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SUMMARY

H.R. 3090 would reduce tax receipts by providing for special temporary depreciation
allowances, extending the period for carrying back net operating losses, extending and
expanding certain bonding authority and tax credits for New York City and other distressed
areas, providing tax relief for victims of terrorist attacks and military action, and extending
other expiring tax provisions.  The act also would increase federal outlays by providing a tax
rebate to certain income tax filers, creating a new program of health insurance premium
support, expanding Medicaid coverage and federal matching payments, expanding and
enhancing unemployment insurance benefits, and providing agricultural assistance.

The Congressional Budget Office (CBO) and the Joint Committee on Taxation (JCT)
estimate that H.R. 3090 would decrease governmental receipts by $23.0 billion in 2002 and
by $9.9 billion over the 2002-2006 period, but would increase revenues by $3.1 billion over
the 2002-2011 period.  In addition, under baseline economic assumptions, the act would
increase direct spending by $43.4 billion in 2002 and $9.2 billion in 2003.  In total, under
those assumptions, H.R. 3090 would reduce projected total surpluses by an estimated
$50.6 billion over the 2002-2011 period.  Using more up-to-date economic assumptions,
reflecting higher unemployment rates, would add $8.1 billion to outlays in fiscal year 2002,
and $3.9 billion to the 10-year costs.  Because the act would affect receipts and direct
spending, pay-as-you-go procedures would apply.

The bill would prohibit states from considering the new health insurance premium assistance
to individuals when determining eligibility for public benefits.  This prohibition would be
an intergovernmental mandate as defined in the Unfunded Mandates Reform Act (UMRA);
however, it would impose no costs on state, local, or tribal governments.  Consequently, the
threshold established in that act ($56 million in 2001, adjusted annually for inflation) would
not be exceeded.
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Several other provisions of the bill would result in increased costs to state and local
governments that would not result from mandates as defined by UMRA.  Such costs,
however, would not be significant and would be more than offset by the impact of other
provisions, particularly FMAP requirements, that would result in additional federal payments
to states over the next two years.

JCT has determined that the tax provisions in the reported bill contain no private-sector
mandates within the meaning of UMRA.

CBO has determined that section 412 of the act, which extends the provisions of the Mental
Health Parity Act, contains a new private-sector mandate.  In addition, Title VI of the act,
which creates a new program of health insurance premium support, would increase the cost
of an existing mandate on private-sector employers.  CBO estimates that the direct cost of
the private-sector mandates in the act would exceed the annual threshold established by
UMRA ($113 million in 2001, adjusted for inflation) in each of the years that the mandates
would be effective.

ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary impact of H.R. 3090 is shown in the following table.  The spending
effects of this legislation would fall within budget functions 350 (agriculture), 550 (health),
600 (income security), and 800 (general government). 

BASIS OF ESTIMATE

Revenues

Most of the estimates for the revenue provisions were provided by the JCT.  The exceptions
include the extensions of the generalized system of preferences (GSP) and the Andean Trade
Preference Act (ATPA) (discussed in the revenue portion of the estimate), the provisions
affecting unemployment trust fund revenues (detailed in the direct-spending section), and the
provision relating to the extension of the Mental Health Parity Act of 1996 (detailed in the
discussion of the private-sector impact).
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TABLE 1.  ESTIMATED BUDGETARY IMPACT OF H.R. 3090

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006

CHANGES IN REVENUES

Title II: Temporary Business Provisions -19,449 -1,041 5,078 4,009 3,207

Title III: Tax Incentives and Relief for Victims of Terrorism,
Disasters, and Distressed Conditions

On-Budget -2,052 -1,172 -516 -371 -272
Off-Budget -60 -11 0 0 0

Title IV: Extensions of Certain Expiring Provisions
On-Budget -643 -1571 -186 -103 -46
Off-Budget -5 -2 0 0 0

Title V: Extension of Additional Provisions Expiring in 2001 -344 -87 0 0 0

Title VII: Unemployment Insurance Provisions 0 670 1,690 2,510 3,080

Title IX: Additional Provisions -485 -369 -324 -504 -560

Total Changes in Revenues
On-Budget -22,973 -3,570 5,742 5,541 5,409
Off-Budget -65 -13 0 0 0
Total -23,038 -3,583 5,742 5,541 5,409

CHANGES IN DIRECT SPENDING

Title I: Supplemental Rebate 14,173 0 0 0 0

Title VI: Health Insurance Coverage and Medicaid a 11,550 3,750 0 0 0

Title VII: Unemployment Insurance a 14,900 4,743 -456 -465 0

Title VIII: Emergency Agricultural Assistance 2,826 749 727 443 307

Title IX: Additional Provisions
On-Budget 65 13 0 0 0
Off-Budget -65 -13 0 0 0

Total Changes in Direct Spending Outlays b

On-Budget 43,514 9,255 271 -22 307
Off-Budget -65 -13 0 0 0
Total 43,449 9,242 271 -22 307

Net Increase or Decrease (-) in the Budget Surplus -66,487 -12,825 5,471 5,563 5,102

SOURCES: Joint Committee on Taxation and Congressional Budget Office.

a. These estimates are based on the economic assumptions that underlie CBO's baseline projections done early in the year.  Under more up-to-date
assumptions about likely unemployment in the near term, CBO would expect the increase in unemployment insurance outlays to be greater in the short
term—totaling about $26.5 billion in fiscal years 2002 and 2003.  This increase in spending would be largely offset by revenue increases (or smaller
decreases) and by reduced spending in the following eight fiscal years.  Outlays for the health insurance provisions would also be higher, totaling
$19.7 billion over the 2002-2003 period.

b. For the direct spending provisions, budget authority and outlays are identical except for the agriculture provisions, under which $5.5 billion in budget
authority would be provided for fiscal year 2002. (See Table 4.)
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Title II, entitled Temporary Business Relief Provisions, would:

• Allow taxpayers to deduct an additional 10 percent of the value of certain qualifying
capital assets and software in the first year if such property is placed in service after
September 10, 2001, and before September 11, 2002, or pursuant to a contract entered
into during the same period (revenue loss of $14.0 billion in 2002 and $2.2 billion
over 2002-2011 period);

• Increase the maximum dollar amount that may be deducted on qualifying property in
lieu of depreciation from $24,000 ($25,000 in taxable years beginning after 2003) to
$35,000 for property placed in service after December 31, 2001, and before January
1, 2003, and increase the beginning point at which such treatment is phased out to
$325,000 before January 1, 2003 (revenue loss of $0.9 billion in 2002 and
$0.1 billion over 2002-2011 period); and

• Extend to five years the period over which taxpayers may carry back net operating
losses generated in taxable years ending in 2001 (revenue loss of $4.6 billion in 2002
and $0.1 billion over the 2002-2011 period).

Title III, entitled Tax Incentives and Relief for Victims of Terrorism, Disasters, and
Distressed Conditions, would:

• Expand the work opportunity tax credit to include a new targeted group of employees,
which would include workers employed by businesses located in the New York
Recovery Zone (Manhattan Island south of Canal or Grand Streets) or relocated  from
the New York Recovery Zone elsewhere in New York City as a result of the events
of September 11, 2001 (revenue loss of $1.2 billion in 2002 and $2.0 billion over the
2002-2011 period); 

• Authorize issuance of $15 billion in tax-exempt private-activity bonds in calendar
year 2002 to finance construction and rehabilitation of commercial and residential
rental property in the New York Recovery Zone and to waive the pro-rata interest
deduction disallowance rule for financial institutions that purchase these bonds
(revenue loss of $2.7 billion over the 2002-2011 period); 

• Provide the option to taxpayers to exclude insurance proceeds in determining gain or
loss with respect to property damaged or destroyed in the New York Recovery Zone
as a result of the September 11 attacks if the taxpayer purchases a qualified
replacement property no later than December 31, 2006 (revenue loss of $0.6 billion
in 2002 and $0.4 billion over the 2002-2011 period);
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• Permit private-activity bonds used to finance mortgage loans following a Presidential
disaster declaration to be exempt from rules targeting the loans toward lower-income
borrowers (revenue loss of $0.1 billion over the 2002-2011 period);  

• Extend authority for Indian tribes to issue tax-exempt private-activity bonds (revenue
loss of $0.1 billion over the 2002-2011 period); and

• Provide certain relief from income, payroll, and estate taxes to victims of the
April 19, 1995, and September 11, 2001, terrorist attacks and provide general relief
for victims of disasters and terrorist or military actions ($0.3 billion in 2002 and
$0.4 billion over the 2002-2011 period).

Title IV, entitled Extension of Certain Expiring Tax Provisions, would:

• Allow an individual to offset the entire regular tax liability and alternative minimum
tax liability by personal nonrefundable credits in 2002 (revenue loss of $0.6 billion
over the 2002-2003 period);

• Extend for one year the work opportunity tax credit and the welfare-to-work tax credit
(revenue loss of $0.1 billion in 2002 and $0.5 billion over the 2002-2011);

• Extend the Mental Health Parity Act of 1996, which expired September 30, 2001,
through the end of fiscal year 2002 (revenue loss of $20 million in 2002 and
$7 million in 2003, with no effect in subsequent years);

• Extend for one year exemptions for certain income from foreign investments (revenue
loss of $0.3 billion in 2002 and $1.0 billion over the 2002-2011 period); and

• Make several other changes in tax law (revenue loss of $0.1 billion in 2002 and
$0.4 billion over the 2002-2011).

Title V, entitled Extension of Expiring Trade Provisions, would: 

• Extend the generalized system of preferences for one year ($0.4 billion in 2002 and
2003);

• Extend the Andean Trade Preference Act by one year ($12 million in 2002); and

• Extend the Trade Adjustment Assistance Act through December 2002 (no cost
relative to the resolution baseline because the costs of extension are included in that
baseline).
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Generalized System of Preferences.  Under current law, GSP treatment expired on
September 30, 2001.  The bill would allow imports under the program to enter the United
States free of duty until December 31, 2002. The estimated impact of this extension is based
on recent data on imports from GSP beneficiary countries.  With enactment of H.R. 3090,
CBO expects that GSP imports would enter the U.S. duty-free, generating a loss in customs
duties.  In addition, CBO expects that extension of GSP treatment would displace imports
from other countries that would occur in the absence of such treatment.  In the absence of
specific data on this substitution effect, CBO assumes that an amount equal to one-half of
the future imports from GSP beneficiary countries would displace imports from other
countries.  The losses of revenues from customs duties are projected using a trade-weighted
duty rate with respect to beneficiary countries adjusted for tariff reductions scheduled by the
World Trade Organization (WTO).  Certain imports from sub-Saharan Africa will continue
to receive GSP treatment under the African Growth and Opportunity Act (AGOA).  Based
on information from the International Trade Commission and other trade sources, CBO
estimates that enacting H.R. 3090 would reduce revenues by $332 million in 2002 and by
$419 million over the 2002-2003 period.

Andean Trade Preference Initiative.  The Andean Trade Preference Act is scheduled to
expire on December 4, 2001.  H.R. 3090 would extend ATPA until June 30, 2002.  Several
products of beneficiary countries would continue to receive preferential duty treatment if the
bill were enacted.  Based on information from the International Trade Commission and other
trade sources, CBO estimates that extending ATPA would reduce revenues by $12 million
in 2002.

Direct Spending

Supplemental Rebate.  Title I would provide an additional rebate to those taxpayers who
filed a tax return for 2000 and were eligible for payment under the advance refund
mechanism in the Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA)
but who did not receive the maximum amount ($300 for individual taxpayers or married
taxpayers filing separately, $500 for taxpayers filing as heads of households, and $600 for
married taxpayers filing jointly).  Under normal budgetary procedures, the amount of a rebate
or refundable tax credit that exceeds an individual's tax liabilities is considered a form of
spending, rather than an offset to revenues.  This supplemental rebate falls in spending
category because, under current law, taxpayers have received (in 2001) or will receive (in
2002) credits allowed under EGTRRA at least up to the amounts of their 2001 tax liabilities.
Thus, the supplemental rebates represent amounts in excess of individuals' tax liabilities for
2001 and should be classified as outlays.
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JCT estimates that the additional refunds would total about $14.2 billion.  CBO expects that
all outlays would be made in fiscal year 2002.

Health Insurance Coverage and Medicaid Provisions.  H.R. 3090 would subsidize private
health insurance coverage for certain individuals who, during the period from
September 11, 2001, through December 31, 2002, lose a job through which they had
obtained health insurance.  The act would permit states to enroll in Medicaid certain
individuals (and members of their families) who lose a job during the same period, but would
not be eligible for the subsidized private health insurance.  The federal government would
reimburse states at the enhanced federal medical assistance percentage (FMAP) that applies
to the State Children’s Health Insurance Program.  The act would also increase the FMAP
in 2002 for all state Medicaid programs. 

Those provisions would increase federal spending in 2002 and 2003, but would have no
effect on federal spending in subsequent years.  Under baseline economic assumptions, CBO
estimates those provisions would increase federal spending by $11.6 billion in 2002 and by
$15.3 billion over the 2002-2003 period (see Table 2).  Under more up-to-date economic
assumptions reflecting a higher unemployment rate, CBO estimates those provisions would
increase federal spending by nearly $20 billion over the 2002-2003 period. 

Premium Assistance for COBRA Continuation Coverage.  The Consolidated Omnibus
Budget Reconciliation Act (COBRA) of 1985 permits certain individuals with health
insurance obtained through their employer to maintain that insurance coverage for up to
18 months after leaving their job by paying the full COBRA premium (the employee’s share
and the employer’s share of the regular premium for health insurance plus a 2 percent
administrative fee.) 

H.R. 3090 would require the Secretary of the Treasury to establish a program to pay
75 percent of the COBRA premium for individuals eligible for COBRA who are separated
from employment between September 11, 2001, and December 31, 2002, or are covered by
the health insurance of an individual killed during that period as a result of a terrorist-related
event.  States could opt to administer the new program.  The subsidy would be available for
up to 12 months of COBRA coverage, but not beyond December 2002.  The act would
require the Secretary of the Treasury to establish the subsidy program within 30 days of
enactment, and would permit implementation before the issuance of final regulations. 



1. CBO estimates that about 20 percent of participants would receive a 100 percent subsidy of the COBRA premium by
combining the federal 75 percent subsidy with the state-administered 25 percent subsidy. 
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TABLE 2. ESTIMATED COST OF HEALTH INSURANCE COVERAGE AND MEDICAID
PROVISIONS—UNDER BASELINE ECONOMIC ASSUMPTIONS

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

COBRA Continuation Coverage
Federal 75 percent subsidy 4,800 2,200 0 0 0 0 0 0 0 0
Federal share of state-administered

25 percent subsidy 250 150 0 0 0 0 0 0 0 0

Temporary Medicaid Coverage 1,800 1,000 0 0 0 0 0 0 0 0

Increase Medicaid FMAP 4,700 400 0 0 0 0 0 0 0 0

Total 11,550 3,750 0 0 0 0 0 0 0 0

NOTE:  FMAP = Federal Medical Assistance Percentage.

The act would also permit state Medicaid programs to pay the remaining 25 percent of the
COBRA premium for individuals participating in the federally-subsidized program whose
family income is no higher than 200 percent of the federal poverty level.  The federal
government would reimburse each state at the enhanced FMAP that applies to the State
Children’s Health Insurance Program.  CBO assumes that states with half of the eligible
population would offer that subsidy, and that, on average, the federal government would
reimburse 70 percent of those states’ costs.

Under current law, about 25 percent of eligible individuals purchase unsubsidized COBRA
continuation coverage.  CBO assumes that participation in the subsidized program would rise
from that level as eligible individuals become aware that a subsidy is available, and as
implementation of the program eliminates the need for participants to pay the full COBRA
premium and claim reimbursement. 

CBO estimates that, once the program is fully implemented, about 75 percent of eligible
individuals would purchase continuation coverage with a 75 percent subsidy, as would about
95 percent of those offered a 100 percent subsidy.1  In aggregate, CBO estimates that about
80 percent of eligible individuals would participate in the subsidized COBRA program once
it is fully implemented.  The estimate assumes that participation in the COBRA subsidy
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would achieve that level beginning with those who become eligible for COBRA coverage
in February 2002.

Under baseline economic assumptions, CBO estimates that 7.3 million people will be eligible
for COBRA continuation coverage during the subsidy period, and that 5.1 million would
participate in the COBRA subsidy.  The estimate assumes that participants would receive
COBRA continuation coverage for an average of six months (with those receiving a
100 percent subsidy averaging eight months), before taking into account that the subsidy
sunsets after December 2002.  That sunset reduces the average period of subsidized coverage
to about four months. 

CBO estimates that COBRA premiums average about $400 a month in 2001 and will average
about $450 in 2002.  On average, therefore, the 75 percent subsidy would cost about
$340 a month in 2002, while the federal share of the state-administered 25 percent subsidy
would cost about $80 a month.  Over the 2002-2003 period, CBO estimates that spending
for the program offering a 75 percent subsidy would total $7.0 billion, and the federal share
of the state-administered program offering a 25 percent subsidy would total $400 million.

State Option to Provide Temporary Medicaid Coverage for Certain Uninsured Individuals.
The act would allow states to provide Medicaid coverage to individuals who lose their jobs
between September 11, 2001, and December 31, 2002, are not eligible for COBRA
continuation coverage, and are uninsured.  In addition, states would have the option to cover
the dependents of those individuals.  States could adopt eligibility criteria used in their
Medicaid programs or could use less restrictive standards; they could also require certain
beneficiaries to pay a limited premium amount.  

States would provide up to 12 months of Medicaid coverage; however, benefits would cease
if the individual gained health insurance before the end of the 12-month period.  States would
also have the option of providing up to three months of retroactive benefits.  No benefits
would be paid after December 31, 2002. 

The federal share of benefits for each state would equal the state’s reimbursement rate under
the State Children’s Health Insurance Program, which is 70 percent on average.  The
territories, whose federal Medicaid reimbursement is capped, would receive an increase in
their federal cap for temporary coverage provided under this act.

Based on an analysis of insurance status of workers from the Current Population Survey,
CBO anticipates that about one-quarter of displaced workers (3.5 million people in fiscal
year 2002) would be eligible if all states took up this option to the fullest extent.  We assume
that states with two-thirds of the eligible individuals would take up the option for people
under 200 percent of poverty and that, of those states, states with one-quarter of eligible
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individuals would extend coverage for individuals with higher incomes.  On that basis, CBO
estimates that the number of displaced workers in participating states who would be eligible
for the act would be about 2 million a year.  After accounting for dependents and people who
would otherwise become eligible for Medicaid, the number of new Medicaid eligibles would
be 3.8 million a year.  About 60 percent of those eligible would be adults; the balance would
be children. 

CBO assumes that on average 55 percent of those eligible would participate; while we
anticipate high participation for the poor and near poor, it is likely to be much lower for
those with higher incomes.  In estimating the costs of this proposal, we assume that people
would be covered by Medicaid for 11 months on average (before taking into account that the
coverage would sunset after December 2002) and that there would be a lag of several months
between the loss of employment and enrollment in the Medicaid program.  CBO also expects
that about half the states taking up this option would choose to provide retroactive benefits.
CBO estimates that the provision would increase enrollment by about a million
full-year-equivalent individuals in fiscal year 2002 and 500,000 in fiscal year 2003.

CBO estimates that the federal share at the enhanced match rate would be about $1,960 per
adult and $1,400 per child, and that the federal costs of the provision would be $1.8 billion
in fiscal year 2002 and $2.8 billion over the 2002-2006 period. 

Temporary increases of Medicaid FMAP for fiscal year 2002.  Under Medicaid, the federal
government pays a portion of the costs for each state’s program.  The federal government’s
share, known as the federal medical assistance percentage (FMAP), varies for each state and
is based on each state's per capita income.  Under current law, FMAPs are updated annually
to reflect new data on per capita income in each state.  The act contains three provisions that
would raise federal Medicaid spending through a temporary increase in FMAPs for fiscal
year 2002 spending:

• The FMAP for 2002 would be set at the higher of the FMAPs for 2001 or 2002;

• The act would increase the FMAP for all states by 1.5 percentage points;

• The act would raise the FMAP by 1.5 percentage points for each state whose
unemployment rate exceeds the national average for a three-month period.

Those provisions are not mutually exclusive; states could qualify for all three increases.  The
FMAP increase for high unemployment states would apply only from the month in which
their unemployment rate first exceeds the national average to the end of the fiscal year.  CBO
estimates that these provisions would increase federal Medicaid spending by $4.7 billion in



11

2002 and $0.4 billion in 2003.  Although the provisions affect spending in 2002 only, some
costs would appear in 2003 because of the lag in Medicaid payments to states.

Unemployment Insurance.  Title VII would expand and extend unemployment
compensation benefits by expanding eligibility for regular benefits, increasing the amount
available to all beneficiaries, and providing up to an additional 13 weeks of benefits for those
who exhaust their right to regular state benefits.  These additional benefit amounts would be
available through December 31, 2002.  CBO estimates that enactment of this title would
increase outlays by about $18.7 billion over the 2002-2005 period under baseline economic
assumptions (see Table 3).  Because of its effects on Reed Act transfers and on balances in
the state unemployment accounts, enacting this title would also increase revenues by about
$19.3 billion over the 2002-2011 period.

The baseline economic assumptions used for scoring legislation were prepared early in the
year.  They include unemployment rates that remain steady at 4.5 percent through fiscal year
2003.  It now appears likely that the unemployment rate will rise to as much as 6 percent.
Under an economic scenario where the unemployment rate peaks around 6 percent, CBO
estimates that enactment of Title VII would cause an increase in outlays of about
$24.8 billion, $6.1 billion more than under baseline assumptions.  However, those additional
costs would be offset by increases in revenues in subsequent years because of their effect on
Reed Act transfers.

Benefits for Unemployed Seeking Part-time Work.  H.R. 3090 would allow states to enter
into an agreement with the federal government to provide benefits to certain unemployed
persons who would not otherwise qualify for unemployment compensation because they are
seeking part-time work.  Based on information from the Department of Labor, CBO
estimates that this provision would increase outlays for unemployment benefits by
$390 million. 

Alternative Base Period.  This act would allow states to enter into an agreement with the
federal government to provide benefits to unemployed persons who would not otherwise
qualify for unemployment compensation because they do not have sufficient earnings in their
base period due to the exclusion of data from the most recently completed calendar quarter.
Based on information from the Department of Labor, CBO estimates that this provision
would increase outlays for unemployment benefits by about $620 million over the next two
years.
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TABLE 3. ESTIMATED COST OF UNEMPLOYMENT INSURANCE PROVISIONS—UNDER BASELINE
ECONOMIC ASSUMPTIONS

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Outlays
Part-time Work 290 100 0 0 0 0 0 0 0 0

Alternative Base Period 460 160 0 0 0 0 0 0 0 0

Weekly Benefit Increase 4,730 1,620 0 0 0 0 0 0 0 0

Additional 13 Weeks of Benefits 8,120 2,900 0 0 0 0 0 0 0 0

Administrative Expenses 400 100 0 0 0 0 0 0 0 0

Reduced Reed Act Spending 0 -447 -456 -465 0 0 0 0 0 0

Effects of COBRA Extension on
Unemployment Insurance 790 280 0 0 0 0 0 0 0 0

Additional Costs for Related Programs    110     30     0     0 0 0 0 0 0 0

Total, Outlays 14,900 4,743 -456 -465 0 0 0 0 0 0

Revenues 0 670 1,690 2,510 3,080 3,520 3,240 2,300 1,430 840

Additional Weekly Benefit.  In addition, the act would increase the amount of weekly benefits
received by individuals.  The increase would be equal to the greater of $25 per week or
15 percent of the benefit amount.  Using the Department of Labor’s Benefit Accuracy
Measurement data from calendar year 2000, CBO estimates that approximately 35 percent
of the roughly 8.5 million beneficiaries would qualify for the $25 weekly minimum increase.
This increase would raise the portion of lost earnings that the benefit payments would
replace.  Based on studies that have examined the effects of changes in unemployment
compensation on the duration of unemployment, CBO expects that this provision would
lengthen the average period for which individuals would draw unemployment benefits by
about one week.  CBO estimates that, under baseline economic assumptions, the additional
weekly benefit would result in increased outlays for unemployment benefits of about
$6.4 billion—$4.7 billion in fiscal year 2002 and $1.6 billion in fiscal year 2003.

Extended Benefits.  H.R. 3090 also would provide up to 13 weeks of temporary supplemental
unemployment compensation to individuals who exhaust their regular unemployment
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benefits.  Using baseline economic assumptions, CBO estimates that more than 3 million
people would qualify for these additional weeks of unemployment compensation.  This
provision, including the effect of the weekly benefit increases, would result in increased
outlays of about $11 billion—$8.1 billion in fiscal year 2002 and $2.9 billion in fiscal year
2003.

Administrative Expenses and Reed Act Transfers.  Finally, the act would appropriate
$500 million to reimburse states for the administrative costs of this title.  In addition, funds
to cover the benefit expansions and extensions would be paid to the states from the extended
unemployment compensation account.  All of these additional outlays would have the effect
of reducing the amount of transfers to states that would take place in the absence of this act.
Under current law, CBO expects states to receive roughly $38 billion over the 2002-2011
period in the form of these special disimbursements, called “Reed Act transfers.”  In its
baseline, CBO assumes that states would use these transfers for some combination of
additional spending within the unemployment compensation system and reduced state
employment taxes.  Should these transfers not take place as scheduled, the states would be
less likely to spend the additional amounts or to reduce state taxes.  In addition, because trust
fund balances would be lower than CBO assumed in the baseline, less interest would accrue,
further reducing the amount of Reed Act transfers.  Therefore, CBO estimates that states
would offset the additional spending and loss of transferred funds resulting from enacting
H.R. 3090 by increasing state employment taxes and reducing spending, relative to the
baseline assumptions.  The increase in taxes would be reflected as additional revenues on the
federal budget—totaling an estimated $19.3 billion over the 2003-2011 period.

Interactions.  CBO estimates that, as a result of enacting the provision to subsidize health
insurance for the unemployed, individuals would remain unemployed and draw benefits for
a longer time than they would if their health insurance costs were not subsidized.  CBO
estimates that the additional unemployment compensation payments would be about
$1.1 billion over fiscal years 2002 and 2003.  In addition, the enhanced benefits prescribed
by this title would also be used for calculating benefits under the Trade Adjustment
Assistance program (TAA) and for unemployment benefits payable to former employees of
the federal government and the armed services.  As a result, CBO estimates that these
benefits would increase by $140 million over fiscal years 2002 and 2003.

Emergency Agriculture Assistance.  Title VIII of the act would provide disaster assistance
to crop and livestock producers, funds to assist in a backlog of conservation program
applications, loans and grants for rural development, authority to purchase a variety of
commodities to alleviate low prices, and additional funding for salaries and expenses to
administer emergency programs.  CBO estimates that outlays would total $5.5 billion over
the 2002-2011 period (see Table 4).
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TABLE 4. ESTIMATED COST OF EMERGENCY AGRICULTURAL ASSISTANCE PROVISIONS

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Crop Disaster Payments, Section 801
Budget Authority 1,800 0 0 0 0 0 0 0 0 0
Estimated Outlays 1,710 90 0 0 0 0 0 0 0 0

Livestock Programs, Section 802
Budget Authority 500 0 0 0 0 0 0 0 0 0
Estimated Outlays 485 15 0 0 0 0 0 0 0 0

Commodity Purchases, Section 803
Budget Authority 220 0 0 0 0 0 0 0 0 0
Estimated Outlays 209 11 0 0 0 0 0 0 0 0

Rural Community Assistance Program,
Section 811

Budget Authority 1,273 0 0 0 0 0 0 0 0 0
Estimated Outlays 38 229 344 318 204 140 0 0 0 0

Rural Telecommunications Loans,
Section 812

Budget Authority 40 0 0 0 0 0 0 0 0 0
Estimated Outlays 2 6 10 10 6 3 3 0 0 0

Distance Learning/Telemedicine/
Broadband, Section 813

Budget Authority 5 0 0 0 0 0 0 0 0 0
Estimated Outlays 2 2 1 0 0 0 0 0 0 0

Environmental Quality Incentive Payments,
Section 814

Budget Authority 1,400 0 0 0 0 0 0 0 0 0
Estimated Outlays 273 359 305 85 83 115 68 45 59 8

Farmland Protection Program, Section 815
Budget Authority 150 0 0 0 0 0 0 0 0 0
Estimated Outlays 6 33 67 30 14 0 0 0 0 0

Administrative Expenses, Section 822
Budget Authority 105 0 0 0 0 0 0 0 0 0
Estimated Outlays 101 4 0 0 0 0 0 0 0 0

Total
Budget Authority 5,493 0 0 0 0 0 0 0 0 0
Estimated Outlays 2,826 749 727 443 307 258 71 45 59 8
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Crop Loss Assistance.  Section 801 would provide $1.8 billion for disaster assistance to
producers with specified losses in the quantity or quality of crops or severe economic losses
for their 2001 crops.  Losses would be paid based on criteria specified in the Agriculture,
Rural Development, Food and Drug Administration, and Related Appropriations Act
(P.L. 105-277).

Livestock Assistance.  The act also would provide $500 million to livestock producers for
2001 losses in counties that have received emergency designation by the President or the
Secretary of Agriculture after January 1, 2002.  Funds would remain available until
September 30, 2002.  CBO expects all available funds to be expended.

Commodity Purchases.  Section 803 would authorize the Secretary of Agriculture to use
$220 million of the funds of the Commodity Credit Corporation to establish a commodity
purchase program for fiscal 2002, to purchase agricultural commodities that have
experienced low prices during the 2000 or 2001 crop years.

Rural Development.  Sections 811-815 would provide authority for conservation programs
and for additional loans and grants to assist rural communities.  CBO estimates that outlays
would total $2.9 billion over the 2002-2011 period.

Rural Advancement Program.  The act would provide $1.273 billion in funding to support
additional loans and grants under the Rural Advancement Program.  These funds would
provide over $1 billion in grants and credit subsidy costs for nearly $1.9 billion in direct
loans to establish, expand, or modernize water treatment and waste disposal facilities in rural
communities.

Telecommunications.  The act would provide $40 million to make additional loans to
improve telecommunications infrastructure in rural America.

Distance Learning.  Section 813 would provide $5 million to support an additional
$400 million in loans to finance installation of enhanced services, such as high-speed
modems and Internet access to rural communities for distance learning and telemedicine
services. 

Conservation.  Sections 814 and 815 would provide additional funds for conservation.  Of
the amount provided, the Secretary may use not more than $20 million for transportation and
distribution costs, and not less than $55 million for purchases for school nutrition programs.
The act would provide $1.4 billion to help meet a backlog of nearly 200,000 applications for
the Environmental Quality Incentives Program.  In addition, the act would provide
$150 million for the preservation of agricultural lands through the acquisition of conservation
easements.



16

Administrative Expenses.  The act would provide $105 million to fund salaries and expenses
to administer the expansion in agricultural assistance and rural development programs.

Additional Provisions.  Title IX of H.R. 3090 contains a provision that would require the
Secretary of the Treasury to determine whether any reductions in Social Security payroll
taxes occurred as a result of enacting the legislation and to transfer funds to cover the
estimated shortfall.  CBO and JCT estimate that the payroll tax relief to victims of terrorist
attacks and military action (in Title IV) and the one-year extension of the Mental Health
Parity Act would reduce Social Security revenues by $65 million in 2002 and $13 million
in 2003.  Therefore, CBO estimates that the Secretary of the Treasury would transfer
comparable amounts to the Social Security trust funds during those years as a result of
section 908.

PAY-AS-YOU-GO-CONSIDERATIONS

The net changes in outlays and governmental receipts that are subject to pay-as-you-go
procedures are shown in the following table.  For the purposes of enforcing pay-as-you-go
procedures, only the effects in the current year and the succeeding four years are counted.

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Changes in outlays 43,514 9,255 271 -22 307 258 71 45 59 8
Changes in receipts -22,973 -3,570 5,742 5,541 5,409 4,805 3,931 2,567 1,261 445

IMPACT ON STATE, LOCAL, AND TRIBAL GOVERNMENTS

The bill would expand access to COBRA coverage for uninsured individuals by providing
federal assistance for premium costs and would prohibit state and local governments from
considering that assistance when determining eligibility for public benefits.  This prohibition
would be an intergovernmental mandate as defined in UMRA.  However, since the premium
assistance would be a new source of income to individuals, the mandate would have no
impact on the budgets of state or local governments.  Consequently, the threshold established
in UMRA ($56 million in 2001, adjusted annually for inflation) would not be exceeded.
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Other Impacts

Under the provisions of the bill, states could offer Medicaid coverage to individuals who lose
their jobs between September 11, 2001, and December 31, 2002, who are uninsured, and
who are ineligible for the COBRA continuation coverage.  States could also provide
Medicaid coverage to spouses and dependents of eligible individuals.  States could use
Medicaid to cover the 25 percent of COBRA premiums not paid for by the federal premium
assistance program, as long as the income of the beneficiaries does not exceed 200 percent
of the poverty line. State Medicaid expenditures for this coverage would qualify for an
enhanced FMAP of about 70 percent.  CBO estimates that the state portion of increased
Medicaid expenditures for additional coverage would total $800 million in 2002 and
$400 million in 2003.

Such costs would be more than offset, however, by the requirement that individual state
FMAPs for spending during fiscal year 2002 be the higher of the fiscal year 2001 or fiscal
year 2002 FMAP under current law.  Additionally, each state’s FMAP would be increased
by 1.5 percentage points in 2002, and certain states with high unemployment would get an
additional 1.5 percentage point increase.  The territories  also would receive additional funds.
CBO estimates that additional revenues to states from the increased FMAP would total
$4.7 billion in 2002 and $400 million in 2003.

Enactment of the bill also would result in additional costs to state and local governments as
employers—as more separated workers or eligible spouses and dependents take advantage
of the expanded COBRA coverage provided for in the bill.  CBO estimates that such costs
are unlikely to be significant over the next two years.

Finally, the bill would reauthorize mental health parity requirements under the Internal
Revenue Code for nine months in fiscal year 2002.  While governmental plans are excluded
from those requirements, about one-third of state and local governments purchase health
insurance through private plans.  Those governments thus would face increased premiums
as a result of higher costs passed on to them by those insurers.  CBO estimates that state,
local, and tribal governments would face additional costs of $10 million in 2002 as a result
of this provision.  This estimate reflects the assumption that governments would shift roughly
25 percent of the additional costs to their employees.

IMPACT ON THE PRIVATE SECTOR

CBO estimates that the cost of the private-sector mandates in the act would exceed the
annual threshold established by UMRA ($113 million in 2001, adjusted for inflation) in each
of the years that the mandates would be effective.



18

Mental Health Parity.  Section 412 would extend the provisions of the Mental Health Parity
Act of 1996, which expired on September 30, 2001, through the end of fiscal year 2002.
That act prohibited group health plans that provide both medical and surgical benefits and
mental health benefits from imposing aggregate lifetime limits or annual limits for coverage
of mental health benefits that are different from those used for medical and surgical benefits.
CBO estimates that the direct cost of the private-sector mandate in section 412 would be
$270 million in fiscal year 2002.

CBO estimates that the provision, if enacted, would increase premiums for group health
insurance by an average of 0.1 percent, before accounting for the responses of health plans,
employers, and workers to the higher premiums under the act.  CBO assumes that 60 percent
of the potential impact of the mandate would be offset by behavioral responses, such as
reductions in the number of employers offering insurance to their employees and in the
number of employees enrolling in employer-sponsored insurance, changes in the types of
health plans that are offered, and reductions in the scope or generosity of health insurance
benefits.  The remaining 40 percent of the potential increase in costs, or about 0.04 percent
of group health insurance premiums, would occur in the form of increased outlays for health
insurance.  Those costs would be passed through to employees of private firms, reducing
both their taxable compensation and other fringe benefits.  CBO estimates that the resulting
reduction in taxable income would be $76 million in calendar year 2002.

Those reductions in workers’ taxable compensation would lead to lower federal tax revenues.
CBO estimates that, as a result of the mental health parity provisions, federal tax revenues
would fall by $20 million in fiscal year 2002 and by $7 million in 2003.  Social Security
payroll taxes, which are off-budget, would account for about 30 percent of the total.

Premium Assistance for COBRA Continuation Coverage.  Under current law, the
Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA) imposes a mandate on
private-sector employers by requiring them to continue to provide health insurance coverage
to certain workers who are separated from employment.  Although separated workers who
elect to continue their coverage can be required to pay the employer 102 percent of the
average cost of the insurance to obtain such coverage, research suggests that the actual cost
of providing that coverage generally is greater than 102 percent.  By increasing the number
of separated workers who elect to continue their COBRA coverage, the provision of
subsidies in Title VI of H.R. 3090 would effectively increase the cost of the existing mandate
on employers to provide continued coverage.  Although CBO expects that the average cost
of employees who are induced to take COBRA coverage because of the subsidies would be
less than the cost of those who accept unsubsidized COBRA coverage under current law,
there is still likely to be some added cost to employers.  CBO estimates the direct cost of this
provision would be roughly $200 million in 2002 and less than $100 million in 2003.
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Substantial savings could accrue to some employers under this provision, however.
Currently, some employers make contributions toward the health insurance premiums of
workers whom they lay off.  The federal subsidies in Title VI would obviate much of the
need for such contributions on the workers' behalf, thereby reducing the health insurance
costs of those employers.  Those indirect savings are not included in the estimated cost of
the mandate.

PREVIOUS CBO ESTIMATE

On October 17, 2001, the House Committee on Ways and Means reported H.R. 3090, and
the report included the CBO cost estimate for the act.  CBO and the Joint Committee on
Taxation estimated that the act if enacted would reduce federal revenues by $69.7 billion in
2002 and $128.2 billion over the 2002-2011 period.  In addition, CBO estimated that
H.R. 3090 would increase direct spending by $31.5 billion and $2.7 billion in 2003.  The
provisions affecting revenues the most were the depreciation allowances, the repeal of the
alternative minimum tax for corporations, the extension of the deferral of certain active
financing income of multinational business, and the acceleration of the reduction in the
28 percent individual income tax rate to 25 percent in calendar year 2002.  The version of
H.R. 3090 approved by the Senate Finance Committee would provide a smaller change in
depreciation, a shorter extension of the deferral provision, and neither of the other
two provisions.

H.R. 3090, as reported by the Finance Committee, would have a significantly larger impact
on federal spending than would the version reported by the Ways and Means Committee.
Although the supplemental rebates under the two versions are essentially identical, the
Finance Committee version would result in significantly higher spending on unemployment
benefits ($19.5 billion versus $1.4 billion during fiscal years 2002 and 2003), and health
insurance assistance and Medicaid ($15.3 billion compared with $3.0 billion).  H.R. 3090
as reported by Finance Committee also includes agricultural assistance provisions, whereas
the bill reported by the Ways and Means Committee did not provide any agricultural
assistance.
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