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President Clinton’s Tax Cut Proposal
June 30, 1997

Today, President Clinton unveils a tax cut proposal. It is a fair proposal that places a priority on education tax
cuts and provides a child tax credit to families who work hard and pay taxes. The proposal incorporates
Republican priorities in a good faith effort to honor the budget accord and to reach final agreement on a tax
cut the American people deserve.

4 A 2-year modified $1,500 HOPE Scholarship to make two years of college universally available an
a 20% tuition credit to make the third and fourth years of college more affordable and to promote
lifelong learning,

A $500 child tax credit for tax-paying working families with children under 17 through 2002 and
under 19 thereafter. Families could put the credit plus $500 in a Kidsave Account.

share as the congressional alternatives provide these middle-income families.

To honor the agreement, the President’s plan allows taxpayers to exclude 30% of their long-term
capital gains from taxation and provides estate tax relief to small businesses and farmers.

'
4 Two-thirds of the President’s tax cut goes 1o the middle 60 percent of families — twice as large a
v
[

Includes no tax time bombs that would explode in cost.

Major Provisions 5 Years 10 Years J
(Treasury estimates unless otherwise indicated) (3 billion) _ (8 billion)
Education Tax Cuts:
HOPE Scholarship and 20% Tuition Credit 345 94.1
Education and Retirement Savings Accounts 1.3 6.0
Tax Incentives for School Construction 2.9 7.6
Employer-Provided Education Benefits 3.8 8.5
Student Loan Interest Deduction and Forgiveness 1.8 4.4
Deduction for K-12 Computer Donations (JCT) 0.3 0.7
Repeal of bond cap for universities 0.3 1.0
Child Tax Credit 70.2 176.1
Brownfields, EZ/EC Expansion, CDFIs 2.4 39
Welfare-to-Work Tax Credit 0.6 : 0.6
Home Office Deduction 0.6 1.7
Small Business Capital Gains Relief 0.4 1.7
President’s Home Sales Tax Cut 1.1 1.9
30% Exclusion of Capital Gains 7.1 15.6
Estate Tax Cut 2.3 7.2
DC Tax Incentives and Other Presidential Initiatives 1.3 6.3
Extensions of expiring provisions © 39 3.9
GROSS TAX CUT . 134.8 341.1
Revenue Raisers




President Clinton’s Tax Cut Proposal
A Fact Sheet

EDUCATION TAX CUTS

Two-year HOPE Scholarship. A maximum $1,500 credit beginning in 1998. Students attending on at least a
half-time basis would receive a 100% credit for the first $1,000 of tuition and required fees for enrollment in
a post-secondary degree or certificate program and a 50% credit for up to the next $1,000. For example, a
student attending a community college with tuition costs of $1,400 would receive a $1,200 HOPE
Scholarship. Scholarships would be phased out for joint filers earning between $80,000 and $100,000.
Eligible students could receive both a full Pell Grant and a HOPE Scholarship. The previously proposed B-
rule has been dropped. After 2002, the HOPE Scholarship increases to a 100% credit for the first $1,500 and
a 50% credit for the next $1,000 of tuition and required fees.

20% Tuition Tax Credit. Third and fourth year students, graduate students, plus working people going to
school to improve their education and skills, would benefit from a 20% tax credit on the first $5,000 of
tuition and required fees through the year 2000 and after 2000 a 20% tax credit on the first $10,000 of tuition
and required fees. The credit would be phased out for joint filers earning between $80,000 and $100,000.

Education and Retirement Savings Accounts. Allows penalty-free IRA withdrawals for undergraduate,
post-secondary vocational, and graduate education expense and the first-time purchase of a home.
Additionally, taxpayers are given the opportunity to contribute their child tax credit plus an additional $500,
up to $1,000, to a Kidsave Account for the child’s education, first-time home purchase or the taxpayer’s
retirement. Earnings would accumulate tax-free in the Kidsave Account and no taxes would be due upon
withdrawal for an approved purpose.

Tax Incentives for School Construction. Provides tax credits to finance construction and/or rehabilitation of
elementary or secondary schools in distressed communities. States would be able to allocate a fixed amount
of tax credits (based on population) to public schools to help pay for construction or renovation projects. The
allocation would be for projects in schools that are in empowerment zones or enterprise communities, or that
have a high percentage of low-income students. This program would function similarly to the current low-
income housing tax credit program.

Employer-Provided Education Benefits. Extends permanently Section 127 of the tax code, which allows
people to exclude $5,250 of employer provided education benefits from their taxable income. Both
undergraduate and graduate education would be eligible. Additionally, a 10% employer credit for small
business training is included. This credit would apply to payments made to third parties to cover expenses of
education for employees under employer-provided education assistance programs. The credit would be
available to employers with average annual gross receipts of $10 million or less for the prior three years.

Student Loan Interest Deduction and Forgiveness. Allows a deduction of up to $2,500 per year of interest
on education loans for expenses of students enrolled at least half-time at an institution of higher education.
The deduction would be allowed for the first 60 months interest is due on a loan. The deduction would phase
out for taxpayers making between $45,000 and $65,000 ($65,000 and $85,000 for married taxpayers filing

‘jointly). This deduction would be available even if the taxpayer does not itemize deductions.

To encourage people to use their education and training in community service, the income exclusion for
student loan forgiveness would be expanded to include loan forgiveness extended by nonprofit tax-exempt
charitable or educational institutions, and to loans forgiven under the Direct Loan Program’s income-
contingent repayment program. Currently, the exclusion generally covers only contingent forgiveness
arrangements between students and government entities.

Incentives for K-12 Computer Donations. Provides tax incentives for private sector donations of computer
equipment to schools. The proposal would work in combination with the Telecommunications Act of 1996 to
ensure that public schools have access to modern computer technology.

Repeal Cap on Tax Exempt Bond Issuance by Colleges and Universities. Repeals the $150 million bond
cap that affects private higher education institutions and certain other charitable institutions. The repeal
would apply to tax-exempt bonds issued by these institutions to finance new capital expenditures.



CHILD TAX CREDIT
The President’s child tax credit includes the following features:

+ Age. Covers children under 17 through 2002 and under 19 thereafter.

s Amount per child. $400 in 1998, $500 in 1999 and then indexed.

+ Income Limits. Phased out for families making $60,000 to $75,000 until 2000, and then $80,000 to
$100,000 thereafter.

« Refundability to Cover Qut-of-Pocket Income and Payroll Taxes. Working families who pay out of
pocket federal taxes would benefit from the child tax credit. Child tax credit is calculated before the EITC
and will be partially refundable. A family will get a child credit for their income taxes plus the extent to
which their out-of-pocket (employee share) payroll taxes exceed their EITC.

+ Savings Incentive Feature. As described above, taxpayers who are entitled to a child credit would be
given the opportunity to contribute their child tax credit plus an additional $500 each year to a Kidsave
Account for the child’s education, first time home purchase or the taxpayer’s retirement. Earnings would
accumulate tax-free in the account and no taxes would be due upon withdrawal for an approved purpose.

URBAN REVITALIZATION

» Incentives to Clean Up and Redevelop Contaminated Sites (Brownfields). Certain environmental
remediation costs would be provided tax favorable treatment, allowing them to be fully deducted
immediately, to spur clean-up and redevelopment of contaminated sites in high poverty areas. To qualify for
this tax incentive, sites would have to satisfy use, geographic, and contamination requirements.

+ Expand Empowerment Zones and Enterprise Communities. The proposal has the three main components
that were in the President’s budget. First, within 180 days of enactment, two additional urban empowerment
zones would be authorized and would benefit from current tax incentives. Second, technical changes would
be made to allow a broader range of businesses in EZs and ECs to borrow the proceeds of tax-exempt bonds.
Third, the proposal authorizes the additional designation of 20 (15 urban and 5 rural) Empowerment Zones
and 80 (50 urban and 30 rural) Enterprise Communities. The newly designated zones would have different
avatlable tax incentives than existing zones. The current law wage credit would not be available. The
brownfields incentives would be available as would special expensing of business assets and qualification for
private-activity bonds.

o  Community Development Financial Institutions Fund. Up to $100 million in tax credits would be made
available to the CDFI Fund to allocate for equity investors in community development financial institutions
to leverage private investment in distressed areas and to stimulate economic revitalization.

» Washington, D.C. Provides tax incentives for firms to hire District residents, and a new credit that will be
allocated to debt and equity by a new economic development corporation, and to allow the issuance of
additional tax-exempt debt to help finance new business activity in the District.

WELFARE-TO-WORK TAX CREDIT

As proposed in the President’s budget, to help move people from welfare to work, a new 50% tax credit would be

made available on the first $10,000 in annual wages of certain long-term family assistance recipients for two
years of employment.

SMALL BUSINESS TAX CUTS:

Home office deduction

The existing home office deduction would be broadened to cover small businesses where: (1) the officeis
exclusively used to conduct substantial and essential administrative or management activities on a regular basis;
and (2) the taxpayer has no other location to conduct these essential administrative or management activities.



Small Business Capital Gains
Increases the existing exclusion for equity investments in small businesses held at least five years to a 75%

exclusion for up to $20 million in gains and doubles the eligibility limits on firm size from $50 million to $100
million.

PRESIDENT’S HOME SALES TAX CUT

Provides a $500,000 exclusion for capital gains on home sales for couples, providing tax relief and greatly
simplifying record-keeping and compliance. The exclusion for single filers would be $250,000.

30% EXCLUSION FOR CAPITAL GAINS

Taxpayers would be allowed to exclude 30% of their long-term capital gains from taxation. Long-term capital
gains will be defined, as under current law, as assets held for more than one year. For example, a family in the
28% income tax bracket would face a capital gains tax rate of 19.6 percent.

ESTATE TAXES

A special exclusion is added for qualified family-owned businesses and farms. Currently, for married couples,
only estates valued above $1.2 million pay any estate taxes. A special exclusion of $900,000 would be added to
ensure that the first $2.1 a million of family-owned business or farm would not be subject to estate taxes. This is
a proposal advanced by Senator Daschle.

OTHER PRESIDENTIAL INITIATIVES

s Puerto Rico Tax Credit - would be extended indefinitely and modified to provide an incentive for new
investments and increase the economic-activity credit.

« FSC Software - would extend the foreign sales corporation benefit, exempting a portion of income for tax
purposes, to include computer software licensed for reproduction abroad.

» FEquitable Tolling - would extend time people are allowed to claim a tax refund to include time that they are
medically determined to be mentally or physically impaired.

EXTENSIONS OF EXPIRING PROVISIONS

The R&E tax credit would be extended through the end of 1998. Contributions of appreciated stock to private

foundations, the Work Opportunity Tax Credit (including new targcted group), and the orphan drug credit would
be extended for one year.

TOBACCO TAXES

The proposal includes a 20 cent increase in tobacco taxes that would be separated into a trust fund and dedicated
entirely to expanding health coverage for children, addressing other children’s development issues, and
improving the overall public health.



Alternative Tax Cut Proposals
A Comparison of Distributional Impact
Income by Quintile | President Clinton House Sgﬁ_ﬂg
Lowest 1.2% 0.6% 0.4%
Second 10.1 2.5 2.7
Third 22.2 9.6 10.2
Fourth - 34.6 20.0 21.3
Highest 31.5 66.8 65.0
Top 10% 11.7 473 42.3
Top 5% .65 34.9 28.2
Topl1% 2.6 18.8 12.5
GMiddle 60% 66.9% 32.1% 34.2%

Source: U.S. Department of Treasury

Tables assumes fully phased-in (2007} law and behavior, in 1998 dollars. It includes major tax cut provisions in each of the plans:
HOPE Scholarship, tuition credit, Section 127, Student loan interest deduction, child tax credit, Kidsave accounts, capital gains
provisions, home office deduction, distressed areas initiatives, Puerto Rico tax incentives, individual and corporate AMT changes,
prepaid tuition programs, IRAs, DC tax incentives, safe harbor for independent contractors, modifications of treatment of company
owned life insurance.



How the President’s Tax Cut Proposals
Benefit Typical American Families

Example #1

Consider a family of four who makes $40,000 a year. The father is a carpenter and makes $25,000 and the

mother makes $15,000 working at a local department store. They have two kids, a son who is 14 and a freshman

isn high school and a daughter enrolled full-time in her first year at the local community college. Her tuition is
1,200 a year. '

The President’s tax cut proposal will benefit this family in at least two ways. They will receive a child tax credit
of $500 for their son plus a HOPE Scholarship of $1,100 for their daughter. In total, they will receive a $1,600
tax cut in the President’s proposal.

Tax Cut under
Clinton Proposal

Family of four with two children
aged 14 and 18 and $40,000 income:

Child Tax Credit for 14 year old $500
HOPE Scholarship for 18 year old $1.100
Total tax cut: $1,600

Example #2

Consider a family of three making $55,000 a year. The father has a degree in accounting and works for a local
business in the accounting department. The mother works part-time at the local library. They have one daughter
aged 14. The father would like to return to school to prepare for his CPA examination. He is going to attend the
local liberal arts college. He has signed up for two courses with total tuition of $4,000.

This family will receive a $500 tax child tax credit for their daughter and a $800 tuition tax credit to help pay for
the father’s course work.

Tax Cut under
Clinton Proposal

Family of three with one child
aged 14 and $55,000 income:

Child Tax Credit for 14 year old $500
Tuition tax credit $800

Total tax cut: | $1,300



Example #3:

A single mother lives with her six year old daughter in California. She’s been working as a bank teller for several
years and her pay is now $20,000 a year. When she tallies up her taxes, she owes $1,200 in federal income
taxes. A $1,150 Earned Income Tax Credit offsets much of this income tax. However, she pays $1,530 a year in
payroll taxes, not to mention the additional $1,530 the bank pays on her behalf.

Under the President’s plan this single mom would receive a $500 child tax credit for her daughter. (Note: This
woman and her daughter would receive no tax cut under either the House or Senate plans).

Tax Cut under

Clinton Proposal

Family of two with one child
aged 6 and $20,000 income:
Child Tax Credit for 6 year old $500
Total tax cut: $500
Example #4

A teacher with six years experience, earning $40,000 a year, would like to get her masters degree before she
marries and has children. Her principal has agreed to adjust her schedule so that she can attend classes in the
afternoon and evening. The tuition and fees charged for the program total $6,500.

She will receive a 20 percent tax credit on the first $5,000 of the tuition she pays.

Tax Cut under
Clinton Proposal

Single teacher making $40,000,
attending graduate school:

Tuition Tax Credit: $1.000
Total Tax Cut: $1,000

(Note: All examples are for tax year 1999)



IT IS WRONG TO DENY TAX RELIEF
TO AMERICA’S WORKING FAMILIES

Compared to the President’s proposal, four million working families will largely be denied a child tax credit
under the congressional tax plans. The President strongly believes that families who work hard, play by the rules
and make approximately $18,000 or $28,000, who pay taxes, and who are trying to do the best for their kids just
like everybody else, deserve a tax cut too.

This is an issue that s susceptible to both eye-glazing technical jargon, talk of “stacking,” and misleading
rhetoric: “It’s welfare.” Setting aside the jargon and the rhetoric, this is an issue best weighed by looking at real
people:

Example -- Family of Four with Two Children

Consider a family of four with two children living in a medium sized southern city. The father is a rookie police
officer making 323,000, and the mother is taking a few years off from working. This family pays federal taxes
well above the amount of EITC they receive:

Federal Tax Situation Before Any Child Tax Credit:

Income taxes owed before EITC $675
Payroll Taxes (just employee share) $1,760
Excise Taxes/1 $354

Federal out of pocket taxes owed before EITC $2,789

Employer Share of Payroll taxes $1,760
Federal Taxes before EITC $4,549
Benefit from EITC $1,668
President Clinton’s House Bill Senate Bill
Proposal
Child Tax Credit for
family of rookie police $767 $0 $0
officer making $23,000
Notes:
l: Estimate calculated from Congressional Budget Office Data. CBO estimates that in 1998, families with incomes between

$20,000 and $30,000 would pay 1.54 percent of their income in federal excise taxes.



Change in Income Tax: Comparison of Current Law with
The President’s Proposal and the House and Senate Tax Bills

Couple with Income of $23,000 and Two Children
(1999 Tax Parameters)

Current Law President’s House Senate

Proposal Tax Bill Tax Bill
Adjusted Gross Income (AGIl} -- all earnings 23,000 23,000 23,000 23,000
Standard Deduction 7,300 7,300 7,300 7,300
Personal Exemptions 11,200 11,200 - 11,200 11,200
Taxable Income 4,500 4,500 4,500 4,500
Income Before Tax Credits 675 675 675 675
Employee Payroll Tax (7.65% of earnings) 1,760 1,760 1,760 1,760
Child Credits 0 767 0 0
Earned Income Credit (refundable) 1,668 1,668 1,668 1,668
Income Tax After Credits -993 -1,760 -993 -993
Tax Savings Compared to Current Law 767 0 0

Department of the Treasury
Office of Tax Analysis

June 27, 1997




The President’s Higher Education Tax Cuts:
Greater Benefits for More Families

While providing the greatest help in the first two years, the President’s plan has always gone much further,
granting a substantial tax cut for any investment in postsecondary education or training. Unlike the
Congressional plans, the Administration's higher education tax cut covers all types and ages of students,

including:
. part-time students;
. students beyond their first two years of undergraduate study;
. graduate students;
. workers who are improving job skills rather than seeking a degree;
. those not fortunate enough to have been able to put a lot of money into savings.

For many situations that families find themselves in, the plans passed by the Senate and the House provide little

or no help. Consider the following common situations:

House Plan

Senate Plan

President

Family with $50,000 income, one child
going to an average two-year community
coltege full-time ($1,200 tuition and fees)

$600

$900

$1,100

Family with $30,000 income, one parent
going to a public four-year college less than
half-time ($2,000 tuition and fees)

$0

$0

$400

Family with $40,000 income, one child is
junior at average private college ($12,000
tuition and fees)

$0

$0

$1,000

Homemaker, family income of $70,000,
decides to go to graduate school at public
university after being out of college for 20
years ($3,500 tuition and fees)

$0

$0

$700




Share of Tax Cuts Going to
Middle Sixty Percent of Families
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President Clinton Unveils Tax Cut Proposal
June 30, 1997

President Clinton’s tax cut proposal provides needed tax relief to working families who play by the rules, pay
taxes, and are trying to do the best for their kids. It includes a major investment in the President’s top priority --
education -- by making the first two years of college universally available and doing something the other plans do
not: helping those Americans who are working and want to improve their education and upgrade their skills.
Lastly, President Clinton’s proposal incorporates Republican priorities in a good faith effort to honor the budget
accord and to reach final agreement for a tax cut the American people deserve.

THE PRESIDENT’S PROPOSAL IS FAIR. The bulk of the President’s tax cut goes to middle-class families --
two-thirds of the President’s tax cut goes to the middle sixty percent of families, twice the share the alternative
congressional plans provide these middle class families.

THE PRESIDENT PLACES A HIGHER PRIORITY ON EDUCATION TAX CUTS. Education must be
America’s highest priority and the core of our tax cut plan must help families pay for education. To offer opportunity
in the new and rapidly changing economy, we must make the 13th and 14th years of education -- the first two years of
college -- as universal as a high school diploma is today. We must also do what we can to help people throughout their
lives improve their education and upgrade their skills throughout their lives. The President’s plan:

v ADVANCES THE GOAL OF MAKING THE FIRST TWO YEARS OF COLLEGE UNIVERSAL.
The plan includes a modified two-year $1,500 HOPE Scholarship that does more to help community college
students than the congressional alternatives. First and second year students would receive a $1,000 credit for the
first $1,000 of tuition and fees plus 50% of as much as another $1,000 in tuition and fees. Therefore, a student
going to a typical community college with tuition of $1,200 would receive a $1,100 credit under the President’s
proposal, compared to just $600 and $900 under the House and Senate plans respectively.

v HELPS THIRD AND FOURTH YEAR STUDENTS AND PROMOTES LIFELONG LEARNING. The
congressional plans give virtually no support to families who are struggling to pay college costs out of pocket.
Students beyond the second year would benefit only if they had substantial savings or when they paid interest on
student loans. Students over 30 -- one-fourth of all undergraduate students -- could not even make use of the
education savings accounts that Congress is proposing. At a time when older workers need to improve their
education and upgrade their skills, it is critical that the education tax cuts promote lifelong learning. The
President’s proposal accomplishes this goal: It provides a 20 percent tuition credit on expenses up to $5,000
initially and $10,000 beginning in 2001.

v INCORPORATES OTHER GOOD EDUCATION IDEAS INCLUDED IN VARIOUS PROPOSALS,
such as a permanent extension of the tax preference for employer-provided undergraduate and graduate education,
tax incentives for school construction, a student loan interest deduction, and tax exclusion for community service
and income-contingent loan forgiveness.

THE PRESIDENT BELIEVES THAT FAMILIES WHO WORK HARD, PAY TAXES, AND TRY TO DO
THE BEST FOR THEIR KIDS DESERVE A TAX CUT. HIS PLAN CUTS THE TAXES OF THE 4
MILLION FAMILIES SHORTCHANGED BY CONGRESS. The President’s proposal includes a $500 child
tax credit for children under 17 through 2002 and under 19 thereafter. The President has a basic disagreement with
some members of Congtess. Consider a family of four with two small children: the father is a rookie police officer
making 323,000, and the mother is taking a few years off from teaching. They pay out of pocket over $1,000 a year in
federal taxes. The President believes that this family needs and deserves a tax cut just as much as family who makes
twice as much. The Congressional plans would deny this family a tax cut. Under the President’s plan, this family
would receive a $767 child tax credit.

TAX INCENTIVES TO CLEAN-UP AND REVITALIZE DISTRESSED NEIGHBORHOODS BELONG
IN THE FINAL TAX PACKAGE. In the balanced budget agreement, President Clinton and Congress agreed to
make all efforts to include three programs critical to our urban areas in the final budget package: a Brownfields tax
incentive; new Empowerment Zones and Enterprise Communities (EZ/EC); and expansion of the Community
Development Financial Institutions (CDFI) fund. Unfortunately, neither the House tax bill nor the Senate tax bill
includes the President’s Brownfields and EZ/EC initiatives. Today, the President includes these two vital
provisions, plus a new tax credit to encourage investment in CDFIs and an enhanced welfare-to-work tax credit, in
his tax cut proposal.



e

THE PRESIDENT’S TAX CUT PROPOSAL DELIVERS BIG FOR CITIES
June 30, 1997

In the balanced budget agreement, President Clinton and Congress agreed to make all efforts to include three
programs critical to our urban areas in the final budget package: a Brownfields tax incentive; new Empowerment
Zones and Enterprise Communities (EZ/EC); and expansion of the Community Development Financial
Institutions (CDFI) fund. Unfortunately, neither the House tax bill nor the Senate tax bill includes the
President’s Brownfields and EZ/EC initiatives. Today, the President includes these two vital provisions, plus a
new tax credit to encourage investment in CDFIs and an enhanced welfare-to-work tax credit, in his tax cut
proposal.

PRESIDENT CLINTON’S TAX PLAN HELPS TO CLEAN UP AND REDEVELOP BROWNFIELDS.
The Brownfields tax incentive included in the President’s tax cut proposal would reduce the cost of cleaning up
thousands of contaminated, abandoned sites in economically distressed areas by permitting clean-up costs to be
immediately deducted for tax purposes, rather than requiring this spending to be written off over time. This

would, in turn, encourage redevelopment of these areas. The Treasury Department estimates this 32 billion tax

incentive will, over seven years, leverage more than 810 billion for private sector cleanups nationwide, allowing
redevelopment of 30,000 brownfields.

. Chicago Mayor Richard Daley, writing on behalf of the U.S. Conference of Mayors, urged Ways and

Means Chairman Archer to include the President’s Brownfields proposal in the tax bill: “This is a high
priority for communities across this nation and we stand united in urging you and other members of the
House Ways and Means Committee to modify the tax bill to include the $2 billion brownﬁelds tax
incentive.”

THE PRESIDENT’S TAX PLAN CREATES NEW EMPOWERMENT ZONES AND ENTERPRISE
COMMUNITIES. Under the President’s 1993 Empowerment Zones and Enterprise Community initiative,
communities develop a strategic plan to spur economic development, and they receive Federal tax benefits, social
service grants and flexibility in use of Federal funds in order to put this plan in effect. The EZs and ECs are
urban or rural areas with high poverty and unemployment rates.

. Many communities that were not designated as EZs or ECs in that first round lack the seed capital to
begin revitalization efforts. In response, the President proposes a second-round of EZs and ECs--15
urban and 5 rural EZs and 50 urban and 30 rural ECs. The new EZs and ECs will benefit from a
slightly different blend of tax credits than the first-round communities.

THE PRESIDENT’S TAX PLAN ALSO PROVIDES FOR A NEW COMMUNITY DEVELOPMENT
FINANCIAL INSTITUTIONS TAX CREDIT. The President’s CDFI Fund is helping to build a national
network of community development financial institutions -- including banks, thrifts, and credit unions -- by
providing financial and technical assistance to these entities. CDFI dollars are being used to create jobs, rebuild
neighborhoods and restore hope in communities from San Francisco to Boston, Louisville to Chicago. The Fund
represents a promising model for Federal government action -- investing in local private sector institutions,
leveraging private sector resources (to the tune of ten times the initial investment) and generating economic
growth in distressed areas. The President’s tax cut proposal creates a new tax credit to encourage investment in
CDFIs. This new credit is not included in either the House or Senate versions of the tax legislation.

THE PRESIDENT’S PLAN INCLUDES A SPECIAL WELFARE-TO-WORK TAX CREDIT. This credit
gives employers added incentive to hire welfare recipients. Although the congressional leadership pledged to
seek a credit along these lines, the House bill includes only a scaled-back version, and the Senate bill omits it
entirely.
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HOUSE
Items Contrary to the Bipartisan Budget Agreement

) Immigrant Benefit Restorations -- The House bill fails to cover legal immigrants who
were in the U.S. when the welfare law was signed but who become disabled after that
date and falls $0.7 billion short of the amount agreed to in the Budget Agreement.

L Medicaid Investments -- The House bill fails to include the Medicaid investments in the
agreement (a higher Federal match for the D.C. Medicaid program and inflation
adjustments for the Medicaid programs in Puerto Rico and the territories).

. Assistance for Low-Income Medicare Beneficiaries -- The House bill spends the $1.5
billion in the Agreement by subsidizing: (1) the entire Part B premium for beneficiaries
with incomes between 120% and 135% of poverty and (2) only the increase in the
premium due to the home health reallocation for beneficiaries with incomes between
135% and 175%. The Administration continues to object to spending any of this
investment to offset only the portion of the premium due to the home health reallocation
because it is too administratively complex for the value of the benefit provided.

] Home Health Reallocation -- The House bill includes both the Ways and Means and the
Commerce versions of the home health transfer from Part A to Part B. The Ways and
Means version phases in the transfer and takes two years away from the additional years
of Part A Trust Fund solvency that would result from policies in the Agreement. The
Commerce version is consistent with the Agreement.

. Food Stamps -- Although slightly modified, the House bill still creates only about
190,000 work slots, significantly less than the 350,000 in additional work slots for
individuals facing the time limit in the Administration’s proposal because it does not
include any performance standards, as are included in the Administration and Senate
proposals, and does not satisfactorily target the money to work slots for individuals
facing the time limit.

® Spectrum -- The House-passed bill is estimated to generate $20.3 billion, $6.0 billion
short of the Budget Agreement target. There are a variety of reasons for the revenue
“shortfall”: (1) does not provide a firm date for the termination of analog broadcasting
(-$2.9 billion); (2) does not provide for spectrum “penalty fees” (-$2.0 billion); and (3)
does not provide for auction of “vanity” toll-free numbers (-$0.7 billion). The bill also
contains several objectionable provisions, the most notable of which is failure to
reimburse Federal agencies, especially Defense, for the costs of migrating/relocating to 0{
new spectrum bands so that the bands that they are now using can be auctioned by the
FCC. Failure to provide for reimbursement could lead to multi-billion dollar demands
from those agencies for additional discretionary funding. Other objectionable provisions
include: overly expansive definition of public safety auction exemptions, lack of adequate
bankruptcy provisions, failure to reimburse FCC for its auction costs, and failure to
provide FCC with economic options other than auctions, where appropriate.



Welfare to Work -- The House bill includes both the Ways and Means proposal (which
targets funds to urban areas through its 50/50 split between formula and competitive
grants; its formula grant sub-State allocation factors and method of administration; and its
reservation of 65 percent of competitive grants for cities) and the Education and
Workforce proposal (which reduces the competitive funding share from 50 percent to 5
percent). The Administration continues to strongly prefer the Ways and Means proposal.

051/053 -- The House National Security Committee moves $2.6 billion in 1998 budget
authority intended to fund environmental privatization projects and to forward fund
specific Department of Energy programs (subfunction 053) to Department of Defense
military programs (subfunction 051) in HR 1119, the National Defense Authorization
Act. The House Appropriations Committee shifts $1.8 billion in BA to the Defense
Subcommittee and $.8 billion to the Military Construction Subcommittee. The Budget
Agreement assumed that subfunction 053 would be funded at the President’s request
level, and that the additional spending in the agreement would go to Defense military
activities.

Land Acquisition -- The House Appropriations Committee has approved their FY 1998
Interior appropriations bill without any of the $700 million for priority land acquisition.

International Affairs Funding -- The House 602 (b) allocation reduces international
affairs funding by $0.5 billion below the level in the Agreement, and the Appropriations
Subcommittee-reported bill is approximately $1 billion below the Agreement.



HOUSE
Other Major Objectionable Items

® Welfare-to-Work Worker Protections and Grievance Procedures -- The House bill

provides that welfare recipients in work experience and community service be paid the 4
minimum wage, but does not include language that would provide enforcement or %\)
remedies for violations. The bill contains some protections against discrimination

(gender, age, race, and disability) and threats to health and safety, but does not include
provisions to ensure that recipients have neutral third-party grievance procedures for
appeal or remedies.

° Welfare-to-Work Worker Displacement -- The House bill retains most of the current
TANF non-displacement provisions, and applies these provisions to all of TANF. This is
an improvement over the Ways and Means proposal, but the Administration prefers the 2
broader worker displacement language in H.R. 1385, the House-passed bill on job '
training reform. The Administration would like to discuss specific further protections
with the Congress.

® Welfare-to-Work Performance Fund -- The House bill does not include a performance
fund, which the Administration supports so that welfare to work funds generate greater
levels of placement in unsubsidized jobs than States will achieve with TANF and other
funds.

. DSH Targeting -- The DSH savings proposal in the House bill does not target the
remaining DSH funds to hospitals with the greatest need. Significant savings from DSH
payments should be linked to an appropriate targeting mechanism. It is for this reason 1
that we support proposals that assure the targeting of some DSH funds to hospitals that QZ’
serve a high proportion of low-income and uninsured patients.

° MEWASs -- The House bill adopts a proposal that would allow business members of
multiple employer welfare associations (MEW As) to form “association health plans,” as
provided for in H.R. 1515, the Expansion of Portability and Health Insurance Coverage
Act of 1997. The Administration opposed a version of these provisions last year. The
bill as drafted has inadequate consumer protections and has the potential to result in
premium increases for small businesses and employees who may bear the burden of
adverse selection.

. Privatization -- The House bill allows all States to privatize Medicaid and Food Stamps
eligibility and enrollment determination functions. The Administration strongly opposes
privatization of welfare eligibility determination and related functions.

] Children’s Health (direct services) -- The House bill spends a portion of the children’s
health investment funds on direct services. The Administration is concerned that a State

3



could spend all of its money on one benefit or to offset the effects of the DSH cuts on
certain hospitals, and children would not necessarily get meaningful coverage. The
Administration is also concerned that direct services may not be the most cost-effective
way to expand coverage to children, as stated in the Budget Agreement. We believe the
final bill should refiect the Senate provisions in this area.

Children’s Health (abortion) -- The House bill permanently extends the “Hyde
amendment” to the $16 billion children’s health investment. The Administration has
opposed limiting medically necessary services including abortion services, and wants to
work with Congress to address this issue.

Medicare Medical Savings Accounts -- The House bill includes an MSA demonstration.
that is too large, too expensive, and exposes beneficiaries to any additional charges
providers choose to levy without limitation. The Administration strongly believes that
the current law limits on balance billing should be applied to this demonstration and that
it should be limited geographically for a trial pertod.

Medical Malpractice -- The House bill adopts the same medical malpractice provisions
that the Administration opposed in the vetoed Balanced Budget bill and the House
version of the Health Insurance Portability and Accountability Act (HIPAA).

Student Loans -- The House bill adopts an objectionable provision regarding
administrative cost allowances (ACAs) to guaranty agencies in the Federal Family
Education Loan Program (FFELP). The provision would mandate ACAs to be paid at a
rate of 0.85% of new loan volume from mandatory funding authorized under Section 458
of the Higher Education Act of 1965 (HEA), up to a cap of $170 million in FY 1998 and
1999 and $150 million in FY 2000-2002. This provision represents a new entitlement to
these agencies not included in the Budget Agreement.

Repeal of Maintenance of Effort (MOE) Requirement on State Supplementation of
SSI Benefits -- The House bill repeals the MOE, which would let States significantly cut,
or even eliminate, benefits to nearly 2.8 million poor elderly, disabled, and blind persons.
The proposal also could put at risk low-income elderly and disabled individuals who
could lose SSI entirely and thereby lose Medicaid coverage as well. The Administration
opposed this proposal during last year’s welfare reform debate.



SENATE
Items Contrary to the Bipartisan Budget Agreement

] Medicaid Investments -- The Finance bill includes the Medicaid investments (a higher
Federal matching payment for the Medicaid program in the District of Columbia and
inflation adjustments for the Medicaid programs in Puerto Rico and the territories), but at
spending levels below those in the Budget Agreement. In the case of the District of
Columbia, the investment is for only three years.

° Assistance for Low-Income Medicare Beneficiaries -- The Senate bill spends the full
$1.5 billion in the agreement, but does so through a block grant. The Administration A
prefers an approach similar to that in the House bill (i.e., through Medicaid), although 07(
without the administrative complexities of subsidizing only a portion of the Part B ¢

premium. In addition, the Administration objects to the provision in the Senate bill that
sunsets this assistance in 2002.

o Medicaid Benefits for Disabled Children -- The Senate bill fails to include the proposal
in the Budget Agreement to restore Medicaid for approximately 30,000 disabled children
in FY 1998 who will lose SSI benefits under the new definition of childhood disability.

° Home Health Reallocation -- The Senate bill phases in the home health transfer from
Part A to Part B, which takes two years away from the additional years of Part A Trust
Fund solvency that would result from policies in the Agreement. (The Commerce
Commuittee provision is consistent with the agreement.)

. Spectrum -- The Senate-passed bill is estimated to generate $20.1 billion, $6.2 billion
short of the Budget Agreement target. Like the House (see above), the Senate bill does
not contain three provisions that are estimated to yield almost $6.0 billion in revenues. O?.(
Otherwise, the Senate bill is significantly better than the House version, even though it
contains some objectionable provisions.

° Welfare to Work Grants to Cities -- The House Ways and Means proposal -- which was
included in the House-passed bill -- fulfills the terms of the Agreement by targeting funds
to urban areas with a 50/50 split between formula and competitive grants; its formula
grant sub-State allocation factors and method of administration; and its reservation of 65
percent of competitive grants for cities. The Senate bill reduces the competitive funding
share from 50 percent to 25 percent. In addition, the Senate bill provides for local
administration of funds only through the TANF agency, rather than mayors and other
chief tocal elected officials working with private industry councils (PICs) and in the bill,
HHS rather than DOL acts as the federal Administrating agency. The Administration
strongly prefers the Ways and Means proposal.



Unemployment Insurance Integrity -. The Senate bill does not include the provision of
the budget agreement that achieves $763 million in mandatory savings over 5 years
through an increase in discretionary spending for unemployment insurance "program
integrity" activities of $89 million in 1998 and $467 million over five years. The House
bill includes this provision.

State SSI Administrative Fees -- The Senate bill does not include a provision in the
Budget Agreement to increase the administrative fees that the Federal Government
charges States for administering their State supplemental SSI payments and to make the
increase available, subject to appropriations, for SSA administrative expenses. Under this
proposal, approximately $380 million would be collected over five years, to be spent
upon receipt.

051/053 -- The Senate National Security Committee in S. 936, the National Defense
Authorization Act for FY 1998, moves $2.6 billion in 1998 budget authority intended to
fund environmental privatization projects and to forward fund specific Department of
Energy programs (subfunction 053) to Department of Defense military programs
{(subfunction 051).



SENATE
Other Major Objectionable Items

® Privatization -- The Senate bill allows the State of Texas to privatize functions for all
federal and state health and human services benefit programs -- including Medicaid, Food
Stamps, and WIC. The Administration opposes privatization of the certification of
eligibility for benefits and related operations (such as obtaining and verifying information
about income and other eligibility factors).

° Medicare Medical Savings Accounts -- Although an improvement over the House
version, the Senate bill includes an MSA demonstration that exposes beneficiaries to any
additional charges providers choose to levy. The Administration strongly believes that
the current law limits on balance billing should be applied to this demonstration and that
it should be limited geographically for a trial period.

L Balance Billing Protections -- The Senate bill still includes an objectionable provision
that would allow private fee-for-service plans to participate in Medicare Choice without
any balance billing protections. The Administration opposed this provision in the vetoed
Balanced Budget bill.

L Student L.oans -- The Senate bill includes an objectionable provision regarding
administrative cost allowances (ACAs) to guaranty agencies in the Federal Family
Education Loan Program (FFELP). The provision would mandate ACAs to be paid ata
rate of 0.85% of new loan volume from mandatory funding authorized under Section 458
of the Higher Education Act of 1965 (HEA), up to a cap of $170 million in FY 1998 and
1999 and $150 million in FY 2000-2002. This provision represents a new entitlement to
these agencies not included in the Budget Agreement.

o Medicaid and Children’s Health (abortion). The Senate bill extends the “Hyde p
- amendment” to managed care organizations under Medicaid and to the children’s health "r‘é
investment. The Administration has opposed limiting medically necessary services Gr <
including abortion services, and wants to work with the Congress to address this issue. 6:7%/
pe)

. Medicaid Cost Sharing -- The Senate bill allows States to require limited cost sharing ‘%’/‘9&]
for certain Medicaid beneficiaries. The Administration is concerned that this proposal i(r‘
may compromise beneficiary access to quality care. The Administration believes that the
President’s budget language to allow States to charge nominal copayments for HMO
enrollees is much preferable.

. Welfare-to-Work Worker Displacement -- The Senate bill adopts worker displacement
language from HR 1385, the House-passed bill on job training reform, but applies these
provisions only to the $3 billion welfare-to-work program and not to TANF. The



Administration prefers to apply these protections to all those making the transition from
welfare to work.

® . DSH Targeting -- The DSH savings proposal in the Senate bill includes a provision to
target the remaining DSH funds to hospitals with the greatest need, but that provision 2
needs to be strengthened. The bill does not include a Federal DSH targeting standard. C’zU
Without Federal standards, hospitals with high-volume Medicaid and low-income
utilization may not be sufficiently protected from reductions in the DSH program.

The following provisions should be considered in the context of long-term reforms to Medicare:
® Home Health Copayments -- The Senate bill imposes a Part B home health copayment
of $5 per visit, capped at an amount equal to the annual hospital deductible. These

" savings are not necessary to balance the budget.

. Medicare Eligibility Age -- The Senate bill raises the eligibility age for Medicare from
65 to 67. These savings are not necessary to balance the budget.

. Means Testing the Medicare premium -- The Senate bill includes a new income-related

premium provision for Part B. These savings are not necessary to balance the budget and
introduce significant administrative complexities.

June 26, 1997
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. All are basically acceptable--The clearer it is the better--people should be able to
. understand and access it

Pg 3.
Good opening but not credible to sustain--what happens if gives nearly 30%exclusion
This would pay more than under GOP plan let 39.5 up to 30 or 31, whatever
30%is
Pg.% .

Q: If we wind up with Senate Finance Committee proposals with partial allocations for
children’s " health is that over and above the 16 billion already in our budget?
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« o THE TREASURY -
MEMOQRANDUM FOR THE PRESIDENT
FROM: " Robest Rubin ( £/~
.+ QGene Sperling '
SUBJECT: '_ " An Offer on Your Tax Package -
Your budget team met in Erskine’s offica tarlay 1 fivalizs cna tercmmcaidalione. t e -

ferkape to be offeced on Monday. The (ollowing memo summarizes issues and highligies - Soce .
i1 need Lo be made concerning the package. The side-by-side following the options meme
sumpares the features and five-year costs of the competing Admiaistration, House and Senate
choices. .-

Post-Secondary Education

o Ogtion 1 provides a two-year HOPE scholarship of $1,000 and S0 percent of additicnal
expenses up to $1000 starting in 1998. It provides a 20 percent credit on allowable out-
of-pocket education expenses of $5,000 through 2000 and $10,000 theceafter. The
package is more generous than the House end Senate packages.

- This costs roughly $34.5 billion through 2002 and 390.6 through 2007 under
Treasury’s scoring. We expect JCT scoring to be at least 35 billion higher in tie
first five years.

o Option 2 would give a four year HOPE schaolarship of $1,000 for students attending at
feast half tiwe in 2 degree or certificate program, and 20 percent of edditional expensas

up to $1000 stasting in 1998. Students not cligible for the IIOPE acholarship contd get a

credit {or 20 perceat of additional expenses up to $1000 starting in 1998. This package

will cost in the neighborhood of $35 billion undes Treasury’s scoring.

o Option 3 miors the proposals offeced by the House and Senate Democrats. It gives 2
HOPE Scholarship of $1000 and 50 percent of additional expenses up to $200 thirugh
1999, £400 in 2000 and $1,000 thereafter. Studeats must be attending at least half time
in the first two yeass of & degree or certificate program. If a student is not eligible for the
HOPE scholarship, we would give a 20 percent tuition credit on expenses up 1o $4,000
tlrough 1999, $7,500 in 2000 and $10,000 thereafier.

- This option costs $32.3 ($37.4) Gillion through 2002 2nd $88.6 (SR7 M\ e
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2007 upder Treasury (JCT) scoring,.

Your advisers ate in general agreement thet Option 1 makes the most sense at this tme. It
stays closc to the original proposal in your Budget and allows you to stress how the proposaf L
advagces your goal of tuaking the 13th and 14th grades universal, plus it has a strong lifelong
‘ratning component. Furthermore, by including the notlon of 50 percent of thie second 1,009, 4t
~ddresses the tuition inflation argument and shows us being responsive to suggestions by Daschle
and Senate Democrats. )
Many of your advisers believe that iu the end, we may wish to fall back to a single, simpler
faug-year option -- such as Uption 2. Most of your advisers would rather lead with Option 1 and
. vse a varsion of Option 2 (perhaps with a more generous lifelong leaming provision) as a fall-
4 ?(( back. Frank Raines, however, would favor moving to this option sooner rather than later a5 a
q(( means of showing our immediate willingness to offer a compromise suggestion on our tax
prionity. : '

&( \[ gefer Uption § __ prefer Option2 ____ prefer Option 3
\
{?(%4;% . General Capital Gains Relief
by,
3G

28 percent and 15 percent brackets get as much relief as they do under the 20/10 separate
Qt’QT rate schedule. The proposal wauld include the President’s hotne sale provision.

& . . .
~ \({%0 - Costs $8.2 billion through 2002 and $17.5 biltion through 2007 (Treasuty scosing).

We expect the JCT to score this as costing several billion less through 2002.

o Option 1 would provide 2 30 percent exclusion. This holds the top rate at 28 percent,
but gives a rate cut to all taxpayers in the 36 percent bracket and lower, Taxpayers in the

o Optien 2 would provide a sepacate rate schedule approach (using rates of 24/12), tet2in
28 percent rate for collectibles, depreciation recapture at 26 percent, AMT adjustruent (o
tax gains at 24 peccent, President’s home sile provision.

- Treasury estimates that this proposal would raise $3.6 billion through 2002 and $4.6
billion through 2007. Wa expect the ICT 10 scare this as losing rouglily $2 billior
through 2002 and roughly $20 bilion through 2007,

o Ogption 3 is the proposal that came out of the Finance Committee, which had a separate
rate schedule of 20/10, depreciation recapture at 24 percent and the President’s home
sales provision. An AMT feature will need to be addressed.

. ] A\
- JCT estimates that the Senate Finance proposal would lose $3.3 biltion through 2002
and $23.9 through 2007,
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~ Your advigers recommend Option §. This proposal provides a broad based capital gains tax
i to alt but the people at the very top of the income scale, The Republicans will not like it
because it does not provide relief to the roughly half percent of taxpayeis who are in the 39.6

The child credit is the piece that moves to fit the rest of the package,

o

[

pacen? beacket, but it will put them in an awkward message situation, help with our disuibution,
and most importantly, give us foom to move in exchange for coming cur way on the higher
" education tax cut and the “stacking® on EITC.

. ,
\_/__ prefer Option 1 __ prefer Option 2 ____prefer Option 3 ~

. d opetunt
%@&5 Child Credit - I3 credi bl 1o -

Sus-f-a'ai'\:

-

Optien | would do the following. First, the child crédit would be stacked hefoie s
EITC, easuring that working famities who pav iucamn tavas ranad o the begeht o
the child eradic Mageaver, the chifd credit would be partially refundable to the
extent thie employee share of payroll taxes exceeds their EITC. Thus, the child
credit will offset income taxes and payroll taxes, to the extent the latter exceeds the
EITC. Second, we will cover children under 17, as is the case in the Congressional
packages. Third, we would keep the optional Kidsave feature that allows parents to
contribute up to the amount of the credit plus $500 to & nondeductible, backioaded
TRA-type savings vehicle. Eamings would be distributed tax free for the child's
education and possibly child related events, or for the parent's retirement. Fourth.
the income phaseouts will be as in the FY98 budget ($60,000 to $75,000) through
2002 and higher thereafter, Fifth, the credit will be phased in (starting at $30C in
1998 and phasing up to $500) to fit the $85 billion budget agreement.

Option 2 would drop refundability, stack the child credit before the EITC and include the
optional Kidsave feature. The proposal should first phase-in at a level comparable vo th2
Republican proposal (no credit in 1997, $400 in 1998 and $500 thereafter). It should
then cover children under 17 (though we-could cover 17 year olds) and then use

whatever money is remaining to increase the incowe limita beyond the $60,000-875,000
range in the FYQ8 Budget (we will increase the incoms limits after 2002).

Optian 3 incorporates a more generous Kidsave feature. It would give a child credit of
S500 for families that do nat contribute to a Kidsave account, and a $600 child credit 1o
families that contribute at least $600 to the Kidsave account. This proposal would need

to be somewhat less generous in some dimension than Option 2 in order to finance the
saving subsidy,

A}

Y cur advisers recommend Option 1. The major issue of the discussion was to what exteat
- prepesal should be refundable. Focusing strictly on stacking would wlow us a cleaner
- r#3age because it would keep the debate on the young police officer you discussed at the press

-
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conlerecce. Og the other hand, going with refundability would allow us to stay close to our
Democryts, plus leave room to move later, :

' All of us agree that we did not waat to allow the Republicans to be able to frame the messauc
as Democrats for welfare payments at the expense of Republicans for tax eredits for teens in
middle cless families. We reached consensus around a proposal that would give the tax credit to
taenagers, and have partial refundability -- but only to the degree that people paid payroll and
ineomeé taxes beyond what they get in their EITC. In this way, we take away the Republican
message on leenagers, keep some element of refundability, but keep our message that this is a tax
cut oaly for people who owe federal payroll and income taxes, 'While this may not be as stronp
on [efundability as some Democrats will tike, it has partial refundability, keeps our message
advantage, and can be described as taking chacacteristics from both the Range! and Daschie
packages. Ir order to afford all this, however, we have to phase in the $500 credit -- but that is
consistent with your original child credit proposal.

prefen Ontion | ___prefec Option 2 ___ prefer Option 3
Aicport and Airways Trust Fund

o Option 1 would follow the President’s FY 1998 budget by extending the zirline ticket
tax through 2007 and wait for the National Civil Aviation Review Comyrission to
propose a mote long-term solution to meet the FAA's long-term needs with user fees.

o Option 2 would adopt changes from the Finance Committee mark, which raise an
additional $2.9 billion through 2002 and $8 biflion through 2007, ‘While uo aitline
supports increased fees, low-cast carriers prefer the Senate approach versus the “head
tax’ provisions ptoposed in the House.

Your advisers recommend that you choose Option {, which sticks with what was in your

Lmd{iand keeps vou out of this fight. i
prefer Option 17

___ prefer Option 2

—_—

Cabacca Taxes

o Option 1 would impose a 20 cents/pack increase in the tobacco excise tax as included in
the Finance Commiitee packsge, but dedicate the revemue to a trust fiad for children’s
and health expenditures. Under this option tabacco taxes would not displace other
raisers needed to finance the tax cuts that are sought. \

o Option 2 would impose a 20 cent/pack increase in the tobacco tax and use it to fund
other measures.
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o Optien 3 would not include a tobacco tax increase.

Y our advisers recommend Option 1. We believe we should include a tobacco tax increase
"yt insist that it go to help advaoce your goals for chlldren: We will discuss with Bruce Reed and
others the best tactical strategy for deciding how we should deseribe what such children’s

concqsl these funds should go to.

__prefer Option 1 ___prefar Qption 2 ___preter Option 3

[ wanles

Last pag
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Record Jype: Record

To: See the distribution list at the bottom of this message

cC:
Subjsct: Gene's Plan for Tax Rollout -- Monday
Key points from Sperﬁng's‘rollout meeting today:

1) Bruce — Gene indicated that you and/or Mike Smith may need to make some educahon press -
cafls on Monday, since Secretary Riley is in Ireland. I'll fax you the media plan. .

2) Paul ~- Emily Bromberg and crew will talk to mayors and are planning to set up some media
roundiables with them for Tuesday.

3) Current logistics involve the President making his statement Monday a.m. on departure to
Boston. There's some debate about whether to leak or not and concern that Hong Kong will dominate
the ngws on Monday.

4) Per Jon -~ the plan does not make the dependent care tax credit refundable; howe()er. unlike
the GOP plans, families can get the DCTC and the child tax credit. No adoption provisions.

Messaqge Sent To:

Bruce N Reed/OPD/ECQP
Eiena Kagan/OPD/EOP

_ Michael Cohen/OPD/ECP
Paul J. Weinstein Jr/OPD/EOP
Jennifer L. Klein/OPD/EOP
Cathy R. Mays/OPD/EOP
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This plan spells out our tax rollout strategy and the key tasks that must be completed on
Sunday, Monday and Tuesday. The tax rollout serves to achieve the following two goals:
(1) frame President Clinton’s plan as a new offer (“Clinton Unveils Tax Cut Plan’’} and
(2) as the Conference negotiations approach, shift the focus from the differences between
the House plan and the Senate plan to the differences between the President’s plan and
the more regressive Congressional plans. -

|  SATURDAY/SUNDAY e |
Complete and Ee'Prepared to Distribute Final Paper

e«  Talking points

. Fact sheet and summary table

*  Detailed revenue table

. Distribution table (comparison)

. Examples of how the tax cuts impact redl people

. Internal Q&A

Weekend Press.

da (o) egy: 1. Do we make news and in what context?
' 2. Brief Sunday show pundits
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| MONDAY/TUESDAY 1

POTUS ANNOUNCEMENT -- TBD for Monday morning

BUDGET TEAM

<> Press Briefing

© Regional Press Strategy

.= Budget/Economic team briefs press corps Monday on tax .plan details

. Press office recommends waiting uatil noon so that White House press corps can
hear live feed from filing center in Boston

S Media Affairs targets radlo and television in top markcts and ass:gns budget team,
» * Cabinet members and senior White House staff to cover -
. Regional newspapers

--  Separate conference calls with regional editorial writers by Rubin,
Summers, or Raines (Tuesday)

-- Roundtable with bureau chiefs/political editors of major ireglonal papers
on Tuesday (Sperling)

-- Editorial board mailing to top 100 reglonal newspapers with charts and
fact sheets (to go out Monday)

e Specmlty Prcss

' National Press Strategy/Calls

Sec. Rubin
P Network pgndlt Tim Russert, Cokie Roberts Bob Schieffer

Frank Raines ‘ :
. etwo espondepts: David Bloom, Rita Braver, and John Donvan.

. Editoral boards: LA Times and USA Today

John Hilley
. Hill correspondents: Lxsa Myers, John Cochran |
. Congressional budget reporters: Eric Pianin (Post); Christopher Georges (WSJ),

David Rogers (WSJ), Adam Clymer (NY Times)

Gene Sperling .
« . Wires: Terry Hunt or Alan Fram of Associated Press

2

@oo04



06/27/97

‘ . 005
Budget reporters: Dick Stevenson (NY Times), Clay Chandler (Rost), Jackie

Calmes (WSJ), Bill Nichols or Bili Welch (QSA_IQ_Q@){) and Art Pine or ]onathan
Peterson (LA Times)

Editorial boards: Weinstein (NY Times) and Peter Milius (W ashm;amn_zqg-,)

‘Rahm Emanuel

Wires/CNN: John King and/or Wolf Bhtzer at CNN

White House political reporters: John Harris (Post), Alison Mitchell (NY Times),
Elizabeth Shogren (LA Times), and Hilary Stout (WSJ])

Columnists: E.J. Dionne (Post.) .

Larry Summers

Wires: Larry McQulllen or Arshad Mohammad of Reuters
Magazines and columpists: Michael Duffy (Time), Jim Fallows ({JS News), Evan
Thomas (Newsweek), and Owen Uliman (Buginess Week) -- could call Jater in
the week; Gerry Seib (Wall Street Joumal) -

Janet Yellen

Magazines and columpists: Peter Passell (Ixm;s) Jonathan Alter (N.emy_;k)
‘and John Judis (ﬂgw_gmm)

Jack Lew
. Mgg@xwugjmmﬂs Matt Miller (US News) and Susan Denzter (Business
Week.)

> Validation Strategy

Sperling calls Bob Greenstein, Al From
Summers calls Robert McIntyre (Citizens for Tax Justice)

Riley calls higher education leaders, mcludmg Tkenberry, Munitz, Dawd P:erce
David Warren, and others

Riley calls regional college presidents

CABINET ROLLQUT (Marshall; Higgins; Silverman; McHugh)

Cabinet Affairs faxes talking points and tax plan packet to all Cabinet members
and subcabinet on Monday morning

Cabinet Affairs sets up conference call with agency communications directors and
Chiefs of Staff

- Lew, Baer, Marshall conduct tax package briefing on conference call
- Silverman and McHugh assign list of key regional media markets
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. Carol Browner and Andrew Cuomo conduct media/events around Brownfields,

other urban/enviro issués with mayors

. GOVERNORS AND MAYORS (Ibarra)

. Ibarra and Iritergovenuncntal tearn make key first calls to mayors and g&vcmors
. Organize separate conference calls for key governors, mayors, and county

officials (Sperling and Lew will brief them on tax package)

.’ Hook mayors into events conducted by Carol Browner and Andrew Cuomo on .

Brownfields, other urban/enviro issues

. Provide specific one-pager to mayors and govermnors on tax ﬁackage (e.g.,

Brownfields, CDFI)

CONSTITUENCIES: Labor, Minority and Ethnic (Echaveste)

. Qgﬂnggr_L_ML@_&ng -- Podesta, Echaveste, and others coordinate calls

regarding overall tax package; paper faxed to appropriate labor leaders

5

make

EDUCATION TEAM (Smith; Longanecker; Shireman)
. Call Education Leaders on higher education tax cuts

Gov. Miller
Barry Munitz (Smlth/Longanccker)
Stan Tkenberry (Smith/Longanecker)

.Ed Elmendorf (Shireman)
* David Pierce (Shireman) .

Comelius Pings (Smith/Longanecker)
David Warren (SrmthfLonganccker)
Student groups {Shireman)

, Call Key Education Reporters

Robert Greene, AP (Smith, Longanecker)

Applebome, NY Timnes (Smith, Shireman)

Richard Whitmire, Gannett (Smith, Longanecker)

Paul Nyhan, Bloomberg (Smith, Longanecker) |

Doug Lederman, Chronicle of Higher Education (Shireman)
Rebecca Weiner, Educatjon Daily (Shireman)

Echaveste develops list of additional calls for senior White House staff to

@oos
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

THE DIRECTOR June 23, 1997

The Honorable Trent Lott
Majority Leader

United States Senate
Washington, DC 20510

Dear Mr. Leader:

As the Senate begins consideration of S. 947, the spending-related portion of this year’s
budget reconciliation legislation, I am writing to transmit the Administration’s views. We will
transmit separately the Administration’s views on the tax reconciliation bill.

While many provisions of the bill are consistent with the Bipartisan Budget Agreement,
in some key areas others are not. We understand there are ongoing efforts to resolve as many
issues as possible through a bipartisan Leadership amendment. Such an amendment would
advance the bipartisan process which began last month with the Budget Agreement. The
Administration intends to continue working closely with the Leadership on remedial
amendments. ‘ '

Key areas where the bill is inconsistent with the Budget Agreement include the failure to:
“restore SSI [Supplemental Security Income] and Medicaid eligibility for all disabled legal
immigrants who are or become disabled and who entered the U.S. prior to August 23, 1996,
assist low-income Medicare beneficiaries in paying premiums; provide Medicaid benefits for
certain disabled children and the full 70 percent Federal match for Medicaid in the District of
Columbia; properly implement the Medicare home health reallocation; provide for State SSI
administrative fces; and achieve the agreed-upon levels of savings from spectrum auctions and
related provisions.

In addition, we have significant concerns about a number of issues which the Budget
Agreement did not specifically address: the lack of quality standards and protections against
balance billing in private fee-for-service plans in Medicare Choice and in Medical Savings
Accounts (MSAs); the added burden of new copayments for certain Medicare Part B and
Medicaid beneficiaries; the higher eligibility age for Medicare recipients and the income-relating
of the Medicare deductible; the failure to include all of the Administration’s prudent purchasing
reforms; the lack of a Federal Disproportionate Share Hospital (DSH) targeting standard; the
failure to put the proper parties in charge of administering the welfare-to-work program; the
proposal to privatize eligibility determinations in Texas; and the lack of adequate maintenance-
of-effort requirements for Food Stamps.

The Bipartisan Budget Agreement is good for America, its people, and its future, and we
are fully committed to working with Congress to see all of its provisions enacted into law by the
August recess.



tems Contrary to the Bipartisan deet reement

ontinued SSI and Medicaid Benefits for Legal igrants -- While the Senate reported
provision giving benefits to new applicants for a limited time is preferable to the House
provision, it fails to provide sufficient assistance for the most vulnerable individuals. The
Budget Agreement explicitly states: “Restore SSI and Medicaid eligibility for all disabled legal
immigrants who are or become disabled and who enter the U.S. prior to August 23, 1996.”
As the President stated in a June 20, 1997 letter, he views this issue as of paramount importance.
As the letter states: “To achieve our common goal of a signable bill that balances the budget, it is
essential that the legislation that is presented to me include these provisions. I wili be unable to
sign legislation that does not.” The reported bill fails to reflect the Agreement. As a resuit, in
2002 it would protect an estimated 55,000 fewer immigrants than the Budget Agreement calls
for.

In addition, the President’s strong preference is to cover both elderly and disabled

immigrants. We will work with you to identify the necessary resources to do so.

dssistance for Low-Income Medicare Beneficiaries — Recognizing that premiums
represent a significant burden on low-income beneficiaries, the Budget Agreement allocated
$1.5 billion to ease the impact on this population of increasing Medicare premiums related to the
home health reallocation. The reported bill does not include this provision.

Medicaid Benefits for Certain Disabled Children - The Budget Agreement clearly
includes the proposal to restore Medicaid for current disabled children losing SSI because of the
new, more strict definition of childhood eligibility. The reported bill failed to include this
proposal. We strongly urge the Senate to include this provision and retain Medicaid benefits for
about 30,000 children who could lose their health care coverage in FY 1998.

DC Medicaid — We are pleased that the reported bill includes a higher matching payment
for the Medicaid program in the District of Columbia, but we are concerned that the increase is
not sufficient. The matching rate proposed in the reported bill sunsets at the end of FY 2000 and
is 10 percentage points lower than the matching rate of 70 percent in the FY 1998 President’s
budget. A 60 percent matching rate would still leave the District paying more to the Medicaid
program than any other local government.

Home Health Reallocation -- The home health reallocation in the Budget Agreement is
not properly reflected in the reported bill. During the negotiations, we discussed at great length
the shift of home health expenditures to Part B, and all sides clearly understood that it would be
immediate. The Committee’s phase-in would cost two years of solvency on the Part A trust fund
-- two years that we can ill afford to lose. We urge the Senate to incorporate the same provision
included in the House Commerce Committee reported title.



State SSI Administrative Fees -- The reported bill fails to reflect the provision of the
Budget Agreement which calls for increasing the administrative fees that the Federal
Government charges States for administering their supplemental SSI payments -- the proceeds of
which would be available, subject to appropriations, for Social Security Administration (SSA)
administrative expenses,

Spectrum -- While the Senate reported provisions are a substantial improvement over
counterpart House legislation, we continue to have serious concerns. The reported language
would not achieve the full $26.3 billion in savings and policies described in the Budget
Agreement. In addition, the bill does not include two of the proposals included in the Budget
Agreement — auction of "vanity" toll free telephone numbers and the spectrum penalty fee.
Additionally, the bill does not provide a firm date for terminating analog broadcasting, thus
causing significant savings reductions.

We also have the following additional concerns with the reported spectrum language:
the lack of authority for the Federal Communications Commission (FCC) to use economic
mechanisms, other than auctions, where appropriate (i.e., user fees to create incentives for
efficient spectrum management); a very expansive definition of public safety that would create
loopholes permitting too many entities to be exempted from auctions; language that would
protect spectrum for use by the National Aeronautics and Space Administration and the
National Oceanic and Atmospheric Administration, which is contrary to the Administration's
policy on managing spectrum across the government through a process managed by the
National Telecommunications and Information Administration; and the lack of authority for
the FCC to revoke and reauction licenses when an entity declares bankruptcy, which is
essential to preserving licenses awarded in previous auctions.

Additional Concerns

’ Although the Budget Agreement did not specifically address the following items, the
Administration has significant concerns about them. The Administration urges the Senate to
address these concerns during Floor action.

Medicare

Private Fee for Service in Medicare Choice. While the Administration supports the
introduction of new plan options for Medicare beneficiaries, we believe that any new options
must be accompanied by appropriate beneficiary protections. We believe that inclusion of
private fee-for-service plans in Medicare Choice without balance billing or quality assurance
protections is bad policy. Beneficiaries should not be exposed to billing in excess of current law
protections. Also, we are concerned that this option will attract primarily healthy and wealthy
beneficiaries and leave sicker and poorer beneficiaries in the more expensive, traditional
Medicare program.



Medical Savings Accounts. We believe that any demonstration of this concept should be
limited in order to minimize potential damage and costs to the Medicare program. We commend
the Finance Committee for limiting the demonstration to 100,000 participants, but stili believe
that a geographically limited demonstration would be much preferable. We are also pleased that
the cost-sharing and deductibles for MSAs that have been reported are similar to the provisions
that were enacted under the Health Insurance Portability and Accountability Act (HIPAA),

We also strongly believe that the current law limits on balance billing should be applied to this
demonstration to protect beneficiaries from being subjected to any additional charges providers
choose to assess. We believe this demonstration should be limited geographically for a trial
period which would enable us to design the demonstration to answer key policy questions.

Home Health Copayments. We note that the bill would impose a Part B home health -
copayment of $5 per visit, capped at an amount equal to the annual hospital deductible.
Medicare beneficiaries who use home health services tend to be in poorer health than other
Medicare beneficiaries. Two-thirds are women, and one-third live alone. Forty-three percent
have incomes under $10,000 per year. We are concerned that a copayment could limit
beneficiary access to the benefit. Imposing a home health copay is not necessary to balance the
budget, and any further consideration of this policy should be part of a bipartisan process to
address the long-term financing challenges facing Medicare.

Medicare Eligibility Age. Raising the eligibility age for Medicare is not necessary to
balance the budget, and any further consideration of this policy should be part of a bipartisan
process to address the long-term financing challenges facing Medicare. Moreover, this proposal
does not contain provisions to address the fact that early retirees between the ages of 65-67 may
not be able to obtain affordable insurance in the private market.

Prudent Purchasing. We applaud the bill’s inclusion of our inherent reasonableness and
competitive bidding proposals. However, we urge the Senate to take advantage of all the prudent
purchasing proposals. The Medicare program is governed by a strict set of provider payment
tujus that have the effect of limiting the ability of the Federal government to secure the most
competitive terms available to other payers in the marketplace. We have advanced a set of
proposals to allow Medicare, the nation’s largest health insurer, to also take advantagé of lower
rates providers offer to other payers.

Income-related Deductible. The reported bill includes a proposal to income-relate the
Medicare Part B deductible. While the Administration is not opposed to income relating
Medicare in principle, we have a number of concerns about this proposal. First, as the President
mentioned yesterday, we believe this provision is outside the confines of the underlying budget
agreement. Second, we are concerned that the proposal has design flaws. It would be extremely
difficult to administer. Moreover, it may not achieve its intended purpose of reducing
unnecessary utilization of services because the vast majority of beneficiaries have supplemental
“Medigap” policies that pay for Part B deductible costs. While we do have serious concerns
about this proposal, we remain interested in discussing it, or proposals like it, in the broader
context of reforms to address the long-term financing and structural challenges facing the
program. :



Medicare Commission. The reported bill would establish a Medicare commission.
Establishing a bipartisan process that is mutually agreeable is essential to successfully address
the challenges facing Medicare. We look forward to working with you on the development of
the best possible bipartisan process to address the long-term financing challenges facing
Medicare while simultaneously ensuring the sound restructuring of the program to provide high-
quality care for our nation’s senior citizens,

Medicare Choice Payments. We would prefer to limit the growth in Medicare Choice
payments to Fee-for-Service Medicare, rather than having two separate growth targets. To do so
may lead to an erosion of the value of the Medicare choice benefit package and expose
beneficiaries to increased premiums.

Medicaid

Disproportionate Share Hospital Savings. We have concems about the details of the
allocation of the disproportionate share hospital (DSH) payment reductions among States. The
bill may have unintended distributional effects among States. We recommend that the Congress
revisit the FY 1998 President’s budget proposal, which achieves savings by taking an equal
percentage reduction off of states’ total DSH spending, up to an “upper limit.” Although the
reported bill includes a provision to require States to develop DSH targeting plans, we are
concerned that the bill does not include a federal DSH targeting standard. Without federal
standards, providers with high-volume Medicaid and low-income utilization may not be
sufficiently protected from reductions in the DSH program.

Medicaid Cost Sharing. The bill would allow States to require limited cost sharing for
optional benefits. We are concerned that this proposal may compromise beneficiary access to
quality care. Low-income Medicaid beneficiaries may forgo needed services if they cannot
afford the copayments. We urge the Senate to revisit the FY 1998 President’s budget proposal,
which would allow nominal copayments only for HMO enrollees. This proposal would grant
States some flexibility and would allow HMOs to treat Medicaid enrollees in a manner similar to
non-Medicaid enrollees, without compromising access to care.

Criminal Penalties for Asset Divestiture. The reported bill would amend Section 217 of
the HIPAA of 1996 to provide sanctions against those who assist people in disposing of assets in
order to qualify for Medicaid. We would prefer to repeal Section 217 because we believe that
the Medicaid laws in effect before the enactment of the Health Insurance and Portability and
Accountability Act are sufficient to protect the Medicaid program against inappropriate asset
divestiture.

Return to Work. We are pleased that the reported bill includes a provision allowing
States to permit workers with disabilities to buy into Medicaid. We recommend the President’s
Budget proposal which would not limit eligibility for this program to people whose earnings are
below 250 percent of poverty. We believe that this limit in the reported bill would not allow
States sufficient flexibility to remove disincentives to work for people with disabilities.



Medicaid Payments to Puerto Rico and the Territories. We are pleased that the reported
bill includes adjustments for the Medicaid programs in Puerto Rico and the teritories, but we
would prefer the language included in the FY 1998 President’s Budget.

Children’s Health

We are encouraged that the Senate reported bill includes notable improvements over the
provisions reported by the House Commerce Committee. Specifically, we commend the
decision not to allow use of the $16 billion investment in areas other than insurance coverage. In
addition, we are pleased to note the improved definition of benefits relative to the House
Commerce Committee provisions.

While the Senate-reportéd bill represents a positive step forward, we are particularly
concerned about the benefits definition and the lack of low income protections. It is our hope
that the intent of this legislation was to ensure that children receive a benefit package that is at
least commensurate with the standard Blue Cross/Blue Shield FEHBP benefit. However, the
actual statutory language is much more limiting and would permit much less significant
coverage. In addition, while the HHS Secretary would have discretion to define whether or not
the benefit package meets the statutory requirement, she would not have the ability to ensure that
low income children do not have to shoulder unrealistically high cost sharing that could lead to
reduced access to needed health care. We also want to ensure that this investment is properly
targeted to cover children who do not currently have health insurance. Finally, as the
Administration has stated many times, we do not support limiting access to medically necessary

benefits, including abortion services. We look forward to working with the Congress to resol
these important issues.

Welfare to Work

Local Program Administration -- The challenge of welfare reform -- moving welfare
recipients into permanent, unsubsidized employment -- will be greatest in our Nation’s large
urban centers, especially those with the highest number of adults in poverty. Mayors'and other
local elected officials, working with private industry councils, have been entrusted by Congress
with the responsibility for administration of other Federal job training funds. The Administration
strongly believes that a substantial amount of all Welfare to Work funds should be managed by
these entities, which have the experience to address most effectively the challenge of moving
long-term welfare recipients into lasting unsubsidized employment that reduces or eliminates
dependency. ) ~

The committee reported bill, however, would provide for local administration of formula
grant funds only through the Temporary Assistance for Needy Families (TANF) agency. The
bill’s competitive grant structure would not ensure that an appropriate portion of funds outside
rural areas will be administered by cities with high concentrations of adults in poverty. The
Administration is concerned that the reported bill provides that the competitive grant portion
would be only 25 percent of the total funds available, still further limiting resources for cities



with the greatest need. The Administration urges the Senate to follow the approach taken by the
House Ways & Means Committee which would increase the share of competitively awarded
funds to 50 percent and set aside a substantial portion of these funds for cities with the highest
poverty populations. '

Performance Bonus. The Administration is pleased that the Finance Committee included
_a performance bonus concept. We are concerned, however, that the performance fund simply
augments the existing TANF performance fund without establishing any new expectations on
grantees for additional performance using these welfare-to-work funds, or rewards for placing the
hardest-to-serve in lasting, unsubsidized jobs that promote self-sufficiency. In addition, the
Administration agrees with the House that the way to administer welfare-to-work grant funds so
as to have the greatest likelihood of success is through the Department of Labor, the mayors, and
the private industry council systém. '

Federal Administering Agency. The reported bill would place the program under the
authority of the Secretary of Health and Human Services. While consistency with Federal
TANTF strategies is essential, Welfare to Work program activities should be closely aligned with
the workforce development system overseen by the Secretary of Labor. The Administration
therefore believes that the Secretary of Labor should administer this program in consultation with
the Secretaries of HHS and HUD (as in the House bill).

Non-displacement. We understand the Senate adopted non-displacement provisions
during committee action. However, we strongly urge the Senate to adopt, at 2 minimum, the
provisions included in the House Education and the Workforce Committee-reported bill, which
apply both to activities'under the new Welfare-to-Work grants and TANF.

Distribution of Funds by Year. It does not appear that the bill’s allocation of $3 billion in
budget authority over fiscal years 1998-2000 wonld, when combined with the program structure,
result in an outlay pattern consistent with an estimate of zero outlays in FY 2002, as provided in
the budget agreement. The Department of Labor is available to work with staff to craft
provisions that satisfy this agreement.

We are pleased that the reported bill includes provisions that would address priorities,
including: the provision of formula grant funds to States based on poverty, unemployment, and
adult welfare recipients; a sub-state allocation of the formula grant to ensure targeting on areas
of greatest need; appropriate flexibility for grantees to use the funds for a broad array of activities
that offer promise of resulting in permanent placement in unsubsidized jobs; funds awarded on a
competitive basis; a substantial set-aside for evaluation; and a performance fund to reward States
that are successful in placing long-term welfare recipients. We look forward to working with the
Congress during conference to refine these provisions.



Minimum Wage and Workfare

The reported bill appropriately refrains from modifying current law with respect to the
application of the minimum wage and other worker protections for working welfare recipients
under TANF. The Administration believes strongly that everyone who can work must work, and
everyone who works should earn at least the minimum wage and receive the protections of
existing employment laws — whether or not they are coming off welfare.

Privatization of Health and Welfare Programs

The reported bill would allow the eligibility and enrollment determination functions of
Federal and State health and human services benefits programs in the State of Texas -- including
Medicaid, WIC, and Food Stamps -- to be privatized. The Administration believes that changes
to current law would not be in the best interest of program beneficiaries and strongly opposes this
provision. While certain program functions, such as computer systems, can currently be
contracted out to private entities, the certification of eligibility for benefits and related operations

(such as obtaining and verifying information about income and other eligibility factors) should
remain public functions.

Food Stamps

While we support much of the Committee's approach to implementing the Agreement we
are concerned that the proposal would create an estimated 100,000 fewer work opportunities over
five years than proposed by the Administration's bill, which includes a specific target of 70,000
new slots each year. We are pleased that the Senate adopted a performance-based structure to
reward States that provide employment and training (E&T) opportunities for individuals facing
the 3-month food stamp time limit. This is highly preferable to the less accountable provisions in
the House bill. The Senate's proposal should also be strengthened by conditioning receipt of the
new 100 percent Federal E&T funds provided in the agreement upon a State maintaining 100
percent of their 1996 E&T spending. CBO estimates that the Senate's proposed 75 percent
maintenance-of-effort requirement would result in States decreasing their E&T spending by $89

million over 5 years. We urge the Senate to adopt provisions similar to the House maintenance-
of-effort provisions.

Student Loans

We are pleased that the reported bill includes $1.763 billion in outlay savings, including
$1 billion in Federal reserves recalled from guaranty agencies, $160 million from eliminating a
fee paid to institutions in the Direct Loan program, and $603 million in reduced Federal student
loan administrative costs. All these savings are being achieved without increasing costs or
reducing benefits to students and their families.

However, the Administration opposes a new provision, unrelated to the Budget
Agreement, requiring administrative cost allowances (ACAs) to guaranty agencies in the
Federal Family Education Loan (FFEL) Program at a rate of .8§5% of new loan volume, to be paid



from mandatory funding authorized under Section 458 of the Higher Education Actof 1965
(HEA) in FY 1998-2002. This provision would represent a new federal entitlement. It would
also limit inappropriately the funds available to the Secretary to manage the FFEL Program
effectively. Any allowance to these agencies should bear some relationship to the costs these
agencies incur and not be based on an arbitrary formula. This is an issue for the upcoming HEA
Reauthorization.

The Bipartisan Budget Agreement reflects compromise on many important and
controversial issues, and challenges the leaders on both sides of the aisle to achieve consensus
under difficult circumstances. It is critical that we do so on a bipartisan basis.

I look forward to working with you to implement this historic agreement.

Sincerely,

: =
Franklin D. Raines
Director

IDENTICAL LETTER SENT TO HONORABLE THOMAS A. DASCHLE,
HONORABLE PETE V. DOMENICI, HONORABLE FRANK LAUTENBERG



Addendum: _ Additional Comments
Housing

We are concerned that the bill's provisions regarding FHA multifamily housing
restructuring would not transform this housing in the most effective and efficient fashion. By
ruling out the possibility of providing portable tenant-based assistance, the bill would limit the
ability of tenants to seek out the best available housing and prevent projects from developing a
more diverse mix of income levels. By establishing a preference for delegating restructuring
tasks to housing finance agencies, the bill places an unnecessary constraint on HUD's ability to
design the most effective partnerships. Finally, by failing to address tax issues explicitly, the bill
does not resolve impediments that could discourage owners from participating in a restructuring
process.

The administration is also concerned about Section 2203 of the Senate reconciliation
bill which repeals federal preferences for the Section 8 tenant-based and project-based
programs. The Administration has supported these repeals only if they are combined with
income targeting that would replace the federal preferences. That targeting would ensure:
1) that the tenant-based program continues to serve predominantly extremely low income
families with incomes below 30 percent of the area median income and 2) that all

developments in the project-based program are accessible to a reasonable number of cxtremely
low income families.

Unemployment Insurance Integrity

The reported bill fails to support the provision of the Budget Agreement that achieves
$763 million in mandatory savings over five years through an increase in discretionary spending
for Unemployment Insurance program integrity activities of $89 million in 1998 and $467
million over five years. We urge the Senate to include in the bill provisions to authorize and
guarantee the, discretionary activities and the resulting savings. The Admininstration separately
transmitted draft-legislative language on June 6th to implement this provision of the Budget
Agreement.

Vocational Education and TANF

The Administration is concerned with the reported bill’s provision on vocational
education in TANF. The agreement did not address making changes in the TANF work
requirements regarding vocational education and educational services for teen parents.

Smith-Hughes

The reported bill does not include a provision that would repeal the Smith-Hughes Act of
1917, although the bill finds the agreed-upon $29 million savings from other sources. In light of
the $1.2 billion annual appropriations under the Carl D. Perkins Vocational and Applied
Technology Education Act, there is no justification for mandatory spending of $7 million per

10



year under the Smith-Hughes Act. We urge the Senate to adopt the provision included in the
House Education and Workforce Committee reported title, which is consistent with the Budget
Agreement.

Refugee and Asylee Eligibility

The Agreement would extend the exemption period from five to seven years for refugees,
asylees, and those who are not deported because they-would likely face persecution back home.
The Administration supports the reported language, which implements this policy and also
extends the exemption to Cuban and Haitian entrants.

Other Immigrant Provisions _

We urge the adoption of a provision that would provide the same exemption period for
Amerasian immigrants as provided to refugees. Amerasian immigrants share many of the
problems and barriers confronted by refugees and have the same level of need as refugees. The
Administration is pleased that the Committee bill exempts permanent resident aliens who are
members of an Indian tribe from SSI program restrictions. We urge the Senate to extend this
exemption to include the five year ban on eligibility for those who enter the country after August
22, 1996. Neither of these provisions will change the spending estimates associated with the
Committee bill,

11
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MEMORANDUM FOR SECRETARY ROBERT E. RUBIN ‘é
DEPUTY SECRETARY SUMMERS :

FROM: DON LUBICK -+ f@*%

ACTING ASSISTANT SECRETARY (TAX POLICY)

DEPARTMENT OF THE TREASURY CD?TMU w —

SUBJECT: First-Round Decision Memo for Friday Tax Offer

There are several issues that need to be resolved as we try to influence the tax bill that comes
out of Conference. This memo summarizes the issues that arise in each portion of the tax
package, and, where decisions are needed, highlights the choices that need to be made. We start
with a summary table of our initial suggested choices, followed by a discussion of alternative
options. :



Initial Suggestions for Tax Offer, June 23, 1997 (" indicates that options follow the table)

26%, AMT adjustment to tax gains at 24%, President’s
home sale provision.

Provision Cost 97-2002 | Cost 97-2007
Education™ $32.3 (OTA) | $88.6 (OTA)
HOPE Scholarship: 100 percent of the first $1000 of ICT is likely JCT is likely
tuition expenses and 50 percent of additional expenses up | to exceed $35 | to be higher
to $200 through 1999, $400 in 2000 and $1,000
thereafter.
Tuition credit: 20 percent on expenses up to $4,000
through 1999, $7,500 in 2000 and $10,000 thereafter.
Permanent extension of Section 127 $3.5(JCT) $8.0 JCT)
Allocable school construction credits $2.5 (Rangle | $9.0
spent 1.7)
Student loan interest deduction $1.1 JCT) $3.3 (JCT)
Repeal of the $150 million tax-exempt bond cap $0.3 (JCT) $1.0(JCT)
Subsidy for Internet access for K-12 schools. $0.3 (7) $0.8 (7
Child Credit”™ $83.7 $164.4
Drop refundability, but insist that the child credit be (preliminary (preliminary
stacked before the EITC. Child credit is not phased in, so | OTA) OTA)
it gives a $500 per child credit starting in 1997. The $500 |
is indexed starting in 1998. Covers children 17 and under.
Optional Kidsave feature, allowing parents to contribute
the child credit plus $500 ($1,000 annual contribution
limit}) to a nondeductible, backloaded IRA-type savings
vehicle. Earnings would-be distributed tax free for the
child's education and possibly child related events, or for
the parent's retirement.
Education and Household Saving $0.8 (JCT) $1.7 JCT)
Allow penalty-free withdrawals of existing IRAs to finance
education expenses.
Kidsave accounts, with $1,000 contribution limit, Included
described above. As in the Senate, education expenses above
financed by Kidsave withdrawals would reduce allowable
expenses for the HOPE scholarship.
Capital Gains™ +$3.6 (OTA) | +84.6 (OTA)
Separate rate schedule approach (using rates of 24/12), -$2 (guess at | -$20 (guess at
retain 28% rate for collectibles, depreciation recapture at ICT) ICT)

Hﬂ({\q-v\ol‘ -E/\A_MA-‘L‘- wIUUA s ’-Tl.dM ‘h 'Aﬂ.rnkaJR_/m\. 1SLY r;\m_ L&w{&.




Expand targeted small business capital gains relief on
qualified stock held S years.

$0.4 (OTA)

$1.7 (OTA)

Estate Tax Relief
Give special exemption for $900,000 of value in
qualified farm and small business in addition to
$600,000 value of unified credit; increase estates eligible
for liquidity relief in payment as proposed in the
Administration’s FY 98 budget

$2.3 (OTA)

$7.2 (OTA)

Home Office Deduction
Allow deduction for home office expenses if substantial
management and administration takes place at home,
even if primary business activities are conducted outside
the home as long as no other office is available for
management and administration.

$0.6 (OTA)

$1.7 (OTA)

Distressed Areas and Welfare-to-Work Credit
Expansion of EZs and ECs, Brownfields, CDFI and the
welfare-to-work tax credit

$2.3 (JCT)

$4.4 (JCT)

Other tax incentives
FSC software, D.C., and Puerto Rico incentives, and the
equitable tolling provision.

$1.3 (ICT)

$9.4 (JICT)

Extensions of Expiring Provisions
R&E tax credit, deduction for contributions of appreciated
stock to private foundations, the work opportunity tax
credit and the orphan drug tax credit.

$2.8 (ICT)

$2.9 (ICT)

Gross Tax Cut

$136.2

$3244

Raiser Package™
To be specified

$50.0

§110.5

Net Tax Cut
Child credit can be phased in to meet target

$86.2

$213.9

Tobacco Tax™
20 Cents per pack excise tax increase

$14.8 (JCT).

1$29.9 (JCT)




Brief Discussion of Options

Education

Option 1 (shown above): Give a HOPE Scholarship of 100 percent of the first $1000 of
tuition expenses and 50 percent of additional expenses up to $200 through 1999, $400 in
2000 and $1,000 thereafter. Students must be attending at least half time in the first two
years of a degree or certificate program. If a student is not eligible for the HOPE
scholarship, give a 20 percent tuition credit on expenses up to $4,000 through 1999, $7,500
in 2000 and 310,000 thereafter.

Option 2: Give a somewhat less generous HOPE scholarship for 4 years (the HOPE credit
described above costs $21.1 billion over 5 years). Students must be attending at least half time
in the first two years of a degree or certificate program. We do not yet have Treasury scoring,
but our initial, speculative guess is that you could give a HOPE Scholarship of 100 percent of
the first $800 of tuition expenses and 50 percent of additional expenses up to $400 through
2000 and $1,000 thereafter with $35 billion. Students must be attending at least half time in a
degree or certificate program. '

- Option 2 has the advantage of being easier to understand since it is single program. In
contrast to Optton 1, it would not support graduate education and "lifelong learning."

Child Credit

Option 1 (shown above): Drop refundability, but insist that the child credit be stacked before
the EITC. Use the money not spent by refundability to allow the child credit for kids under 18.
Adopt an optional Kidsave feature that allows parents to contribute up to the amount of the
credit to a nondeductible, backloaded IR A-type savings vehicle. Earnings would be distributed
tax free for the child's education and possibly child related events, or for the parent's retirement. -

Option 2; Apply to child under 13 through 2002, child under 18 thereafter; refundable to
families who have at least $2,000 of earned income, but do not have sufficient tax liability to
use full credit; keep the optional Kidsave feature. Cost is $77.8 through 2002 and $193.5
through 2007.

- Option 2 is more progressive. Option 1 supports children up to 17 earlier than does
option 2 and will attract less criticism from those not fond of redistributive policies.

Capital Gains
Option I (shown above): Adopt a separate rate schedule approach (using rates of 24/12), retain
28% rate for collectibles, depreciation recapture at 26%, AMT adjustment to tax gains at 24%,

President’s home sale provision.

Option 2: Adopt a 30 percent exclusion. This holds the top rate at 28 percent, but gives a



rate cut to all taxpayers in the 36 percent bracket and lower. Cost (OTA estimate), $7.1
billion through 2002 and $15.6 billion through 2007.

- Ifthe goal is to have a low cost capital gains proposal, the provision reported out of the
Senate Finance committee is attractive. Option 2 is distributionally most appealing, is
likely to have smaller out-year costs and provides as much capital gains relief to 28 and
15 percent bracket taxpayers as the Senate version. It surely will not satisfy those who
want to cut capital gains taxes.

Revenue Options: Airport and airway trust fund excise taxes
A more detailed description of other revenue measures will be included in a subsequent memo.

Option 1; As in the Presidents’s FY 1998 budget, extend through 2007 and wait for
commission to propose a more long-term solution.

Option 2: Adopt changes from Finance Committee mark, which raise an additional $2.9 billion
through 2002 and $8 billion through 2007.

Tobacco Taxes

All revenue from a tobacco tax should be placed in a trust fund dedicated to expenditures for
children. Tobacco taxes should not displace other raisers needed to finance the tax cuts that
are sought.

Option 1: Adopt 20 cents/pack increase as included in Finance package, but dedicate to trust
fund for child health .

Option 2: Adopt 20 cent/pack increase and use to fund other measures.

Option 3: Do not include tobacco tax increase.



Education Tax Cuts
Decision #]1: Structure of HOPE Scholarship and tuition deduction

Options: @ Original proposal with possible Rangel/Daschle modifications.  wele
. on
i) Substitute 20% credit for deduction
i1) Anti-tuition inflation feature (100% first $1,000
then 50% of remaining up to $1,500 limit)

b) A melded 4 year HOPE

Decisions #2: Outside the $35 billion - yes/no
Cirnt. (AaT @] CAv 38 “do wn '?..ul« c\:«_?

. Make Section 127 permanent ™

. School Construction

. Student Loan Interest Deduction
Child Tax Credit

Decision #1: Refundability Ll ( e Ll bax
e TERLL v Tay th

Options: a) yes - maximize progressivity o 26-30L. max
b) no - focus on stacking, e.g. cop making $23,000
c) partial L Pamay e, wwle, poy faxes

SeAAR W‘H (L)
' - el Seans B Jecaas wall L\‘VL
ther Decisions: Prioritize other parameters SN l\,

a) Amount of credit and speed of phase-in
b) Age limit: teenagers right away or phased in
c) Income limits

Capital Gains

Qptions: @ A 30 percent exclusion - emphasize fairness €eshime ! itk ""‘(L:i‘
Two rates: 12% and 24% - broad cut with room Al
3) Roth plan of two rates of 10% and 20% coupled with cope€ssion
on HOPE or stacking or both. ~cais do - qives i Lo bvecage

IRAs
b Teas Say( orht by ’lu
Decisions no) much - need dv ol ac il
. Kidsave and Kidsave matching component
. Penalty free withdrawals for education

Tobacco Taxes

Decision #]1: $20 billion Increase o)
ML Decision#2: Children’s Trust Fund or Children’s Health plus stacking and other

H-‘.llcﬁ-wd_-\-o w_,-d\--u._r L\.\.,._}'vw_\ Can_ . Lu.. Huw



Comparing Tax Plans

(Percent of Benefits)
Roth | Daschle
Family Class Archer Rangel — (30% excl.)
Bottom 20% -1.3 5.9 0.5 49 0.4 -0.9 5.1
Next 20 % 10.2 16.3 24 16.1 23 1.5 16.3
Middle 20% 27.3 20.4 9.2 20.7 10.0 9.6 25.0
Fourth 20% 43.0 269 19.5 25.9 213 21.3 - 323
Highest 20% 20.8 299 67.9 31.8 65.5 68.2 20.8
Top 10% -1.9 193 48.3 227 42.8 44 .4 8.8
Top 5% -6.7 14.9 358 19.1 28.7 29.8 4.8

Top 1% -5.4 9.4 19.3 12.2 13.1 13.7 1.4
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