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the President to award a gold medal on
behalf of the Congress to Reverend
Doctor Martin Luther King, Jr. (post-
humously) and his widow Coretta Scott
King in recognition of their contribu-
tions to the Nation on behalf of the
civil rights movement.
S. 1645
At the request of Mr. CRAIG, the
name of the Senator from Delaware
(Mr. CARPER) was added as a cosponsor
of S. 1645, a bill to provide for the ad-
justment of status of certain foreign
agricultural workers, to amend the Im-
migration and Nationality Act to re-
form the H-2A worker program under
that Act, to provide a stable, legal ag-
ricultural workforce, to extend basic
legal protections and better working
conditions to more workers, and for
other purposes.
S. 1902
At the request of Mr. REED, the
names of the Senator from Mississippi
(Mr. COCHRAN) and the Senator from
North Dakota (Mr. CONRAD) were added
as cosponsors of S. 1902, a bill to estab-
lish a National Commission on Diges-
tive Diseases.
S. 2032
At the request of Mrs. BOXER, the
name of the Senator from Illinois (Mr.
DURBIN) was added as a cosponsor of S.
2032, a bill to provide assistance and se-
curity for women and children in Af-
ghanistan and for other purposes.
S. 2049
At the request of Mr. SPECTER, the
name of the Senator from Ohio (Mr.
DEWINE) was added as a cosponsor of S.
2049, a bill to amend the Surface Min-
ing Control and Reclamation Act of
1977 to reauthorize collection of rec-
lamation fees, revise the abandoned
mine reclamation program, promote
remining, authorize the Office of Sur-
face Mining to collect the black lung
excise tax, and make sundry other
changes.
S. 2059
At the request of Mr. FITZGERALD,
the name of the Senator from Arizona
(Mr. McCAIN) was added as a cosponsor
of S. 2059, a bill to improve the govern-
ance and regulation of mutual funds
under the securities laws, and for other
purposes.
S. 2099
At the request of Mr. MILLER, the
name of the Senator from Vermont
(Mr. LEAHY) was added as a cosponsor
of S. 2099, a bill to amend title 38,
United States Code, to provide entitle-
ment to educational assistance under
the Montgomery GI Bill for members of
the Selected Reserve who aggregate
more than 2 years of active duty serv-
ice in any five year period, and for
other purposes.
S. 2100
At the request of Mr. MILLER, the
name of the Senator from Vermont
(Mr. LEAHY) was added as a cosponsor
of S. 2100, a bill to amend title 10
United States Code, to increase the
amounts of educational assistance for
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members of the Selected Reserve, and
for other purposes.
S. 2158
At the request of Ms. COLLINS, the
name of the Senator from Mississippi
(Mr. LoTT) was added as a cosponsor of
S. 2158, a bill to amend the Public
Health Service Act to increase the sup-
ply of pancreatic islet cells for re-
search, and to provide for better co-
ordination of Federal efforts and infor-
mation on islet cell transplantation.
S. 2249
At the request of Ms. COLLINS, the
name of the Senator from Ohio (Mr.
VOINOVICH) was added as a cosponsor of
S. 2249, a bill to amend the Stewart. B.
McKinney Homeless Assistance Act to
provide for emergency food and shelter.
S. 2351
At the request of Ms. COLLINS, the
names of the Senator from Minnesota
(Mr. COLEMAN) and the Senator from
Arkansas (Mr. PRYOR) were added as
cosponsors of S. 2351, a bill to establish
a Federal Interagency Committee on
Emergency Medical Services and a
Federal Interagency Committee on
Emergency Medical Services Advisory
Council, and for other purposes.
S. 2363
At the request of Mr. HATCH, the
name of the Senator from Michigan
(Ms. STABENOW) was added as a cospon-
sor of S. 2363, a bill to revise and ex-
tend the Boys and Girls Clubs of Amer-
ica.
S. 2365
At the request of Mr. COLEMAN, the
name of the Senator from Michigan
(Mr. LEVIN) was added as a cosponsor of
S. 2365, a bill to ensure that the total
amount of funds awarded to a State
under part A of title I of the Elemen-
tary and Secondary Act of 1965 for fis-
cal year 2004 is not less than the total
amount of funds awarded to the State
under such part for fiscal year 2003.
S. 2393
At the request of Mr. HOLLINGS, the
name of the Senator from New Jersey
(Mr. LAUTENBERG) was added as a co-
sponsor of S. 2393, a bill to improve
aviation security.
S. CON. RES. 81
At the request of Mrs. FEINSTEIN, the
name of the Senator from Ohio (Mr.
DEWINE) was added as a cosponsor of S.
Con. Res. 81, a concurrent resolution
expressing the deep concern of Con-
gress regarding the failure of the Is-
lamic Republic of Iran to adhere to its
obligations under a safeguards agree-
ment with the International Atomic
Energy Agency and the engagement by
Iran in activities that appear to be de-
signed to develop nuclear weapons.
S. RES. 357
At the request of Mr. CAMPBELL, the
names of the Senator from Michigan
(Ms. STABENOW) and the Senator from
Alaska (Ms. MURKOWSKI) were added as
cosponsors of S. Res. 357, a resolution
designating the week of August 8
through August 14, 2004, as ‘‘National
Health Center Week’'.
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S. RES. 358

At the request of Mr. DASCHLE, the
name of the Senator from New York
(Mr. SCHUMER) was added as a cospon-
sor of S. Res. 358, a resolution express-
ing the sense of the Senate that no
later than December 31, 2006, legisla-
tion should be enacted to provide every
individual in the United States with
the opportunity to purchase health in-
surance coverage that is the same as,
or is better than, the health insurance
coverage available to members of Con-
gress, at the same or lower rates.

————

STATEMENTS ON INTRODUCED
BILLS AND JOINT RESOLUTIONS

By Mr. STEVENS (for
and Ms. MURKOWSKI):

S. 2415. A bill to designate the facil-
ity of the United States Postal Service
located at 4141 Postmark Drive, An-
chorage, Alaska, as the ‘“‘Robert J.
Opinsky Post Office Building,” to the
Committee on Governmental Affairs.

Mr. STEVENS. Mr. President, I send
to the desk legislation to designate the
U.S. Post Office located at 4141 Post-
mark Drive in Anchorage, Alaska after
Robert J. Opinsky.

Bob Opinsky started his career with
the Postal Service in 1956 as a $1.50-an-
hour temporary clerk. Through hard
work and dedication, he was able to
work up the ranks of the Postal Serv-
ice and become the District Manager of
the Postal Service in Alaska.

During his 41 years with the Postal
Service, Bob has proven his commit-
ment to the Postal Service. In 1964
when the great earthquake hit Alaska,
the local roads were torn apart and
homes and buildings were destroyed. In
addition, the earthquake created a
large hole in the Anchorage post office
building. However, despite the condi-
tions of the Anchorage post office and
roads, Bob Opinsky went to work on
the Monday morning following the Fri-
day quake.

Bob Opinsky introduced innovative
methods to run the Postal Service.
Under Bob’s leadership in 1996, the
Postal Service was awarded the Green
Star Award; an award given in honor of
environmental responsibility. The
Postal Service in Alaska recycled more
than 725,000 pounds of mixed paper and
100,000 pounds of cardboard. Not only
was the Anchorage recycling program
environmentally friendly, the Postal
Service’s efforts reduced their annual
disposal cost by about $34,000.

After 41 years of employment with
the Postal Service, Bob Opinsky re-
tired from his District Manager posi-
tion in 1996. Bob has poured his heart
and soul into the Postal Service. It is
only fitting we honor his commitment
to the Postal Service by dedicating a
post office in Anchorage, Alaska after
him.

himself

By Mr. COLEMAN:

S. 2417. A bill to amend title 38,
United States Code, to authorize the
Secretary of Veterans Affairs to fur-
nish care for newborn children of
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women veterans receiving maternity
care, and for other purposes; to the
Committee on Veterans’ Affairs.

Mr. COLEMAN. Mr. President, the
Veterans Administration has taken re-
markable strides over the years to
adapt to the increasing number of
women veterans using VA facilities. As
of 2002, there were approximately 1.5
million women in the Armed Forces
and 20,000 of these women are from
Minnesota. Many of these soldiers want
to start families when they return
home and will need to use their VA
healthcare coverage for obstetrics care.

Currently, a woman can use her VA
coverage for prenatal care, delivery
and postnatal care. The VA will enter
into a contract with a hospital to pro-
vide these services, but the VA cannot
provide any coverage for the baby after
it is born. The baby is uninsured until
a hospital social worker or the parents
can arrange for private healthcare cov-
erage, or in most cases, for the baby to
receive Medicaid assistance. This pe-
riod of time, which in some cases can
reach 2 weeks, is very stressful for all
the parties involved.

Today, I have introduced a bill that
will allow the VA to provide coverage
for veterans’ babies for up to 14 days
after delivery in a VA hospital or VA
contract facility. This will help care
for these children during the time
needed to secure long-term coverage
outside of the VA system.

This bill will also make it easier for
the VA to find willing hospitals.
Today, many hospitals are reluctant to
offer services to an insured mother and
an uninsured baby. If both the mother
and the baby were covered by the VA,
hospitals in the veterans’ local commu-
nity would be more likely to accommo-
date them. Finally, I am hopeful that
over time this legislation will save
money for VA by eliminating extra
surcharges and fees to hospitals which
currently cover their liability for de-
livering an uninsured baby.

I firmly believe that veterans who
have gone through the traumatic expe-
riences of war should not have to worry
about the health of their newborn ba-
bies because of bureaucratic glitches in
the system. This bill will cut the red
tape surrounding the delivery rooms
and ease the burden on our veterans
who want nothing more than to bring
children into the free society which
they helped protect and defend.

Mr. President, I ask unanimous con-
sent that the text of the bill be printed
in the RECORD.

There being no objection, the bill was
ordered to be printed in the RECORD, as
follows:

S. 2417

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. CARE FOR NEWBORN CHILDREN OF

WOMEN VETERANS RECEIVING MA-
TERNITY CARE.

(a) AUTHORITY ToO FURNISH.—Subchapter
VIII of chapter 17 of title 38, United States
Code, is amended by adding at the end the
following new section:
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“§1786. Care for newborn children of women
veterans receiving maternity care

“The Secretary may furnish care to a new-
born child of a woman veteran who is receiv-
ing maternity care furnished by the Depart-
ment for up to 14 days after the birth of the
child if the veteran delivered the child in a
Department facility or in a non-Department
facility pursuant to a Department contract
for the delivery services.”.

(b) CLERICAL AMENDMENT.—The table of
sections at the beginning of chapter 17 of
such title is amended by adding at the end
following new item:
¢“1786. Care for newborn children of women

veterans receiving maternity
care.”.

By Mr. CAMPBELL:

S. 2418. A bill to amend chapters 83
and 84 of title 5, United States Code, to
authorize payments to certain trusts
under the Social Security Act, and for
other purposes; to the Committee on
Governmental Affairs.

Mr. CAMPBELL. Mr. President, I ask
unanimous consent that the text of the
bill be printed in the RECORD.

There being no objection, the bill was
ordered to be printed in the RECORD, as
follows:

S. 2418

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. AUTHORIZATION OF CERTAIN PAY-
MENTS UNDER THE CIVIL SERVICE
RETIREMENT SYSTEM AND THE FED-
ERAL EMPLOYEES RETIREMENT SYS-
TEM TO CERTAIN TRUSTS UNDER
THE SOCIAL SECURITY ACT.

(a) CIVIL SERVICE RETIREMENT SYSTEM.—

(1) PAYMENTS.—Section 8345(e) of title b5,
United States Code, is amended—

(A) by inserting ‘(1) after ‘‘(e)”’; and

(B) by adding at the end the following:

‘““(2)(A) In this paragraph, the terms ‘de-
pendent’ and ‘child’ have the meanings given
under section 8441 (3) and (4), respectively.

‘“(B) Payment due a minor, or an indi-
vidual mentally incompetent or under other
legal disability may be made to a trustee
under a trust meeting the requirements of
subparagraph (A) or (C) of section 1917(d)(4)
of the Social Security Act (42 U.S.C.
1396p(d)(4) (A) or (C)), if—

‘(i) in the case of a minor, the minor is—

‘“(I) a child of the person upon whom the
benefit for payment due is based; or

‘“(IT) a dependent (who is a child) of the
person upon whom the benefit for payment
due is based; or

‘(i) in the case of an individual mentally
incompetent or under legal disability—

‘“(I) the incompetency or disability oc-
curred during the period that the individual
was a child or a dependent (who was a child)
of the person upon whom the benefit for pay-
ment due is based; and

‘“(IT) that incompetency or disability has
been continuous since that occurrence
through the date of the payment due.”’.

(2) ASSIGNABILITY OF PAYMENTS.—Section
8346(a) of title 5, United States Code, is
amended—

(A) by inserting ‘(1) after ‘“(a)’’; and

(B) by adding at the end the following:

‘(2)(A) In this paragraph, the terms ‘de-
pendent’ and ‘child’ have the meanings given
under section 8441 (3) and (4), respectively.

‘(B) Except as provided under paragraph
(1), money payable under this subchapter to
a minor or an individual mentally incom-
petent or under other legal disability is not
assignable, either in law or equity, except to
a trustee under a trust meeting the require-
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ments of subparagraph (A) or (C) of section
1917(d)(4) of the Social Security Act (42
U.S.C. 1396p(d)(4) (A) or (C)), if—

‘(i) in the case of a minor, the minor is—

““(I) a child of the person upon whom the
benefit for the money payable is based; or

“(IT) a dependent (who is a child) of the
person upon whom the benefit for the money
payable is based; or

‘‘(ii) in the case of an individual mentally
incompetent or under legal disability—

‘() the incompetency or disability oc-
curred during the period that the individual
was a child or a dependent (who was a child)
of the person upon whom the benefit for the
money payable is based; and

““(IT) that incompetency or disability has
been continuous since that occurrence
through the date of the payment of the
money.”’.

(b) FEDERAL EMPLOYEES RETIREMENT SYS-
TEM.—

(1) PAYMENTS.—Section 8466(c) of title 5,
United States Code, is amended—

(A) by inserting ‘(1) after ‘““(¢)’’; and

(B) by adding at the end the following:

‘““(2)(A) In this paragraph, the terms ‘de-
pendent’ and ‘child’ have the meanings given
under section 8441 (3) and (4), respectively.

‘“(B) Payment due a minor, or an indi-
vidual mentally incompetent or under other
legal disability may be made to a trustee
under a trust meeting the requirements of
subparagraph (A) or (C) of section 1917(d)(4)
of the Social Security Act (42 TU.S.C.
1396p(d)(4) (A) or (C)), if—

‘(i) in the case of a minor, the minor is—

““(I) a child of the person upon whom the
benefit for payment due is based; or

“(IT) a dependent (who is a child) of the
person upon whom the benefit for payment
due is based; or

‘‘(ii) in the case of an individual mentally
incompetent or under legal disability—

‘() the incompetency or disability oc-
curred during the period that the individual
was a child or a dependent (who was a child)
of the person upon whom the benefit for pay-
ment due is based; and

‘(IT) that incompetency or disability has
been continuous since that occurrence
through the date of the payment due.”.

(2) ASSIGNABILITY OF PAYMENTS.—Section
8470(a) of title 5, United States Code, is
amended—

(A) by inserting ‘(1) after ‘“(a)’’; and

(B) by adding at the end the following:

‘““(2)(A) In this paragraph, the terms ‘de-
pendent’ and ‘child’ have the meanings given
under section 8441 (3) and (4), respectively.

‘“(B) Except as provided under paragraph
(1), an amount payable under subchapter II,
IV, or V to a minor or an individual men-
tally incompetent or under other legal dis-
ability is not assignable, either in law or eq-
uity, except to a trustee under a trust meet-
ing the requirements of subparagraph (A) or
(C) of section 1917(d)(4) of the Social Security
Act (42 U.S.C. 1396p(d)(4) (A) or (C)), if—

‘(i) in the case of a minor, the minor is—

“(I) a child of the person upon whom the
benefit for the amount payable is based; or

‘“(II) a dependent (who is a child) of the
person upon whom the benefit for the
amount payable is based; or

‘“(ii) in the case of an individual mentally
incompetent or under legal disability—

‘“(I) the incompetency or disability oc-
curred during the period that the individual
was a child or a dependent (who was a child)
of the person upon whom the benefit for the
amount payable is based; and

“(IT) that incompetency or disability has
been continuous since that occurrence
through the date of the payment of the
amount.”.
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By Mr. PRYOR (for himself and
Mr. BAUCUS):

S. 2419. A bill to amend the Internal
Revenue Code of 1986 to provide addi-
tional relief for membes of the Armed
Forces and their families; to the Com-
mittee on Finance.

Mr. PRYOR. Mr. President, our men
and women serving in the military are
the defenders of freedom and security
around the world. The special role they
play demands that they be ‘‘on call” to
serve our Nation at points all over the
globe.

The unique nature of their job has re-
sulted in a unique and, I must say, very
complex compensation package. The
various types of compensation and ben-
efits oftentimes create an especially
difficult burden, especially when it
comes to filing their tax return.

Through the years, Congress has pe-
riodically passed laws that recognize
the special needs of our military and to
lessen administrative burdens on them.

During consideration of such a bill
last year, I approached the distin-
guished chairman of the Senate Fi-
nance Committee, Senator CHUCK
GRASSLEY, and ranking member of that
committee, Senator MAX BAUCUS, and
asked them to join me in an effort to
get a fresh look at the overall picture
of how the Tax Code treats our mili-
tary.

I was pleased when they agreed to
join me in this work, and I was de-
lighted to jointly request an expedited
study by the GAO. It has been an honor
to work with them and their staffs
throughout this process, and I believe
our work will produce good things for
our military.

Yesterday, GAO released a report as
a result of our request. The report
raises many interesting findings, but
there is one especially important issue
that demands our immediate attention.
Mr. President, I want to discuss the
problem identified by GAO, and then I
will introduce a bill to correct the in-
equity that has been documented.

The problem identified by GAO is the
result of complex interactions between
the combat zone exclusion under sec-
tion 112 of the Internal Revenue Code
and the earned-income tax credit and
the child tax credit.

Under the combat pay exclusion, a
very important benefit provided by
Congress, military pay earned—includ-
ing basic pay, bonuses, special pay and
allowances—is excluded from taxable
income while members of the military
are serving in a designated combat
zone.

That is right, Uncle Sam doesn’t im-
pose taxes on military pay for those
serving our country in combat zones—
and rightfully so.

However, income excluded under the
combat pay provision is also excluded
from income for the purpose of com-
puting the earned-income tax credit
and the child care credit.

As a result of this, thousands of men
and women serving in combat, in
places such as Iraq, Afghanistan, and
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other places around the globe, will see
a reduction or elimination of their
earned-income tax credit or the child
tax credit and, in effect, because of how
these interact, will lose money. In
other words, the Tax Code has the im-
pact of penalizing them because they
are serving in combat zones. That is
the opposite effect intended by Con-
gress.

The GAO report characterizes this re-
sult as an ‘‘unintended consequence.” I
call it a wrong, and I urge my col-
leagues to join me in fixing this glitch
as soon as possible.

The urgency of this situation is high-
lighted especially when you focus on
those of our troops which this affects.

We are talking about troops who tend
to be in combat for more than 6
months, who are not making much
money, who have families to provide
for and have little or no savings or lit-
tle or no spouse income.

I am going to repeat that. We are
talking about a clear wrong in the Tax
Code that takes money away from men
and women serving this Nation hero-
ically and in dangerous places such as
Iraq and Afghanistan.

The GAO analysis suggests the
amount of the tax benefit loss enlisted
personnel could face is up to $4,500 and
$3,200 for officers. This is real money,
make-or-break money, to many of
these families who are already under
an enormous amount of stress. This
money will make a real difference and
we need to get about the business of
fixing this problem as soon as possible.

To correct the unfairness of current
law, I am introducing the Tax Relief
for Americans in Combat Act. The bill
allows men and women in uniform
serving in combat to include combat
pay for the purpose of calculating their
earned income tax credit and their
child tax credit benefits. In other
words, they will be able to continue re-
ceiving their rightful combat pay ex-
clusions while having the ability to
take full advantage of other tax cred-
its. I urge my colleagues to join me in
this effort. It will make a real dif-
ference for thousands of military fami-
lies across the Nation.

I thank Liz Liebschultz and Christy
Mistr of the Finance Committee staff
for their advice and counsel in helping
me sort through this matter in gener-
ating this GAO report. They did the
work in drafting the provisions of this
bill to make sure these provisions
could be adopted by the Senate as soon
as possible.

Also I want to recognize the GAO
team which put this report together,
because they did a lot of work on this:
Jim White, Derek Stewart, Lori Atkin-
son, Jennifer Gravelle, John Pendleton,
Sonja Ware, and James Wozny. They
did a great job in preparing this report
and I appreciate their hard work.

While we found this tax breakdown in
the GAO report, there is also a lot of
good news in the report regarding the
compensation of our military personnel
and I hope my colleagues will take
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time to review what the GAO says in
all the information provided.

During a time of war, I do not want
to lose sight that the Senate Armed
Services Committee chairman, Senator
JOHN WARNER of Virginia, and the
ranking member, Senator CARL LEVIN
of Michigan, are taking care of our
troops financially.

One thing we talked about in the
Armed Services Committee is recruit-
ing and retention. Are we going to be
able to meet those two objectives for
our military? Well, I think today with
this bill we can send a clear message to
our youth and our enlisted personnel
that a military career is an amazing
option, and the compensation is such
that it can compete with the private
sector.

There is a real problem with our Tax
Code that needs to be fixed imme-
diately and the good news is, it can be.
The bill corrects a problem and lets our
troops risking life and limb know while
they are away fighting for us, fighting
for freedom and democracy, we will be
in the Senate fighting for them and
fighting for their families.

I urge my colleagues to consider this
legislation and also to consider cospon-
soring this bill with me.

I ask unanimous consent that a GAO
summary, and the text of the bill, be
printed in the RECORD.

There being no objection, the addi-
tional material was ordered to be
printed in the Record, as follows:

GENERAL ACCOUNTING OFFICE,
Washington, DC, May 7, 2004
Subject: Military Personnel: Active Duty
Compensation and Its Tax Treatment.
Hon. CHARLES E. GRASSLEY,
Chairman,
Hon. MAX S. BAUCUS,
Ranking Minority Member, Committee on Fi-
nance, U.S. Senate,
Hon. MARK PRYOR,
U.S. Senate.

The Department of Defense’s (DOD) total
military compensation package for active
duty members consists of both cash and
noncash benefits. Since the late 1990s, Con-
gress and the DOD have increased military
cash compensation by increasing basic pay
and allowances for housing, among other
things. Military members also receive tax
breaks, which are a part of their cash com-
pensation. Moreover, active duty personnel
are offered substantial noncash benefits,
such as retirement, health care, com-
missaries, and childcare. In some cases,
these noncash benefits exceed those avail-
able to private-sector personnel. DOD relies
heavily on noncash benefits because it views
benefits as critical to morale, retention, and
the quality of life for service members and
their families.

To better understand the military com-
pensation system, you asked us to provide
you information on active duty military
compensation and its tax treatment. At the
outset of this engagement, we agreed to keep
you periodically informed of the status of
our work. In January 2004, we briefed your
staff on our preliminary observations. Be-
cause our work identified that the combat
zone tax exclusion could impact some service
members, you asked us to focus our work on
military cash compensation and to do addi-
tional work to estimate the effect of the
combat zone tax exclusion on service mem-
bers’ compensation. We provided your staff
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subsequent briefings that estimated the ef-
fect of the combat zone exclusion. As re-
quested, we have updated and combined the
briefings for this report to (1) summarize ac-
tive duty cash compensation and describe
how military compensation varies at dif-
ferent career points for officers and enlisted
members; (2) explain how military pay is
taxed and any special tax treatment of mili-
tary compensation; (3) estimate the effects
of interactions between the combat zone ex-
clusion and certain tax credits on military
members’ compensation; and (4) describe the
benefits DOD provides active duty members
as well as specific programs available to
members that encourage wealth building
(see enclosure I). To provide a rough esti-
mate of the number of service members in
2003 who suffered a net tax loss because of
the interactions between serving in a combat
zone and certain tax credits, we used aggre-
gate data compiled by the Defense Manpower
Data Center on the number of members who
served in a combat zone in 2003 and aggre-
gate data on the percentage of spouses not in
the workforce from the 2002 Active Duty
Survey. We believe that the data is suffi-
ciently reliable to estimate within a broad
range the number of people affected. We con-
ducted our review from October 2003 through
April 2004 in accordance with generally ac-
cepted government auditing standards.
RESULTS IN BRIEF

The foundation of military cash compensa-
tion is what the DOD calls regular military
compensation—the sum of basic pay, non-
taxable allowances for housing and subsist-
ence, and the associated federal tax savings.
Some members also receive additional cash
compensation in the form of special pays, in-
centives, and other allowances. In total,
there are over 50 of these pays, incentives,
and allowances, ranging from reenlistment
bonuses to clothing allowances and family
separation allowances. The annual amounts
of these pays, incentives, and allowances
range from a few hundred dollars to thou-
sands of dollars, and some of these are also
nontaxable. In general, regular military
compensation progresses steadily with pay
grade and years of service. For example, a
junior enlisted member with 3 years of serv-
ice might earn around $40,000 in cash com-
pensation, while a senior officer with 22
years of service could earn cash compensa-
tion of about $130,000.

Military service brings with it significant
tax advantages. Basic pay and most other
pays are generally subject to federal income
tax; however, certain allowances are not
taxed, such as the basic allowances for hous-
ing and subsistence. DOD considers the fed-
eral tax advantage as the additional income
military members would have to earn in
order to receive their current take-home pay
if their allowances for housing and subsist-
ence were taxable. In fact, DOD views the
federal tax advantage as part of service
members’ cash compensation when it com-
pares military pay with civilian pay. In addi-
tion, pay earned—including basic pay, bo-
nuses, special pays, and allowances—while
members are serving in one of the 15 des-
ignated combat zones is excluded from taxes.

The complex interactions between the
combat zone exclusion and certain tax cred-
its (principally the Earned Income Tax Cred-
it and the Additional Child Tax Credit) ap-
pear to be creating unintended consequences.
Specifically, some low-income- earning serv-
ice members who serve in a combat zone are
worse off for tax purposes, while some high-
er-income-earning members are better off be-
cause they become eligible for a tax credit
that is normally targeted to low-income
workers. Low-income members with children
qualify for refundable tax credits that can
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not only offset all of their tax liability but
can also leave them with payments from the
government. The combat zone exclusion can
actually cause a reduction or elimination of
these payments to some service members.
For example, over certain income ranges the
amount of Earned Income Tax Credit that a
taxpayer earns increases as his or her in-
come increases. Service in a combat zone re-
duces the amount of earned income that a
member reports for tax purposes and, thus,
can reduce or eliminate the refunded portion
of the member’s credit. These members actu-
ally suffer a net loss in tax benefits because
they receive no offsetting advantage from
the exclusion. Our analysis suggests that
some of the roughly 430,000 members serving
in a combat zone in 2003—between 5,000 and
10,000 members in one-earner households—
suffered a net loss of tax benefits. Data limi-
tations make it difficult to produce a com-
prehensive estimate of the number of mem-
bers who suffered a net loss of tax benefits.
In particular, it is more difficult to make a
reliable estimate of the number of members
with working spouses who had net losses of
tax benefits. However, we believe that num-
ber is not likely to be much higher than sev-
eral thousand and could be less than that.
Additionally, the number of members losing
tax benefits could be larger in 2004 depending
on the how many service members are in a
combat zone and how long they are there.
The amount of the tax benefit loss varies
considerably, with a maximum of about
$4,500 or $3,200, for enlisted and officer mem-
bers, respectively. In general, the members
losing tax benefits tend to be those who are
serving in a combat zone longer than 6
months; who are in the lower pay grades;
who are married with children; and who have
little to no investment or spousal income.
On the other hand, some other low-income
members earned larger earned income tax
credits by serving in a combat zone than
they otherwise would have. Moreover, it ap-
pears that a large number of service mem-
bers who had incomes exceeding the normal
upper limit for Earned Income Tax Credit
eligibility and who served in a combat zone
for at least 6 months could become eligible
to receive that credit as a result of this in-
come exclusion. DOD is aware of service
members who are disadvantaged and advan-
taged by these tax provisions, and it is seek-
ing remedies that would require changing
the rules of the tax credits so that income
earned in a combat zone would not be ex-
cluded when calculating eligibility for the
tax credits.

Benefits are a substantial portion of
noncash military compensation. DOD offers
a wide range of benefits to active duty mem-
bers, including health care, retirement, edu-
cation assistance, and installation-based
benefits—that is, services found on military
installations, such as commissaries and child
care. While the value of benefits to members
varies depending on the members’ needs, the
cost to provide such benefits is substantial.
Some of the benefits DOD provides encour-
age wealth building over a service member’s
career. Military retirement—a lifetime an-
nuity generally provided to members who
serve 20 years or more—is one of the primary
wealth-building programs available to mili-
tary members. However, DOD estimates that
less than half of officers and only about 15
percent of enlisted members will become eli-
gible for retirement. In addition, other sav-
ings programs are offered, such as the Thrift
Savings Plan and the Savings Deposit Pro-
gram. Since 2001, service members can con-
tribute a percentage of their basic pay, be-
fore taxes, to be invested in one or more of
the specific funds offered through the Thrift
Savings Plan; about 21 percent of the active
duty military participate. Service members
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deployed to a combat zone or other qualified
areas can contribute to the Savings Deposit
Program, earning a guaranteed 10 percent in-
terest on their investment. However, less
than 1 percent of the active duty force par-
ticipates. Service members may also be eligi-
ble to participate in the Department of Vet-
erans Affairs no-money down, mortgage-
backed loan program. Moreover, military
members can take advantage of a number of
wealth-building tax provisions available to
citizens, such as deductions for mortgage in-
terest and tax credits for elective retirement
accounts contributions.

MATTER FOR CONGRESSIONAL CONSIDERATION

If the Congress wishes to remedy the unin-
tended tax consequences associated with the
combat zone exclusion, it should consider re-
vising the rules of the Earned Income Tax
Credit and the Additional Child Tax Credit
with respect to income earned in a combat
zone.

SCOPE AND METHODOLOGY

Our audit work focused on military cash
compensation and its tax treatment for ac-
tive duty service members. To summarize
the components of active duty military
members’ compensation, we reviewed poli-
cies, publications, and regulations governing
military compensation. We interviewed offi-
cials from the Office of the Secretary of De-
fense and the Defense Manpower Data Cen-
ter. We compiled 2003 data for basic pay ta-
bles, basic allowances for housing and sub-
sistence rates, special pay amounts, incen-
tive pay amounts, and allowance pay
amounts. To describe how military com-
pensation varies at different career points
for officers and enlisted members, we created
notional junior and senior enlisted service
members and officers. We assigned these hy-
pothetical service members typical years of
service for their pay grades, locations across
the United States, numbers of dependents,
and special pays typical of their pay grades
and locations. We discussed our examples
with officials from the Office of the Under
Secretary of Defense for Personnel and Read-
iness to ensure that our profiles were reason-
able. We identified benefits offered to active
duty military members and some associated
values by reviewing past GAO reports, DOD
documents, and the fiscal year 2002 DOD Ac-
tuarial Valuation Report.

To explain how military pay is taxed and
any special tax treatment of military com-
pensation, we reviewed DOD policies and reg-
ulations and the Internal Revenue Services’
2003 Armed Forces Tax Guide publication. To
estimate the federal tax advantage of the ex-
clusion of the housing and subsistence allow-
ances from taxation, we estimated the tax li-
ability for hypothetical members according
to current tax rules as if the members’ hous-
ing and subsistence allowances were taxable.
We present the pre-tax value of this tax ad-
vantage—that is, the additional income the
members would have to earn in order to re-
ceive their current take home pay if their al-
lowances were taxable.

To estimate certain effects of the combat
zone exclusion on military members’ taxes,
we estimated the number of members nega-
tively affected and the number who may be-
come eligible for Earned Income Tax Credit
by the combat zone tax exclusion. For more
detailed information on how we estimated
the combat zone effect, see enclosure II.

To describe programs available to mem-
bers that encourage wealth building, we re-
viewed documents and interviewed officials
from the Office of the Secretary of Defense
and the Department of Veterans Affairs. In
addition, we also reviewed other documents
to identify tax provisions that encourage
wealth building for citizens.



May 13, 2004

AGENCY COMMENTS

In providing oral comments on a draft of
this report, DOD representatives from the
Office of the Under Secretary of Defense for
Personnel and Readiness stated that they
generally concurred with the content of the
report. Technical comments were incor-
porated as appropriate. DOD officials told us
that they have been seeking to remedy the
unintended tax consequence related to the
combat zone tax exclusion. We also received
comments on the tax-related sections of our
draft from Internal Revenue Service (IRS).
In providing oral comments, IRS representa-
tives from the Office of the Commissioner,
Wage and Investment Division and the Office
of Legislative Affairs said that the IRS could
administer a change in law that would in-
clude combat pay in earned income for pur-
poses of computing eligibility for the Earned
Income Tax Credit. Since earned income
used for computing Earned Income Tax Cred-
it is not reported anywhere on the IRS form
1040 or Schedule EIC, IRS would modify the
Earned Income Tax Credit worksheets and
related instructions to account for the com-
bat zone pay. In addition, they would work
with DOD to develop a process for identi-
fying and processing returns from taxpayers
who would be affected by this provision. The
representatives noted that, although at the
outset the process would likely be primarily
manual, IRS would explore options for auto-
mation. The IRS officials also provided tech-
nical comments relating to the child tax
credit, which we incorporated as appropriate,
and made the point that changes to the
treatment of income earned in a combat zone
for the purposes of the two credits could af-
fect other tax benefits, such as the depend-
ent care credit and the exclusion for em-
ployer-provided benefits under a dependent
care assistance program, depending on the
specific wording of the changes. We also
spoke to the Department of Treasury staff
about the tax-related sections of our briefing
documents and incorporated their technical
comments as appropriate.

As arranged with your office, unless you
publicly announce its contents earlier, we
plan no further distribution of this report
until 30 days from its issue date. At that
time, we will send copies of this report to the
Secretary of Defense and the Commissioner
of the Internal Revenue Service. We will also
make copies available to appropriate con-
gressional committees and to other inter-
ested parties on request. In addition, the re-
port will be available at no charge on our
Web site at http:/www.gao.gov.

If you or your staff have any questions
about this report, please contact Derek
Stewart, (202) 512-5559, or James White, (202)
512-5594, or e-mail them at stewartd@gao.gov
or whitej@gao.gov, respectively. Key con-
tributors to this report were Lori Atkinson,
Jennifer Gravelle, John Pendleton, Sonja
Ware, and James Wozny.

DEREK B. STEWART,
Director, Defense Ca-
pabilities and Man-

agement.
JAMES R. WHITE,
Director, Strategic
Issues.
S. 2419

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the ‘“Tax Relief
for Americans in Combat Act”.

SEC. 2. EARNED INCOME INCLUDES COMBAT PAY.

(a) CHILD TAX CREDIT.—Section 24(d)(1) of
the Internal Revenue Code of 1986 (relating
to portion of credit refundable) is amended
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by adding at the end the following new sen-
tence: ‘“‘For purposes of subparagraph (B),
any amount excluded from gross income by
reason of section 112 shall be treated as
earned income which is taken into account
in computing taxable income for the taxable
year.”.

(b) EARNED INCOME TAX CREDIT.—Subpara-
graph (B) of section 32(c)(2) of the Internal
Revenue Code of 1986 (relating to earned in-
come) is amended—

(1) by striking ‘“‘and’ at the end of clause
@iv),

(2) by striking the period at the end of
clause (v) and inserting ‘¢, and’’, and

(3) by adding at the end the following:

‘“(vi) any amount excluded from gross in-

come by reason of section 112 shall be treat-
ed as earned income.
Any taxpayer may elect to not apply clause
(vi) with respect to any taxable year ending
after the date of the enactment of such
clause and before 2005.”".

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years ending after the date of the enactment
of this Act.

Mr. BAUCUS. Mr. President, I rise
today to join my good friend from Ar-
kansas, Senator PRYOR, in introducing
the Tax Relief for Americans in Com-
bat Act. I applaud Senator PRYOR for
his commitment to our Armed Forces.
The study and the bill that he has un-
veiled today provide just one example
of that commitment.

Last year, Senator PRYOR asked me
to join him in requesting a study on
the compensation received by our mili-
tary personnel, and the tax treatment
of this compensation. This study has
been completed. Many of the results
are encouraging. But the study reveals
one significant glitch in the tax law
that is hurting many of our low-income
military personnel.

For the most part, the compensation
packages received by our military per-
sonnel are competitive with the private
sector. And the Tax Code provides
many incentives for military service.
But as the GAO study reveals, some
low-income military personnel are los-
ing out because they have been called
to serve in a combat zone.

Now this just does not make sense.
Why would we penalize those military
personnel who are serving our country
in Afghanistan, Iraq, and elsewhere
around the world?

Let me explain. Under current law,
compensation earned by military per-
sonnel while they are serving in a com-
bat zone is exempt from income tax.
This provides most military personnel
in these areas with a very significant
tax benefit. Because of a glitch in the
tax law, however, certain individuals
may actually end up losing money be-
cause of this exemption.

This is because the law is preventing
them from receiving the Earned In-
come Tax Credit and Refundable Child
Tax Credit that they would otherwise
been entitled to. These credits are
based on earned income, and the law
says that combat zone income does not
qualify as earned income. GAO has
found that as many as 10,000 men and
women serving in combat will see a re-
duction or elimination of their EITC or
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child credit, they will, in effect, lose
money.

This bill would fix that glitch in the
law, and provide these individuals with
the tax credits to which they are enti-
tled.

Our brave men and women in the
Armed Forces put their lives on the
line for our Nation every day. It is the
least we can do to ensure that they are
being properly compensated and receiv-
ing all the tax benefits that are due to
them under the law. Given the ongoing
conflict in Iraq and the war on ter-
rorism, it is more important than ever
that we vigilantly oversee the tax sys-
tem to ensure that our troops are being
treated fairly.

I applaud Senator PRYOR for taking
the lead. I am proud to join him in in-
troducing legislation to correct these
errors and ensure our service men and
women receive the proper level of tax
relief they deserve. Serving our coun-
try is one of the most honorable serv-
ices a citizen can provide. Now it is up
to us to provide them with the tax
compensation they are due.

I hope that the Senate will take up
and pass this bill at the earliest appro-
priate time, and make sure that our
men and women in uniform receive the
tax relief to which they are entitled.

By Mr. GRAHAM of Florida:

S. 2420. A bill to amend title XXI of
the Social Security Act to make all un-
insured children eligible for the State
children’s health insurance program, to
encourage States to increase the num-
ber of children enrolled in the Medicaid
and State children’s health insurance
programs by simplifying the enroll-
ment and renewal procedures for those
programs, and for other purposes; to
the Committee on Finance.

Mr. GRAHAM of Florida. Mr. Presi-
dent, I rise to introduce the State Chil-
dren’s Health Insurance Program,
SCHIP, Expansion Act of 2004. This
Congress passed the Children’s Health
Insurance Program in the late 1990s. It
has been a great success. There are 5
million American children today who
have quality medical insurance be-
cause of this program; without this
program there would be another 5 mil-
lion Americans uninsured.

The expansion of this legislation in
2004 would allow States to expand
health coverage under the SCHIP pro-
gram to all uninsured children, regard-
less of their family income. It would
also provide critical funding for this
important program.

This week is Cover the Uninsured
Week. This is a collaborative effort of
the Robert Wood Johnson Foundation
and many other organizations high-
lighting the vast number of uninsured
in this country and the need to find a
solution.

Yesterday, I introduced legislation
with Senators DASCHLE and KENNEDY
which will call for the Nation to cover
all Americans by the year 2006. The
goal of universal coverage is one that I
believe every Member of this Senate
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shares. Based on the experience of the
last decade, it is my judgment that the
road to achieving that goal of full cov-
erage begins with a first step. We have
not taken a significant first step on the
road to closing the gap now in over 5
years. In that 5-year period, we have
seen a dramatic increase in the number
of uninsured Americans, including un-
insured children.

We could take that first step by pro-
viding health coverage for all children.
That step will be a large one.

Today, there are an estimated 9 mil-
lion American children under the age
of 19 who are uninsured for their health
care. Over 640,000 of those children live
in my home State of Florida. There are
other large groups of uninsured Ameri-
cans, however, and one might ask, why
pick out children from this large group
of uninsured Americans? The goal is to
cover all Americans. The reality is the
effort to accomplish that objective in
one giant step has proven to be without
success. Uninsured children, in my
judgment, represent the group that we
should start with, for the following
reasons.

We know this about uninsured chil-
dren: They are four times more likely
to delay seeking care than insured chil-
dren, and they are five times more
likely than insured children to use an
emergency room for regular medical
care. Lack of timely treatment can
turn a simple health problem into a se-
rious childhood illness. Covering chil-
dren is cost effective, and more impor-
tant, it improves the lives of children.
It can, in fact, save the lives of chil-
dren. Let me give two common exam-
ples.

Ear infections are a very common af-
fliction of young children and easily
treated with an inexpensive antibiotic.
However, if that ear infection is not di-
agnosed and not treated, the infection
can mature into deafness and learning
disabilities. What happens when an
unvaccinated child is struck with bac-
terial meningitis? Failure to diagnose
and treat this contagious disease with
an antibiotic can lead to brain damage,
even to death.

Our Nation’s publicly funded health
programs play a critical role in pro-
viding access to care in order to pre-
vent such occurrences. As I said in the
beginning, SCHIP has made an enor-
mous difference in the health and lives
of over 5 million American children,
many of whom are from working fami-
lies.

We know 8 out of 10 of the currently
uninsured Americans come from a fam-
ily in which one or both parents are
working.

Despite the success of SCHIP, States
have taken to such tactics as capping
enrollment and placing limits on eligi-
bility and benefits. I am sorry to have
to report some of the things that have
happened in my State, not because
they are peculiar, but because they are
increasingly representative of what is
happening in States across America.

Until recently, Florida had amassed
a waiting list of children who were eli-
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gible for the SCHIP program but who
were not being served, primarily be-
cause of limitations on State funds to
match the Federal funds. We had a
waiting list of nearly 100,000 Florida
children. Although most of these chil-
dren have since been temporarily en-
rolled, the Florida SCHIP program has
eliminated all outreach activities; that
is, those activities that had informed
families about the availability of these
programs have been eliminated. Flor-
ida has also restricted eligibility for
children in families whose employers
offer any kind of dependent coverage,
regardless of its cost.

If there is one thing we know, it is
that one of the factors that is fueling
the increase in the numbers of unin-
sured Americans is that even when em-
ployers provide at least the appearance
of health insurance coverage but that
coverage is so expensive that it
amounts to more than 5, sometimes al-
most 10 percent of that family’s in-
come, and as available as it may ap-
pear, in real economic terms it is not
available. Yet in my State, I am sad to
report that a child who has fallen into
that circumstance will not any longer
be considered eligible for the SCHIP
program.

Florida has eliminated its SCHIP
waiting list. No one in the future will
ever say that Florida has nearly 100,000
children who are eligible for but not re-
ceiving SCHIP coverage because there
will not be any list of children who are
waiting for their opportunity to be cov-
ered. This is a means by which knowl-
edge of the number of uninsured chil-
dren who are denied access to the pro-
gram will be denied to the people of
Florida, as will, therefore, their ability
to influence public policy to increase
the health care coverage of the chil-
dren of Florida.

What would the legislation I intro-
duce today do to address these prob-
lems? First, it would allow States to
expand health coverage to uninsured
children, regardless of the income, so
that no child goes without necessary
care.

Second, it would provide Federal fi-
nancial support to assure the long-
term stability of the SCHIP program.
To meet congressional budget limits,
Federal funding for SCHIP declined by
over $1 billion a year, beginning in the
fiscal year 2002, and running through
the current fiscal year of 2004. That re-
duction, which is referred to as the
CHIP dip, has brought the Federal
funds available for children’s health in-
surance from $4 billion annually down
to $3 billion.

The consequence of this is that many
States which had a fully operational
SCHIP program—that is, they were
using the full amount of the pre-2002
Federal funds—are now facing another
component of their fiscal crisis.

The SCHIP Expansion Act would re-
store Federal funding allotments to
their pre-2002 level, assurance that
States could continue to cover more
uninsured children.
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The legislation would also invest ad-
ditional resources in SCHIP, allowing
States that are currently using all of
their Federal funds to expand their
programs, providing relief to many
States that anticipate a shortage of
funding in the near future.

The Center on Budget and Policy Pri-
orities estimates that by 2007, on the
current course, 39 States will have
spent their entire funding allotments.
Additional funds are necessary to allow
these States to continue to reach new
currently uncovered, uninsured chil-
dren. Many of our uninsured children
are, in fact, already eligible for cov-
erage under SCHIP, but where you
have limitations in Federal or State
funds, they are not enrolled. Effective
outreach and streamlined enrollment
are keys to improving coverage.

SCHIP expansion will help States
cover more children by increasing
funds for outreach in States. That will
simplify the enrollment process.

Finally, this legislation will prohibit
States that have not exhausted all
available Federal funds from capping
enrollment in their SCHIP program.
Where enrollment is capped, children
are put on a waiting list—if the State
has not done what Florida has done,
which is to eliminate the waiting list,
and they will go without coverage.
Without coverage, their parents must
choose between paying for rent and
paying for medicine for their sick chil-
dren.

Have we not reached a sad state of af-
fairs in this Nation when many of our
elder citizens have to make a choice
between paying for prescription drugs
or eating a nutritious meal three times
a day, and that many of our parents of
young children who are sick and with-
out medical insurance must make a
choice between paying the rent or pay-
ing for the medicine for their child?

My bill assures no family faces such
a choice as a result of an arbitrary en-
rollment tax. States which choose to
participate in SCHIP must be willing
to participate fully and cover as many
children as they can with the funds
they have available. There is no reason
in a nation of unsurpassed wealth and
of unsurpassed medical talent that any
child should be without health insur-
ance coverage.

Investment in proven effective public
programs is imperative.

Although our overall goal is uni-
versal coverage, assuring that all chil-
dren have access to quality health care
is a crucial first step. In my opinion,
steps 2 and 3 should be to cover the
working poor and the early retirees.
These steps won’t achieve the goal of
full coverage even in conjunction with
the full coverage of children, but they
will significantly close the gap of those
Americans today who are without
health coverage.

The SCHIP expansion program rep-
resents a serious and long overdue
commitment to expanding coverage for
the most vulnerable in our society, our
young boys and girls. This measure has
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the support of the Children’s Defense
Fund, Catholic Charities USA, the As-
sociation of Maternal and Child Health
Programs, and Families USA.

I ask unanimous consent that a let-
ter of support be printed in the
RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

ASSOCIATION OF MATERNAL AND
CHILD HEALTH PROGRAMS,
Washington, DC, May 13, 2004.
Hon. BOB GRAHAM,
U.S. Senate,
Washington, DC.

DEAR SENATOR GRAHAM: The Association of
Maternal and Child Health Programs
(AMCHP) supports your efforts to ensure
that children have access to health care cov-
erage through the State Children’s Health
Insurance Program (SCHIP). All children de-
serve quality health care.

The SCHIP Expansion Act of 2004 high-
lights the vital importance of the SCHIP
program in assuring the health of our na-
tion’s children. The bill provides states with
financial incentives to continue to expand
the number of children covered by SCHIP. At
the same time, the bill prevents states from
rolling back coverage by capping enrollment.

AMCHP is a national, nonprofit organiza-
tion that represents state public health lead-
ers administering family health programs.
These family health programs serve over 27
million, children and youth, including al-
most 18 million children. Our members serve
insured, underinsured, and uninsured women,
children and their families.

Thank you again for your leadership on
this important issue and we look forward to
working with you to address the needs of the
8 million uninsured children in this country.

Sincerely,
DEBORAH DIETRICH,
Director, Center for Policy and Advocacy.

Mr. GRAHAM of Florida. I call upon
this Congress to act and to act this
year to pass this important legislation,
and to remove from the rolls of the un-
insured for health coverage Americans,
at least those most fragile and vulner-
able, those we love the most, our chil-
dren.

By Mr. KENNEDY:

S. 2421. A Dbill to modernize the
health care system through the use of
information technology and to reduce
costs, improve quality, and provide a
new focus on prevention with respect
to health care; to the Committee on
Health, Education, Labor, and Pen-
sions.

Mr. KENNEDY. Mr. President, the
Health Care Modernization, Cost Re-
duction, and Quality Improvement Act
addresses three serious and related
problems in our health care system
that affect every American family:
Health care costs are too high and are
rising too rapidly. The quality of care
received by too many patients is well
below the standard that we are capable
of achieving. In fact, the gap between
the care we actually provide and the
care we should be providing is so great
that the prestigious Institute of Medi-
cine has referred to it as a ‘‘quality
chasm.” Our system lavishes funds on
sickness care and neglects the health
promotion and disease prevention ac-
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tivities that are the most effective
ways of reducing health costs and as-
suring good health for as many of our
people as possible.

The legislation we are introducing is
an effective way to modernize and im-
prove the health care system, by using
modern information technology, by
paying for value and results and not
simply for procedures performed or pa-
tients admitted to hospitals, and by fo-
cusing on improving quality and pre-
venting disease.

Controlling the soaring cost of health
care is essential. In the year 2000,
health insurance premiums grew 8 per-
cent—two and a half times the cost of
living. In 2001, premiums went up 11
percent—six times the Consumer Price
Index. They went up 13 percent in 2002,
and 14 percent in 2003—almost eight
times the cost of living increase. By
any standard, increases like that are
unsustainable.

We have to bring these costs under
control—but there is a right way and a
wrong way to do it. Arbitrary cutbacks
for hard-pressed hospitals and physi-
cians are the wrong remedy.

With emergency rooms bursting at
the seams, nursing shortages threat-
ening the quality of care, and physi-
cians forced to spend less time with
more patients, we have an obligation
to all our health providers as well.
They’re the backbone of our health
care system, and we have an obligation
to help them provide the quality care
that every patient deserves.

Fortunately, the right way to control
costs is also the right way to achieve
higher quality care. It’s based on an
emerging consensus of health experts
and practitioners. It involves four fun-
damental principles—using informa-
tion technology, paying for results, im-
proving quality, and investing in pre-
vention.

The gap is vast and growing between
information technology and the cur-
rent practice of medicine. Health care
in America is the best in the world, but
it is also one of the least efficient in-
dustries in America. We spend a stag-
gering $480 billion a year on adminis-
tration alone—more than 30 cents of
every dollar spent on care. Over a quar-
ter of all personnel in the health care
system today are performing adminis-
trative tasks, not providing care.

The potential savings through mod-
ern technology are immense. Trans-
actions in health care cost $12 to $25
apiece. Brokers and bankers used to
have similar costs, but now, a trans-
action in these industries costs less
than one cent.

Information technology can also im-
prove the quality of care, at the same
time it reduces costs. Automated pa-
tient record-keeping can help bring
real coordination to what is often a
frighteningly fragmented health care
system.

Today, for one in five patients with
significant health problems, various
health professionals order duplicate
tests and procedures. One in four pa-
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tients arrive for a doctor’s appoint-
ment and find that needed test results
or records are not available. Informa-
tion technology can end this waste of
time and resources and also prevent
the errors that reduce quality. Auto-
mated prescribing, for example, has re-
duced errors by 95 percent, and reduced
hospital costs by an amagzing 13 per-
cent. It’s time to end the disconnect
between modern health care and mod-
ern information technology, and the
savings will be immense.

The gap between the best standard of
care and the care that too many pa-
tients receive is staggering. A quarter
of all breast cancer patients receive
substandard care. A third of all pa-
tients diagnosed with high blood pres-
sure receive substandard care. Half of
asthma patients receive substandard
care. Sixty percent of patients with
pneumonia receive substandard care.
Almost 80 percent of patients with a
hip fracture receive substandard care.

The Midwest Business Group on
Health estimates that poor quality
care costs employers $2,000 a worker
every year. Improving quality can cut
costs dramatically. But more impor-
tant, it can reduce unnecessary suf-
fering. For patients and their families,
good quality care can truly mean the
difference between life and death, and
between disability and health.

One of the highest barriers to im-
proving the quality of care is the back-
ward incentive system embedded in the
way we pay for care. We need to start
rewarding the quality care by paying
for results, and not just for the number
of procedures performed or the number
of hospital admissions. Too often, the
incentives today are geared to doing
more—not doing better. It makes no
sense that doing better today can actu-
ally result in even greater financial
hardship for health care institutions. If
hospitals organize patient-tracking,
home visits, and patient education to
improve care for chronic diseases, they
can reduce hospitalization dramati-
cally. But the hospitals won’t get paid
much, if anything, for these improve-
ments—and they will no longer receive
the large reimbursements they would
otherwise receive for inpatient care.
Use of doctors specially trained to
manage hospital intensive care units
has been shown to reduce costs and im-
prove outcomes. But fewer days in the
ICU mean lower revenues for hospitals.
That’s wrong, and we need to correct
it.

Hospitals in Boston have already ne-
gotiated terms with insurers under
which they are paid for results, rather
than days of care. Some business asso-
ciations, such as the Leapfrog Group,
have begun to make quality standards
a condition for participation in their
insurance plans. the Department of
Health and Human Services is testing
the use of incentive payments to hos-
pitals that meet specific quality stand-
ards. These steps are hopeful, but we
need to make payment for results the
rule, rather than the exception, in all
aspects of our health care system.
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Another key step is to assure that
the typical standard of care comes
much closer to the best standard of
care. We need to do far more to see
that what we know how to do for pa-
tients is actually what is done.

Opportunities are immense for im-
provements by targeting specific dis-
eases that have high incidence, high
costs, and high impact on individuals
and families. Diabetes, for example, af-
flicts 17 million Americans. Patients
with the disease account for one in ten
dollars of overall health expenditures
and one in four dollars of expenditures
by Medicare. By using proven methods
of prevention and treatment, we can
save 10 million Americans from diabe-
tes-related amputations, disability, or
blindness during their lives—and save
more than 50 billion dollars a year as
well.

Stroke is another example of the
huge gap between what we could do and
what we actually do. Stroke is the
third leading cause of death and one of
the major causes of disability. It
strikes nearly 750,000 Americans each
year. The economic cost is also stag-
gering. The United States spends al-
most $50 billion a year in caring for
persons who have suffered a stroke. Ap-
propriate, timely intervention with
clot-dissolving drugs has been shown to
reduce disability and death by 55 per-
cent but only three percent of patients
receive the needed treatment.

Chronic illnesses are major costs in
the current system. Medicare bene-
ficiaries with three or more chronic
conditions account for almost 90 per-
cent of Medicare spending. Well-orga-
nized care for patients with chronic
conditions such as congestive heart
failure, diabetes, asthma, and depres-
sion produce significant reductions in
costs and significant improvements in
outcomes. But only a fraction of pa-
tients with chronic conditions have the
opportunity to benefit from such treat-
ment.

Finally, to cut costs and promote
quality, we can do much more to stop
illness before it starts. Health pro-
motion and disease prevention must be
central to our health system as hos-
pital and physician care. Four hundred
thousand Americans require medical
treatment every year for diseases that
are fully preventable by vaccination.
Lack of exercise and poor diet cost al-
most $80 billion a year because of in-
creased heart disease, cancer, and dia-
betes.

The legislation being introduced
today is a recipe for a peaceful revolu-
tion in the way health care in the
United States is delivered. Building on
a growing expert consensus, it provides
a blueprint for a better health care sys-
tem that will be lower in cost, higher
in quality, and more closely oriented
toward prevention.

To assure that modern information
technology will be fully utilized in
health care, the legislation sets a goal
of full implementation of a broad-based
system of electronic medical records
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and automated bill-paying. It author-
izes grants, loans and loan guarantees
for health providers to install and im-
plement clinical information systems
that meet national technical standards
for parameters such as security and
interoperability.

The bill also offers larger reimburse-
ments for providers who implement
these types of information systems.
Over a period of time, it reduces pay-
ments for large health care facilities
that fail to do so. The legislation also
encourages the wuse of information
technology to reduce the administra-
tive costs, by requiring insurance com-
panies to adopt the same types of com-
puterized transaction-processing sys-
tems that are the norm in other indus-
tries.

In these ways, the legislation begins
the needed effort to enable the health
care system to become a system that
pays for value, rather than solely for
procedures performed or illnesses
treated. The Secretary of HHS is re-
quired to set quality standards for pro-
viders of services. Public and private
payers will be required, through their
reimbursement procedures, to reward
the attainment of these quality stand-
ards, and are permitted to reduce reim-
bursements to providers who fail to
meet the standards.

When a provider of services believes
it can provide higher quality care at
lower cost, but feels that existing reim-
bursement procedures will not fairly
recognize these innovations, payers are
required to enter into good faith nego-
tiations with providers to reach agree-
ment on an alternative payment sys-
tem. The legislation also has special
provisions for payment for chronic care
services in recognition of the special
role of coordination of care, patient
education, tracking, and follow-up in
achieving quality care for individuals
with chronic diseases.

Finally, the legislation contains a
number of important initiatives to im-
prove the quality of care and strength-
en health promotion and disease pre-
vention. These include the establish-
ment of a National Quality Council,
and specific initiatives on diabetes,
stroke, arthritis, nutrition, exercise,
adult oral health, adult immuniza-
tions, and the provision of culturally
and linguistically appropriate care for
patients whose primary language is not
English.

America’s health care system cannot
continue to lurch from crisis to crisis.
Our people deserve affordable care, and
when illness strikes, they deserve the
best care our system can provide. This
legislation lays out a number of impor-
tant steps to achieve this objective,
and I look forward to working with my
colleagues in Congress and the broader
health community to achieve the im-
portant goals we share.

By Mr. SMITH (for himself and

Mr. CONRAD):
S. 2422. A Dbill to amend the Internal
Revenue Code of 1986 to allow certain
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modifications to be made to qualified
mortgages held by a REMIC or a grant-
or trust; to the Committee on Finance.

Mr. SMITH. Mr. President, I rise
today to introduce the Real Estate
Mortgage Investment Conduit Mod-
ernization Act. I am pleased to join my
colleague and friend, Senator CONRAD,
in introducing this legislation to accel-
erate economic growth for every Amer-
ican community.

A Real Estate Mortgage Investment
Conduit (REMIC) is a tax vehicle cre-
ated by Congress in 1986 to support the
housing market and investment in real
estate by making it simpler to issue
real estate-backed securities.

By pooling real estate loans into
mortgage backed securities, REMICs
offer residential and commercial real
estate borrowers access to large pools
of capital that would not otherwise be
available. REMICs allow commercial
banks and other lenders to sell their
loans in the capital markets, thus free-
ing up assets for additional lending and
investments. Because they contribute
to the efficiency and liquidity of the
U.S. real estate markets, REMICs help
to minimize the costs of residential
and commercial real estate borrowing
and to spur real estate development
and rehabilitation.

REMICs play a critical role in pro-
viding capital for residential and com-
mercial mortgages. As of September 30,
2003, the value of single-family, multi-
family and commercial-mortgage
backed REMICs outstanding was over
$1.2 trillion. While the current volume
of REMIC transactions reflects their
important role in this market, certain
changes to the tax code will eliminate
impediments and unleash even greater
potential. Current rules that govern
REMICs often prevent many common
loan modifications that facilitate loan
administration and ensure repayment
of investors.

The legislation that created REMICs
has not been updated in nearly 20
years. Our legislation will update the
REMIC provisions of the tax code.
These proposed changes are simple,
non-controversial, and will greatly en-
hance the ability of commercial real
estate interests to obtain capital for fi-
nancing new construction projects.

These changes would ultimately ben-
efit the entire real estate community,
including 1local real estate owners,
builders, construction managers, the
engineering, architectural and interior
design firms that provide real estate
services, as well as firms that offer
services to support real estate sales.
The changes would accelerate the cre-
ation of jobs and economic activity
throughout the U.S., and would have a
positive effect on federal and state tax
revenues. By encouraging property ren-
ovations and expansions, these changes
would strengthen the local property
tax base in towns and cities across
America.

We urge our colleagues to work with
us to enact this legislation to spur eco-
nomic and employment growth in real
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estate, the construction trades, and the
building materials industry.

I ask unanimous consent that the
text of the legislation be printed in the
RECORD.

There being no objection, the bill was
ordered to be printed in the RECORD, as
follows:

S. 2422

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. CERTAIN MODIFICATIONS PER-
MITTED TO QUALIFIED MORTGAGES
HELD BY A REMIC OR A GRANTOR
TRUSTS.

(a) QUALIFIED MORTGAGES HELD BY A
REMIC.—

(1) IN GENERAL.—Paragraph (3) of section
860G(a) of the Internal Revenue Code of 1986
is amended by adding at the end the fol-
lowing new subparagraph:

*“(C) QUALIFIED MODIFICATIONS.—

‘(i) IN GENERAL.—An obligation shall not
fail to be treated as a qualified mortgage
solely because of a qualified modification of
such obligation.

‘(ii) QUALIFIED MODIFICATION.—For pur-
poses of this section, the term ‘qualified
modification’ means, with respect to any ob-
ligation, any amendment, waiver, or other
modification which is treated as a disposi-
tion of such obligation under section 1001 if
such amendment, waiver or other modifica-
tion does not—

“(I) extend the final maturity date of the
obligation,

“(IT) increase the outstanding principal
balance under the obligation (other than the
capitalization of accrued, unpaid interest),

““(III) result in a release of an interest in
real property securing the obligation such
that the obligation is not principally secured
by an interest in real property (determined
after giving effect to the release), or

“(IV) result in an instrument or property
right which is not debt for Federal income
tax purposes.

‘“(iii) DEFAULTS.—Under regulations pre-
scribed by the Secretary, any amendment,
waiver, or other modification of an obliga-
tion which is in default or with respect to
which default is reasonably foreseeable may
be treated as a qualified modification for
purposes of this section.

“(iv) DEFEASANCE WITH GOVERNMENT SECU-
RITIES.—The requirements of clause (ii)(III)
shall be treated as satisfied if, after the re-
lease described in such clause, the obligation
is principally secured by Government securi-
ties and the amendment, waiver, or other
modification to such obligation satisfies
such requirements as the Secretary may pre-
scribe.”.

(2) EXCEPTION FROM PROHIBITED TRANS-
ACTION RULES.—Subparagraph (A) of section
860F'(a)(2) of such Code is amended by strik-
ing “‘or’’ at the end of clause (iii), by striking
the period at the end of clause (iv) and in-
serting ¢, or”’, and by adding at the end the
following new clause:

“(v) a qualified modification (as defined in
section 860G (a)(3)(C)).”.

(3) CONFORMING AMENDMENTS.—

(A) Section 860G(a)(3) of such Code is
amended—

(i) by redesignating clauses (i) and (ii) of
subparagraph (A) as subclauses (I) and (II),
respectively,

(ii) by redesignating subparagraphs (A)
through (D) as clauses (i) through (iv), re-
spectively,

(iii) by striking ‘“The term’ and inserting
the following:

‘“(A) IN GENERAL.—The term”’, and

(iv) by striking ‘‘For purposes of subpara-
graph (A)”’ and inserting the following:
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‘“(B) TENANT-STOCKHOLDERS OF COOPERA-
TIVE HOUSING CORPORATIONS.—For purposes of
subparagraph (A)({i)”.

(B) Section 860G(a)(3)(A)(iv) of such Code
(as redesignated by subparagraph (A)) is
amended—

(i) by striking ‘‘clauses (i) and (ii) of sub-
paragraph (A)” and inserting ‘‘subclauses (I)
and (IT) of clause (i), and

(ii) by striking ‘‘subparagraph (A) (without
regard to such clauses)” and inserting
‘‘clause (i) (without regard to such sub-
clauses)’’.

(b) QUALIFIED MORTGAGES HELD BY A
GRANTOR TRUST.—Section 672 of the Internal
Revenue Code of 1986 is amended by adding
at the end the following new subsection:

‘(g) SPECIAL RULE FOR CERTAIN INVEST-
MENT TRUSTS.—A grantor shall not fail to be
treated as the owner of any portion of a trust
under this subpart solely because such por-
tion includes one or more obligations with
respect to which a qualified modification
(within the meaning of section 860G(a)(3)(C))
has been, or may be, made under the terms
of such trust.”.

(¢) EFFECTIVE DATE.—The amendments
made by this section shall apply to amend-
ments, waivers, and other modifications
made after the date of the enactment of this
Act.

Mr. CONRAD. Mr. President, I am
happy to join my friend and Finance
Committee colleague, Mr. SMITH, to in-
troduce The Real Estate Mortgage In-
vestment Conduit Modernization Act.
This is a measure that will help expand
access to capital for real estate invest-
ment across the nation and especially
in rural areas like my home State of
North Dakota.

Growth in the commercial real estate
market over the last decade has been
fueled, in part, by a strong and growing
secondary market for commercial
mortgages. That market is structured
through real estate mortgage invest-
ment conduits (REMICs). Created by
Congress in 1986, REMICs are critically
important to U.S. real estate finance,
providing new capital and expanded ac-
cess to that capital. They have proven
to be a cost-effective method for the
private sector to create pools of capital
that are made available across the na-
tion.

It is time to modernize the REMIC
law because many borrowers have been
stymied in attempts to make improve-
ments to the mortgaged properties. For
example, if a property is in a REMIC,
the property owner is effectively pre-
cluded from adding a parking garage to
an existing building. That is because
the 1986 tax rules treat that improve-
ment as a collateral modification trig-
gering a deemed exchange of a new
loan for the old loan thereby violating
REMIC regulations.

Unlike home mortgages, which are
rarely modified, commercial loans re-
quire flexibility in dealing with chang-
ing circumstances in order to support
the borrower’s ongoing business prop-
erty. The bill we are introducing today
will add this needed flexibility to the
tax code, increasing the ability of prop-
erty owners to invest in improvements.

I urge our colleagues to help us har-
ness the full potential of mortgage-
backed securities to provide improved
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access to capital to America’s busi-
nesses—big and small. Please join us in
working to enact the Real Estate Mort-
gage Investment Conduit Moderniza-
tion Act.

———

SUBMITTED RESOLUTIONS

SENATE RESOLUTION 360—EX-
PRESSING THE SENSE OF THE
SENATE THAT LEGISLATIVE IN-
FORMATION SHALL BE PUB-
LICLY AVAILABLE THROUGH
THE INTERNET

Mr. CORZINE (for himself, Mr.
McCAIN, Mr. FEINGOLD, Mr. CORNYN,
Mr. LEAHY, Mr. BINGAMAN, and Mr.
LIEBERMAN) submitted the following
resolution; which was referred to the
Committee on Rules and Administra-
tion:

S. RES. 360

Whereas an open and free exchange of in-
formation about the legislative process is
critical to ensuring the success and health of
a democracy;

Whereas the public should have easy and
timely electronic access to public records of
Congress;

Whereas congressional documents that are
placed in the Congressional Record are made
available to the public electronically by the
Superintendent of Documents of the Govern-
ment Printing Office, under the direction of
the Public Printer, but it is often difficult
and time-consuming for the public to access
and locate such documents;

Whereas many official congressional docu-
ments are not placed in the Congressional
Record and are unavailable electronically to
the public; and

Whereas the current system for electronic
public access to legislative information and
legislative resources, as maintained by the
Library of Congress, could be improved, and
should be continuously upgraded to keep
pace with advances in website technology:
Now, therefore, be it

Resolved, That it is the sense of the Senate
that—

(1) the Library of Congress shall continue
to provide and maintain a website for public
access to legislative documents;

(2) the website shall provide access to as
much information about current and histor-
ical legislative documents as is reasonably
practicable;

(3) the Library of Congress shall provide
sufficient financial and personnel resources
to maintain the website at modern standards
of accessibility and usability; and

(4) offices and personnel that develop and
maintain congressional documents shall co-
operate to the maximum extent practicable
with the Library of Congress to ensure that
the Library of Congress website has full and
prompt access to all publicly available con-
gressional documents.

Mr. CORZINE. Mr. President, today,
along with Senators MCCAIN, FEINGOLD,
CORNYN, LEAHY, and BINGAMAN, I am
submitting a resolution designed to
make it easier for the American people
to get information about Congress
from the Internet.

Almost 10 years ago, the Library of
Congress started the THOMAS website,
which was one of the first electronic
references for the public to get up-to-
date information about legislation. The
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