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The analysis shows that the tax structure of SB7 would probably need to
be revised before reinstitution of an income tax in 1990. Becouse of
inflation, much of the Income In 1990 would be taxed in Those brackets

with the highest marginal tax rates. A comparison of 1982 ond 1990

shows these results*.
1982 1990

/ of adjusted gross income
In top two brackets 41.4/ 63.7/

Indexing tht~ standord deduction to Inflation is ossuned in this analysis
and would also improve the fairness of ony individuol income tax proposal.

income averaging to those who have been residents for

The restriction of
and

the entire period of averaging has not been re-enacted by this bill
should probably be included. Other sections of the repealed individual
income tax law that have not been fully re-enacted are presented, follow-

ing.
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ACTION SB7
new

not
re-enocfed

not
re-enacted

portiolly
not re*
acted

not
re-enacted
part ially
not re-
acted

not
re-enacted
part iolly
not re-
acted

not
re-enocted

not

re-encctcd

not
re-enacted

not

re-enacted

not

re-enacted

not
re-enacted

not
re-enacted
not
re-enacted

ASBREV TO
PROVISION
PCC

ITC

ITE

Copi tal
Cains

Borneo
Incone
Mininun
Tox

PCC

Incone
AvTging

Special
Exenpt ion
Refund

of 1974
toxes
Personol
exenpt’ns
credi t
1975
housing
purchase
credit

US gov’t
obii gatns
credit
ccc

RFC

RFCC

DESCRIPTION

Political Contributions Credit ollcued
is In place of credit under the Federol
tox.

Individual Tax Credits which increased
5103 per yeor return filed:

1978-5100 per taxpayer

1979-5200 If 78 filed else S1CO

1980 on-53U0 If 78 8 79 filed. 5200 If
one filing otherwise 5103 per taxpayer.
Graduated elinination of tax liability
in thirds fdepending on nunber of tiraes
filed with gross taxable incone since
1959* found unconstitutionol).
Alternative tax on copitol gains for
individuals S fiduciaries set at 4
percent.

Earned incone noxinun tox set at ;.5X.

Mini nun tox on tox preference itens set
at 16/.

Political Contributions Credit is up to
5100 to residents (see 13a above).

Incone averaging available only to those
resident in Alaska periods included in
the averaging (under SB7 incone averaging
nay be available to all).

Non-resident flight crews ore exenpt.

5100 credit ot federal level does not
apply to Alaska liobility (repealed since
at the federol Ilevel).

530 per uxenption credit ot federal level
not apply to Ak liobility (now reflected
in fed”1 tox tables rother than credits).
5/ of new principal residence purchase

to noxinun of S2C00 credited against tax
liability (no longer avoiloble ot federal
level).

Proceeds fron US gov™t obligations credit
(repealed at federal level).

Credit allowed for service** for dependent
A incapacitated nenbers of taxpayer’s
nousehold.

Residential Fuel Credit

Residential Fuel Conservation Credit

DRAFT <
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returns were filed (1S79J, ond thot code is Jorgely adopted by nultiple
references in the Alaska Stotutes. These changes ore listed in the tobie
following with an indication of the possible effect on Alosko individual
Incone tox (1IT).

BASIC CHANCES IN THE US CODE THAT HICHT AFFECT INCOME TAXES PAID BY

INDIVIDUALS
IMPACT ON
AFFECTED ITEM DESCRIPTION AK 1IT
TAXBASE -
DIVIDENDS Reinvested Public Utility dividends not
toxed to linits deer
INSTALL Rules liberolized deer
SALES
INTEREST Reporting of Interest A dividends paid
by banks A corps incr
IRA Individual Refirenent Accounts exenpt
fron toxotion deer
KEOGH A Keogh A SEP plans exenpt fron taxation
SEP
SOC SEC Sone Social Security taxable incr
TIPS Enployers report gross receipts so
estination of tip incone possible incr
UNEH COUP Sone Unertployncnt conpensation taxable Incr

ADJUSTMENTS TO INCOME AND DEDUCTIONS
BUS EXPEN Businesses nay expense part of eauipnent
expenditures nornally capitalized

A depreciated deer
CASUALTY Casualty A theft loss deduction

linlted Incr
CHAR CONT Non*iten!zers can deduct sone of their

contr ibut lons deer
DEPREC Add*l Irst year deprecation repealed Incr
DEPREC ACRS for rental A business property deer
K CAINS 2 years for reinvestnent of proceeds

fron sale of principal resiaence decr
K CAINS Max tax of 20 / on capital gains deer
TAX PREFS Add*l tax for tax preference itens Incr
TAX PREFS Mininun trt on conbined tax preference

Itens incr
UNEH COMP Repoynent of Supplenent Benefits changed

fron deduction to adjustnent deer
2 WORKER Working narried deduction deer

CREDITS

INVESTMENT Increased. deer
NOL Net operating loss carryover extended

to 15 yeors deer

DRAFT
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RECORDS
CERTIFICATION

|, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
of the original records of the State of Alaska as accumulated during the
reqular course of business, and that it is the established policy and practice
of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have beon made.

L tiM Iih a
Signature of Camera Operator 1 Date
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STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

Bill/Resolution No: SB 12 Agency Affected: Department of Revenue
Title: Federal Budget Impact Fund Program Category Affected:

Sponsor: Ferguson BRU, Program of Subprogram(s) Affected:
Requestor: Senate Judiciary Treasury

Date of Request: January 30. 1985

EXPENDITURES/REVENUES: (Thousands of Dollars)

1FY 8 1FY 8 1FY 8 1FY 88 1FY 89 1FY 90
OPERATING 1 1 1 1 1 1
100 PERSONAL SERVICES 1 - 1 - 1 1 1 1
200 TRAVEL 1 - 1 - 1 1 1 1
300 CONTRACTUAL 1 1 - 1 1 1 1
400 SUPPLIES 1 1 1 1 1 1
500 EQUIPMENT 1 1 - 1 1 1 - 1 -
600 LANDS & STRUCTURES 1 1 - 1 1 1 1
7CO GRANTS, CLAIMS 1 1 1 1 1 - 1
800 MISCELLANEOUS 1 1 - 1 1 1 1
TOTAL OPERATING 1 1 1 1 1 1
1 CAPITAL 1 - 1 - 1 1 - 1 - 1 -
1 REVENUE 1 - 1 - 1 - 1 - 1 - 1
FUNDING: (Thousands of Dollars)
| GENERAL FUND
] FEDERAL FUNDS
j OTHER
I  TOTAL
POSITIONS:
FULL-TIME
PART-TIME
i TEMPORARY
ANALYSIS: Attach a separate page for analysis.
Prepared By: Milt Barker Phone: 465-2350
Division: Treasury Date: January 30. 1985
Approved by Commissioner ;: 4htu* Date:

Agency: Department of Revenue

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



RESOLUTION OF THE ALASKA CONFERENCE OF MAYORS
84-7

A RESOLUTION CALLING FOR "HOLD HARMLESS™ LEGISLATION TO OFFSET
FEDERAL REVENUE SHARING REDUCTIONS

WHEREAS, the amount of Federal Revenue Sharing received by local
governments in Alaska will decrease $12.7 million dollars during the
period October 1, 1984 to September 30, 1985; and

WHEREAS, the primary cause for this Federal Revenue Sharingdecrease
is the change in Alaska corporate taxing policies in 1982, whichshifted
the emphasis from corporate tax to a severance on oil; and,

WHEREAS, Federal Revenue Sharing isused by municipalities to reduce
property taxes, so that the reduction in Federal Revenue Sharingmeans
local governments are assuming an increased share of the cost of providing
services to Alaska citizens; and

WHEREAS, the Alaska Conference of Mayors adopted a resolution at the
special meeting held July 13, 1984 in Anchorage, Alaska, endorsing an
increase in the level of state assistance to offset the $12.7 million
reduction in federal assistance;

NOW THEREFORE BE IT RESOLVED: that the Alaska Conference of Mayors
urges the Governor and the State Legislature to enact "Hold Harmless"”

legislation to offset Federal Revenue Sharing reductions.

ADOPTED this 16th day of November, 1984

President



No.
83-5X-377 Gov
379 Gov
381 Gov
387 Gov
388 Gov
402 MA/
460 Gov
461 Gov.
483 Gov.
508 Gov.
509 Gov.
510 Gov.
511 Gov.
512 Gov.
513 Gov
528 Gecv
529 Gov
530 Gov.
531 Gov
532 Gov
533 Gov
556 Gov
557 Gov
558 Gov
561 Gov
566 Gov
567 GOV
568 Gov
582 Gov
585 Gov
588 GOV
592 Gov

Agencies

./Labor
./DEC

./DEC

./H&SS
./H&SS
DEC
./DEC

/Commerce

/H&SS

/DEC

/H&SS
/H&SS
/H&SS
/H&SS

./Labor
./UofA (F)

./UofA (F)
/UofA (F)

./UofA (F)

./UofA

./ UofA
./DOE
./H&SS
./H&SS
./DEC
./Admin.
./Admin.

./Admin.
./Commerce

./Commerce

./F&G
./Commerce

DCSEA / SE856 3/17/83 / 1

FEDERAL BUDGET IMPACT FUND RSAs

Title

Apprentice Outreach
Funds for Heating Sewage
to avoid Freeze Up
Community Wastewater
Disposal Facility

Rural Health Services
Eye Care

Emmonak

Safe Drinking Water
Supply Progranm

Kawerak Reindeer Herder®s
Association

Rural Citizens Airport
Assistance Program
Emergency Water & Sewer
Family Planning Services

Improved Pregnancy Outcome

Family Emergency Services
RurAL CAP - Bristol Bay
Area Health Corporation
Ul Investigations
Immunologica Aspects of
Brucellosis

Arsenic Studies

Seismic Risks Assessments
Operations 1in Cook Inlet
Mineral Industry Research
Lab

Pribilof Islands Education
Center

Alaska Health Careers
Chevak

ANHS-Rural Itinerant Nursing

Medicaid Replacement Fund

Field Sanitarian Replacement

Senior Opportunity Service

Services for Elderly Alaskans

Title 111
Senior Employment Title V
RurAL CAP Community

Development Energy Project
Fisheries Extension Service

for Western Alaska
Eskimo Walrus Commission
Marketing Assistance for
Western Alaska

S Amount

$ 107,700

82,600
80,000

185,000
52,400
60,000

112,000
74,000
6,000

734,000
21,700
126,100
44,500
16,700

60,500
80,000

35,000
141,800

150,000

100,000

28,000
39,000
162,100
1,500,000
52,000
60,900

100,000

92,400
325,000

80,000

67,100
52,000

Approved

10/06/82

10/15/82
10/12/82

11723782
11/23/82
10/12/82
11/10/82

11/02/82

11708782

11/16/82
11/10/82
11/10/82
11/16/82
11/10/82

11/10/82
11/23/82

11/23/82
11723782

11/23/82
11/23/82

11/23/82
11/16/82
11/22/82
11/22/82
11723782
11/23/82
11/23/82

11723782
11/26/82

11728782

12/01/82
12/01/82



No. Acencies

Gov./HESS
Gov./UofA ®

Gev./C8RA
Gov./H8SS
COV./KESS
Gov./H8SS
Gov./H8SS
Gov./D\R
Gov./H8SS
Gov./Labor
Gov./Labor

Gov ./Revenue
Gov./H8SS
Gov./H8SS

Gov./DCE
Gov./DOE
Gov./H8SS

Gov./DOE
Gov./DOE

S B8 B B B o8 JBIBRNEER 8 8

c-ruU e-

DCSEA / SE856 3/17/83 [/ 2

FEDERAL BUDGET IMPACT FUND RSAs
Title

State Health Planning and
Development Agency

Oceanic Conditions iIn the
Beaufort Sea
Yukon/Kuskokwim CRSA Board
Alaska \D Control Program
\D Lab Testing

WIC

Chilld Development Services
Youth Conservation Corps
ANHS Alcoholism & Drug Abuse
Employment Training
Apprentice Outreach Program
Arendrent #1 to 83-5X-377
Restoration of Federal Funding
RurAL CAP-Bristol Bay

Area Health Corp.

Arendrent #1 to 83-5X-512

Inproved Pregnancy
Outcome

Arendrent #1 to 83-5X-510
State Contracts Program

School Food Service
Reimbursement

Alaska Native Health
Alcoholisn & D Abuse
BIA School T r

AK. Repertory Theatre

TOTAL

X £—i_vj

$ Anount

R 8
8 8

58 BasERasy

B8 883:3R5888R

B
8

1,124,100

12,766.44

106,316

7,901,600
386,700

*//% CM

Approved

12/17/82
12/13/82

12/10/82

03/31/83

03/31/83

03/11/83

03/11/83
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By Spencer Rich and Margaret Shapiro Vv%tmdl%reggﬁggtrgggrs of federal employes' children
T e PolswTimer , Pro%rams for the poor also would be frozen or
The $34 billion in budget cuts to which President  scaled back, with the largest cut coming in Medicaid,
Reagan has provisionally agreed would mean elim-  the health program for needy aged, blind and disa-
matmg more than two dozen programs, mcIudmg bled peo(SJ_Ie_ and low-income families with children,
- = such familjar ones as'revenue-sharing, postal an In "addition, the administration proposes cuts in
t dalr?/ subsidies, and _Ie%al services for the poor. food stamps, Head Start, low-income fuel aid, Aid to
Of special impact in the Washington area are Rea-  Families with Dependent Children (AFDC) and the
gan's proposed 5-percent salary cut for all federal Women, Infants and Children (WIC) program, which
civilian employes” including more than 300,000 Browdes food for poor mothers and their children,
H-J here, and a freeze: on the federal payment to the Dis-  Rental subsidies for the poor would be frozen for two
trict of Columbia and on funds for St. Elizabeths  years and the Job CorPs eliminated altogether.
. Hospital, } [ o ¥ Student loans would be frozen ai.J }Rrowded only
. A'portion of tne impact-aid program that compete " to families earning $30,000 or less, Total student
sates local school districts for educating children aid to any person would be limited to $4,000 from all
Ry whose parents live or work on federal land would be  sources.”Boat owners who need Coast Guard help
terminated. /DIS'[rIC'[ and suburban school districts * See procrams, A9, CoL 1
V'A'A B Reagan budget b'r'oposall envisions US. withdraws! food agéncy. * oo f ¢ PageA4d o
-y / W, >/ .. B
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A10 Friday, December 7,1984

Proposed Reductions
In Budget Summarizea?

PROGRAMS, From A9

ronmental Protection Agency $25
million and for other regulatory
agencies $26 million. Elimination of
subsidies for Amtrak and commuter
railroads would save $535 million.
Killing health-f)rofessmns education
programs would save $85 million.

e National Endowments and
other cultural institutions would be
reduced by $6 million. Agricultural
conservation programs would be
eliminated, saving $630 million in
the first year. The National Oceanic
and  Atmospheric - Administration
would take a 11 percent cut in its
budget authority, worth some $97
million. A one-year freeze at the
Internal Revenue Service, the Cen-
sus Bureau and in the federal pay-
ment to the District would save
$224 million, .

A freeze on spending for water

pr(g’ects would save $97 million
nd user fees to defray the cost of

The Washington Post

+. scaled back $5 million. The Federal

Emergency Management Agency

vi'and other” civil defense grog_rams'
“'would be reduced by $8

' the U.S. Information Agency would
'J: be_cut $21 million.

million:

A proposal to phase out Rural
Electrification  Administration-in-

. sured loans by 1990 and to increase

charges on a_ ariety of REA loans
would save $206 million in next

, 5 eyear's budget. Phasing out low-in-
< The 10-percent cut ir. the legis- *Come weatherization assistance by

lative branch would save $166 mil- ' 1990 would save $50 million next

lion. A one-year freeze on Coast
Guard military pay and budget au-

constructing, operating and main-+ thority would save $97 million and

taining harbors and inland water-
ways would net the government
$326 million, " ¢* "

Phasing out most urban mass-

new Coast Guard user fees would
produce $100 million.

Community Development Block
Grant loan ‘quarantees would be

transit funding would save $795 « abolished, saving $164 million, and

million. Freezing VA medical out-
lays and imposing an income ceiling
on use of VA health facilities for
nondisabied veterans would save
$431 million. . _ _

Cuts in agricultural inspection,
services and information would save
$18 million. A freeze oi. the costs of
administering a variety of social
benefit pro%rams and the elimina-
tion of 19,000 jobs at the Social Se-
curity Administration would save
$.02 million.

Federal administrative accounts
and services would be cut by $563
million. The Peace Corps would be

the block grants would be cut 10
percent, $23 million. Urban Devel-
,opment Action Grants, which many
cities have combined with private
investments to revitalize _ their
downtowns, are slated for elimina-,
tion, saving $32 million next year.
The $4.5 billion revenue-sharing

prongam would be abolished in
. 1987, ke

Grants for new sewer projects
would be eliminated, savmg $50
, Million in 1987. All postal subsidies
except for schoolbook shipments
and for the blind would be ended to
save $785 million.

ear. '
y In_addition, the rural housing-
subsidv program would be abolished
'and merged into other subsi *ed-
housm% programs. That would save
$2.2 billion. _

Restrictions on new hlghway-
construction contracts would save

08 million. N

Medicaid would be cut $1 billion
next year; after that, spending for
the program would be allowed to
increase only at the rate of inflation.

The welfare program would be
reduced by $188 million by requir-
ing all states to enact "workfare"
laws that would force recipients to
earn their benefits. In addition, in
cases where mothers who are mi-
nors are living with relatives, the
total income of the entn_e_grcap
not just the mother, won'i i, used
to determine eligibility.

A two-year moratorium would be

imposed on subsidized housing for a
reduction of $102 million by 1987,
Public-housing operating subsidies
would be reduced $88 million next
year. A modified freeze on federal
aid for foster care and adoption as-
sistance would cut the program by
$53 million. N

The elimination of subsidized
far_m-_owne_rsmﬁ loans and new re-
strictions in other parts of the farm-
credit program would reduce the
program by $2.5 billion. A five-year
phaseout of various crop-insurance
subsidies would save $92 million
next year. _

In"the farm_price-support pro-
gram, the administration Is Fropos-
Ing to reduce subsidies, abolish' the
dairy program, limit so-called de-
ficiency payments— the (t;ap be-

tween the exBected and actual sale .

price—to $10,000 per farmer and
put in_place other loan limits. The
administration estimates that the
changes will reduce spending by
$1.2 Dillion next year.

Another $82 million would be cut
from the budget by abolishing rural
water and sewer programs.

The Exgort-l_m,port Bank would
be cut $356 million through elim-

ination of all direct
. Creased fees for qu;
*In addition, -

the Small Business
and sell its loan as;
$1.6 billion from ni

et.

! Another $400 mi
saved hy reducm% S
the sale or lease ot n

A moratorium on
for the Strategic 1
serve would save $2
other $56 million wo
eliminating subsidie:
ers.

The space prograi
by $100 million "
finding for the prop
tion.

A new 5 percent
veteran-housing . lo;
other federally” insu
}/_vould cut the budgt
ion,

_ Finally, putting i
lous proposals by t
mission,  including

meat inspection an
recreational use of (¢
would reduce next y
$973 million,



Planned Cuts Would Kill

Two Dozen Program

PROGRAMS, From Al

would have to pay fees in some
cases. Free carr in Veterans Ad-
ministration hospitals would be lim-
ited to lower-income persons.

MeHo_r policy changgs are foresha-
dowed in' the fine print of the bud-
%et proposal being studied by the
_abinetand in the offices of Répub-
lican. members of Congress. Land '
acgmsmons for public parks would
end. Poor people would be required
to work for welfare benefits. The
budgets of _man}/ requlatory agen-
cies, including the Environmental
Protection Agency, would_ be fro-
zen. And, spreading the pain to the
Capitol, the budget authority for
the legislative branch would be cut
by 10 percent. The Supreme Court
and other federal judges are exempt
because the Constitution prohibits
cutting sitting judges’ salaries.

The largest single reduction in
the proposed fiscal 19S6 budget
would be $2.8 billion in Medicare,
the health insurance Pro ram for
aged and disabled people. Payments
to hospitals would be held 2 per-
centaqe points below inflation, doc-
tors' fees would stay frozen, and

patient premiums would rise to 35 .
percent of the cost of the doctor-in-.

surance portion of Medicare instead
of 25 percent. o

The proposed administration cuts
were circulated in a 26-page doc-
ument provided by the White House
yesterday to Republican members
of Congress.

The prog)osal is designed to re-
duce the federal deficit—now es-
timated at $206. billion—to about
$170 billion in fiscal 1986. It calls
for domestic spending cuts of $34
gnhon next year. Reagan still needs

8 billion in cuts to meet his goal,

S\®

vv. f« administration's proposal follows.

The Washington Post

and officials said this is expected to
come from the Pentagon.

Many of the programs have been
targeted by the administration in
*he past without much success.

" A point-hy-poiut summary of the

_ Some of the spending reductions
listed are dollar cuts from year to

. year; others are cuts in the rates of

growth that would occur if the pres-
Ident or Conqress left them alone.
Six federal pensirn and benefit
pro? ‘am? would be frozen at cur-
ren bud?et-authpnty levels for a
ear, for fotal savings of about $1.8
illion in fiscal 1986. The programs
affected are railroad retirement and
black lung_ benefits, food stamps,
child nutrition, Supplemental Secu-
rity Income, veterans compensation
and pensions, civil service and re-
lated retirement pagments. The
food stamp cuts would not show up
until the 1987 budget.
In addition, the administration
would eliminate a $672 million sub-
sidy for the school-lunch program
for"students in the upper range of
income eligibility and would cut the
civil service retirement program by
$248 million along the lines recom-

mended recently by a commission
headed by business executive J. Pe-
ter Graceé. Reducing the salaries of
all civilian federal emplotyes %}’ 5
Bﬁlr_cent would save another $2.2
illion.

_Block ?rants for education of the
disadvan a?ed and the handicapped
would be frozen at current levels
for a savings of $37 million. Pro-
grams for vocational education, sci-
ence, mathematics and other sec-
ondary school assistance would also
be frozen, saving $8 million.

A one-year freeze on college stu-
dent financial aid would save $49
million:  the  student-aid
changes would save another $161
million, A freeze on library aid and
education research would” save $3
million, although the administration
Droposes saving $29 million more
oy Killing grants to libraries.

The administration would freeze
er kill other employment and train-
mq funds for a fotal sa_vm?s of $50
million. Budget authority for public
broadcasting” would also be frozen
but would not produce savings until
fiscal 1988.

A freeze in the WIC Rrogram and
a 17 percent cut in the allowable

rule’

caseload would further reduce the
budget by $286 million. A one-year
freeze in’low-income energ_Y_assmt-
ance would save $87 million. A
freeze in Indian health programs
and bilingual education_programs
would save $61 million. EI|m|nat|ng
Part of the impact-aid program an

re_ﬁzlng the rest would save $122
million.

Job  Corps funding would fall
$120 million in fiscal 1986 and be
terminated altogether a year later.
The Head Start program of en-
riched preschool education for dis-
advantaged children and another
child-welfare program would be cut
by $59 million. ~

. Pro?rams, providing jobs and ser-
vices fo senior citizens would be cut
$34 million. Rehabilitation services
for the handicapped would be cut
$47 million. The Work Incentive
Program to help welfare clients find

jobs” would be terminated, saving

$226 million. _

Community ~ Services grants,
which go to local groups to help the
poor, and the Le?al Services Corp.,
which provides Tree Ie(I;aI care 1o
the needy, would be terminated.
Funds for ACTION, which operates

/

Friday, Decemi

volunteer social
would be frozen fo
savings for all three
million.

Cuts in nuclear ft
research and deve
total $227 million: i
ergy research am
would be cut $292
civilian aeronautical
development would
saving $310 million.

Agricultural resc
cut by $129 million
Science Foundation
ence programs wot
million. The Nation
Health, the Alcoho
and Mental Health
and other health
would be cut a total

The  Economic
Agency and aid to t
area would be phase
eral years. Br elim
purchases of fands |
and throu%h othe;
changes the admi.
poses to save $303 i

Funds for law enft
be cut $217 million

See PROGRAMS,



BILL SHEFFIELD

f£tiitc nf ~.lasha
OFFICE OF THE GOVERNOR

WASHINGTON. D C.

December 20, 1984

MEMORANDUM

TO: THE HONORABLE BILL SHEFFIELD, Governor
THE CABINET
SPECIAL ASSISTANTS
JOHN SHIVELY, Chief of Staff

FROM: JOHN W. KATZ, Director cf State/Federal Relations
0 and Special Counsel to the Governor

SUBJECT: FEDERAL BUDGET PROPOSALS

President Reagan has proposed $34 billion in non-Defense
related budget cuts for 1986. $8 billion in additional cuts
is needed to reach the OMB deficit reduction target of $42
billion. We are attaching a 26-page briefing document
distributed by the White House that outlines the programs
and cuts proposed.

Our analysis 1is directed toward the 1986 spending levels and
specifically those program cuts projected to have a greater
impact on Alaska. Since virtually all of the proposed cuts
would have some impact, our assessment 1is judgmental, and we
invite your suggestions regarding the list.

We are presenting a priority list (with page and line
references to the briefing document) to identify the most
significant cuts 1in program results, as well as 1in dollar
terms. Most cuts will result in national impact and we
anticipate advocacy by broad-based coalitions which we can
join to ensure that Alaska®s views will be contained 1in
their positions. The purpose of the priority list is to
assist us in identifying the issues with which we want to be
actively involved.

The budget proposal from OMB is presented in five

categories. These five categories are:

1. Proposed Formula Program Freezes That Are Feasible

2. Programs For Which The Baseline. Budget Authority Is
Already Frozen

3. Programs For Which The Proposed Freeze Is Difficult

Because Of Dedicated Funding Sources



Page 2

4. Programs For Which No Formula Freeze Savings Are
Possible Due To Technical, Legal, Cr Structural
Barriers - Ad Hoc Cuts Or Reforms Are Necessary

5. Department OFf Defense, Social Security, Medicare, And
Net Interest - "Mega Policy"” Choices

We are recommending no immediate advocacy action due to
uncertainty over the exact proposals that the President will
make 1in his budget message to Congress. It is also unclear
at this time what the reaction from the Congress will be to
the President®"s formal proposal: Any budget changes of the
magnitude proposed by the President are unlikely tc receive
hasty consideration or approval by the Congress. There
should be some opportunity to develop Alaska-specific impact
statements for use in the advocacy and Congressional
committee processes.

Attachment



SUGGESTED PRIORITY LIST

Category Page Line Description
1 - Proposed 5 21 Low Income Energy Aid - 1 year budget
Formula Authority Freeze
Program 5 22 Bilingual and Indian Education, and
Freezes - Indian Health Service-1 year Budget
Authority Freeze
5 23 Inpact Aid - 1 year Budget Authority
Freeze
7 37 Cctnnunity Services Grants and Legal

Services Corporation, ACTION 1l-year
Budget Authority Freeze

7 41 Terminate Legal Services and Carnunity
Services Block Grant
Additional 8 49 EDA and Appalachian Program, 1-year
Proposed Budget Authority Freeze
Reforms 8 52 Terminate EDA and Appalachian Programs
11 77 VA Medical Care Structural Reforms:
Means-Test for all except disabled
Veterans
11 78 Restructure SSI and SSA Administration;
Cut 19,000 FTE in SSA
13 89 Limited Coast Guard User Fees
13 90 Terminate Community Development Block

Grant Loan Guarantees

2 - Programs 14 5 General Revenue Sharing

For Which The 14 --10 Rural Electrification Act

Baseline 14 15 Low Income Weatherization/Ccnservation
Budget 14 17 Geological Survey/Bureau of Mines
Authority 14 22 Terminate General Revenue Sharing after
Is Already authorization expires in 1986

Frozen- 14 23 Sewer Grants: Terminate funding for new
And Additional project starts - complete existing
Reforms Are segments

Proposed 15 25 REA: raise direct insured loans to

Treasury cost and phase out by 1990;
raise private co-financing to 50% by
«-1990 and phase out; no new powerplant
and transmission project loans
15 26 Low income weatherization; phase out by
"1990



Category

3 - Programs
For Which
The Proposed
Freeze Is
Difficult
Because Of
Dedicated
Funding
Sources-

4 -

Ad Hoc
Cuts Or
Reforms

5 -

Mega -
Policy
Choices

Page

16
16
16
16
16

17
17

17

17

18

18

19

19

20

22

24

25

Line

10
11
12
16

22,

34,

43,

52,

89,

109

6

Description

15

18

24

36

45

54

91

Highway Program (Trust Fund)
Airport Grants

FAA Operations (Trust Fund)
FAA-Facilities and Equipment
Highway programs: Freeze 1986
.obligation rate at 1985 level to
correct receipt short fall

Medicaid - Cap $1 billion below baseline
Subsidized Housing - 2 year moratorium
on new assisted units
Public Housing Operating Subsidy -
formula cost factors, modified freeze
AFDC-CSE Mandatory workfare and
maintain minor mothers in family unit
Rural Housing - Eliminate program in
1986; merge into HUD subsidized housing
program
Adoption Assistance/Foster Care - Cap
1986 budget authority, at. 1985 level
Rural water, sewer facilities -
"Eliminate all programs, merge function
with cccnunity de elopment block grant
Small Business Administration-Eliminate
agency and all programs
Paynents-to states/counties from Mineral
Receipts Shift from 50% gross receipt to
net profit sharing
Air Carrier Subsidies Eliminate all
subsidies
Miscellaneous Grace Commission
reforms: VJelfare Administration block
grants

<Medicare modified freeze-Market basket
jninus 2% for Diagnostic Related Groups;
physician freeze; other provider freezes
such as Skilled Nursing Facilities, hone
" health;" raise part B premium to 35%.



white house nniKrrtifl document

SUMMARY OF 1966 BUDGET TARGETS AHD "FREEZE PLUS™ SAYINGS MEASURES

1985
Item Enacted 1986 1987 1988
(billions)
3-Year Deficit Target Path
1) Deficit Share of GNP ... ... ... . .... 5.41 " 4 .0X 3.0X . .2.0X
2) Target Deficit Level ... ... ... ....oiiiii.... $210 $170 $138 $99
Spending Freeze Targets and Required Savings
3) Total Baseline Outlays ... . iiiiiiioiao.. 1968 $1,030 $1,118 $1,199
A) Minus Met Interest ....ciiiiiiiironannannnn- . 133 154 168 174
5) Program Spending Baseline ......... ... ...... ““T0 1.026
©) Policy Savings from Baseline Needed to
Achieve 1906 Program Spending Freeze
and Deficit Targets (Line 2) .............. - _42" -85 -110
7) Spending Level With Target Savings ........ 835 - m"innr 916-
w
8) Spending Growth Over Prior Year with
Target Savings ....oeeeoiiiiiiiinannnnnann 13.5% Q 3.7X 5.9X
"Freeze Plus" Savings Measures Reviewed to Date R
9) Formula Freeze Savings ....cciiieiiiiiincnnnnannn - X7 $-9 $11
10) Freeze Equivalent Savings (Medical Programs) ﬁh -8 -14
11) Reforms, Cuts and Terminations ........ - -24 -43 -50
12) Total, Savings to Date ... .............. - -34 -60 -75

13) Savings Shortfall to Date (Line Gminus
I 1 2 8 25 35



THE BASIC BUDGET STRUCTURE: ' FREEZE PLUS" REVIEW CATEGORIES

all -
1985 1986 1987 1988

(billlonsT

Program Structure Type

1)

10)

13)

16)

Total

19)
20)

Total

21)

22)

Category II: Formula Program Freeze Feasible
aselime Outlays 163.0 169.9 176.9 186.3

2
3; Savings to Date .
Category #2: Baseline Already Frozen

5; Basellne OULIAYS s s 22.8 211 20.9 20.2

6) Savings to Date ... 7TT

C8ate 0ry|_13: OFrteleze Olfficult — Dedicated Funding Source % 2 104 123
ASBINE OQULIAYS  orvvsmnmmssmssssssssssssssses s s s . .

9; Savings to Datg ........................................... D S 6 %hzr

Category 14: Technical, Legal Structural Barriers — Ad Hoc Cuts or Reforms NecessH-

11) Baseline Outlays FTO 1115 .3 122.3

12) Savings to Date ... ...l 1?0

Category Mb: DOD, Boctal Becurtty, Medicare, Net Interest — Mega Policy Choice? g0

14 as)_leline Outlays y .......................................................... %%JQT% ' §55.7

15) SAVINGS 10 DALE s — 0TJ S1TT7

Category 16: Off-setting Receipts, Business Revolving Funds and Other Small Uncontrollable Items:
Tlo Freeze Savings

17) Basel ine OULTAYS ..ot eaeas -8.3 -26.6 -24.7 -21.5
18) Savings t0 Date . — o

Budget Baseline

BASEling QULIAYS s 968.3 1,030.3 1,118.1 « 1,199.3
Baseline Programmatic Outlays .....ciooiiiiimii i iiiaaannn 53479 070 0 4 0 w 0

Program Savings to Date

-60.0 -14.6

Programmatic SaviNgS ..eceeiiomeeroaneneaaaancaaans - 33.6

Revised Programmatic Qutlays 834.9 842.3 889.7 951.0



CATEGORY'/I:" FORHULA PROGRAM FREEZE'FEASIBLE
A. COST-Of-LIVING AOJUSTHCNT PROGRAM (EXCLUOIHG SOCIAL SECURITY)

Program

Formula Freezes

—

)

0)

Railroad Retirement/Black Lung Benefits i
0 L1-year COLA fIEEZE s

FOOO STAMPS oo
0 [-year COLA fIRRZE s

CRhIld NULTTEION s
0 1-year COLA fIERZE s

Supplemental Security INCOME s
0 1-year COLA fIEEZE s

VA Compensation & PENSIONS s
0 l-year CO%A FIEEZE s
V .

Federal Civilian Retlrement/FECA s
0 1-year COLA frEEZE e

Non-DOD Civilian Pay Raise AllOWANCE .
0 L-year pay freeZe s

Subtotal, COLA PrOQrams .. s
0 L1-YEAr frREZE s

Additional Structural Reforms

18

1)

Child Nutrition: Eliminate Upper Income Subsidy

Civilian Retirement: Grace Commission Reforms .. .
Civilian Par: DX PAY CUL oo s
17) SUDTOLAL o

Urdn<) Total

13)

Total Savings, Freezes and Reforms

\

19U5 Enacted 1905 1907
5,257 5.474 5,542
-191 -249

12,821 13,372

-465

4,456 4,812
¢ -59 * 1275

8.971 9,345
TIM 410
4 14,422
S 644
25.569 27,414
-7BU -1,195
2,017 3,323
VU -TTIR
73,483 > 70,230
7259 4,563
672 737
240 300
1,406 -1.601
727M05-  T271T5
Lo

1-5,015+  -7,201

1988

-9.306



B. FORUARO-FUHDED PROGRAMS

Program 1905 Enacted

Formula Freeze of 1986 Budget Authority
14) Disadvantaged and Handicapped Education, Block Grant .... 5,191

0 l-year s.a. freeze ... .
IS) Vocational Education, Science A Math, Other Elementary and
Secondary e 1,013
0 1-year B.A. fIBRZE s -
16) College Student Financial Aid .. o 4,324
0 1-year B.A. fIBEZE s -
|
wy  Employment and Training . 3.169
0 1-Year B.A. frEEZE s -
18) Libraries and Educational RESEAICH .. 180
0 1-year B.A. fIBRZE i o s, -
19)  Pub Li_ Broadcasting i s 151
0 L-year B.A. freRZE ..o i — -
20) Subtotal, Forward Funded Programs ... 14,028
0 1-year freeze ., -

Additional Reforms and Terminations

21) Student aid reform package: $4,0Du mega-cap; 130,000 AGI
cap; close "Independent student" loophole

72)  Zero-out library grants -
23) Zero-out National Employment and Training Programs ...
24) Subtotal, reforms, terminations

Grand Total

26) Total Savings, Freezes, Reforms and TerminationsS....... -
i

1985

5.460
AT

1.082
-8

4,734
-49

3,064
-2

189

160

14,689

- rrr

-161
-29
-30

-7215

-337

1987

4,912

TT96"

3,128
-81'

195

nT

167
15,313
-540'

-1,002
-200

-CT7

-1,827

17317

1988

5,982
- _27b"

1,203
-48

5,081

176

15,866
~STS

-980
-125
210

-1.993)



C. OTHER DISCRETIONARY PROGRAMS -- CURRENT YEAR-

1985
Formula Freeze of 1906 Budget Authority

20)  Women, Infants, CHIilATEN s s 1,517
0 L1-year 8.A freRZE

21)  Low-income ENergy Aid ....ommmmmmmmmmmmms 2,100
0 l-wear BLAA.Treeze .o

22) Bilingual & Indian Education, & Indian Health Service .. 1,344 1
0 1-year BA. frREZE i c———

23)  IMPACE ATl o s 706
0 1-Year B.A. fIRRZE s

Additional Reforms, Reductions and Terminations

24) WIC: Deny 1985 Supplemental, Cut Caseload by 17X to

Maintain Appropriated LeVel s —
95)  Terminate Impact Aid DArt R o o
26% Indian Health: Improve ttliciency and Third-Party Recovery

27) Page Subtotals

BASEIINE o H s ——— 5,667
1-Year BLA. FIBRZE s
ONEI SAVINGS oo
Total Savings, Page SUDLOTAl s

o O o o

FUKOED

1986

1,598

21197
-07

1,392
-31

735
A25

5,922
-215
-341
-555

1987

-254
-131
-50

6,156

-435
Tror

1988

1,735

©o ©CO
[Salhnd

1,491
A58

187
17T

6,395
-21b
-459
T



Program 1985 Enacted 1906 1987 1988

Formula Freeze of 1986 Budget Authority

28) Jobs Corps ...«**«.«. .« 598 061 650 676
0 1l-year B.A. freeze — 177 12U 175
29) llead Start & Child Welfare 1.214 1,294 1,353 1,410
0 l-year B.A. freeze .... — -54 -67 -65
30) Older Americans Services/Centers/Jobs . 1,017 1.052 1,085 1,119
0 l-year B.A. freeze s — 3T -35 -3/
31) Handicapped Rehabilitation Services 1,331 1,275 1,338 1,395
0 L-year B.A. freeze . - -47 -58 -65
32)  UIH A Other Human Development Services 482 515 h3l 548
0 1-year B.A. freezZe i . — 715 K 175
33) Health Block Grants, Other Health, & St. Elizabeth's 2,164 2,243 323 2,392
0 1-YEar B.A. fIEEZE s : -07 “71B5 7105
Additional Reforms, Reductions and Terminations
34) Terminate Job Corps -93 -622 -647
36) Terminate WIN .. — -226 -289 -301
36) Page Subtotals
0 Baseling s 6,806 7,040 1,280 7,540
0 1-Year B.A. Freeze . 7207 -7307
0 Other SaVings e -319 -911 -948
o Total Savings, Page Subtotal 50T -17T50 -17257



Program 1985 Enacted 1986

Formula Freeze o= '986 Budget Authority

37)  Community Services Grants A Legal Services Corporation,

ACTION st 815 856

0 1-year BLA. frEEZE s — to
38) Nuclear Fusion A FiSSION RAD s 1,085 1,164

0 L1-year BLA. frBRZE s - “TO?
39) Fossil, Solar, Conservation A Other Non-Nuclear RAD ... 1.964 + 1,650

0 1-year B.A. frEEZE s - ‘TO
40)  NASA Aeronautical RAD .. 610 664

0 1-year B.A. frBRZE s - 70
Additional Reforms, Reductions and Terminations
41) Terminate Legal Services A Community Services Block Grant -531
42) 10X 1986 BA Cut In Nuclear Fission and Fusion RAD ........... -105
43) 10X 1986 BA Cut In Fossil, Solar, Conservation and Other f

Non-Nuclear RAD ...mmmmmmmsnssnnnn s - -153
44)  Terminate NASA Civilian Aeronautical RAD ... -250
45) Page Subtotals

0 BASEIINE s s 4,474 4,334

0 1-Year BLA. FIERZE s - T05*

OtNer SAVINGS oo _ -1,039

0 Total Savings, Page SUULAL s ——

[
— -
— o

o
N —
© o
~No wLwo

'
— —
I\JOm
OO CcowLo
O OO
O oo

'
—,
OMN

-~



Prooram

formula freeze of 1986 Budget Authority

46) Agricultural Research A EXIENSION s
0 1-year B.A. fIEZE s

47)  NSF A Energ% 2ci?nce ..........................................................................................
A TRRZE s s —————

0 l-year
48) National Institutes of Health, ADMIA A Other Health

T o
0 1-jear B.A. frERZE s

49) EDA A Appalachian Program ... s ——————
0 1-year B.A. frBRZE s

50)  PUDIC LaNdS A PATKS oo s
0 L1-year B.A. fIRRZE s

Additional ReformsReductions and Terminations

51) 10X 1986 BA Cut In Agricultural Research and Extension .
52) Terminate EDA and Appalachian Programs ...,

53) Public lands and Parks: Ho New Land quuisﬂgns; BLH/
Forest Service County Level Consolidation; and Other

Management IMpProvements ..mmmmmsmssns- S

54) Page Subtotals

O o o o

BASEIINE oo sssssssssssssssssssssssssssssss ssssssssssssn
1-Year BLA. FIEEZE s
OU 81 SAVINGS  voonrrssrmssmsssmssssmsssssssssssssssssssssssssssssssssssssssssssssns
Total Savinns, Page SUDtOtal .,

1905 Enacted

1985

1,205
TO

2,244

TO

5,850

toio

459

TO

2,367

-67

12,135

"TO077

-363

TOO

1987

1184

oH O
wO—

6,089

TOT?

440

TO

2,330

[ [
—_—_

Gl—
oo

12,410
“_474
-582

-17050

1988

1,215

-47

2,390

70

6,323

TOST

429

7TT7

2,393
TOTO

12,750
-516

-113
17200



Program

Formula Freeze of 1906 Budget Authority

56)
56)

57)

68)

59)

Additional Reforms,

60
61

62)

Law Enforcement ..
0 1l-year B.A. freeze

EPA Operations ... '
0 l-year B.A. freeze

Other Regulatory Agencies
o l-yearB.A. freeze

Amtrak A Other Rail Subsidies
0 l-year B.A. freeze

Health Professions Education
0 l-year B.A. freeze

Reductions.and Terminations

Terminate AMTRAK and Other Rail Subsidies .
Terminate Health Professions Education ...

Page Subtotals

Other Savings

O o oo

BaSeline e
1-Year B.A. Freeze

Total Savings

1985 Enacted 1986

6.035
-217

1.274
-25

2.543
-26

1,026
-33

246
rnr

-502
-15

11,124
-311
-511
-dflfl

1987

6,143
-245

1,306
-36

2,582

937
-37

255
ATT

-163
-202

11,223
362
-965

-17321

1908

6,270

1,347
-40

2,628



Program

Fon-mla Freeze of 1986 Budget Authority

1905 Enactec

63) Endownits A Other Cultural INStItULIONS i s 366
0 1-year B.A. fIREZE s -

64) Agricultural Conservation Programs ... D s 650
0 1-year B.A. fIBRZE s —

66) IRS, NOAA, Census, D.C. Payment A Other Basic Functions . 8,699
0 1-year B.A. frBEZE s

66) Water Projects A NaVIgation . 4,353
0 1-year B.A. fIBEZE s -

Additional Reforms, Reductions and Terminations

67) Terminate Agricultural Conservation Programs ... —
10% 1986 CUL 1N NOAA oo
Navigation User Fees: 100X Deep Port OAH; 30-70% Construc-
tion; 701 Inland Watervay OSH and Construction ... -

70) Page Subtotals
0 BASEIINE s 14,068
0 L1-Year BLA. FIERZE s -
0 OthEr SAVINGS s -
0 Total Savings, Page SUbLOTAl

1986

13.811

-335

-1,045
NT738IT

1987

367

rrr

635

rn

9,797
-291

4,097
-116

[ [
— o
O PO
O

14,096
-434
-1.470

~917

1938

383
YT

646
ATT

9,031

-323

4.177

-122

-631
-152

-1,020

= 1]

O~ -0
O —goo
Loy —l

/0



Program

Formula Freeze of 1986 Budget.Authority

71)  Urban Hass Transit FUNG . o
0 1-Year BLA. fIREZE s ssssssssnssnns
72) VA Medical
0 l-year B.A. freeze s e ——
73) Housing Construction Loans for Elderly A Handicapped ....
0 1-year B.A. frBRZE s
74) Agricultural Inspection, Services A Information ...
0 L-year 8.A. TrEEZE s

75) Federal Entitlement Admin: SSI, Civil Services, Social
SecUrity, Ul, HEAICATE s
0 1-YEar B.A. frEEZE s

Additional Reforms, Reductions and Terminations

76) Terminate Urban Hass TraNSIt .

77) VA Hedical Care Structural Reforms: Means-Test for All
Except Disabled Veterans; Shrink System Size Gradually ..

78) Restructure SSI and SSA Administration: Grace Commission
19,000 FTE Cut in SSA: 10X Cut in Other Programs ...

79) Page Subtotals

0 BASEIINE s
0 1-Year B.AL FIEEZE s
0 ONEI SAVINGS s
0 Total Savings, Page SUDTOTAl s

1985 Enacted

3,817

8,970

670

1,189

5,049

1536

3,386
bo-25

9,429

-~ nr

636

1.201

-18B
5,187
-22
-172

-80

19,839
-497
-052

1,349

1987

2,938
-50

9,832

-514

634

r77T

1,222

5,320
-22

-1,588
-193

+ 19,946
-618
-1,791
-2.599

2,032

-04

10,283

m+53ir

. 625

5,448

-2,125
-400
-323

20,430

-697
-3,448
-4,140



Program

Formula Freeze of 1986 8udget Authority

80) Other Federal Administrative Accounts A Services ...
0 L1-year BLA. FIEEZE s o

81) FEHA Emergency Preparedness i Other Defense Related ..
0 1-Year B.A. TR R ZE s s s

T T o T O L
0 1-year B.A.-fIRRZE s

83)  BIB/USIA oot
0 1-year BA. fIBEZE s e sssssssssss s

Ulditional Reform, Reductions and Terminations

84) 10% 1986 B.A. Cut In Other Federal Administration Costs .
85) 10% 1906 B.A. Cut In Legislative Branch ...
86) Terminate Civil Defense Build-Up i

87) Page Subtotals

0 BASEINE s
0 1-Year BA. FIEEZE s
0 Other SAVINGS s ——————
0 Total Savings, Page Subtotal ...,

1905 Enacted

1986

5,011

-388"

-450

1987

3,295

-334

580

ATTT

134

1,293

n24

5,302
-431
-560
-993

1988

3,360

~n4TT

703
n9?

138

1,282

-24

L] L] [}
—— oo
—~J OO rO
OO o

5,483
-59£>
-683

-1,279



Program

Formula Freeze of 1986 Budget Authority

00)

O T S 11T 2,355
0 l-year military payS B.A. freeze -

Additional Reforms, Reductions and Terminations

89)
90)
91)

99)

Limited Coast Guard User Fees:Oocinnentationinspection and

Other Specific Services; S 1 SAR i —
Terminate CDBG Loan GUArANTEES s —
Totals, Other Discretionary Programs(Category 1-C)

0 BASEIINE s 80,394
0 1-Year 8.A Freeze -
0  Other Savings -
0 T0tal SAVINGS s

Totals, Category 1 (A-C)

0 BASEIINE s 162.977
0 1-Year BLA. FIEEZE s trr
0 Other Savings —

0 Total Savings

1905 Enacted

1906

169.882
-1,87h
-13,438

1987

2,590
143

-125
-237

oo

1]
coLD S
wo B~

[ FICY IS}
LWL M~

-11,766

176,877

-12,368
-20,874

1988

2,583
-171

-25 ,859



CATEGORY 12: BASELINE BUDGET AUTHORITY ALREADY FROZEN

Program

Current Services Baseline Outlays

~N OO~ O

— — Vv
N — OO O

N

DU OO —

}

Social Services BIOCK Grant ..,
Community Development Grants ... (R
UDAG..ce B
Disaster Relief Grants .
General RevenUE SNAliNG s
Sewer Grants ... e
RRWIndfall Benefits s
Postal SUDSTAY s e ! e s s
|gErfiasury ClaimsS A JUAGMENES oo
Flood Insurance and Trade Adjustment ASSIStance ...
Voluntary Contributions to International Organizations

and Refugee Aid (STALe) s
Refugee ATl T{ITHS) s
Aid to Higher Education A Black Colleges .
Low Income Weatherization/Conservation ...
Juvenile A Criminal JUStICe Grants ...
Geological Survey/Bureau 0f HINES e

18} Total Baseline Outlays ... i —————
19) 1986 Budget Authority freeze impact ..o

Additional Reforms, Reductions, and Terminations

2
2
2

o

2

o O

3
4

)
|
)
)

10X cut In 1986 CDBG B A ..oooevsvrsvnsnns s
Terminate UDAG program ... ————— s
Terminate General Revenue Sharing after authorizatlon

BXPITES 1N 1980 oo

Sewer ?rants: terminate fund.ing for new project starts —

complete eXiSting SEUMENTS s s

Terminate postal subsidy except for blind and school books

1985

1986

1987

(millions)

2,104
3,526
512
200
4,574
2,340
392
835
331
2,803
12

578

-146
-148

-4,575

-50
-187

> 1988



25)

i

BDflIvBBBOMHMHRBINNmM aBaHHBBI

Program

REA: raise direct insured loans rates to Treasury cost
and Ehase-out loans by 1990: raise 8r|vate co-financing
on FFB-guaranteed loans to 501 by 1990 and Phase-out
no new.powerplant and transmission progect

Low-income weatherization: phase-out _
Juvenile and criminal Justice grants: Testrain to

President’s request TeVEl s

28) Total savings, freezes, reforms, reductions,

FEIMINATIONS ooeseeeeesssssssssssssssssssssssssssss s ssssesssssssesee

0aNS i
Y 1990 oo

1985

1986 1987

" TmilHons]
-206 -480
-50 -110
-14 -26
-1,110 -6,322

1988

-527
-175

-40

-6,820



CATEGORY #3: fREEZE DIFTICULT — DEDICATED FUMDI KG SOURCE

Program 1985 1986 1987 1988
(Billions)"!

Business Revolvi_n% Funds or Similar; Forest Service: Nuclear Waste; Uranium Enrichment and Power

Market ing Administrat ion
1 Gross Prpgram OULTAYS v 4621 4916 5,088*
2)  Off-SETLING TECRIPLS s s -4,027 -4,480 -4,650
3) Net DaSeling QULIAYS s +594 +436 +438
4)  BA. fTREZE SAVINGS s -0- -0- -0-
Programs with Dedicated Taxes or User Fee Trust Funds; Baseline Outlays
5)  Federal-State Employment Service (FUTA Tax) and
Unemployment Insurance (State TaXeS) i . . 17,654 17,484 18,147 18,640
6) Office of Surface Mining A Reclamation ... 325 366 391
1) SUPETTUNG s 570 616 615
8]  Highwa PrQ(I;ram (TTUSt FUNG) o IR 14,349 14,912 15.671
9 Mass Transit Capital FUND . -nr 1,032 1,166
10)  ATIPOTt Grants s - 824 914 987
11} FAA Operations (Trust Fund) and Other Airport A Airways 2,764 2,853 2,931 2,973
12)  FAA - Facilities A Equipment, Research A Engineering . 935 1,153 1,322 1,466
13) Total baseline outlays, lines 5-12 . . . 36,245 38,879 40,240 41,909
14)  Memo:  USEr taX TFeCRIPLS s -42.023 40,918 40,149

Additional Reform Savings

15)  Reform savings: Implement modified Grace Commission

lan to raise PMA debt service interest rates to

reasury cost of money and impose eandatory

amortization schedule on $12 billion debt i 0 " -530 -451 -506
15)  Highway programs: Freeze 1986 obligation rate at 1985

level to correct receipt shortfall under current law

($1.2 DILLION CUL) s . -208 -676 -195



10)

13)

CATEGORY #4: NO FORMULA FREEZE SAVINGS POSSIBLE DUE TO TECHNICAL,

Itgal 7~5 r utTLNiriiAjTR ier

Program 1985 1986 1987

Medicaid: Mandatory, Opened-endcd State Reimbursement (55%) of State-Generated Costs

2) Basel Ins outlays . e —————— o 23,187 24,573 26,924
3) .Modified freeze: 1986 reimbursement cap J1 billion
below baseline; GNP deflator cap thereafter ... -1,000 -2,340

Subsidized Housing: legal Obligations on 4.1 Million Assisted Housing Contracts Funded over

last 25 years

5) Baseline outlays . , 9,509 9,886 10,712
6) Modified freeze: 2-year looratorliM on new assiste
units (JZU billion BA CUL) s s - — 0 -1UZ

Public Housing Operating Subsidy: Local PUA Entitlement Based on Cost Formula Factors

8)  BaSelINe QULIAYS s 1,340 1,353

9) Modified freeze: formula cost factors ...
Earned Income Tax Credit: Participation Rate Driven

11)  Basellne OULIAYS s 11053 1,242 1,175

12]  SAVINGS:  NONE e |, -0- -0-
AFDC - CSE: No COLA — Extensive Reform 1901-04

14)  Baseling oUtIaYs s - 0,541 9,008 9,399

15) Reform savings: mandatory workfare and maintain

minor mothers in family UNIt ., -188 -259

1988

29,479
-3,913

11,354
-310

1,274
-|fifl

1,112
-0-

9,640
-341



16)

19)

22)

25)

28)

1905 -- 1906 1987 1988

Rural Housing: Outlays Reflect Net Lending and Takedown Lags

17)  Baseling OULIAYS s 2,228 2,598 2,785 2,935

18) Termination savings. Eliminate Program in 1906;
merge into ilUD sunsidized housmgg 8rogram (50/50
split of new units starting in 1900) s — -2,238 -3,094 -3,692'

Guaranteed Student Loans: Outlays Reflect Legal Obligations on Existing $30 Billion Portfolio
from Prior Years

203 Baseline oUtIays . A S — 3,375 3,724 3,495 3.162
21) Reform savings: Mega cap; administrative savings. — -145"

édotpti(t)ndAssistance/Foster Care: Open-ended Entitlement to States Based on Number of Children
rotecte

23; BASEl INE QUEIAYS v h81 567 578 602
24)  Modified freeze: Cap 1906 BA at 1915 level ... — -51 N7 -ITT

Energy Security Reserve: Baseline Outlays Reflect only Synfuels Contracts Already Committed
26; BASEIINe QULIAYS s 157 300 427 524
27)  SAVINGS:  NMONE o — -0- roT rerr
|

VA Burial Benefits; Life Insurance; Gl Bill: Entitlement; Legal Obligation; No COLAS

293 BASEIINE QULIAYS e 2,029 1,859 1,697 1,609
30)  SAVINGS:  NMONE s — -0- -0- -0-



31)

34)

37)

40)

43y

/

1985 1986 » 1987 1988

Su?sidizled Farm Credit (FmllA): Outlays Reflect Net Lending, Loan Takedown Lags and Repayment
eferrals
>

32
33

Baseline oUtlAYS . S -~ 2,318 2,630 1,319 1,844
Reform savings: Terminate ownership loans; shift

all crop loans to 70-901 guarantees; 51 guarantee

origination fee; raise disaster loans to T-hill

T -2,474 -2,907 -3,148
FSurfal \Nlater, Sever Facilities: Outlays Reflect Net Lending, Loan Takedown Lags and Repayment
eferrals .
35)  Baseling oUtlays ., 3,445 2,864 2,588 3,018
36) Termination savm%s: Eliminate all programs, merge
function With QLG ..o -82 -168 -258
Marad Operating Subsidy: 20-year legally Binding Contracts
30)  BaSel IN™ QULIAYS s 368 384 401 417
39)  SAVINGS;  NONE v — nor -0- -0-
Export-1*port Bank: Preliminary Coowiitments Binding — Delayed Takedown; Outlays are
Net of Repayments
41) Basellne oUtIAYS s S © 1,404 1,022 841 452
42) Reforms savings: eliminate all direct loans;

raise origination fees on guaranteed loans as per

Grace COMMISSION: oo -356 -1,361 2,012
SBA Programs: Disaster Loans; Direct Loans; Defaults on Prior Loans/Guarantees
44) Baseline outlays ... e —————— 1,149 1,269 1,354 1,436
45) Termination savings: eliminate agency and all

programs; Sell 10an ASSELS i, -1,627 -1,919 1,844



46)

H)

52)

55)

50)

1905 1986 1987 1988

Payments to Territories & Puerto Rico: Rebate of Excises Reformed In 1984 2
A7) BaSelineg OULIAYS s 452 395 401 413
40)  SAVINGS:  NONE s -0- 10T

Farm Price Supports: 1906 Outlays Locked-fn; Baseline Assumes Target Price/Support Loan Freeze
for 1906-09 Crop Years

50N Baseling OULIAYS s E— 14,420 10,976 12,987 12,879
513 Reform savings: lower target prices and deficiency
-A  payments; cap deficiency pagments at JIQ.0DO/farmer
= ) and support loans at J200,000/farmer; abolish
dairy program and replace with small farmer aid;

5X origination fee on CCC export credit ..o -1,226 -5,851 -6,683
payments to States/Counties from Hineral Receipts: Automatic.of Gross Receipt Collections
53) JJaseline _DUtUW . . —— 755 815 909 996
54) ,Reform savings:. shift fcrws aross receipt to nrL
PIOFIt S F i@ I o ] -400 -420 -430
Federal Employees Heatth Benefits: Driven by Carrier Premiums, Employee Selection
56} Baseline QULIAYS s 1,309 1,467 1,641 1J148
5T)  SAVINGS:  NONE s -0- -0-

gtratdegi(% Petroleum Reserve: Baseline Purchases Capped at 159,000 bbls/day; Big Hill Construction
pend-ou

59} BASEliNg QULIAYS s 2,135 2,175 2,116 2,138

60) Modified freeze: moratorium on new purchases;
CANCEl Big Hill s -2,175 -2,116 -2,130



61)

64)

67)

70)

73)

DOE - Weapons Production: Host Funding Driven by Weapons Stockpile Memorandum

62; BASEliNg QULIAYS o 1,245 7,879 8,346 * 9,145

63) Reform savings: tightenmanagement -- per Grace
Cormiission — -109 -123 -128

Hultilateral Development Banks: Hear-Tcrm Outlays Driven by Prior Commitments and Appropriations --
Very Slow Drawdown

65)  Baseline oULIAYS ., s 1,358 1,'394 1,677 1,818

66) Modified freeze: Budget for no newcommitments .. —- -5 "-125" -324
PL-480: 1985 Program at Supplemental Peak; Baseline Shows Declining Tonnage

68; BASEliNe QULIAYS s 1,590 1,342 1,329 1,318

09)  SAVINGS: NONE s — -0- *-0- -6-

Bilateral Development Aid: Near-term Outlays Reflect Prior Obligations -- Very Slow Spend-out
from Hew Obligations

713 BASEIING QULIAYS s 2,068
72)  Modified freeze:cap BA at 1985level —

Space Program: Outlays Driven Primarily by Shuttle, Manned Space Station 1 Prior Commitments
6,649 71,076 7,409 7,860

2,145 2,230 2,276
0- 0- 13

74; Baseline e T
75)  Modified freeze:no newscience  orapplications
starts -- stretch outspace station funding — -100 -446 -646



1)

80)

83)

86)

89)

1905 1906 1907 19ea

Foreian_ Military Sales: Outlays Oriven by Current and Prior Commitments — 70! Israel/Egypt and
Base Rights Countries

78; BASEliNg OULIAYS s 4516 4,554 4,290 4,154

79)  Savings: none (add-on liKely) - A -0- -0-
Economic Support Fund: Baseline Reflects Existing Commitments and Eliaination of 1985
Congressional Israel Add-on (Not Realistic)

01) Baseline outlays ... s —————— 3,750 3,347 3,433 3,503

02) Savings: none (add-on [ikely) -0- -0- -0-
Military Grant Assistance: Baseline Essentially Frozen at Existing Commitment Level for Central
America” and Other Strategic Areas

84)  Baseline QULIAYS s 876 903 908 932

05)  SAVIN OS]  NONE oo — 1(57 -0-
State Department Operations: Baseline Rising Due to Embassy Security Initiative — but Only
Partially Reflected in Baseline

873 Baseling ULIAYS s 1,573 1,583 1,798 1,852

80)  SAVINGS:  NONE oo -0- -0- -0-
Air Carrier Subsidies:

90) Baseline oUtlays ...' S 56 56 56 57_

91) Termination savings: eliminate all subsidies

since deregulation completed ., -56 -55 -57



S3B

1985 1986 1987 1988
9?)  Stockpile Transactions: Driven by Stockpile Materials Goals
93; Baseling QULIAYS s e 197 135 105 b33
94) Modified freeze: eliminate 190S Congressional
add-0n (COPPEI) s - -107 -75 -0-
95)  International Organization Assessed Contributions
96; Baseling QULIAYS s, e 553 369[ 593 609
odified freeze: terminate cexmnittment ... - u
97) Modified f t te FAO ttment * rur
90)  Crop Insurance Subsidies: Driven by Program Operating Losses and 1001 Federal Funding of Expenses
99; Basel e OULIAYS s 300 312 324 335
100) Reform savings: phase-out premium subsidy and

operating expense subsidy over 5 years as per
GrrJace Cogmmispsion ................. y ...................... y ...................... p ................. — -92 -224 -372

101)  Veterans Mousing: Outlays Driven by Hortgage Defaults, Baseline Reflects 1984 Reform
(Grace Commission)

102; Baseline OUtIAYS . s 348 352 245 504

103) Reform savings: 51 loan origination fee as per

Grace Commission (also apply to FIIA insured .
MOMGAYLS) o s -953 28 -1,040

104)  Veterans Medical Care Construction: OQutlays Reflect Already Approved Projects (5 in 1985)

105; BASEliNE QULIAYS s 515 705 578 754
106)  SAVINGS:  NONE oo e -0- -0- -0-



107)

110)

1985

Crosscutting Grace Commission Reforms:
108) Baseline outlays . e ———————— s ————— -
109) Hiscei laneous Grace Commission reforms: PBGC

premium increase; 15-basis point user fee on

sponsored credit agencies; meat inspection and

grazm?. user fees; flood insurance reform; raise

recreation user fees from 7 to 251 of Federal

cost; welfare administration block grant;

Treasury user fees; numerous line item management

IMPTOVEMENTS oo s v
Category Total
111)  BasSeline QULIAYS s s Lo [ ,357

L12)  SAVINGS: oo —

1986

-973

111,519
14,447

1987

-1,458

116,293
-24,430

1988

-1,697

122,282
*29,568



CATEGORY

#5: O0OP, SOCIAL SECURITY, MEDICARE AND NET INTEREST:

Program ;
Defense Department ... 1 8
2)  SAVINGS:  UNGET TEVIEW wovermmisesensnns s e
3) DOO civilian payroll: impact of 5% government-wide
PAYCUL oo
Social Security Benefits
5)  SAVINGS: EXEMPL oo
Medicare ... e A
7) Modified Medicare freeze: market basket minus 2X

for DftG's; physcian freeze; other provider freezes
(SHf's, Home Health); raise part B premium to 35X;
reform medical school and capital cost

reisdiursement UNder DRG ...

MEE INTEIEST o

Total,
10)

Category 15 s
Programmatic Savings to Date

KEGA-POI'ICY CHOICES 03 MANDATORY

1905
254.2
187.6

68.0

133.4
643.2

19B6 19B7
(billion?)
286.2 321.5
~W - -0-
-1,082 -1,354
200,5 214.9
m f[. (-
74.4 83.2
-2,769 -5,916
154.4 168.4

1988

358.8
n _0_

-1,419
229.3

93.9

-10.242

173-.7



DEFENSE REAL GROWTH. 1900 TO ENACTED 1985 BUDGET
(Bill ions of Nominal Budget Authority)

Component 1900 1981 1982 1983 1984 1985

|. Purchases: Weapons Systems, Materials, Contracts

1) Strateqic WEAPONS ... $9.A $11.8  §16.1  $21.3  $§31.9  §35.3
2; Major Conventional WEApONs ..., ml45 194 242 341 28,0  30.6
3) Non-Major Conventional Procurement ... 14.2 20.4 29.0 31.0 35.4 414
4)  OXH PUTCRASES .o 25.5 352 40.2  40.8 437 49.8
5] Non-Strategic RDTSE s 9.4 9.6 1.7 149  16.2 19.5
6) Family Housing and Hon-Strategic Military

CONSETUCEION s 3.7 5.3 6.9 7.0 6.8 8.0
7)  Revolving Funds and Other .. 0.6 2.1 1.8 0.7 2.0 i-1
B; Total purchases and weapons ..-ITTTTV. TI7T7T  «$103.a $120' $TJ9.ff $164.0 SUTCT7
9) Real Growth (1) ... " V] — 22.4X 10.7%  10.81 4.81 §.01

People on POD Payroll: Pay and Retirement
AP) Active-duty Military Personnel ... 31.0 36.9 42,9 457 484 51.3
LI} Hilitary Retirement Accrual .. 10.1 11.5 128 164 165 17.3
12) Civilian Pay ... 22.3 23.9 26.1 27:8 29.1 30.3
13) Total Pay ... ZUi 70 3T0 BO 90.9
14)  Real Growth /I* 1.11 311 2.21 2.11 1.91
[I1. Grand Total, DOD Budget Authority

15) Total Defense BA $176.1 $211.7 $238.7 $258.0 $284.5
16) Real Growth (1) .» 12,41 12.01 1.51 3.81 5.51

* Growth related to increased end strength.
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HON. MATTHEW F. McHUGH (New York) — Chairman RICHARD P. CONLC$HC-g ExeculivrDirector

February 8, 1985

Correction

DSS SPECIAL REPORT NO. 99-2, FEBRUARY 5, 1985
REAGAN'S FY 1986 BUDGET — AN QVERVIEW

On page 19, Table 7 entitled "Major Program Cuts"™ contains
an incorrect figure for the Administration®s request for the
Community Services Block Grant. The figure in the first column,
entitled "FY 1986 Administration Request,” should be 4, rather
than 390.

The same table 0p. page 19 gives the figures for Civil Serv—
ice Retirement in terms of budget authority rather than outlays.
While the budget authority figures are accurate, outlays provide
a more meaningful measure of the President®s proposed cuts in
this program. Accordingly, the figure in the first column should
be 24,208* (the asterisk indicates outlays) rather than 41,642,
the figure in the second column should be 288 (rather than 108)
and the figure in the third column should be -1 (rather than **) .
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HON MATTHEW F. McHUGH (New York) — Chairman RICHARD P. CONLON - Executive Director
S P E C A L R E P 0 R T
No. 99-2 February 5, 1985
REAGAN'S FY 1986 BUDGET — AN OVERVIEW

The central feature of the new Reagan budget 1is a direct
transfer of roughly $30 BILLION from domestic programs to the
military. President Reagan 1is calling for a $32 BILLION mili—
tary spending increase next year, while simultaneously insist—
ing that overall federal spending must be frozen at this year®s
levels. Accordingly, he 1is proposing to finance his military
spending increase by cutting domestic programs $32 BILLION below
the current year level.

-In short, all of the drastic domestic spending cuts in the
new Reagan budget really do nothing to help meet the President"s
oft-stated goal of bringing down federal spending. Rather, these
domestic spending cuts all go solely to pay for military budget
increases.

Many observers are suggesting that the massive military
spending increases proposed in this budget are really just a
negotiating ploy, and that, after suitable posturing, the Ad—
ministration and the Republican Senate leadership will agree on
a compromise defense spending increase which is merely large -
instead of huge. Even 1if this occurs, the net effect would still
be a large transfer of resources from the domestic budget to
defense - for the fifth year in a row — and continued record-
high deficits as far as the eye can see.

This DSG Special Report provides a brief overview of Presi—
dent Reagan®s new budget. A second report, to be published next
week, will provide additional details regarding the numerous
major spending cuts proposed in this budget.

page

l. Background and Summary 1
I1. Deficits and Deficit Reduction S
I1l1. Spending Priorities 11
IV. Tax Proposals 23

Appendix: Budget Tables



Section, |
BACKGROUND AND  SUMMARY

Throughout the 1984 campaign, Ronald Reagan and the Republi—
cans ridiculed and attacked Walter Mondale"s deficit reduction
plan while refusing to specify how they would go about reducing
the massive deficits brought about by the tax and spending poli—
cies of the Reagan Administration.

In a virtual replay of the 1980 campaign, President Reagan
insisted that we could have it all: big tax cuts, a massive
military buildup, and the basic government services that the
public wants and expects. As for the deficit, the President and
his allies maintained that the problem could be solved through a
combination of economic growth and Grace Commission proposals for
cutting "fraud, waste, and abuse."

Almost as soon as the campaign was over, however, there was
a dramatic change in tone. Within days of the election, the
White House discovered a deficit problem of alarming proportions
— with projected deficits climbing steadily throughout the fore—
seeable future - and President Reagan pledged to submit a budget
to Congress which would bring the deficits down sharply.

Last weekend, the Administration®s new budget was finally
unveiled. The new budget 1is little more than a continuation of
the same policies that President Reagan has been pursuing since
he took office four years ago. It continues the rapid military
buildup, provides for no new revenue increases, and continues to
seek deficit reductions solely through cuts in the same domestic
spending programs that have been targeted for cuts throughout the
Reagan Administration. The new budget also yields the same re—
sults as produced by the President®s past four budgets: record-
high deficits.

SUMMARY

According to the Administration®s own projections, the new
Reagan budget 1is expected to produce massive deficits and to fall
far short of the deficit-reduction goal which the President set
for himself last December.

Even if all of the proposed new spending cuts are enacted,
the FY 1986 deficit would be $180 BILLION, more than twice the
$79 BILLION deficit recorded during President Carter"s last fiscal
year. Under the Reagan budget, the projected FY 1988 deficit
would be $144 BILLION, well abobve the President®s goal of bring—
ing the deficit down below $100 BILLION in the next three years.



The new budget calls for continued large military spending
increases. In terms of budget authority (appropriations), the
President 1is seeking a $30 BILLION increase in the military bud—
get for FY 1986. After adjustment for inflation, this represents
"real™ spending growth of 5.9%. The proposed FY 1986 appropria—
tion is $176 BILLION above the FY 1980 level. Before adjustment
for inflation this 1is a 121% increase over six years; after
adjustment for inflation the increase would be 60%.

The new budget also calls for very large new cuts 1in many
domestic programs:

The President is proposing a freeze on Medi—
care payments to hospitals and physicians,
increases 1iIn premiums charged to the elderly
for Medicare coverage, limits on payments to
the states for running Medicaid programs, re—
ductions 1in financial aid for college students,
a means test for VA health care, and a two-
year moratorium on new commitments for housing
assistance.

* Under the new budget, federal civilian em—
ployees would take a 5% pay cut, civilian
and military retirees would have no cost-
of-living adjustment next year, and there
would be major reductions in pension bene—
fits for future federal retirees.

* The budget calls for outright elimination of
a large number of programs, 1including general
revenue sharing, Export-Import Bank direct
lending, Small Business Administration loan
programs, the Legal Services Corporation, the
Job Corps, Urban Development Action Grants,
and the Economic Development Administration.

* In terms of farm and rural programs, crop

loan and target price support programs would

be cut, the cap on the amount of assistance

per farm would be lowered, Farmers Home Admin—
istration direct farm ownership and operating
loans would be eliminated, soil and water con—
servation programs would be ended, and loans to
rural electric cooperatives would be phased out.



DISTRIBUTION OF FEDERAL SPENDING
UNDER REAGAN'S FY 1986 BUDGET

TOTAL $973.7 BILLION

INTEREST ON

NATIONAL DEBT
SOCIAL SECURITY

AND OTHER
RETIREMENT PROGRAMS



Table -1
REAGAN SPENDING PRIORITIES

& in BILLIO\S)
Proposed Percentage
FY 1986 FY 1986
Out lavs- Budget

Military (including military

foreign aid) $294.9 30.3%
Social Security & Other
Retirement 249.3 25.6
Social Security (202.2) (20.8)
Interest on Debt 142.6 14.6
Medicare 67.2 6.9
Aid to the Poor 52.4 5.4
Housing Assistance (12.3) (1.3)
Food & Nutrition (18.3) (1.9)
Cash Assistance & Related (21.8) (2.2)
Health 34.9 3.6
Medicaid (23.7) (2.4)
Other Health (11.2) (1.2)
Transportation 25.9 2.7
Veterans' Benefits & Services 26.8 2.8
Unemployment Compensation 16.3 1.7
Education 16.9 1.7
Energy & Environment 16.6 1.7
Energy 4.7) (0.5)
Natural Resources & Environment (11.9) (1.2)
Agriculture 12.6 1.3
Community & Regional Development 7.3 0.7
Job Training & Social Services 12.5 1.3
Job Training (5.6) (0.6)
Social Services (6.9) (0.7)
All Others 35.2 3.6
International Affairs (except
military foreign aid) (9.1) (0.9)
Science, Space, & Technology (9.3) (1.0)
Revenue Sharing & Other Fiscal
Assistance (2.8) (0.3)
General Government (4.8) (0.5)
Courts & Law Enforcement (6.6) (0.7)
Commerce & Housing Credit (2.2) (0.2)
Allowances (0.4) (0.0)
Total $1,011.4 103.9%
Undistributed Offsetting
Receipts -37.5 -3.9
TOTAL OUTLAYS 973 .7 100

Note: Figures not in parentheses correspond to divisions
of the pie chart shown in Figure 1. Figures in
parentheses are components of those pie chart divi-
sions. Columns may not add due to rounding.

* * *
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Section 11

DEFICITS 1M DEFICIT REDUCTION

President Reagan"s new budget calls for substantial deficit
reductions, to be accomplished almost entirely through cuts iIn
domestic spending. Nevertheless, these deficit reductions fall
far short of the goals which the Administration set for itself
last December. Even if all of the President"s new budget-cutting
proposals are enacted and all of the President®s optimistic eco-
nomic projections come true, budget deficits are expected to
remain well over $100 BILLION for the next several years.

According to the Reagan Administration"s latest estimates,
IT current policies were continued without change, the budget
deficit would continue to grow, rising from $224 BILLION in the
current fiscal year to $230 BILLION in FY 1986 and $248 BILLION
in FY 1988*. By comparison, the deficit in FY 1984, which ended
last September, was $185 BILLION, while the deficit in FY 1981 —
the last fiscal year of the Carter Administration — was $79 BIL-
LION. These Administration '‘current services'" estimates — which
are shown on the top line of Table 2 below — represent the spend-
ing and deficits that would result 1f defense spending were iIn-
creased iIn accordance with the Administration®s previous budget
request and it domestic spending were iIncreased only to keep
pace with inflation and rising caseloads.

THE PRESIDENT®S DEFICIT REDUCTION PLAN

President Reagan is calling for deficit reductions totaling
$50 BILLION in the next fiscal year, $234 BILLION over the next
three fiscal years, and $502 BILLION over the next five fiscal
years. The basic elements of these proposed deficit cuts are
shown 1n Table 2. As the table iIndicates, all of these deficit
reductions are to be accomplished through cuts in spending,
rather than iIncreases iIn taxes. The President is calling for
only some relatively small miscellaneous tax changes, and the
net effect of these changes would be a slight reduction iIn
revenues and therefore a slight iIncrease iIn the deficit.

Spending cuts iIn domestic programs far outweigh cuts in
defense spending. In FY 1986, defense accounts for only 19% of
total proposed cuts In program spending (spending on everything
except iInterest). Over the next five years as a whole, defense
accounts for only 12% of the proposed cuts.

*A11 figures iIn this report refer to total spending and defi-
cits, iIncluding i1tems considered "off budget" under current
lav. The new Administration budget proposal is presented in
terms of total spending and deficits because the Administra-
tion 1s proposing to eliminate the distinction between ''off
budget’™ and '‘on budget" programs.



Tabl£ 2

PROPOSED DEFICIT REDUCTIONS
@ in BILLIO\S)

FY 86 FYy 87 FY 88 FY 86-88 FY 86-90
Deficit — Under
Current Policies §230.3 $245.6 $247.8 $723.7 $1,180.9
Proposed Spending Cuts 50.8 82.7 105.3 238.8 506.9
Defense 8.9 9.2 10.1 28.2 52.8
Nondefense 38.7 63.4 78.1 180.4 371.0
Interest Cost6 3.1 9.9 17.1 30.2 83.1 =
Proposed Revenue Cuts* (0.5) (2.0) (1.9) (4.4) (5.1)
TOTAL, Proposed Deficit
Reductions 50.3 80.7 103.4 234.4 501.7
Deficit — Under New
Admin. Proposals $180.0 $164.9 $144.4 $489.3 $679.2

*Note

Note:

that these are revenue reductions, which increase the deficit.

Cuts in spending (outlays) and revenues are measured

from "current

services" levels. Figures refer to total outlays and deficits,

including items which are "off budget” under current

law. Details

may not add to the totals shown due to rounding differences.

Source: Office of Management and Budget, Budget of the U.S.

current-year spending levels.

for FY 1986

Government

It should be understood that these spending cuts are meas-
ured from the Administration®s '‘current services" projections —
which indicate the amounts of spending that would be needed to

continue current programs without change — rather

than from

These Administration projections

treat defense spending somewhat differently than domestic spend-
however. For domestic programs, the current services pro-
jections iIndicate the amounts that would be needed just to keep
up with inflation and rising caseloads iIn various entitlement
prograns (for example, to keep up with iIncreases iIn the number
of retirees eligible for Social Security and Medicare).

ing,

year .

For defense, however, the current services projections are

simply set equal to the Administration®s previous budget request
— the so-called Rose Garden compromise announced in March of last

This previous request called for substantial

INCreases

in

defense spending iIn FY 1986 above the amounts needed to keep pace
inflation. Thus, the baseline from which the defense '‘cuts"

with

are measured already has significant real (inflation-adjusted)
creases built in, while the baseline for measuring the nondefense

cuts

has no such built-in real spending iIncreases.

in-



The Administration®s proposed '‘cuts™ in the defense budget
would only slow down the planned rate of iIncrease. Even after
all of the cuts are made next year, the defense budget would
still rise by 5.9% more than what would be needed to keep up with
inflation. The Administration®s proposed cuts in domestic spend-
ing, however, would do far more than slow the increase. Rather,
these cuts would bring total domestic spending In FY 1986 well
below the current year®"s level in actual dollar amounts.

DEFICITS UNDER THE PRESIDENT®"S BUDGET

Despite the large deficit reductions proposed in the Presi-
dent"s new budget, the deficit remains quite high. Last Decem-
ber, President Reagan indicated that he would seek to propose a
budget that would bring the deficit down to 4% of gross national
product (G\P) in FY 1986, 3% of GNP in FY 1987, and 2% in FY 1988.
This translates iInto deficit targets of $168 BILLION in FY 1986,
$137 BILLION in FY 1987, and $98 BILLION in FY 1988.

The President®"s new budget falls far short of this goal.
According to the Administration®s own estimates, the Presi-
dent"s budget would produce deficits of $180 BILLION in FY 1986,
$165 BILLION in FY 1987, and $144 BILLION in FY 1988. As a
percentage of GNP, these deficits are 4.3%, 3.6%, and 2.9%
respectively.

Some additional perspective on the size of the deficits
expected under the new Reagan budget is provided iIn Table 3,
which compares these projected deficits with deficits recorded
during the earlier years of the Reagan Administration and during
the two previous administrations. As the table iIndicates, the
deficit proposed by President Reagan for the coming fiscal year
IS more than twice the size of the deficit during the last Tfiscal
year of the Carter Administration.

Before President Reagan took office, the deficit had ex-
ceeded 3% of GNP only three times since the end of World War Il.
Since President Reagan took office, however, the deficit has
exceeded 3% of GNP — indeed, exceeded 4% of GNP — each year,
and iIs expected to remain above the 3% level at least until
FY 1988, even if all of President Reagan®s new budget cuts are
enacted and all of the President®s economic forecasts come true.

Table 3 also shows the levels of total national debt expect-
ed over the next several years, and compares these with previous
levels. At the end of the Carter Administration®s last fiscal
year, the debt stood at just over $1 TRILLION. By the end of
FY 1986, the Reagan Administration projects that the debt will
exceed 2 TRILLION — having more than doubled in the space of
five years.



Table .2

DEFICITS IN PERSPECTIVE
($ in BILLIONS)

Total
Total Deficit* Federal Debt
$ Amt. % of GNP  Outstanding**

FORD ADMINISTRATION
FY 1976 $73.7 4.5% $631.9
FYy 1977 53.6 2.9% 709.

[EEN

CARTER ADMINISTRATION

FY 1978 $59.0 2.8% $780.4
FY 1979 40.2 1.7% 833.8
FY 1980 73.8 2.9% 914.3
Fy 1981 78.9 2.7% 1,003.9

REAGAN ADMIN., ACTUAL

FY 1982 $127.9 4.2% $1,147.0
Fy 1983 207.8 6.4% 1,381.9
FY 1984 185.3 5.2% 1,576 .7

REAGAN ADMIN., PROPOSED

FY 1985 $222.2 5.7% $1,841.1
FY 1986 180.0 4.3% 2,074.2
FY 1987 164.9 3.6% 2,308.3
FY 1988 144.4 2.9% 2,546.4
FY 1989 107.5 2.0% 2,763.8
FY 1990 82.4 1.4% 2,975.2

*Including amounts considered "off budget"” under current law
**Debt at the end of the fiscal year

Source: Office of Management and Budget, Budget of the U.S.
Government for FY 1986



THE PRESIDENT’S ECONOMIC ASSUMPTIONS

The accuracy of the deficit projections contained in the
President®s new budget depend heavily on the accuracy of the
economic forecast on which they are based. Key economic assump-
tions used iIn preparing the Administration budget include the
following:

* Strong economic growth will continue
throughout the remainder of the decade,
with 1ncreases iIn real GNP averaging 4.0%
per year over the period 1985 through
1988, and 3.6% to 3.8% in 1989 and 1990.

* Inflation will remain at low levels, with
the annual increase iIn the Consumer Price
Index remaining in the range of 4.1% to
4.3% during the period 1985 through 1987,
and falling below 4% thereafter.

* Interest rates will fall steadily. For
example, the annual average rate on three-
month Treasury bills will fall from 9.6%
in 1984 to 7.9% 1n 1986, 5.9% iIn 1988, and
5.0% in 1990.

Many observers believe these economic assumptions to be
overly optimistic. For example, the 4% economic growth rate
projected by the Administration for the next several years Iis
rather high by historical standards — well above the 3.1% aver-
age growth rate recorded during the 1970s, and comparable to the
3.9% average growth rate of the 1960s. Given the various prob-
lems facing the economy such as unprecedented trade deficits and
persistently high real iInterest rates, many would question wheth-
er such a high growth rate can be sustained.

Further, the Administration®s assumption that inflation
will remain low may not be consistent with i1ts projection of a
sustained economic boom. And the Administration®s assumption of
steadily falling interest rates may be far too optimistic given
the heavy demands which the huge budget deficits will be making
on private credit markets.

The House Budget Committee has published preliminary esti-
mates of the deficits likely to be produced by President Reagan®s
budget policies, based on what the committee terms 'more realis-
tic" economic assumptions. These estimates are presented iIn
Table 4. As the table iIndicates, under these less optimistic
economic assumptions, the deficit remains more or less steady at
roughly $170 BILLION per year over the next three years, even if
all of President Reagan"s budget cuts are enacted in full.



labl.e 4

DEFICITS UNDER ALTERNATIVE ECONOMIC ASSUMPTIONS
($ in BILLIONS)

FY 1986 FYy 1987 FYy 1988 FYy 1989 FY 1990

Administration Projections $180 $165 $144 $107 $82
House Budget Committee

Projections 179 173 171 167 168
Note: All figures represent total budget deficits, including items considered

"off budget” under current law.

Source: House Budget Committee, President Reagan”s FY 1986 Budget

10-



Section 111

SPENDING PRIORITIES

President Reagan is describing his FY 1986 budget proposal
as a freeze on federal spending. In fact, the total budget fig-
ure represents a freeze only If iInterest costs are disregarded.
And within the overall spending freeze, the Administration is
proposing large iIncreases iIn defense spending, while recommending
cuts for most domestic programs.

Under President Reagan®s proposal, total federal spending
would rise slightly from FY 1985 to FY 1986, increasing by
$14.6 BILLION, or 2. Interest payments on the debt would in-
crease by $15 BILLION. Spending on all items except interest —
which the Administration refers to as '‘program spending” - would
be essentially unchanged, totaling $304.0 BILLION in FY 1986.
This 1swhat President Reagan means when he says thatoverall
spendingwould be frozen next year. Within this freeze, however,
there would be a substantial shift in spending from domestic pro-
grams to defense:

* Defense spendingwould increase by
$31.9 BILLION in FY 1986, while

* Total domestic spending would be cut
by $32.3 BILLION, and

* Domestic spending on all programs
except Social Security would be cut
by $43.4 BILLION.

Additional details on proposed iIncreases and decreases In
spending are shown In Figure 2 and Table 5.

It should be understood that all of the foregoing figures
represent proposed increases or decreases In spending from FY 1985
to FY 1986, before any adjustments are made for inflation, chang-
ing workloads, or anything else. A more meaningful method of
calculating the actual spending cuts being proposed is to compare
requested FY 1986 spending not with this year"s level but rather
with an estimate of the amounts that would be needed to keep up
with inflation and rising caseloads. When measured on this
basis, the Administration is proposing to cut domestic spending
over the next three years, FY 1986 through FY 1988, by a total
Of $180.4 BILLION.



PROPOSED CHANGES FROM FY 1985
AND FROM FY 1986 CURRENT SERVICES LEVEL

Program
Military Programs
Interest

Social Security
Health
Medicare
Medicaid
Other Health

Social Programs
Education
Training & Employment
Social Services
Unemployment Comp.
Housing Assistance
Food & Nutrition
Other Income Security

Agriculture

Public Works, etc.
Transportation
Community & Regional

Development
Natural Resources &
Environment

Energy

Everything Else

FY 1986
Reaviest

$285.7
142.6
202.3
102.
67.

23.
11.

NNDN P

98.
16.

5.

6.
16.
12.
18.
21

0O WwWwW®Oo o omwo

12.6

(e¢]

49.
25.9

7.3

11.9
4.7

80.7

($

in BILLIONS)

Change from FY 1985

$ Amt. X
+$31.9 +13X
+12.2 +9
+11.2 +6
+2.0 +2
+0.9 +1
+0.7 +3
+0.3 +3
-15.5 -14
-0.6 -3
-0.4 -6
-0.1 -1
-0.5 -3
-13.0 -51
-0.3 -2
-0.5 -2
-7.6 -38
-6.9 -12
-1.1 +4
-1.3 -15
-1.1 -8
-3.5 -43
-12.6 -14

Change from FY 1986
Current Services

$ Amt. X
-$8.9 -3X
-3.2 -2
-5.9 -5
-4.1 -6
-1.0 -4
-0.8 -7
-5.6 -5
-1.2 -7
-0.4 -7
-0.4 -5
-1.7 -12
-0.7 -4
-1.2 -5
-5.5 -30
-7.5 -13
-2,0 -7
-1.0 -12
-1.3 -10
-3.2 -41
-14.1 -15



Figure 2
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The Administration also claims that it iIs proposing to cut
defense spending by $3.9 BILLION from the current services level
iIn FY 1986. However, this "cut” is i1llusory because iIn calculat-
in% Its current services baseline, the Administration has treated
defense differently than other programs. Instead of determining
the amount needed to keep up with Inflation, the Administration
has simply set the current services baseline for defense equal to
Its previous FY 1986 defense spending proposal — which callec
for substantial iIncreases over what would be needed to keep up
with inflation. When compared to the amounts that would be
needed to keep up with inflation, the Administration®s defense
request iIs not a cut at all, but rather an increase of roughly
$10 BILLION.

SPENDING UNDER REAGAN

Figure 3 shows proposed changes iIn spending for various
basic components of the federal budget, i1ncluding both actual
spending levels during the First Reagan Administration and pro-
posed spending under the new Reagan budget.

As President Reagan and other Republicans often point out,
total federal spending has iIn fact continued to rise under Presi-
dent Reagan, climbing from $678.2 BILLION in FY 1981 to $959.1 BIL-
LION in Fy 1985. It should be understood, however, that most of
this iIncrease can be accounted for by growth iIn just a few large
items. Many domestic spending programs — which Republicans of-
ten refer to as '"out of control”™ — have actually iIncreased hardly
at all, even before any adjustments are made for iInflation and
similar factors.

As 1s clear from the graph, the most dramatic increases have
come in defense and iInterest costs. Outlays for defense have grovm
from $157.5 BILLION in FY 1981 to $253.8 BILLION in FY 1985, while
interest costs have climbed from $68.7 BILLION to $130.4 BILLION.
Substantial increases have also occurred in certain other large
programs as well. For example, spending for Social Security has
continued to iIncrease — despite cutbacks made In this program 1in
1981 and 1983 — because of annual cost-of-living adjustments and
increases iIn the elderly population. Medicare spending has also
risen, due to rapidly rising health care costs and increased num-
bers of beneficiaries. Spending on all these categories — but
especially defense and interest — would continue to Increase
under the new Reagan budget.

In contrast to the dramatic iIncrease iIn defense expenditures,
spending on many domestic programs has generally held steady or
declined during the first Reagan term, and would decline or hold
steady during the second Reagan term under the President®s FY 1986
budget. For example, spending on social programs — education, job
training and employment, social services, unemployment compensation,
housing assistance, food and nutrition programs, and other income
security programs — totaled $96.7 BILLION in FY 1981 and would
reach only $98.0 BILLION in FY 1986 under the Reagan proposal, and
$99.6 BILLION in FY 1983. Spending on public-works-related pro-
grams (transportation, community and regional development, natural
resources and environment, and energy programs), which totaled
$62.8 BILLION in FY 1981, will decline to $49.8 BILLION in FY 1986
and to $43.8 BILLION in FY 1988 if the President"s budget is adopted.
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DEFENSE INCREASES

The new budget calls for a continuation of President Reagan®s
unprecedented peacetime military buildup. In terms of appropria-
tions (budget authority), the FY 1986 request represents an In-
crease of %29 6 BILLION ‘or 10. 1%, over the current year®s level.
Even after adjustment for mflatlon the increase would be 5-9%.

The military budget has already received real appropriations
Increases — that i1s, iIncreases above inflation — for each of
the past six years. The appropriations request for FY 1986 repre-
sents an increase of $176.4 BILLION, or 121%, over the FY 1980
level. Adjusted for inflation, the increase still amounts to 60%.

The President®s budget calls for a continuation of these
real defense spending iIncreases throughout the rest of the decade.
The Administration calls for defense appropriations to rise by
$118.9 BILLION owei. the next three years — for a total three-
year increase of 41% before adjustment for inflation and 24% after
adjustment for inflation.

Table 6 shows defense appropriations enacted for the last
six Fiscal years, the Administration®s proposals for the next
five years, and the percentage iIncrease In defense spending for
each of these years.

The level of defense outlays proposed for FY 1986 is some-
what lower than the requested appropriations. Defense outlays
tend to lag behind appropriations because i1t often takes several
years for appropriations to be actually spent. The proposed
rate of iIncrease iIn outlays iIs even faster than the proposed
Increase iIn appropriations, however, reflecting the actual spend-
ing of the large iIncreases In appropriations made iIn previous
years. Under President Reagan"s budget, defense outlays would
rise by $31.9 BILLION in FY 1986, an increase of 12.6% before
adjustment and 8.2% after adjustment for inflation. Proposed
outlays for FY 1986 would be $151.7 BILLION, 113% above the
FY 1980 level.

Defense spending would account for 29% of the federal bud-
get iIn FY 1986, compared to 23% in FY 1980. If closely related
spending categories such as military foreign aid and veterans®
benefits are considered as well, defense-related spending repre-
sents 33% — Tully one-third — of the FY 1986 budget request.

-16-



Table 6

FY

FY

FY

FY

FY

FY

D

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

Source:

DEFENSE SPENDING
(Budget Authori}y, $ Iin BILLIONS)

$ Amt.

$145.8

182.4

218.7

245.8

264.2

292.6

322.2

363.3

411.5

448.9

488.1

Inflation

2 Increase
Over Previous Year

e Before
Adj. for

14.12

'25.1

19.9

12.4

10.7

10.1

12.8

13.3

9.1

8.7

House Budget Committee,
Reagan”s FY 1986 Budget

After
Adj. for
Inflation

2.12
12.7
12.3

7.9

4.1

6.0

5.9

8.1

8.7

4.9

4.7

President

As with previous Reagan military budgets, this budget empha-

sizes the development and procurement of weapons,
spending for personnel or operations and maintenance.

rather than

Under the

President®s request, appropriations for procurement and research

and development would rise by $17.8 BILLION iIn FY 1986.

These two

categories account for 60% of the requested FY 1986 increases,

although they represent only 44% of this year"s budget.

The President®s budget c*lls for appropriations for procure-
ment to rise by 10.3% and appropriations for research and devel-
opment to rise by 24.8% in FY 1986, while spending on personnel
woulld grow by 7.3% and spending on operations and maintenance
would grow by 5.4%.

-17-



DOMESTIC CUTS

The Administration®s budget calls for freezing FY 1986 appro-
priations for a number of programs at current-year levels, and
for eliminating various cost-of-living adjustments. In addition
to these freezes, however, the Administration calls for deep cuts
below current levels for many other items, outright elimination
of a large number of programs, and major reductions iIn benefits
under several entitlement programs. The Administration also
proposes a 10% cut in administrative expenses for various federal
agencies, a 5% pay cut for federal civilian employees, and new
user fees totaling $2.9 BILLION in FY 1986 and $10.9 BILLION over
the next three years. t

Some of the major FY 1986 spending cuts included in the new
budget are shown iIn Table 7. Highlights of the Administration®s
domestic proposals are provided below? more detailed information
will be included iIn a subsequent Special Report.

Programs.. 1o, Be Eliminated

The President is proposing the outright termination of a
large number of federal programs, including the following:

t * General Revenue Sharing?

* Export-Import Bank direct loan program?

* Federal support for Amtrak;

* Job Corps?

* Small Business Administration loan programs?

* Urban Development Action Grants?

* Community Services Block Grant?

* Legal Services Corporation?

* Work Incentive (WIN) program (provides job
services, training, and public service em-
ployment to AFDC recipients)?

* Economic Development Administration? and

* Appalachian Regional Commission.



Table 7

MAJOR PROGRAM CUTS
($ in Millions)

Program

* General Revenue Sharing
Mass Transit Grants
Urban Develop. Action Grants
/*Community Develop. Block Grants
Community Services Block Grant

Fy 1986
Administration
Reauest

Economic Development Administration —

Small Business Loan Programs
- Legal Services Corporation
Work Incentives (WIN)
Job Corps
/. Low-income Energy Assistance
«Child Nutrition
~AFDC & Child Support Enforcement
"Subsidized Housing
- Housing for Elderly & Handicapped
Public Housing Operating Subsidy
Commodity Credit Corporation
Agriculture Stabilization and
Conservation Service
Appalachian Regional Commission
< Rural Water and Wastewater Grants
Soil Conservation Flood Control
- Medicare
~ Medicaid
Health Professions Training
. Student Financial Assistance
Guaranteed Student Loans
Military Retirement
Civil Service Retirement
AMTRAK a Northeast Corridor
Export-lmport Bank Direct Loans
Strategic Petroleum Reserve
Postal Rate Subsidies
Juvenile Justice Assistance
Historic Preservation Fund
Refugee Assistance

n Bureau of Reclamation Constructioni

**less than 1%

All figures
by an asterisk (*),

Note:

Source:
House Budget Committee

25
63
67,158*
23,690
4
3,569
2,715
17,800*
41,642

39

317
532

-19-

Proposed Cuts From
Current Services

$ Amt. X
-$4,567 -100%
-2.785 -100

-440 -100
-343 -10
-386 -99
-208 -100
-528 -100
-319 -100
-278 -100
-644 -100
-868 -40
-689 -14
-427 -5
-10,719 -96
-672 -97
-492 -33
-2,335 -20
-221 -100
-155 -100
-94 -79
-127 -67
-3,825 -5
-306 -1
-269 -99
-1,283 -26
-807 -23
-286 -2
-108 irk
-741 -100
-3,436 -100
-1,760 -100
-832 -96
-73 -100
-27 -100
-127 -29
-234 -31

represent budget authority except those marked
which are outlays.

Calculated by DSG from President Reagan"s FY 1986 Budget.



Other Major Reductions

Other major domestic spending cuts being proposed In Presi-
dent Reagan®s FY 1986 budget include the following:

* Medicare — The President proposes to cut
Medicare spending by a total of $18.7 BIL-
LION over the next three years compared to
the amounts that would be needed to continue
current services. Major cuts include a one-
year freeze on payment rates to hospitals
and a one-year extension of the present freeze
on payments to physicians. The Administra-
tion 1s also proposing to raise the premiums
that retirees pay for coverage under Medicare
Part B, which pays doctors bills.

* Medicaid — The Administration iIs seeking to
impose new limits on federal payments to the
states to operate Medicaid programs. These
limits are expected to reduce payments approx-
imately $6.5 BILLION below the amounts needed
to continue current services over the next
three years.

* Special Supplemental Food Program for Women.
Infants, and Children (WIC) — Proposed cut-
backs iIn this program, which provides nutri-
tious food supplements to low-income young
children and pregnant women, could result
In assistance to 100,000 fewer people next
year.

* Elementary, Secondary, and Vocational Educa-
tion — The Reagan budget calls for holding
appropriations at this year®s level for
compensatory, handicapped, vocational, and
adult education programs, &2.d proposes cut-
ting bilingual education, Impact aid, and
state education block grant programs well
below current levels.

* Student .financial-U-d — The Administration
proposes to limit Guaranteed Student Loans
to students from families earning less than
$32,000 a year and to limit to $4,000 a year
the total amount of grant and loan aid that
a student may receive. In addition, the
President calls for eliminating two pr.ograms
for needy students — the supplemental edu-
cation opportunity grant, and state student
incentive grant programs — and an end to
new federal contributions to the direct
student loan program.
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* Eederal .JPay — The President proposes a 5%
pay cut for federal civilian employees,
effective January 1986. Military personnel
would not be subject to this cut; iInstead,
they would receive a special 3% pay raise iIn
July 1985, but the military pay raise scheduled
...far January 1986 would be eliminated.

* Ee.deral .Estirewsiit — The new budget calls
for extensive changes In the retirement pro-
gram for federal civilian employees. The
cost-of-living adjustment (COLA) scheduled

. for 1986 would be eliminated, future COLAs
would be limited to the lesser of the iIn-
crease iIn the Consumer Price Index or fed-

, eral salaries, and COLAs would be reduced
for retirees with pensions above $10,000.
Additional proposed changes affecing future
retirees include reducing pensions for early
retirees and changing the base used for com-
.pirting pensions. Military retirees would
also have their January 1986 COLA eliminated.

* Veterans®™ Health Care — The Administration
proposes to establish a means test for free
Veterans®™ Administration hospital and
medical care.

* Small._Business Administration — The Admin-
iIstration proposes to terminate the Small
Business Administration®s loan programs and
to transfer other programs to the Commerce
Department.

* Housing Programs — The Administration pro-
poses a two-year moratorium on new housing
assistance commitments under HUD programs,
on new direct-loan obligations for elderly
and handicapped housing, and on the rental
rehabilitation ﬁrogram which was enacted to
supplement the housing voucher program.

* Sewage Treatment. Plant Construction — The
Administration proposes to end the federal
sewage treatment plant construction grant
program within the next four years, and to
limit funding for plants currently underway.

* Mass Transit — The Administration proposes
to cut federal assistance for mass transit
by two-thirds, to $1.4 BILLION in FY 1986.
Under the President®s budget, discretionary
capital grants and operating assistance
would be eliminated and the minimum local
match on federal mass transit aid would be
increased from 20% to 30%.



* Farm Programs — The Administration®s budget
proposes a major restructuring of farm pro-
grans. The proposal iIncludes cutting crop
loan and target price supports to bring them
into "alignment' with market prices; lower-
ing the cap on the amount of assistance any
one farm can receive; and phasing out pro-
duction controls and acreage reductions.

The Administration also proposes to elimi-
nate Farmers Home Administration direct famm
ownership and operating loans, and instead
to provide loan guarantees only. The Admin-
iIstration®s budget also proposes to restrict
emergency disaster loans to areas where fed-
eral crop insurance iIs not available, and to
phase out payments to help farmers pay the
premiums on federal crop iInsurance.

* EEA — The Administration proposes to ter-
minate Rural Electrification Administration
(REA) lending to electric cooperatives by
1990 and, In the iInterim, to iIncrease the
interest rate on REA direct loans from 5%
to the Treasury®"s cost of borrowing plus
1-1/8th percent.

* Soil and Water Conservation — The Adminis-
tration proposes to terminate soil and water
conservation programs.

* Strategic. Petroleum Reserve — The Adminis-
tration proposes to stop buying oil for the
Strategic Petroleum Reserve.

* Low-Income_Weatherization — The Administra-
tion proposes to eliminate programs to help
low-1ncome families weatherize thelr homes,
and to help schools and hospitals weatherize
their facilities.
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Section 1V

TAX PROPOSALS

The new Reagan budget calls for a number of small tax changes,
which would have only a minor effect on the overall level of feder-
al revenues.

They Reagan Administration is renewing several proposals made
previously for new or expanded tax benefits, including proposals
for establishment of "enterprise zones,” creation of new tuition
tax credits and higher education savings accounts, and expansion
of the tax credit for child care. The Administration 1is also
calling for iIncreases In taxes used to finance hazardous waste
cleanup, certain other small miscellaneous revenue increases, and
measures to Improve tax compliance. Taken together, the net
effect of all of the tax proposals iIn the new budget would be to
decrease revenues by $1.5 BILLION over the next three years.

The budget proposals do not include the Reagan Administra-
tion"s promised plan for tax simplification and reform. Instead,
the Administration states that this plan will be submitted iIn the
future, and notes that the plan iIs not expected to have any
effect on the total level of federal revenues.

The various tax proposals included iIn the new Reagan budget
qrerg?crgbed briefly below, and their revenue effects are shown
in Table 8.

TAX REDUCTIONS

Extension., al Reseai.ch_and..£xperimentation Credit

The Administration proposes to extend through 1988 the tax
credit which is currently available for certain iIncreases iIn re-
search and experimentation expenditures by businesses. Under cur-
rent law, this credit is scheduled to expire at the end of 1985.

Tuition Tax Credit

The Administration is again proposing creation of a new
tax credit equal to 50% of tuition expenses paid to private
elementary and secondary schools — up to a maximum credit of
$100 per dependent in 1985, 3$200 per dependent in 1986, and $300
Bgr dependent iIn 1987 and thereafter. The maximum credit would

loner for families with incomes between $40,000 and $60,000,
and the credit would not be available at all for families with
incomes In excess of $60,000. Credits would be provided for
expenses iIncurred after July 31, 1985, and would not be allowed
for tuition paid to schools practicing racial discrimination.
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Tahlp 8

REVENUE EFFECTS OF TAX FROPOSALS
C$ in BILLIONS)

FY 1986 FY 1987 FY 1988

TOTAL, Proposed Revenue Changes V$02 $10 $07

Extension of research and experimen-

tation tax credit $
Tuition tax credit -
Enterprise zone tax incentive?
Savings accounts for higher education -
Dependent care tax credit

L

* >ﬁ—‘_|>\l
1
OO OO—

P ] O VS Ve r P IT)
1
' =]

1

Superfund expansion +0:6 +() +(
Increased IRS enforcement - +0- +1
Black lung trust fund +02 -2 +0
Deposits of taxes from state and
+0.4 +* +0
local governments .
Railroad unemployment taxes +0*]. +02 +O
Taxation of railroad pensions +* +0*1 +0*
IRS user fees + + +
. . . +* +* +*
DC Government retirement contributions
*Change of less than $50 million
Note: Total shown for proposed revenue changes differs from total
shown in Table 2 in Section Il for various technical reasons,
primarily because the table in Section Il also includes the

effect of the proposed federal pay cut on revenues from
Social Security taxes and retirement deductions while this
table does not. Details may not add to the totalc shown due
to rounding differences.

Source: Office of Management and Budget, Budget of the U.S. Govern-
ment for FY 1986.
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Enterprise Zone Tax Incentives

The Administration Is renewing Its proposal for creation of
special "'enterprise zones." Under this plan, up to 25 such zones
would be created each year iIn economically distressed areas — up
to a maximum of 75 zones. Effective January 1, 1986, various tax
incentives® would be provided to businesses iIn these zones, includ-
ing exemption from capital gains tax for certain qualified proper-
ty, a tax credit for employees equal to 15% of the first $10,500
of wages earned, a tax credit for employers equal to 10% of any
increase iIn their payroll (with additional credits for employment
of cr~tain disadvantaged i1ndividuals), an iIncrease iIn the regular
Investment tax credit for purchase of equipment, creation of a
new investment tax credit for construction or reconstruction of
buildings, and the continued availability of financing through
tax-exempt "‘small issue'" iIndustrial development bonds. These
incentives would generally remain fully in effect for 20 years,
and be phased out over the succeeding four years.

gayin.gs-Jiccpunts. .£Qr..1U-ghgr. .Education

This renewed Administration proposal would allow families
to set up special savings accounts to help pay for the future
higher-education expenses of their dependent children. The
interest earned on such accounts would be tax-exempt. Families
with incomes of $40,000 or less would be allowed to deposit up
to $1,000 per child per year in these accounts. Families with
incomes between $40,000 and $60,000 would be permitted to deposit
smaller amounts, and families with incomes above $60,000 would
not be eligible to participate at all. The proposal would take
effect on January 1, 1986.

Dependent. Care Tax-Credit

The Administration is also renewing its proposal for restruc-
turing and iIncreasing the tax credit for work-related child care
expenses. Under present law, individuals or married couples with
adjusted gross incomes of $10,000 or less are allowed to take a
credit equal to 30% of child or dependent care expenses — up to
a specified maximum amount ($2,400 in expenses for care of one
child, $4,800 in expenses for two or more children). This credit
IS reduced as income rises, until It reaches 20% for taxpayers
with incomes above $28,000.

Under the Administration®s proposal, the dependent care cred-
it would be raised to 40% for taxpayers with incomes of $10,000
or less. The credit would be reduced as income rises, and would
be phased out entirely for taxpayers with iIncomes above $60,000.
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SUPERFUND EXPANSION

The Administration proposes to iIncrease the taxes used to
finance the Hazardous Substance Response Fund — commonly known
as "'Superfund” — which pays for the cleanup of hazardous waste
sites. The Administration estimates that this proposal would
increase receipts to the fund by $00 million per year over the
period 1986 through 1988, and would be sufficient to finance the
level of spending proposed for hazardous waste cleanup in FY 1986

and future years.

MISCELLANEOUS REVENUE INCREASES

Other Reagan Administration proposals expected to produce
small increases iIn revenues over the next several years include
the following:

* Increased Internal Revenue Service (IRS)
staffing to improve enforcement and com-
pliance with tax laws?

* An iIncrease iIn the fees on coal production
which finance the Black Lung Disability
Trust Fund;

* Acceleration of deposits of Social Security
payroll taxes from state and local govern-
ments by gradually making these govern-
ments subject to the same rules as private
employers;

* Extension of regular federal/state Unem-
ployment Insurance coverage and taxes to
railroad employees (Who are presently

fc;ovE/l\re(}:l by a special railroad unemployment
thhrn} o

*  uuxMj-cation of the income tax treatment
of certain railroad industry pension
benefits;

* Establishment of IRS user fees for deter-
mination of tax status of pension funds
and tax-exempt organizations and for '‘pri-
vate letter rulings” (Which clarify the
IRS position In certain unprecedented tax
situations); and

* An iIncrease iIn the District of Columbia
Government®s contributions to the civil
service retirement fund to the levels
needed to cover the full cost of pensions
for i1ts employees.
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APPEND IX

BUDGET PROPOSALS BY CATEGORY AND MAJOR PROGRAM

The following tables compare the Administration®s FY 1986
budget request with FY 1985 spending and with FY 1986 "‘current
services" levels.

In these tables, the FY 1985 levels reflect congressional
action to date — that is, actual appropriations levels and the
amounts needed to fully fund entitlements under current law.
These estimates do not reflect discretionary supplemental appro-
priations and/or rescissions for FY 1985 proposed in the Adminis-
tration®"s new budget. Therefore, figures for proposed changes
from FY 1985 to FY 1986 shown here may differ from figures cited
%secheli%%which often do reflect supplemental and rescissions

r ;

For domestic programs, the FY 1986 current services levels
represent the amounts needed to continue federal programs at cur-
rent levels of services, and reflect iIncreases or decreases from
FY 1985 spending resulting from increased costs, changing case-
loads, previously enacted legislation, and similar factors. The
difference between the current services level and the Administra-
tion"s request for FY 1986 represents changes in spending due only
to proposed policy changes, as distinct from changes due to factors
such as inflation and iIncreased numbers of beneficiaries.

For defense, however, the Administration has simply set its
FY 1986 current services baseline equal to its previous defense
spending proposal. Therefore, the reduction below current serv-
1ices shown simply represents a reduction of the current request
below the amount the Administratior was previously planning to
request.

Two tables are presented iIn this appendix: one for budget
authority and the other for outlays. Budget authority represents
permission granted by Congress to a federal agency to spend money.
Outlays represent the actual spending of that money. Appropria-
tions provide budget authoiity; outlays result when this budget
authority is spent. As can be seen from these tables, the level
of budget authority proposed for a particular program is often
different from the proposed level of outlays. Such differences
occur, for example, because funds appropriated In one year may
not actually be spent until succeeding years, or funds spent 1In
one year may have been derived from appropriations iIn previous

years.

Totals are shown for all 20 major spending categories (known
as "budget functions'); however, within each category only major
programs are shown. All figures used in this table represent of-
ficial Administration estimates, and include all i1tems considered
""off budget” under current law.



Admin. Request
Over(+)/Under(-)
FY 1986 Fy 1986
Admin. Current
Proeram Fy 1985* Request FYy 1985 Services
DEFENSE §292,110 §322,205 830,095 -8§11,437**
Defense Department

(military programs) 284,281 §313,705 +29,424 -11,100**
Atomic Energy Defense

Activities 7,334 8,047 +713 -276**'

INTERNATIONAL AFFAIRS 25,978 20.569 -.5,409 -3,930
Foreign Economic and

Financial Assistance 5,382 5,343 -39 -136
International Security

Assistance 12,854 10,748 -2,106 -581
Export-Import Bank 3,940 -3.940 -3,570

GENERAL SCIENCE, SPACE,

AND TECHNOLOGY 9,116 9,524 +408 -12
General Science & Basic

Research 2,234 2,260 +26 -1
Space Programs 6,881 7,264 +383 -10

ENERGY 8,857 5,110 -3,747 -3,370
Energy Supply 5,599 4,216 -1,383 -1,048
Energy Conservation 474 176 -298 -276
Strategic Petroleum Reserve 2,056 6 -2,050 -1,973

NATURAL RESOURCES &

ENVIRONMENT 12,280 10,920 -1,360 -2,145
Water Resources 3,939 3,091 -848 -916
Conservation & Land

Management 760 569 -191 -469
Recreational Resources 1,523 1,070 -453 -610
Pollution Control &

Abatement 4,270 4,577 +307 +155

AGRICULTURE 22,547 13,038 -9,509 -5,358
Farm Income Stabilization 20,676 11,395 -9,281 -5,093
Agricultural Research

& Services 1,871 1,643 -228 -266

COMVERCE & HOUSING CREDIT 12,469 7,822 -4,647 -2,527
FHA Mortgage Credit 208 128 -80 —
Housing for the Elderly

& Handicapped 564 20 -544 -620
Rural Housing 6,720 2,306 -4.,414 -2,012
Postal Service Subsidy 2,443 1,827 -616 -768
Small Business Assistance 1,404 2,487 +1,083 +963

BUDGET authority
(8 in millions)

eexcluding newly proposed supplementsls and rescissions
e¢echange from previous Administration FY 1986 spending projections



Program

TRANSPORTATION
Highway Systems
Highway Safety
Mass Transit
Railroads
Air Transportation
Water Transportation

COMMUNITY & REGIONAL

DEVELOPMENT

Community Development
Block Grants

Urban Development Grants

Rural Development

Economic Development
Assistance

Indian Programs

Regional Commissions

Tennessee Valley Authority

Disaster Relief & Insurance

EDUCATION, TRAINING,
EMPLOYMENT 6
SOCIAL SERVICES
Compensatory Education
Education Block Grant
& Special Programs
Impact Aid
Handicapped Education
Vocational & Adult
Education
Guaranteed Student Loans
Campus-Based Student
Financial Aid
Institutional Aid
Job Training & Employment
Social Services

HEALTH

Medicaid

Federal Employee Health
Benefits

Other Health Care Services

Health Research

Education and Training of
Health Care Workers

SOCIAL SECURITY & MEDICARE
Social Security
Medicare

FY 1985*

$29,287
14,855
341
4,178
804
5,996
2,939

8,323

3,472
440
2,437

228
1,082
155
120
301

31,852
3,696

758
695
1,321

838
3,744

4,871

7
5,416
7,241

33,585
21,845

1,342
3,239
5,413

553
270,889

199,418
71,471

¢excluding newly proposed supplements

FY 1986
Admin.
Request

$25,488
15,210
271
1,428
56

5,697
2,660

9

5,129

3,125

1,374

15
1,044
39
-565

26,946
3,647

648
543
1,306

838
2,715

3,569

542
4,136
6,800

34,741
23,691

1,606
3,016
5,099

290
288,705

207,007
81,698

and rescissions

Admin.

Request

Over(+)/Under(-)

TY 1985

v 3,799
+355

-80
-2,750
-748
-299
-279

-3,194

247
-440
-1,063

-213
-38
-155
-81
-866

-4,906
-49

-110
-152
-15

-1,029

-1,302
-235
-1,280
-441

+1,156
+1,846

+264
-224
-314

-263
+17,816

+7,589
+10,227

FY 1986
Current

Services

-$4,636
-116
-10
-2,859
-775
-463
-406

-2,799

-343
-440
-354

-224
-46
-162
-86
-955

-5,123
-219

-142
-185
-76

-39
-615

-1,266
-243
-1,328
-622

-2,339
-1,051
-295
-530
-289
-732

+151
-883



Program

INCOME SECURITY

Railroad Retirement

Federal Civilian
Retirement & Disability

Military Retirement

Unemployment Compensation

Subsidized Housing

Public Housing Operating
Subsidy

Low-Rent Public Housing
Loans

Food Stamps

Child Nutrition &
Related Programs

Supplemental Security
Income (SSI)

AFDC & Related Assistance

Refugee Assistance

Low-income Energy
Assistance

VETERANS' BENEFITS &
SERVICES
Compensation & Pensions
Hospital & Medical Care
Veterans Housing

ADMINISTRATION OF JUSTICE

Law Enforcement
Courts & Judicial
Activities

GENERAL GOVERNVENT
Legislative Branch
Internal Revenue Service

GENERAL PURPOSE FISCAL
ASSISTANCE
General Revenue Sharing
Payments & Loans to D.C.

NET INTEREST

ALLOWANCES
Civilian Pay Raise

UNDISTRIBUTED OFFSETTING
RECEIPTS

FY 1985*

8§162,434
5,482

39,971
. 26,966
20,946
10,759

1,138

14,949
12,577

5,982
9,210
8,919
405
2,100
27,357
15,054
9,931
307

6,656
3,643

2,186
5,698

1,430
3,543

6,508
4,575
499
130,535
1,500

-32,170

FY 1986
Admin.
Reauest

8§144,147
5,898

41,642
30,031
21,271

499

1,011

1,822
12,681

5,588
9,861
8,746
317
1,291
27,393

15,414
9,902

6,542
3,652

2,044
4,975

1,388
3,511

1,634

6

498
142,550
24

24

-37,478

*excluding newly proposed supplemental and rescissions

Admin.

Request

Over(+)/Under(-)

FY 1985

-§18,287
+416

+1,671
+3,065
+325
-10,260
-127

-13,127
+104

-394
+651
-173
-88
-809
+36
+360
-29
-307

-114

-142
-723

-42
-32

-4,874
-4,569
-1
12,015
-1,476
+24

-5,308

FYy 1986

Current
Services

-§11,832
+125

-681
+566
+128
-9,599
-222

-73
-33

-700

+1

-232

-901

-1,472

-1,026
-405

-418
-57

-286
-938

-193
-127

-4,991
-4,569

-19
-3,256
-1,385
-1,385

+1,515



