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***** A key issue in congressional debates over expanding consumer access to prescription drugs is the impact of proposed initiatives on the
development of new medicines. Some of the initiatives entail significant changes in one or more of the federal policies affecting new drug
development. One such policy is federal taxation of firms that invest in this development. This report examines the impact of federal taxation
on the incentive to invest in new drug development. More specifically, it looks at the provisions in current tax law that affect the performance of
the drug industry, compares the industry s federal tax burden with that of other major industries, and assesses the effect of federal taxation on
the incentive to invest in new drug development. This information may be useful to the 111th Congress as it considers the pros and cons of
proposed changes in the U.S. health care system. The report will be updated as necessary. An industry s federal tax burden refers to the effects
of federal taxation on its return on investment through statutory provisions that define taxable income, make adjustments to this income, and

establish tax rates and credits against tax liability. Economists generally measure an industry s federal tax burden as .
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