1995 to carry it out more completely.

From Planning to Budgeting.—Long-range agency
plans should channel fully justified budget-year and
out-year proposals into the budget process. For the first
time, agencies were asked to submit projections of both
budget authority and outlays for all investment spend-
ing, not only for the budget year, but for the four out-
years. For fixed assets, agencies were asked to provide
specific proposals going beyond the budget year.

Also for the first time, OMB held a separate review
for fixed assets early in the Fall Budget Review process.
This provided an overview of requests, flagged issues,
and considered cross-cutting recommendations. Agency-
specific fixed asset issues were highlighted in the agen-

20ther OMB guidance includes: (1) OMB Circular No. A-109, Major System Acquisitions,
which establishes policies for planning major systems that are generally applicable to fixed
asset acquisitions. (2) OMB Circular No. A-94, Guidelines and Discount Rates for Benefit-
Cost Analysis of Federal Programs, which provides guidance on benefit-cost, cost-effective-
ness, and lease-purchase analysis to be used by agencies in evaluating Federal activities
including fixed asset acquisition. It includes guidelines on the discount rate to use in
evaluating future benefits and costs, the measurement of benefits and costs, the treatment
of uncertainty, and other issues. This guidance must be followed in all analyses submitted
to OMB in support of legislative and budget programs. (3) Executive Order No. 12893,
“Principles for Federal Infrastructure Investments,” which provides principles for the system-
atic economic analysis of infrastructure investments and their management. (4) OMB Bul-
letin No. 94-16, Guidance on Executive Order No. 12893, “Principles for Federal Infrastruc-
ture Investments,” which provides guidance for implementing this order and appends the
order itself. (5) The revision of OMB Circular No. A-130, Transmittal 2, Management of
Federal Information Resources (July 15, 1994), which provides principles for internal manage-
ment and planning practices for information systems and technology (published in the
Federal Register (Part V), July 25, 1994, pp. 37905-37928).

cy reviews. Results and cross-cutting issues were recon-
sidered in the wrap-up session.

Attention was given to whether the “lumpiness” of
some fixed assets disadvantaged them in the budget
review process. In some cases, agencies aggregate fixed
asset acquisitions into budget accounts containing only
such acquisitions; such accounts tend to smooth out
year-to-year changes in outlays and avoid crowding
other expenditures. In other cases, programs do not
hesitate to request “spikes” or “bulges” in spending for
asset acquisitions, and the review process accommo-
dates them. But some programs go out of their way
to avoid such spikes, and some agencies seem to have
trouble accommodating them. The OMB review process
did accommodate justified spikes and bulges, and the
Bulletin encouraged agencies to do so in their own in-
ternal reviews.

Funding Mechanisms.—Good budgeting requires
that appropriations for the full costs of asset acquisition
be provided up front to help ensure that all costs and
benefits are fully taken into account when decisions
are made about providing resources. In most cases, this
rule is followed throughout the Government. When it
is not followed and fixed assets are funded piecemeal,
this can and does result in poor planning, acquisition
of assets not fully justified, occasional cancellation of
major projects, the loss of sunk costs, and inadequate
funding to maintain and operate the assets.

Nevertheless, the nature of asset acquisition requires
some flexibility in funding. One-year funding often may
not be enough to complete the acquisition process. Most
agencies request multi-year funding to complete acqui-
sitions efficiently, and the Bulletin encourages this. As
noted, many agencies aggregate asset acquisition in
budget accounts for this purpose. In some cases, these
are revolving funds which “rent” the assets to the agen-
cy’s programs. The Bulletin also encourages this, noting
that it helps to show in one place the total annual
costs of a program and moves toward goals consistent
with the Government Performance and Results Act.

This budget proposes to make agencies responsible
for fixed assets by giving them the authority to acquire
and manage such assets in the most cost-effective man-
ner available. This proposal would transform the Gen-
eral Services Administration into the government-wide
policy and oversight organization for administrative
services, except for personnel services. Clarifying agen-
cy responsibility for asset management and improving
oversight will strengthen the links among planning,
budgeting, managing, and accountability for assets.

To promote better program performance, agencies are
also being encouraged by OMB to examine their budget
account structures to better align them with program
outputs and outcomes and to charge the appropriate
account with significant costs used to achieve these re-
sults. The asset acquisition rental accounts, mentioned
above, would contribute to this. Budgeting this way
would provide information and incentives for better re-
source allocation among programs and a continual
search for better ways to deliver services. It would also
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provide incentives for efficient fixed asset acquisition
and management.

Outlook.—The effort to improve planning and budg-
eting for fixed assets will continue in 1995.

* OMB and the President's Management Council
will work with agencies to improve planning and
analysis of fixed assets, as required in Bulletin
94-08, Planning and Budgeting for the Acquisition
of Fixed Assets.

* In the OMB review process, proposals for the ac-
quisition of fixed assets and related issues of
lumpiness or “spikes” will continue to receive spe-
cial attention. Agencies will be encouraged to give

the same special attention to future asset acquisi-
tion proposals.

* To ensure that the full costs and benefits of all
budget proposals are fully taken into account in
allocating resources, agencies will be required to
include upfront budget authority for acquisitions
in their budget requests.

* OMB will be working with Congressional commit-
tees, the President’s Management Council, and the
Chief Financial Officers Council, to help agencies
with their responsibility for fixed assets through
the alignment of budgetary resources with pro-
gram results.

Major Acquisition Proposals

For the limited definition of major fixed assets de-
scribed above, this budget requests $7.7 billion of budg-
et authority for 1996. The major requests are shown
in the accompanying Table 7-4: “Fixed Asset Acquisi-
tions.”

Buildings

This category includes both general purpose office
buildings as well as special purpose buildings, such as
hospitals, prisons, and courthouses. This budget in-

cludes $4.4 billion for the major building acquisitions
included in the fixed assets definition.

General Services Administration.—The 1996
budget requests $1.0 billion for GSA for the construc-
tion or acquisition of buildings. GSA has traditionally
funded construction, as well as operations, and renova-
tions, through the Federal buildings fund. However,
this budget proposes a direct appropriation for the con-
struction and acquisition of general and special purpose
space to house Federal agency requirements.

Veterans hospital construction.—The budget pro-
poses $0.9 billion for construction of veterans hospital
and other facilities for 1996. Funds for veterans hos-
pitals are primarily to construct new facilities at
Brevard County, Florida, and Travis Air Force Base,
California, and to improve or expand existing medical
facilities at dozens of locations, including Boston, Mas-
sachusetts; Lebanon, Pennsylvania; Marion, Illlinois;
Marion, Indiana; Perry Point, Maryland; Reno, Nevada;
and Salisbury, North Carolina.

Military family housing.—The military family
housing program is one of the focal points of the Admin-
istration’s initiative to improve the quality of life of
military members and their families. The request of
$0.7 billion in budget authority for 1996 will provide
new or replacement construction of homes and associ-
ated community facilities at military bases with a docu-
mented housing requirement.

The request will also fund renovation of existing mili-
tary family housing units to extend the useful life of
the homes 20-25 years. Renovation programs include

construction and neighborhood improvements to bring
homes to current standards.

Department of Energy.—This budget includes $0.4
billion for building acquisition or construction. It is
largely for general science and research activities, en-
ergy supply research and development, and the nuclear
waste disposal fund. These investments are primarily
to continue ongoing construction projects.

Other building acquisitions.—Other building ac-
quisitions are primarily for Federal prisons, the Depart-
ment of Transportation, Indian health facilities, and
the Department of State for buildings abroad.

Information Technology

This category includes computer hardware, major
software, and renovations required for this equipment.
This budget includes $1.6 billion in 1996 budget author-
ity for major information technology included in the
fixed assets category.

Internal Revenue Service Tax Systems Mod-
ernization.—The budget includes $0.4 billion for 1996
to continue acquisitions for the IRS tax systems mod-
ernization project. This is a large, capital-intensive in-
vestment, combining the replacement of obsolescent
systems with a fundamental, customer-focused, rede-
sign of its organizational structure and operations. The
new system will make it easier for responsible tax-
payers to comply with their obligations and more dif-
ficult for others to evade their responsibilities.

Social Security Administration.—This budget in-
cludes $0.4 billion to replace the Social Security Admin-
istration’s archaic, highly centralized mainframe-based
architecture, including “dumb” terminals deployed in
more than a thousand field offices, with a nation-wide
system of modern personal computers and local area
networks. The investment generates immediate produc-
tivity savings and service improvements. In the long
term, the new technology will enable the Social Security
Administration to redesign its work processes to
achieve additional efficiencies.
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TABLE 7-4. FIXED ASSET ACQUISITIONS
(Budget authority, in billions of dollars)

1994 1995 1996
Actual Estimate Proposed
Buildings:
General Services ADMINISTAtioN ..o 1.0 0.6 1.0
Veterans hospital cONStruction ..............cccccewee. 0.8 0.7 0.9
Department of Defense military family housing 0.7 0.7 0.7
Department of ENErgy ........ccccovevmevminerierncns 0.3 0.4 04
ONBI oot 0.9 038 12
Subtotal, BUIIAINGS .....c.ocuierieriiiree e 3.8 3.2 4.4
Information technology:
Internal REVENUE SEIVICE ... 0.2 0.2 0.4
Social Security AdMINISTALION ......o.vvereeeieirrereissesessessereennas 0.2 0.1 04
Federal Bureau of INVESHGAtioN .........ccccveereencireircencnininineees 0.1 0.1 0.2
ONBIE oottt 04 04 0.6
Subtotal, information technology ... 0.9 0.9 1.6
Other asset acquisitions:
General Services AAMINISALION ..........occvverrerrmerereerermreeeereneens 0.4 05 0.6
Veterans hospital eqUIPMENT ......ccveirirrieieeresesesesssnes 0.4 04 0.5
C0SE GUAI ..o 0.2 0.3 0.3
ONBIE oottt 0.4 0.4 0.3
Subtotal, other asset aCUISIION ..........ocvrrrineininererireseiens 15 16 18
TOMAl s 6.2 5.7 7.7

Federal Bureau of Investigation.—The 1996 Budg-
et request includes $0.2 billion in budget authority for
information technology for the FBI. This includes equip-
ment for basic information processing needs, digital
communications intercept equipment to maintain the
ability to conduct court-authorized wiretaps, and equip-
ment for surveillance and other purposes.

Other.—Other major information technology pur-
chases include: computer technology for the Coast
Guard; facilities for the Department of Commerce to
improve high-speed scientific modeling, weather fore-
casting, and economic analysis; and an Info Share ini-
tiative in the Department of Agriculture. This initiative
will improve customer service and efficiency in field
offices through coordinated and improved communica-
tions, ADP acquisitions, and associated business proc-
esses.

Other Acquisitions

This category includes major equipment, such as ve-
hicles and hospital equipment, and construction and
facilities other than buildings, such as shore facilities
for the Coast Guard. The budget requests $1.8 billion
for the acquisitions included in this fixed assets cat-

egory.

General Services Administration.—Proposed obli-
gations of $0.6 billion for the GSA supply fund are

related to replacement of Interagency Fleet Manage-
ment System (IFMS) vehicles and information systems
supporting GSA’s wholesale distribution system. The
FY 1996 Budget includes full funding of the GSA re-
quest through reimbursable charges to GSA's client
agencies. The proposed spending will enable GSA to
replace vehicles on a three year/sixty thousand mile
basis.

Veterans hospital equipment.—This budget in-
cludes $0.5 billion for medical equipment for veterans
hospitals. This equipment is for new and refurbished
medical facilities, for equipment requirements at exist-
ing facilities, and for additional needed medical equip-
ment.

Coast Guard.—This budget requests $0.3 billion for
the Coast Guard primarily to replace vessels and im-
prove aircraft. These investments will improve the ca-
pabilities and flexibility of the service and its members.
Additional Coast Guard expenditures included here are
primarily for major rehabilitation, repair, and upgrade
of existing shore facilities.

Other.—Other acquisitions in this category are for
the FBI, the National Science Foundation, and other
agencies.
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Part 111: FEDERALLY FINANCED CAPITAL STOCKS

Federal investment outlays, by definition, create a
“stock” of capital that is available in the future for
productive use. Each year, Federal investment spending
adds to the stock of capital, while wear and tear and
obsolescence reduce it. This section presents very rough
measures of three different kinds of capital stocks fi-
nanced by the Federal Government: public physical cap-
ital, research and development (R&D), and education.
Capital stocks are not estimated for training.

Federal outlays for physical assets add to the Na-
tion’s capital stock of tangible assets, such as roads,
buildings, and aircraft carriers. These assets deliver
a flow of services over their lifetime. The capital depre-
ciates as the asset is used, wears out, or becomes obso-
lete.

Federal outlays for the conduct of research, develop-
ment, and education add to an “intangible” asset, the
Nation’s stock of knowledge. Although financed by the
Federal Government, the research and development or
education can be performed by Federal or State govern-
ment laboratories, universities and other nonprofit or-
ganizations, or private industry. Research and develop-
ment covers a wide range of endeavors, from the inves-
tigation of subatomic particles to the exploration of
outer space; it can be “basic” research without particu-
lar applications in mind, or it can have a highly specific
practical use. Similarly, education includes a wide vari-
ety of programs, assisting people of all ages with basic
education through graduate studies. Like physical as-
sets, the capital stocks of R&D and education provide
services over a number of years and depreciate as they
become outdated.

For this analysis, physical and R&D capital stocks
were estimated using the perpetual inventory method.
In this method, the estimates are based on the sum
of net investment in prior years. Each year's Federal
outlays are treated as gross investment, adding to the
capital stock; depreciation and discards reduce the cap-
ital stock. Gross investment less depreciation and dis-
cards is net investment. One limitation of the perpetual
inventory method is that investment spending is not
necessarily an accurate measure of the value of the
asset created. However, alternative methods for meas-
uring asset value, such as direct surveys of current
market worth or indirect estimation based on an ex-
pected rate of return, are difficult to apply to invest-
ments without a private market, such as highways or
defense procurement.

In contrast to physical and R&D stocks, the estimate
of the education stock is based on the replacement cost
method. Data on the cumulative years of education in
the U.S. population are combined with data on the cost
of education and the Federal share of education spend-
ing to yield the cost of replacing the Federal share
of the Nation's stock of education.

Additional detail about the methods used to estimate
capital stocks appears in a methodological note at the
end of this section. It should be stressed that these
estimates are rough approximations, and provide a
basis only for making broad generalizations. Errors may
arise from incomplete data for historical outlays, impre-
cision in the deflators used to express costs in 1987
dollars, and uncertainty about the useful lives and de-
preciation rates of different types of assets.

The Stock of Physical Capital

This section presents data on stocks of physical cap-
ital assets and estimates of the depreciation on these
assets.

Trends.—Table 7-5 shows the value of the total net
federally financed physical capital stock since 1970, in
constant fiscal year 1987 dollars. The total stock held
constant through the 1970s and began rising in the
early 1980s. The stock reached a high of $1,383 bhillion
in 1994 and is estimated to decline slightly to $1,370
billion in 1996. In 1994, the national defense capital
stock accounted for $670 billion, or 48 percent of the
total, and nondefense stocks for $713 billion, or 52 per-
cent of the total.

Real stocks of defense and nondefense capital show
very different trends. Nondefense stocks have grown
consistently since 1970, increasing from $368 billion
in 1970 to $713 billion in 1994. With the investments
proposed in the budget, nondefense stocks are esti-
mated to grow further to $746 billion in 1996. During
the 1970s, the nondefense capital stock grew at an av-
erage annual rate of 3.9 percent. In the 1980s, however,
the growth rate slowed to just over half that rate, or

2.0 percent annually, with growth slightly above that
rate since then.

National defense stocks began in 1970 at a relatively
high level, and declined steadily throughout the decade,
as depreciation from the Vietnam era exceeded new
investment in military construction and weapons pro-
curement. Starting in 1982, however, a large defense
buildup began to increase the stock of defense capital.
By 1992, the defense stock had nearly equalled its level
at the height of the Vietnam War. In the last few
years, reduced defense investments due to the end of
the Cold War and the recognition of other pressing
national needs have once again begun to reduce the
defense stock. The stock will decline by an estimated
4.0 percent in the 1996 budget.

Another trend in the Federal physical capital stocks
is the shift from direct Federal assets to grant-financed
assets. In 1960, 56 percent of federally financed
nondefense capital was owned by the Federal Govern-
ment, and 44 percent was owned by State and local
governments but financed by Federal grants. Expansion
in Federal grants for highways and other state and
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TABLE 7-5. NET STOCK OF FEDERALLY FINANCED PHYSICAL CAPITAL
(In billions of constant 1987 dollars)
Direct Federal Capital Capital Financed by Federal Grants
. National Total ’
Fca Year Do | Nowens |y | W g | o | Tasor [ OUMY |
Regional
1,063 696 368 152 92 60 215 164 26 11 15
1,065 682 383 154 94 60 229 172 30 12 15
1,062 662 399 156 96 60 243 179 35 13 16
1,051 637 414 158 97 61 256 186 39 15 17
1,037 609 428 160 99 61 268 191 43 18 17
1,023 583 441 162 101 61 278 195 45 21 17
1,013 557 457 164 103 61 292 201 49 25 18
1,005 525 480 167 106 61 313 208 55 32 18
1,003 502 501 170 109 62 331 213 63 37 18
1,006 485 521 174 111 62 347 219 69 42 17
1,009 470 539 176 113 63 363 225 74 46 17
1,014 460 554 179 114 65 375 230 78 50 16
1,020 456 564 180 114 66 384 233 81 53 16
1,035 462 573 181 115 66 392 238 84 55 15
1,062 477 585 183 114 69 402 244 86 57 15
1,100 501 599 187 114 72 413 250 89 59 14
1,143 531 613 189 114 76 423 258 90 61 14
1,189 566 624 193 114 79 430 263 91 62 13
1,231 595 636 199 114 84 437 269 92 64 13
1,271 625 646 203 114 89 443 273 92 64 14
1,306 649 657 207 114 93 450 278 92 65 14
1,339 670 669 212 114 98 457 283 92 66 15
1,365 680 684 221 115 106 464 288 92 66 17
1,380 681 699 228 115 113 471 294 92 67 19
1,383 670 713 232 114 118 481 300 92 67 22
1995 est ... 1,381 650 731 239 113 125 492 306 93 67 26
1996 €St ... 1,370 624 746 243 113 131 502 311 93 67 31

local capital, coupled with relatively slow growth in
direct Federal investments in agencies such as the Bu-
reau of Reclamation and Corps of Engineers, shifted
the composition of the stock substantially. In 1994, 33
percent of the nondefense stock was owned by the Fed-
eral Government and 67 percent by State and local
governments.

The growth in the stock of physical capital financed
by grants has come in several areas. The growth in
the stock for transportation is largely grants for high-
ways, including the Interstate Highway System. The
growth in community and regional development stocks
occurred largely with the enactment of the community

development block grant in the early 1970s. The value
of this capital stock has been unchanged in the past
few years. The growth in the natural resources area
occurred primarily because of construction grants for
sewage treatment facilities. The value of this federally
financed stock has also been relatively stable since the
mid-1980s.

Table 7-6 shows nondefense physical capital outlays
both gross and net of depreciation for selected years
from 1960 to 1990 and annually from 1990 to 1996.
The net capital outlays in this table are the change
in the net nondefense physical capital stock displayed
in Table 7-5.
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TABLE 7-6. COMPOSITION OF GROSS AND NET FEDERAL AND FEDERALLY FINANCED NONDEFENSE PUBLIC PHYSICAL
INVESTMENT

(In billions of constant 1987 dollars)

Total nondefense investment Direct Federal investment Investment financed by Federal grants

Composition of net Composition of net investment

Fiscal Year estment Trans-
coss | G | e | oo |G N | waw coss | G | N | oo | conmay | N |
and Other high- development environment
power ways)
Five year intervals:

21.0 8.3 12.7 7.3 4.6 2.7 14 13 13.7 37 10.0 10.2 -0.3 -0.2 0.3
30.0 111 18.9 10.5 5.6 49 2.1 2.8 195 55 14.0 124 14 —* 0.3
29.2 145 14.7 7.3 6.6 0.7 1.0 -0.3 21.9 7.9 14.0 8.6 3.8 04 12
29.9 17.6 123 9.3 7.3 2.0 2.0 —* 20.6 10.3 10.3 38 2.9 3.3 0.3
376 20.1 17.6 10.0 7.6 24 14 1.0 27.6 12.5 15.2 6.1 48 48 -05
37.8 23.6 14.2 121 8.3 3.7 0.1 3.6 25.7 153 10.5 6.7 2.3 1.9 -0.4
38.9 27.8 11.0 141 9.7 43 0.2 41 24.8 18.1 6.7 51 * 0.7 0.8
40.7 28.7 11.8 153 10.1 51 -0.2 54 25.4 18.6 6.7 5.0 -0.1 0.8 1.0
454 29.8 155 19.3 10.6 8.6 11 75 26.1 19.2 6.9 51 -0.1 0.7 13
45.7 31.0 14.8 18.2 11.2 7.1 -0.1 7.1 275 19.8 7.7 5.9 -04 0.3 18
46.3 32.0 14.2 16.0 11.6 44 -1.1 55 30.3 204 9.9 6.2 0.1 0.1 35
50.5 33.2 17.3 18.4 12.1 6.3 -0.3 6.6 32.1 211 11.0 6.0 0.7 0.2 4.2
49.2 343 149 17.2 125 47 -0.9 5.6 32.0 21.8 10.2 45 0.8 —* 48

*$50 million or less.

The Stock of Research and Development Capital

This section presents data on the stock of research
and development, taking into account adjustments for
its depreciation.

Trends.—As shown in Table 7-7, the R&D capital
stock financed by Federal outlays is estimated to be
$643 billion in 1994 in constant 1987 dollars. About
two-fifths is the stock of basic research knowledge;
about three-fifths is the stock of applied research and
development.

The total federally financed R&D stock in 1994 was
about evenly divided between defense and nondefense.

Although investment in defense R&D has exceeded that
of nondefense R&D in every year since 1979, the two
stocks are much closer in size because of the different
emphasis between basic research and applied R&D. De-
fense R&D outlays are heavily concentrated in applied
research and development, which depreciates much
more quickly than basic research. Applied research and
development is assumed to depreciate at a ten percent
geometric rate, while basic research is assumed not
to depreciate at all.

TABLE 7-7. NET STOCK OF FEDERALLY FINANCED RESEARCH AND DEVELOPMENT 1
(In billions of constant 1987 dollars)
National Defense Nondefense Total Federal
Fiscal Year ; Applied ; Applied ; Applied
| pe | e | T | e | T | e | G
207 13 195 170 54 117 378 66 311
210 13 196 179 58 121 389 72 317
213 14 199 186 63 123 399 77 322
216 15 201 193 68 126 409 83 326
217 16 201 200 72 127 417 88 329
217 16 201 206 T 129 423 93 330
216 17 199 214 82 132 430 99 331
216 18 198 221 87 134 437 105 332
216 18 198 228 92 136 444 110 333
216 19 197 235 97 137 450 116 334
217 20 197 241 103 138 458 123 335
219 20 198 248 109 139 466 129 337
222 21 201 251 115 137 474 136 338
229 22 207 254 121 133 482 143 339
235 23 212 257 128 129 492 151 341
244 24 221 260 135 126 505 158 346
258 25 233 264 142 122 522 167 355
270 25 245 268 149 119 538 175 363
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TABLE 7-7. NET STOCK OF FEDERALLY FINANCED RESEARCH AND DEVELOPMENT 1—Continued
(In billions of constant 1987 dollars)
National Defense Nondefense Total Federal
Fiscal Year ; Applied " Applied " Applied
B Bi Bi

B I i I B e S == (il
281 26 255 274 157 117 555 183 371
291 27 264 281 166 115 572 193 379
300 28 272 290 174 116 590 202 387
303 29 274 300 184 116 603 213 390
306 30 276 310 193 117 616 223 393
311 30 280 320 202 118 631 233 398
313 31 281 330 211 119 643 242 401
1995 ESE. e 314 32 282 342 220 121 656 253 403
1996 €S, .o 314 33 281 353 229 123 667 262 404

1Excludes outlays for physical capital for research and development, which are included in Table 7-5.

The defense R&D stock rose slowly during the 1970s,
as gross outlays for R&D trended down in constant
dollars and the stock created in the 1960s depreciated.
A renewed emphasis on defense R&D spending from
1980 through 1989 led to a more rapid growth of the
R&D stock. Since then, defense R&D outlays have ta-
pered off, depreciation has grown, and, as a result,
the net defense R&D stock has grown more slowly.

The growth of the nondefense R&D stock slowed from
the 1970s to the late 1980s, from an annual rate of
3.6 percent in the 1970s to a rate of 1.6 percent from
1980 to 1988. Gross investment in real terms fell dur-
ing much of the 1980s, and about three-fourths of new
outlays went to replacing depreciated R&D. Since 1988,
however, nondefense R&D outlays have been on an up-
ward trend while depreciation has edged down. As a
result, the net nondefense R&D capital stock has grown
more rapidly.

The Stock of Education Capital

This section presents estimates of the stock of edu-
cation capital financed by Federal government outlays.

As shown in Table 7-8, the federally financed edu-
cation stock is estimated at $630 billion in 1994 in
constant 1987 dollars, rising to $671 billion in 1996.
The vast majority of the Nation’s education stock is
financed by State and local governments, and by stu-
dents and their families themselves. This federally fi-
nanced portion of the stock represents about 3 percent
of the Nation’s total education stock.3 Nearly three-

3For estimates of the total education stock, see Table 2-3 in Chapter 2, “Stewardship.”

qguarters is for elementary and secondary education,
while the remaining one quarter is for higher education.

In 1970, the federally financed stock of education was
only about half the size of the research and develop-
ment stock, but with steady growth in the intervening
decades the education stock is nearly equal to the stock
of R&D. Despite a slowdown in growth during the early
1980s, the stock grew at an average annual rate of
5.1 percent from 1970 to 1994, and the expansion of
the education stock is projected to continue under this
budget.
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TABLE 7-8. NET STOCK OF FEDERALLY FINANCED EDUCATION CAPITAL
(In billions of constant 1987 dollars)
~ Elementary .
ot | ang sy | o
193 153 39
208 167 41
226 183 43
242 197 46
249 202 47
257 209 47
278 225 53
285 227 58
305 241 64
325 256 69
346 273 74
367 288 79
369 288 81
377 289 88
396 299 97
423 318 105
448 337 111
468 351 117
496 371 125
526 392 134
549 406 142
568 418 149
584 428 156
609 441 168
630 456 174
1995 €St .o s 655 468 187
1996 €S ..o 671 475 196

Methodological Note

This note provides further technical detail in the esti-
mation of the capital stock series presented in Tables
7-5 through 7-8.

As stated previously, the capital stock estimates are
very rough approximations. Sources of possible error
include:

The historical outlay series.—The historical outlay
series for physical capital was based on budget records
since 1940 and was extended back to 1915 using data
from selected sources. There are no consistent outlay
data on physical capital for this earlier period, and
the estimates are approximations. In addition, the his-
torical outlay series in the budget for physical capital
extending back to 1940 may be incomplete. The histori-
cal outlay series for the conduct of research and devel-
opment began in the early 1950s and required selected
sources to be extended back to 1940. In addition, sepa-
rate outlay data for basic research and applied R&D
were not available for any years and had to be esti-
mated from obligations and budget authority. For edu-
cation, data for Federal outlays from the budget were
combined with data for non-Federal spending from the
institution or jurisdiction receiving Federal funds,
which may introduce error because of differing fiscal
years and confusion about whether the Federal Govern-
ment was the original source of funding.

Price adjustments.—The prices for the components
of the Federal stock of physical, R&D, and education
capital have increased through time, but the rates of
increase are not accurately known. Estimates of costs
in fiscal year 1987 prices were made through the appli-
cation of the National Income and Product Accounts
deflator series, but these should be considered only ap-
proximations of the costs of these assets in 1987 prices.

Depreciation.—The useful lives of physical, R&D,
and education capital, as well as the pattern by which
they depreciate, are very uncertain. This is compounded
by using depreciation rates for broad classes of assets,
which do not apply uniformly to all the components
of each group. As a result, the depreciation estimates
should also be considered approximations.

Research continues on the best methods to estimate
these capital stocks. The estimates presented in the
text could change as better information becomes avail-
able on the underlying investment data and as im-
proved methods are developed for estimating the stocks
based on those data.

Physical Capital Stocks

For many years, current and constant-cost data on
the value of most forms of public and private physical
capital—e.g., roads, factories, and housing—have been
estimated annually by the Bureau of Economic Analysis
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(BEA) in the Department of Commerce.4 However, the
BEA data are not directly linked to the Federal budget,
do not include estimates for the years covered by the
budget, and do not classify as Federal the capital fi-
nanced but not owned by the Federal Government. For
budgetary purposes, OMB prepares separate estimates.

Method of estimation.—The estimates were devel-
oped from the OMB historical data base for physical
capital outlays and grants to State and local govern-
ments for physical capital. These are the same major
public physical capital outlays presented in Part I. This
data base extends back to 1940 and was supplemented
by rough estimates for 1915-1939.

The deflators for Federal, State, and local purchases
of durables and structures were used going back to
1940. Specific deflators were not used for subdivisions
of durables and structures. There are no specific price
indices for public purchases of durables and structures
for 1915 through 1939, and estimates were made on
the basis of Census Bureau historical statistics on con-
stant price public capital formation. Using these
deflators, the outlays were converted to constant fiscal
year 1987 dollars.

The resulting series was adjusted for depreciation.
The data were depreciated on a straight-line basis over
the following assumed useful lives: 46 years for water
and power projects; 40 years for other direct Federal
construction and capital financed by grants (primarily
highways); and 16 years for defense procurement and
major nondefense equipment.

Research and Development Capital Stocks

Method of estimation.—The estimates were devel-
oped from a data base for the conduct of research and
development largely consistent with the data in the
Historical Tables. Although there is not a consistent
time series on basic and applied R&D for defense and
nondefense outlays back to 1940, it was possible to
estimate the data using obligations and budget author-
ity. The data are for the conduct of R&D only and
exclude outlays for physical capital for research and
development, because those are included in the esti-

mates of physical capital. Nominal outlays were de-
flated by the implicit price deflator for gross domestic
product (GDP) in fiscal 1987 dollars to obtain estimates
of constant dollar R&D spending.

The appropriate depreciation rate of intangible R&D
capital is even more uncertain than that of physical
capital. Empirical evidence is inconclusive. It was as-
sumed that basic research capital does not depreciate
and that applied research and development capital has
a ten percent geometric depreciation rate. These are
the same assumptions used in a study published by
the Bureau of Labor Statistics estimating the R&D
stock financed by private industry.5 Recent experi-
mental work at the Bureau of Economic Analysis, ex-
tending estimates of tangible capital stocks to R&D,
used slightly different assumptions. This work assumed
straight-line depreciation for all R&D over a useful life
of 18 years, which is roughly equivalent to a geometric
depreciation rate of 11 percent. The slightly higher de-
preciation rate and its extension to basic research
would result in smaller stocks than the method used
here.6

Education Capital Stocks

Method of estimation.—The estimates of the feder-
ally financed education capital stock in Table 7-8 were
calculated by first estimating the Nation's total stock
of education capital, based on the current replacement
cost of the total years of education of the population.
To derive the Federal share of this total stock, the
Federal share of total educational expenditures was ap-
plied to the total amount. The percent in any year
was estimated by averaging the prior years' share of
Federal education outlays in total education costs. For
more information, refer to the technical note in Chapter
2, "Stewardship.”

The stock of capital estimated in Table 7-8 is based
only on outlays for education. Stocks created by other
human capital investment outlays included in Table
7-1, such as job training and vocational rehabilitation,
were not calculated because of the lack of historical
data prior to 1962 and the absence of estimates of
depreciation rates.

Part 1V: ALTERNATIVE CAPITAL BUDGET AND CAPITAL EXPENDITURE PRESENTATIONS

A capital budget would separate Federal expenditures
into two categories: spending for investment and all
other spending. In this sense, Part | of the present
chapter provides a capital budget for the Federal Gov-
ernment, distinguishing outlays that yield long-term
benefits from all others. But alternative capital budget
presentations have also been suggested.

The Federal budget finances investment for two quite
different types of reasons. It invests in capital—such
as office buildings, computers, and weapons systems—

4See “Fixed Reproducible Tangible Wealth in the United States”, Survey of Current Busi-
ness, August 1994, pp. 54-62.
5See U.S. Department of Labor, Bureau of Labor Statistics, The Impact of Research

that primarily contributes to its ability to provide gov-
ernmental services to the public; some of these services,
in turn, are designed to increase economic growth. And
it invests in capital—such as highways, education, and
research—that contributes more directly to the eco-
nomic growth of the Nation. Most of the capital in
the second category, unlike the first, is not owned or
controlled by the Federal Government. In the discussion
that follows, the first is called “Federal capital’ and
the second is called “national capital.” Table 7-9 com-

and Development on Productivity Growth, Bulletin 2331, September 1989.
6See “A Satellite Account for Research and Development”, Survey of Current Business,
November 1994, pp. 37-71.
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pares total Federal investment as defined in this chap-
ter with investment in national capital and with that
part of investment in Federal capital which was defined
as “fixed assets” in Part Il of this chapter.

Capital budgets and other changes in Federal budget-
ing have been suggested from time to time for the Gov-
ernment’s investment in both Federal and national cap-
ital. These proposals differ widely in coverage, depend-
ing on the rationale for the suggestion. Some would
include all the investment shown in table 7-1, or more,
whereas others would be narrower in various ways.

These proposals also differ in other respects, such as
whether investment would be financed by borrowing
and whether the non-investment budget would nec-
essarily be balanced. Some of these proposals are dis-
cussed below and illustrated by alternative capital
budget and other capital expenditure presentations, al-
though the discussion does not address matters of im-
plementation such as the effect on the Budget Enforce-
ment Act. The planning and budgeting process for fixed
assets, which is a different subject, is discussed in Part
Il of this chapter together with the steps this Adminis-
tration is taking to improve it.

TABLE 7-9. ALTERNATIVE DEFINITIONS OF INVESTMENT OUTLAYS, 1996
(In millions of dollars)

Pvesinent | Fredassets | N
Construction and rehabilitation:
Grants:
Transportation 22,853 22,853
Natural resources and environment .. 2,527 2,517
Community and regional development .. 5,839 1,018
Housing assistance ......... T101 | o | e
Other grants 972 70
Direct Federal:
NatioNAl AEENSE ...vvvveiieiiririiee e nres 4,890 T06 | oo
General science, space, and technology 491 168 491
Natural resources and environment ...... 3,546 86 3,275
ENergy ..oocoovevninninnn 2,399 274 2,399
Transportation .. 536 79 536
Veterans and other health facilities 1,345 1,085 1,345
Postal Service .......ccovvvrerrenne 809 | i 809
GSA real property activities 1,622 T70 | oo
Other construction ....... 2,778 1,138 492

Total construction and rehabilitation ............cccevevrernee

Acquisition of major equipment (direct):
National defense
Postal Service
Air transportation
Other

Total major equipment
Purchase or sale of land and structures

Total physical investment
Research and development:
Defense
Nondefense

Total research and development .........ccocoovveenieierninnes
Education and training ...

Total iNVESIMENt OULIAYS .......ccvevrrieecierieieriseiee e

57,707 4,306 35,804

48,840 | oo | e
511 511
2,059 | i 2,059

3,785 3,088 2,723

55,195 3,088 5,293

=350 | e | e

112,552 7,394 41,097

37,688 | i 1,205

3L7L7 | 31,132

..................................... 69,405 | ... 32,337
..................................... 47,336 | oo 46,761
..................................... 229,293 7,394 120,195

Investment in Federal Capital

The goal of investment in Federal capital is to deliver
Government services as efficiently and effectively as
possible. The Congress allocates resources to Federal
agencies to accomplish a wide variety of programmatic
goals. Because these goals are diverse and most are
not measured in dollars, they are difficult to compare
with each other. Policy judgments must be made as
to their relative importance.

Once amounts have been allocated for one of these
goals, however, analysis may be able to assist in choos-
ing the most efficient and effective means of delivering
service. This is the context in which decisions are made
on the amount of investment in Federal capital. For
example, budget proposals for the Department of Jus-
tice must consider whether to increase the number of
FBI agents, the amount of justice assistance grants
to State and local governments, or the number of pris-
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ons in order to accomplish the department’s objectives.
The optimal amount of investment in Federal capital
derives from these decisions. There is no efficient target
for total investment in Federal capital as such.

The universe of Federal capital encompasses federally
owned fixed assets. It excludes Federal grants to States
for infrastructure, such as highways, and it excludes
intangible investment, such as education and research.
Investment in Federal capital in 1996 is estimated to
be $73.3 billion, or 32 percent of the total Federal in-
vestment outlays shown in table 7-1. Of the investment
in Federal capital, 73 percent is for defense and 27
percent for nondefense purposes.

A Capital Budget for Fixed Assets

Discussion of a capital budget has often centered on
the part of Federal capital called “fixed assets” in Part
Il of this chapter—buildings and equipment commonly
available from the commercial sector that support the
delivery of Federal services, such as office buildings,
computers, military family housing, veterans hospitals,
research and development facilities, and associated
equipment. This definition excludes Federal capital for
weapons systems and military bases, non-defense spe-
cial purpose capital such as space stations and dams,
and capital that the Federal Government has financed
but does not own.

Some capital budget proposals would partition the
unified budget into a capital budget, an operating budg-
et, and a total budget. Table 7-10 illustrates such a
capital budget for fixed assets as defined above. It is
accompanied by an operating budget and a total budget.
The operating budget consists of all expenditures except
those included in the capital budget, plus depreciation
on the stock of assets that corresponds to those pur-
chased through the capital budget. The capital budget
consists of expenditures for fixed assets and, on the
income side of the account, depreciation. The total
budget is the present unified budget, largely cash based
and often called a “cash budget,” which records all out-
lays and receipts of the Federal Government. It consoli-
dates the operating and capital budgets by adding them
together and netting out depreciation as an
intragovernmental transaction. The difference between
the operating budget deficit and the unified budget defi-
cit is small, reflecting both the relatively small Federal
investment in new fixed assets and the offsetting effect
of depreciation on the existing stock. The figures in
table 7-10 and the subsequent tables of this section
are rough estimates and intended to be illustrative.

Budget Discipline and a Capital Budget

Many proposals for a capital budget, though not all,
would effectively dispense with the unified budget and
make expenditure decisions on fixed asset acquisitions
in terms of the operating budget instead. The operating
budget would include only the depreciation on the pro-
posed purchase of a fixed asset. For example, suppose
that an agency proposed to buy a $50 million building
at the beginning of the year with an estimated life

TABLE 7-10. CAPITAL, OPERATING, AND UNIFIED (CASH)
BUDGETS: FIXED ASSETS, 1996 t

(In billions of dollars)

Operating Budget

RECEIPLS oottt s 1,415

Expenses:
DEPIECIALION ..voveeririsciseieieieisei sttt 5
OhBI ettt 1,605
SUDLOtAl, BXPENSES ..ouvvuierriieieieierisie et 1,610
SUIPIUS OF DEfICIE (=) wouvereereeeirererseeees e -194

Capital Budget
INCOME: AEPIECIALION ....ooveveiriieeie s 5
Capital EXPENAILUIES .......cvvivrrieriiiei e 7
SUrPIUS OF EfiCt (=) oo s -2
Unified (Cash) Budget

RECEIPLS oottt 1,415
OULBYS oot 1,612
SUIPIUS OF DEfICIE (=) wouereeieeereireseeee e -197

1Historical data to estimate the capital stocks and calculate depreciation are not readily available for fixed
assets. Depreciation estimates were based on the assumption that such outlays were a constant percentage of
their larger categories over time. They are also subject to the limitations discussed in Part Ill of this chapter.

of 25 years and with depreciation calculated according
to the straightline method. Operating expense in the
budget year would increase by only $2 million, or 4
percent of the asset cost. The same amount of deprecia-
tion would be recorded as an increase in operating ex-
pense for each year of the asset’s life.

Recording the annual depreciation in the operating
budget each year would provide little control over the
decision about whether to invest in the first place. Most
Federal investments are sunk costs and as a practical
matter cannot be recovered by selling or renting the
asset. At the same time, there is a significant risk
that the need for a fixed asset may change over a
period of years, because either the need was not perma-
nent, it was initially misjudged, or other needs became
more important. Since the cost is sunk, however, control
cannot be exercised later on by comparing the annual
benefit of the asset services with depreciation and inter-
est and then selling the asset if its annual services
are not worth this expense. Control can only be exer-
cised when the Government commits itself up-front to
the full sunk cost. By spreading the real cost of the
project over time, however, use of the operating budget
for expenditure decisions would make the budgetary
cost of the fixed asset appear very cheap when decisions
were being made that compared it to alternative ex-
penditures. As a result, there would be an incentive
to purchase fixed assets with little regard for need,
and also with little regard for the least-cost method
of acquisition.

A budget is a financial plan for allocating resources—
deciding how much the Federal Government should
spend in total, program by program, and for the parts
of each program. The budgetary system provides a proc-
ess for proposing policies, making decisions, implement-
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ing them, and reporting the results. The budget needs
to measure costs accurately so that decision makers
can compare the cost of a program with its benefit,
the cost of one program with another, and the cost
of alternative methods of reaching a specified goal.
These costs need to be fully included in the budget
up front, when the spending decision is made, so that
executive and congressional decision makers have the
information and the incentive to take the total costs
into account.

The unified budget does this for investment. By re-
cording investment on a cash basis, it causes the total
cost to be compared up front in a rough and ready
way with the total expected future net benefits. Since
the budget measures only cost, the benefits with which
these costs are compared, based on policy makers’ judg-
ment, must be presented in supplementary materials.
Such a comparison of total cost with benefits is consist-
ent with the formal method of cost-benefit analysis of
capital projects in government, in which the full cost
of a fixed asset as the cash is paid out is compared
with the full stream of future benefits (all in terms
of present values).? This comparison is also consistent
with common business practice, in which capital budg-
eting decisions for the most part are made by compar-
ing cash flows. The cash outflow for the full purchase
price is compared with expected future cash inflows,
either through a relatively sophisticated technique of
discounted cash flows—such as net present value or
internal rate of return—or through cruder methods
such as payback periods.8 Regardless of the specific
technique adopted, it usually requires comparing future
returns with the entire cost of the asset up front—
not spread over time through annual depreciation.®

Practice Outside the Federal Government

The proponents of making investment decisions on
the basis of an operating budget with depreciation have
sometimes claimed that this is the common practice
outside the Federal Government. However, while the
practice of others may differ from the Federal budget
and the terms “capital budget” and “capital budgeting”
are often used, these terms do not normally mean that
fixed asset acquisitions are decided on the basis of an-
nual depreciation cost. The use of these terms in busi-
ness and State government also does not mean that
businesses and States finance all their investment by

7For example, see Edward M. Gramlich, A Guide to Benefit-Cost Analysis (2nd ed.; Engle-
wood Cliffs: Prentice Hall, 1990), chap. 6; or Joseph E. Stiglitz, Economics of the Public
Sector (New York: Norton, 1986), chap. 10. This theory is applied in formal OMB instructions
to Federal agencies in OMB Circular No. A-94, Guidelines and Discount Rates for Benefit-
Cost Analysis of Federal Programs (October 29, 1992). GAO, Discount Rate Policy, GAO/
OCE-17.1.1 (May 1991) discusses the appropriate discount rate for such analysis but not
the foundation of the analysis itself, which is implicitly assumed.

8For a full textbook analysis of capital budgeting techniques in business, see Harold
Bierman, Jr., and Seymour Smidt, The Capital Budgeting Decision (7th ed.; New York:
Macmillan, 1988). Shorter analyses may be found, for example, in Charles T. Horngren
and George Foster, Cost Accounting (6th ed.; Englewood Cliffs: Prentice-Hall, 1987), chap.
19 and 20; and in Surendra S. Singhvi, “The Capital Budgeting Process” and “The Capital
Expenditure Evaluation Methods,” chap. 19 and 20 in Robert Rachlin and H.W. Allen
Sweeny, Handbook of Budgeting (3rd ed.; New York: Wiley, 1993).

9A recent survey of business practice found that such techniques are predominant. See
Glenn H. Petry and James Sprow, “The Theory and Practice of Finance in the 1990s,”
The Quarterly Review of Economics and Finance, vol. 33 (Winter 1993), pp. 359-82. Petry
and Sprow also found that such techniques are recommended by the most widely used
textbooks in managerial finance.

borrowing. Nor does it mean that under a capital budg-
et the extent of borrowing by the Federal Government
to finance investment would be limited by the same
forces that constrain business and State borrowing for
investment.

Private business firms call their investment deci-
sion making process ‘“capital budgeting,” and they
record the resulting planned expenditures in a “capital
budget.” However, decisions are normally based on up-
front comparisons of cash outflows with cash inflows,
and the capital budget records the period-by-period
amounts of cash outflows for capital projects.10 This
supports the business’'s goal of deciding upon and con-
trolling the use of its resources.

The cash-based focus of business budgeting for capital
is in contrast to business financial statements—the in-
come statement and balance sheet—which use accrual
accounting for a different purpose, namely to record
how well the business is meeting its objectives of earn-
ing profit and accumulating wealth for its owners. For
this purpose, the income statement shows the profit
in a year from earning revenue net of the expenses
incurred. These expenses include depreciation, which
is an allocation of the cost of fixed assets over their
estimated useful life. With similar objectives in mind,
the Federal Accounting Standards Advisory Board
(FASAB) is considering the appropriate use of deprecia-
tion as a measure of expense in financial statements
and cost accounting for Federal agencies.

Businesses finance investment from net income as
well as borrowing. When they borrow to finance invest-
ment, they are constrained in ways that Federal bor-
rowing is not. The amount that a business borrows
is limited by its own profit motive and the market’s
assessment of its capacity to repay. The greater a
business’s indebtedness, other things equal, the more
risky is any additional borrowing and the higher is
the cost of funds it must pay. Since the profit motive
ensures that a business will not want to borrow unless
the expected return is at least as high as the cost
of funds, the amount of investment that a business
will want to finance is limited; and it has an incentive
to borrow only for projects where the expected return
is as high or higher than the cost of funds. Further-
more, if the risk is great enough, a business may not
be able to find a lender.

No such constraint limits the Federal Government—
either in the total amount of its borrowing for invest-
ment, or in its choice of which assets to buy—because
of its sovereign power to tax. It can tax to pay for
investment; and, if it borrows, its power to tax ensures
that the credit market will judge U.S. Treasury securi-
ties free from any risk of default even if it borrows
“excessively” or for projects that do not seem worth-
while.

Most States also have a ‘“capital budget,” but the
operating budget is not like the operating budget envis-
aged by proponents of making Federal investment deci-

10A business capital budget is depicted in Glenn A. Welsch et al.,, Budgeting: Profit
Planning and Control (5th ed.; Englewood Cliffs: Prentice Hall, 1988), pp. 396-99.
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sions on the basis of depreciation. State capital budgets
differ widely in many respects but generally relate some
of the State’'s purchases of fixed assets to borrowing
and other earmarked means of financing. For the debt-
financed portion of investment, the interest and repay-
ment of principal are usually recorded in the operating
budget. State operating budgets are not charged for
assets purchased in the capital budget but financed
by Federal grants or by taxes, which may be substan-
tial. No State operating budget is charged for deprecia-
tion.11

State borrowing to finance investment, like business
borrowing, is subject to limitations that do not apply
to Federal borrowing. Like business borrowing, it is
constrained by the credit market's assessment of the
State’s capacity to repay. Furthermore, it is usually
designated for specified investments, and it is almost
always subject to constitutional limits or referendum
requirements.

Other developed nations tend to show a more sys-
tematic breakdown between investment and operating
expenditures within their budgets than does the United
States, even while they record capital expenditures on
a cash basis within the same budget totals. For exam-
ple, the United Kingdom shows the capital spending
within each agency total and displays the sum of cap-
ital spending for the government as a whole. However,
a survey by the Congressional Budget Office found that
all developed nations except Chile and New Zealand

budget on a cash basis;12 and New Zealand requires
the equivalent of appropriations for the full cost up
front before a department can make net additions to
its fixed assets. Some countries—including Sweden,
Denmark, and Finland—formerly had separate capital
budgets but abandoned them a number of years ago.13

Conclusions

It is for reasons such as these that the General Ac-
counting Office issued a report about a year ago that
criticized budgeting for capital in terms of depreciation.
Although the criticisms were in the context of what
is termed “national capital” in this chapter, they apply
equally to “Federal capital.”

“Depreciation is not a practical alternative
for the Congress and the administration to use
in making decisions on the appropriate level of
spending intended to enhance the nation’s
long-term economic growth for several reasons.
Currently, the law requires agencies to have
budget authority before they can obligate or
spend funds. Unless the full amount of budget
authority is appropriated up front, the ability
to control decisions when total resources are
committed to a particular use is reduced. Ap-
propriating only annual depreciation, which is
only a fraction of the total cost of an invest-
ment, raises this control issue.”14

Investment in National Capital

A Target for National Investment

The Federal Government's investment in national
capital has a much broader and more varied form than
its investment in Federal capital. The Government's
goal is to support and accelerate sustainable economic
growth for the Nation as a whole and in some instances
for specific regions or groups of people. The Govern-
ment’s investment concerns for the Nation are two-fold:

» The effect of its own investment in national capital
on the output and income that the economy can
produce. Reducing expenditure on consumption
and increasing expenditure on investment that
supports economic growth are a major priority for
the Administration. It has reordered priorities in
its budgets by proposing increases in selected in-
vestments.

» The effect of Federal taxation, borrowing, and
other policies on private investment. The Adminis-

11The characteristics of State capital budgets were examined in a survey of State budget
officers for all 50 States in 1986. See Lawrence W. Hush and Kathleen Peroff, “The Variety
of State Capital Budgets: A Survey,” Public Budgeting and Finance (Summer 1988), pp.
67-79. More detailed results are available in an unpublished OMB document, “State Capital
Budgets” (July 7, 1987). Two GAO reports examined some of the same issues and reached
similar conclusions on the issues in question. See Budget Issues: Capital Budgeting Practices
in the States, GAO/AFMD-86-63FS (July 1986) and Budget Issues: State Practices for Fi-
nancing Capital Projects, GAO/AFMD-89-64 (July 1989).

12Robert W. Hartman, Statement before the Subcommittee on Economic Development,
Committee on Public Works and Transportation, U.S. House of Representatives (May 26,
1993). Hartman stated: “to our knowledge, only two developed countries, Chile and New
Zealand, recognize depreciation in their budgets.”

13The budgets in Sweden, Great Britain, Germany, and France are described in GAO,
Budget Issues: Budgeting Practices in West Germany, France, Sweden, and Great Britain,

tration’s deficit reduction policy has brought about
an expansion of private investment, most notably
in producers’ durable equipment.

In its recent report, Incorporating an Investment
Component in the Federal Budget, the General Account-
ing Office recommends establishing an investment com-
ponent within the unified budget—but not a separate
capital budget or the use of depreciation—for this type
of investment.15 GAO defines this investment as “fed-
eral spending, either direct or through grants, that is
directly intended to enhance the private sector’'s long-
term productivity.”16 To increase investment—both pub-
lic and private—GAO recommends establishing targets
for the level of Federal investment and for a declining
path of unified budget deficits over time.17 Such a tar-
get for investment in national capital would focus atten-
tion on policies for growth, encourage a conscious deci-
sion about the overall level of growth-enhancing invest-

GAO/AFMD-87-8FS (November 1986). Sweden had separate capital and operating budgets
from 1937 to 1981 and a total combined budget from 1956 onwards. The reasons for abandon-
ing the capital budget are discussed briefly in the GAO report and more extensively by
a government commission established to recommend changes in the Swedish budget system.
See Sweden, Ministry of Finance, Proposal for a Reform of the Swedish Budget System:
A Summary of the Report of the Budget Commission Published by the Ministry of Finance
(Stockholm, 1974), chapter 10.

14Budget Issues: Incorporating an Investment Component in the Federal Budget, GAO/
AIMD-94-40 (November 1993), p. 11. GAO had made the same recommendation in earlier
reports but with less extensive analysis than in this report.

15 Ibid., pp. 1-2, 9-10, and 15.

16 |bid., pp. 1 and 5.

17 lbid., pp. 2 and 13-16.
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ment, and make it easier to set spending priorities in
terms of policy goals for aggregate formation of national
capital.

Table 7-11 illustrates the unified budget reorganized
as GAO recommends to have a separate component for
investment in national capital. This component is
roughly estimated to be $120 billion in 1996. It includes
infrastructure outlays financed by Federal grants to
State and local governments, such as highways and
sewer projects, as well as direct Federal purchases of
infrastructure, such as electric power generation equip-
ment. It also includes intangible investment for
nondefense research and development, for basic re-
search financed through defense, and for education and
training. Much of this consists of grants and credit
assistance to other governments, nonprofit organiza-
tions, or individuals. Only 12 percent of national invest-
ment consists of assets owned by the Federal Govern-
ment. Military investment and most “fixed assets” as
defined previously are excluded, because that invest-
ment does not primarily enhance economic growth.

TABLE 7-11. UNIFIED (CASH) BUDGET WITH NATIONAL
INVESTMENT COMPONENT, 1996

(In billions of dollars)

RECEIPES .ot 1,415
Outlays:
NGLONAl INVESIMENT ... 120
OHNET e 1,492
SUBLOtAl, OULAYS .v.vvvvereirciricieisisssssissesses s 1,612
SUIPIUS OF AEfICIE (=) woueereereeiereierirreeeie e -197

A Capital Budget for National Investment

Table 7-12 roughly illustrates what a capital budget
and operating budget would look like under this defini-
tion of investment—although it must be emphasized
that this is not GAO's recommendation. Some pro-
ponents of a capital budget would make spending deci-
sions within the framework of such a capital budget
and operating budget. But the limitations that apply
to the use of depreciation in deciding on investment
decisions for Federal capital apply even more strongly
in deciding on investment decisions for national capital.
Most national capital is neither owned nor controlled
by the Federal Government. Such investments are sunk
costs completely and can be controlled only by decisions
made up front when the Government commits itself
to the expenditure.

In addition to those basic limitations, the definition
of investment is more malleable for national capital
than Federal capital. Many programs promise long-term
intangible benefits to the Nation, and depreciation rates
are much harder to determine for intangible investment
such as research and education than they are for phys-
ical investment such as highways and office buildings.
These and other definitional questions are hard to re-
solve. The answers could significantly affect budget de-
cisions, because they would determine whether the

budget would record all or only a small part of the
cost of a decision when policy makers were comparing
the budgetary cost of a project with their judgment
of its benefits. The process of reaching an answer with
a capital budget would open the door to manipulation,
because there would be an incentive to make the oper-
ating expenses and deficit look smaller by classifying
outlays as investment and using low depreciation rates.
This would “justify” more spending by the program 