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Subject: REVISED -- Treas/Education Veto Letter

Attached is the revised Rubin/Riley letter that contains a veto threat on the
unnumbered Senate bill scheduled for markup by the Senate Finance Committee
as soon as tomorrow. The Senate bill contains objectionable provisions similar
to those in the 105th Congress' HR 2646, which the President vetoed. Education
and Treas. have requested clearance of this letter ASAP in order to send it out
tonight. Appreciate your immediate attendtion on this item. Thank you.
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Education and Treasury agree on this version [5/18/99, 4:00 PM], subject to ED review of
additional Treasury edits

Dear Mr. Chairman, [Dear Senator Moynihan]

We write to express our strong opposition to proposals for education tax incentives (Joint
Committee on Taxation, "Description of Chairman's Mark of Proposals Relating to Education
Incentives” (JCX-020-99), May 17, 1999), which we understand your committee will consider
this week. In the summer of 1997, as Congress was in the final stages of consideration of the
Taxpayer Relief Act of 1997, the President stated that he would veto the legislation if it
contained a proposal relating to Education Savings Accounts that is similar to the education
savings account proposal contained in the Chairman's mark. In 1998, we wrote to inform you
that we would recommend to the President that he veto similar legislation, which, after
consideration and approval by Congress, he did. If this proposal were to pass the Congress this
year, we again would recommend to the President that he veto the bill.

Every American child deserves a high-quality elementary and secondary education. We believe
that targeting our limited Federal resources to build stronger public schools will help ensure that
all our children receive the education they need to be productive citizens. Public schools serve
approximately 90 percent of students in grades K-12 and currently face record-breaking
enrollments. By focusing resources on public schools, we can leverage community investment to
help parents, teachers, and administrators meet the important educational challenges they face in
serving the vast majority of our children: meeting high standards for learning and discipline;
fixing school buildings; and providing a safe, drug-free environment for children. For this
reason, the President's F'Y 2000 budget proposals include a school modernization bond initiative
that would leverage $25 billion to renovate and build up to 6,000 public schools. In contrast, the
Chairman's mark diverts needed attention and resources from our public schools, and it falls far
short of adequately addressing the overwhelming problems that States and local communities
face in building and modemizing their schools.

The current bill disproportionately benefits the most affluent families and provides little benefit
to lower- and middle-income families. Additionally, given the expansion of tax-preferred l
savings vehicles in the Taxpayer Relief Act of 1997, we do not believe that further increasing the
contribution limits for Education IRAs will generate much additional savings. Instead, the
Chairman's mark would reward families, particularly those with significant means, for what they
would do in any case.

We are also concerned that the bill would create significant compliance problems. The

legislation allows tax-free withdrawals from Education IR As for, among other things, tuition,

fees, academic tutoring, special needs services, books, supplies and equipment expenses incurred

in connection with the child's enrollment or attendance at a public or private elementary or
secondary school. Withdrawals would also be tax-free if used for room and board, uniforms,
transportation or supplementary items or services required or provided by the school.

Distinguishing between an appropriately tax-free withdrawal and one that should be subject to

tax would lead to significant additional record-keeping burdens for families and schools, as well ‘i
as disputes when discretionary purchases are made.

—



We, therefore, urge the Committee not to approve this legislation.

We understand that Senators Robb and Conrad intend to offer a substitute that would replace the
education IRA proposals in this bill with school modernization/construction bond proposals
similar to those in the President's budget for fiscal year 2000. We strongly prefer that proposal
and other alternatives that devote Federal revenue to improving the public schools so that a high-
quality education is available to every American child regardless of his or her family income,
Therefore, we strongly support the Robb-Conrad substitute.

Sincerely,

Robert E. Rubin Richard W. Riley
Secretary of the Treasury Secretary of Education
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DRAFT
June 15, 1998
7:00 PM

Dear Lott/Daschle/Gingrich/Gephardt:

If the conference report on H.R. 2646 is presented to me, I
intend to veto it because the "A+ Accounts" that it would
authorize are bad education policy and bad tax peolicy.

Over the past few months, Congress faced a choice: whether
to join together to support our public schools by helping ensure
that every child in America has the opportunity to learn in a
modern, safe, state-of-~the-art school, or whether to divert
resources to an ill-advised tax rebate that won’t cover the cost
of pencils for most families. The conferees on H.R. 2646 have
made the wrong choice,.

The need for school construction and renovation has never
been more compelling. With the number of school-age children at
record levels, schools across the country already are at or
beyond capacity. One-third of ocur schcools need to be modernized.
Nearly half don't have the wiring to support basic computer
equipment. If we want our children to be prepared for the 21st
century, they ought to have 21st century schools. That is why I
proposed tax credits to help build and modernize more than 5,000
schools.

In contrast, the A+ Accounts in H.R. 2646 would weaken
public education and short-change our children. This $1.6
billion proposal, while siphoning limited federal rescurces away
from public schools, would do very little for average families,
offering an average of $7 in tax relief for parents of the 20
percent of our children who are in public schools, and $37 for
the parents with children in private schools. It would
disproportionately benefit the highest-income taxpayers, and
families struggling to make ends meet would never see a penny of
it.

I have just signed into law major legislation that will
provide more than $200 billion over six years to help build and
repair our nation’s highways, bridges, and other transportation
structures. Similarly, we have an obligation to invest in the
infrastructure needs of our public schools. H.R. 2646 ignores
that obligation. We have 564 days left before the 21st century.
Let us work together on the right way to prepare our children for



the new century. H.R. 2646 is the wrong way. I urge the
Congress to reject it.

Sincerely,
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April 16, 1998
MEMORANDUM FOR DISTRIBUTION
FROM: STACIE SPECTOR
CHANDLER SPAULDING
SUBJECT: SCHOOL CONSTRUCTION AMENDMENT

Senator Daschle’s office has asked for our help with Senator Carol Moseley-Braun’s School
Construction Amendment. Attached is an overview of our efforts to support this vote that will
take place next week on Tuesday, April 21, 1998. We have also attached a five-document
package, which can be used in talking about the issue, including a letter from Senators Moseley-
Braun, Daschle and others to their colleagues.



EFFORTS ON SCHOOL CONSTRUCTION AMENDMENT

To Do’s (tentative)

Vote Will Be on Tuesday, April 21

. recommended POTUS meeting with Democratic leadership on Tuesday followed by a statement
on school construction (tentative) (*Chief of Staff meeting)
. POTUS letter to Hill (to be given to Hill point person on Sunday to be distributed on Monday)
. target list from Leg. Affairs for calls from POTUS and VP (Roderick Johnson)
Target States: California VP's Community Forum States: lowa
Delaware Arizona
Louisiana Texas
Florida North Carolina
New York Mississippi
Pennsylvania Ohio
Colorado Virginia
Rhode Island Maryland
Vermont Massachusetts
Maine *California
West Virginia *Delaware
Connecticut *Florida
New Jersey *New York
*Pennsylvania
*Rhode Island
*Maine
*New Jersey
. VP calls and possible trip to Hill (John Schnur)
. conference calls to regional print reporters in 20 states (Estela Mendoza)
. report from community forums in 20 cities to be released by VP Tuesday (John Schnur)
. Talking Points for OPL, Political Affairs, [GA and other friends (Communications--attached)
. one-pager for OPL, Political Affairs, [GA and other friends to distribute to their networks and

constituencies (Communications--attached)

Qutcomes

Monday, April 20: .

Tuesday, April 21:

POTUS letter to Hill

call(s) by POTUS

calls by VP

press release issued announcing VP visit to Capitol Hill for Tuesday

- regional conference calls to print reporters

calls to print reporters who have written on this already

VP brings report of summaries from community forums held in 20 cities
last week to CMB/Daschle on the Hill

POTUS meeting with Democratic leadership (tentative)

highlight construction vote to press as key education issue as Congress
prepares to vote (Senior Staff, Communications)



SCHOOL CONSTRUCTION TALKING POINTS

The Vote
. On Tuesday, April 21 the Senate considers the Moseley-Braun School Modernization Amendment to H.R.
2646, the Education Savings Act for Public and Private Schools.

. Tuesday’s vote is critical in determining whether Congress will act this year to provide adequate
support for school construction. With only a few working days left in session, this is the best remaining

opportunity for the Senate to ensure that communities get the resources they need to make sure that our
students learn in safe, modern, well-equipped schools.

. The School Modernization Amendment replaces provisions in H.R. 2646 that would reward wealthier
families who would send their children to private school with or without subsidies, but woutd do nothing to
fix school buildings or build new ones with a simple and effective means of helping communities
modernize schools.

The Problem: Deteriorating Schools and Growing Encoll

. This year, the American Society of Civil Engmeers gave our schools an “F” in its mfrastructure report card
this year, worse than in roads, bridges, mass transit and every other category of investment. One third of all
our schools need major repairs. More than one half have major building problems. The School
Modernization Amendment is designed to address a_nationwide school facilities crisis.

. The School Modernization Amendment is especially necessary now, because:

The inventory of repair needs is large and growing. The General Accounting Office (GAO) estimated

that the cost of bringing the nation’s schools into “good overall condition” was $112 billion. The -
amendment will help states and communities stretch their education investments.

The problem is worsening as enrollment surges. The National Center for Education Statistics projects T

that elementary and secondary enrollments will swell from 52.2 million in 1997 to 54.4 miltion in 2006.
States and communities must act now. To accommodate the larger number of students they will need to
build 6,000 new schools in the next decade.

The condition of schools is related to student achievement. A growing body of research links student
achievement and behavior to the physical building conditions and overcrowding. Construction and

renovation is needed to accommodate smaller class sizes and new technology. Decaying environmental
conditions -- peeling paint, crumbling plaster, non-functioning toilets, poor lighting, inoperative heating
and cooling systems -- affect the learning as well as the health and the morale of students and staff.

The School Modernizatj d
. This amendment leve mone creating zero-interest honds for states and school district

to issue to finance capital improvements. Communities would be able to tssue $21.8 billion worth of

these bonds.

. We spend money at the federal level on roads that are the responsibility of state and local governments, but
the most important infrastructure for our future is the infrastructure of education. This amendment creates
a smart, effective investment that works at helping states and communities do more with less. Purchasers
of these bonds would receive federal income tax credits in lieu of interest, cutting the cost of upgrading
schiools by at least a third, and by up to 50 percent in some cases.

. This amendment replaces current education [RA provisions in H.R. 2646 that would reward wealthier
families who would send their children to private school with or without this subsidy. In fact, the average
per return tax benefit in tax year 2002 would be only $7 for taxpayers with children in public schools and
only $37 for taxpayers with children in private schools. The IRA provisions do nothing to fix school
buildings and build new ones at a time when public schools face record enrollment for years to come.



LEGISLATIVE OVERVIEW:
MODERN CLASSROOMS IN PUBLIC SCHOOLS VS. TAX CUTS FOR PRIVATE SCHOOLS

On Tuesday, April 21, the Senate considers the Moseley-Braun School Modernization
Amendment to H.R. 2646, the Education Savings Act for Public and Private Schools. The vote
is critical to determining whether legisiation will be passed this year that includes adequate
support for school construction. With only a few working days left in session, this is the best
remaining opportunity for the Senate to ensure that America’s communities get the resources
they need to make sure that students will be able to learn in safe, modern, well-equipped
buildings.

H.R. 2646 would disproportionately benefit the most affluent families and provide little benefit
to lower- and middle-income families or to families whose children attend public schools.
Families in the highest income bracket that saved the maximum amount permitted by H.R. 2646
would receive more than twice the benefit of families in the lowest tax bracket that saved the
same amount. Moreover, the bill would not create a significant incentive for families to increase
their savings for educational purposes; it would instead reward families, particularly those with
substantial incomes, for what they already do. Finally, a recent analysis by the Congressional
Joint Committee on Taxation shows that taxpayers with children in public schools would recetve
an average benefit of only $7 under this proposal in 2002. Clearly, the education IRAs proposed .
in H.R. 2646 won’t modernize our schools, they won’t bring qualified teachers into our '
classrooms, and they won’t link our schools to the information superhighway. This 1s not an
effective way to improve education.

The School Moderization Amendment replaces the provisions of H.R. 2646 relating to
Education Individual Retirement Accounts with a simple and effective means of helping
communities revitalize schools. This amendment creates a new category of zero-interest bonds
for states and school districts to issue to finance capital improvements. Communities would be
able to issue $21.8 billion worth of these bonds (in addition to $800 million that is already
authorized). Purchasers of these bonds would receive federal income tax credits in lieu of
interest, cutting the cost of upgrading schools by at least a third, and by up to 50 percent in some
cases.



SENATOR MOSELEY-BRAUN’S AMENDMENT VS. SENATOR COVERDELL’S BILL
School Construction or Peanuts for Education

The B Amendment: | Vi lic Educatio Benefi ] Amerc

. Addressing the Real Educational Needs in America. Our nation’s schools suffer from
problems like overcrowded classrooms, leaky roofs, asbestos and no heat or air
conditioning. The CMB Amendment creates and expands tax incentives to help states
and local school disfricts finance the construction and modernization of 5000 schools.
With this funding, our children can learn in safe, modern and well-equipped schools.

. Working to Strengthen Public Schools. Most middle-class and working families send
their children to public schools (approximately 90%). School construction and
modernization will reduce class size and improve student achievement.

. Helping States and Local Communities Prepare Students for the 21st Century. The
CMB Amendment will help states and local communities to provide modern, well-
equipped schools. In order for students to be prepared to compete in the global economy,
schools must be wired with computers and the latest technology.

The Coverdell Bill

. Low priority for improving America’s schools. The Coverdell bill will not improve
American education. Instead, it will give a tax break of approximately $96 for high-
income families and only $1 for the lowest income families for educational expenditures
like purchasing a home computer.

. Weakening public schools. Public schools are facing record enrollment for years to
come and need school construction and modernization. The Coverdell bill will not
provide for the repair, construction or renovation of public school buildings. Instead, the
bill will reward tax benefits to America’s wealthier families, many of whom send their
children to private schools. In the year 2002, the average per return tax benefit under the
Coverdell bill will be $37 for taxpayers with children in private schools and only $7 for
taxpayers with children in public school.

. Widening the Technological Gap Among America’s Children. The Coverdell bill
will provide high-income families with a subsidy to buy home computers. The bill
ignores the need among students who do not have computers at home and need computers
in schools for access to technology.



SCHOOL CONSTRUCTION INITIATIVE:

DISTRIBUTION OF SCHOOL CONSTRUCTION BONDS BY STATE
(Total=$22.6 Billion, includes $0.8 Billion currently authorized)

STATE Estimated Allocation
Montana $77.823,000
Nebraska $95,748,000
Nevada $67,983,000
New Hampshire $54, 985,000

New Jersey $496,657,000
New Mexico $185,694,000
New York $2,031,730,000

STATE Estimated Allocation
Alabama $360,478.000
Alaska $54,789,000
Arizona $345, 748,000
Arkansas $219, 375,000
California $2,512.459.000
Colorado $211,201,000
Connecticut $219,298,000
Delaware $£54,882,000

North Carolina

$422,018,000

District of Columbia

$61,816,000

North Dakota $54,944,000

Ohio $890,897,000
Oklahoma $257,629,000
Oregon $206,763,000

Pennsylvania

$991,422,000

Puerto Rico $753,541,000
Rhode Island $78,573,000
South Carolina $275,251,000
South Dakota $56,745,000

Tennessee $383,013,000
Texas $1,872,997.000
Utah $99,548,000
Vermont $54,092,000
Virginia $347,367,000
Washington $332,178,000

West Virginia

$213,308,000

Wisconsin

$382,940,000

Florida $1,009,050,000
Georgia $590,741,000
Hawaii $61,526,000
Idaho $65, 139,000
Illinois $951, 617,000
Indiana $347,424,00
lowa $155,215,000
Kansas $168,327,000
Kentucky $371,254,000
Louisiana $536,376,000
Maine $91,932,000
Maryland $302,456,000
Massachusetts $443,049,000
Michigan $972,061,000
Minnesota $268,505,000
Mississippi $359,835,000
Missouri 1 $382,256,000

Wyoming

$49,910,000




© CARQL MOSELEY-QRAUN =
ILLINQIS TOMMIMTTEES
BANKING, HOUSING, AND
URBAN 4FFAIRS

Hnitetr Btates Senate FINANCE
WASHINGTON. OC 205101303 SPECIAL AGING'
April 6, 1998

Dear Colleague:

When the Senate begins consideration of H.R. 2646, the Education Savings Act for
Public and Private Schools, we plan to offer an amendment that will help communities rebuild
and modernize their schools for the 21st century. We urge you to join us as cosponsors of
this amendment.

Our amendment would replace the provisions of HR. 2646 relating to Education
Individual Retirement Accounts with a simple and effective means of helping communities
ravitalize their schools. The amendment creates a new category of zero-interest bonds for
States and school districts to issue to finance capital improvements. States and school districts
will be able to issue $21.8 billion worth of these bonds over the next two years -- doubhing -
the amount of school modernization end construction that would otherwise occur.

Purchasers of these new bonds would receive federal income tax credits in lieu of
interest, cuRing the cost of upgrading schools by at least a third, and by up to S0 percent.in \__/
sofiie cases. Over five years, our amendment costs the federal government only $3.3 billion,
which means that every federal dollar spent over the next five years will leverage 5.6 State
and local dollars. In addition to striking the proposed changes to the Education IRAs, our
amendment restricts a number of unwacranted tax benefits.

Our amendment imposes minimal administrative requirements on States, which need to
comply with only two main requirements before issuing school modernization bonds, First,
States must document their school facilities needs. Second, they must describe how they
intend to allocate the bonding authority to assure that schools with the greatest needs, and the
least resources, benefit.

Without this amendment, too many children will continue to attend classes in
substandard environments. According to the U.S. General Accounting Office, 14 million
children attend schools in need of major renovations or outright replacement. They estimate it
will cost $112 billion just to bring schools up to “gaod, overall condition.” That price tag
does not include the cost of building the estimated 6,000 new schools that will be required
over the next 10 years to meet soaring enrollment, nor does it include the cost of retrofitting
schools so they can accommodate modern technology.

-



April 6, 1998
Page Two

Our current schoo! finance system is failing to satisfy these tremendous needs, in part
because State and local tax burdens are already high. By sharply reducing the cost of school
modernization and construction, our interest-free school modernization bonds would provide a
valuable new too!l to communities seeking to improve their schools, and ease property and
sales tax pressures on families at the same time.

. . .
A summary of the amendment-is attached for your review To cosponser, or fof more
information, please contact me or have a member of your staff call Steve Collens at 4-2854.

Sincerely,

Carol Moseley-Brauny Daniel Patrick Moynihbh

Vbh o ehée A{ZK«/
as aschle ‘ Edward M. Xennedy f |
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. EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503
March 12, 1998

(Senate)

STATEMENT OF ADMINISTRATION PoOLICY
‘ {THIS STATEMENT HAS BEEN COORDINATED 5Y OMB WITH THE CONCERNED AGENCIES.)

1 I W, RV ount FLUDS A
(Coverdell (R) ja and 43 cosponsors)

If S. 1133, or its House companion measure HR. 2646, were presented to the President, the
Secretaries of Education and the Treasury would recommend that he veto the bill because it is bad
education policy and bad tax policy.

Every American child deserves a high-quality elementary and secondary education. Targeting
limited Federal resources to build stronger public schools will help ensure that all our Nation's
children receive the education they need to become productive citizens. S. 1133 would divert
needed resources from these schools,

S. 1133 would disproportionately benefit the most afftuent families and provide little benefit to
lower- and middle-income families. Famulies in the highest income bracket that saved the
maximum amount permitted by S. 1133 would receive more than twice the benefit of families in
the lowest tax bracket that saved the same amount. Moreover, given the expansion of tax-
preferred savings vebicles in the Taxpayer Relief Act of 1997, the bill would not create a
significant incentive for families to increase their savings for educational purposes. Instead,

S. 1133 would reward families, particularly those with substantial incomes, for what they are
already doing. ,

S. 1133 would also create significant compliance problems. Because the bill permits tax-free
withdrawals from Education IRAs for a wide array of nonspecific expenditures, such as
supplementary items for services required or provided by a school in which a child is enrolled,
detailed family records will be needed to verify comphance.

We understand that Senator Daschle intends to offer a substitute that would devote revenue spent
by this bill to school construction. We strongly support the school construction program, which
would provide tax credits to improve the public schools and support a high-quality education
available to every American child, regardless of their family income. '

$. 1133 would affect receipts; therefore, it is subject to the pay-as-you-go requirement of the
Omnibus Reconciliation Act of 1990. The Administration's scoring of this bill is under
development.

* k kk k¥XE



March 11, 1998

cmmmmma“ - cverdilf
| |

1. LET'S ADDRESS THE REAL EDUCATIONAL NEEDS IN AMERICA &duc — s«Lt\

G.CAM we
HIGH PRIORITY: Leaky roofs and overcrowded classrooms are real problems that need to be addressed.
The Administration’s proposal targets Federal resources to finance the construction and modernization of
more than 5,000 stronger schools so that children across America will be able to learn in safe, modern,
well-equipped schools.

LOW PRIORITY: The Coverdell proposal gives a tax break that would be worth, on average, $96 for
high-income families earning up to $150,000 and only $1 for the lowest income families for expenditures
that might be related to education-- home computers, recreational expenses, purchasing cars to get to
school, etc.! This tax break does nothing to improve the basics of American Education.

2. LET’S WORK TO STRENGTHEN PUBLIC SCHOOLS WHERE 90% OF AMERICAN
MIDDLE-INCOME AND WORKING FAMILIES SEND THEIR CH]LDREN

SIREN&IHEN_S_QHQ_QLS School modernization and construction will help schools reduce class size
and provide a safer, more disciplined environment.

WEAKEN SCHOOLS: Coverdell drains-off precious tax dollars in greatest proportion for those in the
highest tax bracket and rewards wealthier families who would send their children to private school with or
without this subsidy. In fact, the average per return tax benefit in tax year 2002 would be only $7 for
taxpayers with children in public schools and only $37 for taxpayers with children in private schools.> The
Coverdell bill will do nothing to fix school buildings and build new ones at a time when public schools face
record enroliment for years to come.

3. LET’S HELP COMMUNITIES PROVIDE MODERN, WELL-EQUIPPED SCHOOLS
FOR THESE CHANGING TIMES AND TECHNOLOGICAL AGE

PREPARE OUR CHILDREN FOR CHANGING TIMES: School modernization and construction will

help many communities provide modern, well-equipped schools that can be wired for computers and
technology so that our children receive the education they need to succeed in the 21st century.

WIDEN THE GAP: The Coverdell bill would provide high-income families with a subsidy to buy home
computers, while ignoring the needs of vast majority of children who rely on getting computers in their
schools to have access to technology.

! These estimates are based on a similar proposal introduced by Senator Coverdell on July 31, 1997 and
passed by the House of Representatives (H.R.2426) which would allow $2,500 annual contributions to an :
Educstion IRA. The current proposal under consideration would allow $2,000 annual contributions and would
probably provide even smaller tax breaks.

2 Source: Joint Committee on Taxation, U.S. Congress.



Inequities in Coverdell/Archer IRA
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NOTE: These estimates are based on a similar proposal introduced by Senator Coverdell on July 31, 1997

and passed by the House of Representatives (H.R.2426) which would allow $2,500 annuat contributions to

an Education IRA. The current proposal under consideration would allow $2,000 annual contributions and
U.S. Department of Education would probably provide even smaller tax breaks. _
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THE WHITE HOUSE
WASHINGTON

February 6, 1998

MEMORANDUM FOR THE CHIEF OF STAFF

FROM: BRUCE REED
GENE SPERLING
LARRY STEIN

SUBJECT:  Coverdell Education Tax Bill
On February 10 the Senate Finance Committee will mark-up Sen. Coverdell's education

tax bill which provides tax-free IRA's for educational expenses, including tuition at private
and parochial elementary and secondary schools.

Committee Democrats are currently split on this issue, with about a third opposed, a
third prepared to strike deals in exchange for their support, and a third up in the air.
Although the Administration strongly opposed versions of this bill last year, many Senators
are uncertain about the Administration's current position, and believe the President may sign
a bill if it reaches his desk. iti ithi

he Sena ittee. We would like to use

our meeting with you to discuss our position.

Background

A similar version of Coverdell was passed in the Senate 59-41 last June, as part of the
Revenue Reconciliation Act of 1997. This provision was dropped in conference after the
President sent the House and Senate leadership a letter indicating he would "veto any tax
package that would undermine education by providing tax benefits for private and parochial
school expenses." :

When a similar provision was introduced in the House last fall, Secretaries Riley and
Rubin underscored the Administration’s opposition with a joint letter reciting both education
and tax policy objections to the bill. The bill passed in the House by a vote of 230-198, but
died in the Senate as a result of a successful filibuster effort led by Sen. Kennedy.

Secretary Riley is adamantly opposed to tax breaks for private school tuition on the
ground that they are a back-door approach to vouchers and would undermine public
education as much as conventional vouchers. The education community as a whole shares
this view. Both Secretary Riley and Secretary Rubin also opposed the bill because its



2

benefits are heavily tilted toward higher income families. Finally, Secretary Rubin opposed
the bill because many of its provisions will be difficult to administer.

The Current Outlook

The bill will clearly be reported out of committee with some Democratic support. Sen.
Daschle has asked Sen. Breaux to work with other Democratic Senators to draft
compromise language on the proposal. Several meetings have been held, but no consensus
has been reached. Sen. Roth has approached Sen. Breaux about putting together a package
that could win bipartisan support in the Finance Committee. A package of this kind would
include provisions of particular interest to individual Senators -- .g., tax-free withdrawals
from prepaid college tuition plans for Sen.Graham. Republicans even might add a school
modernization provision to the bill to make it more attractive to Senate Democrats and the
Administration.

''We expect the bill to be taken up by the full Senate before the recess. The odds of a
successful filibuster are lower this year than last, and Senator Kennedy is now enlisting
Senators to sign a letter that indicating support for a veto. There is no timetable for taking
this bill up in the House, though passage in the Senate will send a strong signal to the House
leadership.

\dministration Opti

We have two basic options. When we meet, we need to settle on one and devise a
strategy to accomplish it.

Remain firm in our veto strategy. Our opposition to the Coverdell bill is based on sound
principles of both education and tax policy. Clear and continued opposition is also
important to our allies within the education community, whose strong support is crucial to
the success of our overall education agenda. If we firmly reiterate our intent to veto
Coverdell, we can minimize the extent to which amendments are added to the bill and help
Sen. Kennedy marshal support for a veto. Based on last year's vote, we believe we have
enough votes to sustain a veto in the House as well.

Name our price. As indicated above, there is a possibility that a school modernization
provision could be added to the Coverdell bill. Sen. Mosley-Braun's staff have indicated
some interest in pursuing this approach, depending upon the position we take. We could
indicate that we would accept a bill that attached a sizeable school construction initiative to
Coverdell IRAs. Of course, we would have to be clear in advance on the size of the
construction component as well as acceptable offsets.

There has also been some discussion about adding some of our child care tax provisions to
the Coverdell proposal, but this now seems a far more remote possibility.
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MEMORANDUM FOR THE PEE}‘IDENT Cos
FROM: SEAN MALONEY

SUBJECT:  Strategy on Coverdell Education IRA Proposal

The attached Sperling/Reed/Stein memo asks you to adopt a strategy for dealing with Senator
Coverdell’s education IRA proposal, in advance of its scheduled Senate Finance Committee
mark up on Tuesday. Your advisers, including Secretaries Riley and Rubin, met with Erskine on
Friday to discuss the two options presented below.

Background. As you know, Coverdell would raise annual education IRA contribution limits
from $500 to $2,000 and broaden permissible account distributions to include private elementary
and secondary school tuition -- a back-door voucher favoring the rich that would divert scarce
resources from public schools. Last July, you threatened to veto the entire budget bill if it
included Coverdell’s proposal. Last fall, the House passed it 230-198; it died in the Senate after
a Kennedy-led filibuster. This year, the bill will get a strong vote out of committee; the filibuster
may not hold. So far, Dems have been unable to add school construction and other provisions.

Option 1. Stick to the strong veto message and discourage Democrats from adding
ameliorative provisions. This option is consistent with last summer’s veto threat and would
satisfy public school advocates. A veto appears to be sustainable in the House, though perhaps
not in the Senate. You could reassess later, if a veto-proof majority emerges. However, Daschle
and other Dems have signaled they may not oppose Coverdell this year; we would miss a school
construction opportunity; and Republicans would have a popular issue to criticize us on.

Option 2. Stick to the veto threat, but encourage Democrats to add provisions that we
support, such as school construction. Depending on the success Dems have adding proposals,
we could negotiate a deal or revert to a veto. This option offers possible progress on school
construction and would deprive the Republicans of a popular issue. However, it could be
portrayed as a flip-flop; could start us down the “slippery slope” on vouchers; and would be
strongly criticized by public education supporters.

Views. All of your advisers support Option 1 -- sticking with a strong veto message for now and
discouraging Dems from adding improvements. Everyone believes Coverdell is bad policy and a
move towards vouchers. Opposing popular IRAs will be hard, however, and harder still if the
bill includes some help for public schools. Your advisers suggest encouraging Dems to offer a
substitute for Coverdell when the bill goes to the floor.

Option 1 (recommended) _ Option 2 ___ Discuss V
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MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
BRUCE REED
LARRY STEIN
RE: STRATEGY ON COVERDELL EDUCATION IRA PROPOSAL

The Senate Finance Committee is scheduled to mark-up the Coverdell Education IRA proposal
on Tuesday, February 10, 1998. A group of your advisors, including Secretaries Rubin and
Riley. met with Erskine Friday to discuss our legisiative strategy. This memorandum lays out
the current situation, several options, and the recommendations of your economic team.

Background:

Senator Coverdell's proposal would expand the existing education IRA in two ways. First, it
would broaden the accounts to allow for distributions to pay for educational expenses, including
tuition, at private elementary and secondary schools. Currently the accounts are limited to
higher education. Second, it would raise the contribution limit from $500 to $2,000 annually.

Senator Coverdell’s proposal is objectionable on policy grounds for two key reasons. It
provides for tax-side subsidy for private schools, and, thereby, diverts scarce resources from
public schools. In this respect, the proposal can be viewed as a back-door voucher. Secondly,
the tax benefits are heavily skewed to people with high incomes; 70 percent of the benefits flow
to the top 20 percent of families.

For these reasons, as you will recall, you sent a strong letter to the Congressional Leadership on
July 29, 1997, that stated your opposition to the Coverdell proposal and your intention to veto the
entire budget bill if it were included (The Republicans had asked for the letter as a condition of
removing the Coverdell provision from the bill).

Last fall the House passed the Coverdell proposal by a vote of 230-198. During.House
consideration, Secretary Riley and Secretary Rubin underscored the Administration's opposition
with a joint letter that opposed the provision on both education and tax policy grounds. This bill
died in the Senate as a result of a successful filibuster effort led by Senator Kennedy. After the
Senate vote, Senator Daschle publicly warned that the filibuster might not hold this year and
there is a uncertainty among some Democrats of how strong our veto resolve is on this issue.



Current Situation

The Coverdell proposal remains a top item on the Republican agenda and they are trying to move
it quickly. Chairman Roth and Majority Leader Lott are pursuing a strategy of garnering
support for Coverdell in return for the inclusion of pet proposals (education only) of the members
on the Committee. That strategy appears to be working. For Senator Graham, a provision
providing tax-free treatment for withdrawalis from state pre-paid tuition plans will be added to
the Chairman’s mark. Apparently for Senator Moynthan, favorable tax treatment for employer
provided educational assistance is extended both in time and coverage to include graduate
education, as we do in our budget. Add Senator Breaux, who has supported Coverdell
previously, and even with less than enthusiastic Republican, Senator Chafee, the bill looks like it
could come out of Committee with a strong vote. -

Despite attempts by Senator Moseley-Braun, school construction is not currently included,
though discussions are continuing over the weekend. Sen. Moseley-Braun’s staff has indicated
that she would probably vote for Coverdell if it included a school construction proposal worth at
least $3 billion or so over five years (the Administration proposal is 35 billion). You will recatl
that Senator Lott has been a strong opponent of school construction in the past.

Options

In our meeting, we discussed the following strategy options: 1) stick to our very strong veto
threat. 2) Continue the veto threat, but encourage Democrats to add school construction and
other items for a possible ultimate deal.

Option1:
Under this strategy option, we would stick very strongly to our veto threat with the full intention

of vetoing any bill that inciudes the Coverdell proposal, just as we have done to date. We would
not encourage Democrats, to the extent possible, from adding proposals that we support.

Pros:

. Consistent with the position you took in your letter to the Congressional leadership
during the Balanced Budget Agreement negotiations.

. Satisfies public school advocates concerned about vouchel;s.

. Appears sustainable at least in House (though possibly not in the Senate). There are

apparently 8-12 wavering Senate Democrats. Both the House and Senate dynamic could -
possibly change to the extent something very attractive gets added, such as a robust
school construction provision.

. Can reassess later if dynamics change, or if veto-proof majority begins to emerge.



Cons:

. Minority Leader Daschle and other Democrats have signaled that they may not stick with
their position last year opposing Coverdell. The bill could come out of Finance with an
overwhelming vote.

. Lose opportunity for possible progress on school construction.

. Republicans continue to have a popular issue to criticize us on.

Option 2;
Under this strategy, we would stick to our veto threat, but we would encourage Democrats to add

provisions that we support, such as school construction. Depending on how much success
Democrats have, down the road we would either engage in negotiations to add more of our
proposals or we would stick to our veto threat.

Pros:

. An opportunity to achieve a success on school construction.

. Robs Republicans of an issue, while forcing them to cave in on school construction.

Cons

. Would be portrayed as a flip-flop, perhaps affecting credibility of future veto threats.

. May contribute to “slippery slope” on school vouchers, as public school advocates fear.

« ° Would be strongly criticized by public education supporters, even if it includes a
substantial school construction investment.

Recommendation:

All of your advisors agree that Coverdell is bad public policy. Proponents of Coverdell intend
for this to be a first step towards vouchers. Moreover, the tax benefits disproportionately benefit
high income people.

Some of your advisors believe that switching will be seen as moving away from a principled
position. Others, however, point out the potential for an education bill moving through
Congress with possible strong momentum and including several attractive components, including
pre-paid tuition plan provisions, enhanced employer provided education benefits, and perhaps
school construction. [t would be difficult to make an effective public case against such a bill.

An IRA does not strike people as a voucher, plus people understand IRAs and they like them.
The public case against a bill becomes that much harder to the extent provisions are included that
help public schools, such as school construction.



While some of your advisors believe that we will need to continue to re-assess our position as
events unfold, and some felt we should never move off our current position, it is the consensus
view of your advisors that there is nothing to be gained from moving off of your strong veto
threat now. It is also agreed that, we should not, at least for now, encourage Democrats to try to
load up the bill with attractive items, while recognizing that Finance Committee Democrats will
do some of this on their own. Rather, we can encourage Democrats to offer a proposal as a
substitute for Coverdell when the bill goes to the Senate floor.

Recommended Option Option 2 Discuss
Strong Veto Threat Strong Veto Threat
Encourage Democratic Encourage Democrats

Substitutes To Add to Coverdell
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EQOP

cc:
Subject: Coverdell

Shireman tells me that Gene and Erskine spoke to POTUS about Coverdell, and his decision is to
maintain our previous position--a clear veto threat.

NEC is notifying Treasury, and asking Rubin to make some calls to committee Dems before
mark-up. 1've talked to Education. Barbara Chow is putting a Riley/Rubin letter they had been
sitting on into the system for quick clearance and release.
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Henorable William V. Reth, JOr.
Chairman

Committee on Finance

U.8. Senata .
Washington, D.C. 20810-6200

Dear Mr. Chailrman:

" We write to express our strong opposirtion to the "A+ RAccounts for
Public and Private Schools Act®, Title I of 8. 1590, which we
undersgtand your committee may soon nongider. Lagt summer, when a
gimilar proposal was passed by the Senate, the President stated
that he would veto tha lagialmtion that contained it. Thics bill
ralges the same concernsg as the proposal in last year’s Sanate
bill and 4in H.R. 2646, which the House passed laet £fall, As we
stated in a letter to your House counterparts on that bill in
Oertahear, we would raecommend that the President veto the A+
Accounts Act should it xeach his desgk.

Every American child deserves a high-quality elementary and
mecondary education. We believe that targcking our limited
Federal resources to huild stronger public schools will help
encure that all ocur ochildren rcccive ths education they need to
be productive citizens. Public schools sexve approximately

$0 percant of etudentc in gradcs K-12 and currently face reuuzd-
breaking enrcllments. By focusing resources on public schools,
we can leverage gommunity investment to help pareule, Leachers,
and administrators meet the important educational challenges they
face in cerving the vast majority of our childrien: weeting high
standarde for learning and discipline, fixing school buildings,
and providing a safe, drug-free enviruvumesnl [or children, In
contrast, the A+ Accounte for Public and Private Schools Act
diverts needed attention and resvuruves from our public schools.

The bill disproportionately benefits the most affluent families
and provides little benefit to lowar- and middle-income families.
First, the average [amlly typically saves & modest amount and,
therefore, would get little reward from the compounding of tax-
free saruiugs lun an Education IRA. dy contrast, wealthy families
save more and, therefore, would have greater accumulations of
Lax-Lree sarnings in an Education IRA. Second, the benefit of
tax-frees accumulation under the bill increases with a family's
marginal tax yate. 7Thus, for example, a family in <he 31 percent
marginel tax bracket that saved 52,500 per Kear for six years
"would realize twice the tax benetit under the bill ($51046) as a
family in the 15 percent bracket saving the same amount ($514).

We are also concerned that the bill would create significant
compliance problems. The legiglation allows tax-free withdrawals
from BEducation IRAe for, among other things, "supplamentary
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expenges required for the [child’s] enrcllment or attendance ...
at & publiae, private or rellgious school”, but provides no
guidance in identifyin? what these expenses are. Distinguishing
batween an appropriately tax-free withdrawal and ore that should
be subjact to tax and penalty would lead to significant
additional tax complexity for families.

Finally, we d¢ not believe that increasing the contributipn
limits for tax-preferred saving opportunities will generate much
additional saving and would, instead, reward families,
particularly those with significant means. for what they would
otherwige do.

We therefore strongly urge the committee not to apprdve this
legiglation.

Sincerely,

Rsbere E. Rubin : Richard W. Riley
Secretary of the Treasury Secretary of Education
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To impruve elementary and secondary education.

IN THE SENATE OF THE UNITED BTATES

JANUARY 29, 1898
CovERDELL (for himeelf, Mr. TorT, Mr Nimotms, Mre Mack, Mr.
Craug, Mr. McCoxXNELYL, Mr, Grevy, Mr, Coars, Mr. INHOFE, Mr.
Murkowsxy, Mr. ABRAdAM, Mr, KrL, and Mr, Wannan) introduced the
following hill; which was resd twice and mfmd to the Committee on Fi-
Hatiwd

A BILL
To improve elementary and secondary education.

Be it enacied by the Senale and House of Representa-
tives of the United States af Americn in Corgress assembled,
SECTION 1. SHORT TITLE. |

This Act may be cited as the “Detter Opportunities
for Our Kids and Schools Act”.

TITLE I—A+ ACCOUNTS FOR

PUBLIC AND PRIVAITE SCHOOLS
BEC. 101. SHORT TITLE.

This title may be cited as the “A+ Aeeounts for Pub-

lic and Private Schools Act'.

P.6/11

ol
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1 SEC. 102, MODIFICATIONS TO EDUCATION INDIVIDUAL RE.

2 TIREMENT ACCOUNTS.

3 {(a) Tax-Frer EXFENDITURES FOR ELEMENTARY

4 AND BECONDARY BCHOOL ExruNnsws.—

5 (1) IN GENERAL.—Section 530(b}(2) of the In.

6  ternal Revenue Code of 1986 is amended to read as

7 follows:

8 (2) QUALIFIED EDUCATION EXPENSES.~~

9 “(A) IN GENERAL—The term ‘qualified
10 education expenses’ means—

11 “(1) manlified higho.r. edncation ex-
12 penses (as defined in section 528(e)(3)),
13 m‘xd'

14 © “({§) qualified elementary and second-
15 ary education expenseé (as defined in para-
16  graph (4)). |
17 Such expenses shall be reduced as provided in
' 18 seetion 25A(g)(2) but only with respeet to
19 amounts in the account which are attributable
20 to contributions for any taxable vear énding be-
21 fore January 1, 2008, and earnings on such
22 contributions.

23 “{B) QUALIFIED sn;us TUITION PRO-
24 GRAMS.—Such term shall include amounts paid
25 or inewrred to purchase tuition credits or cer-
26  tificates, or to make contributions to an ac-

o8 1590 IS ' _ /U Hﬂ )(’ )

[Pee, 530663
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count, under & qualified State tuition program

(as defined in section 529(b)) for the banefit of

the beneficiary of the aeoount.'i

(2) QUALLELISD ELKMINTARY AND BECUNDALRY
EDUCATION EXPENSES.—Section 580(b) of such
Code is amended by adding at the end the following
new paragraph:

‘(4) QUALIFIED ELEMENTARY AND SECONDARY
EDUCATION EXPENSES .~

“(A) IN GENERAL.—The term ‘qualified el-
emantary and reeondary edueation exponges’
maans tuition, fees, tutoring, xpecial needs serv-
ices, books, supplies, computér equipment (in-
cluding related software and services) and other
equipment, transportation, and supplementary
expenses required for the enroliment or attend.
ance of the designated beneficiary of the trust
et & public, private, or religious school.

“(B) SPECIAL RULE FOR
HOMESCHOOLING.—Such term shal include ex-
penses deseribed in subparagraph (A) required
for cducation provided for homeoachooling if the
requirements of any applicable Stats or local
law are met with respect to such education.

10 (ax3»
-5 1590 15 _ E{ﬂ, E30(h X ¥XA)-
751
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20
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22

. 23

4
“(C) SCHOOL.-~The term ‘school’ moans

any school which provides clementary education

or segondary education (through grade 12), as

determined under State law.”.

(3) CONFORMING AMENDMENTS.—Subsections
(b){1) and (4)(2) of section 530 of such Code are
each amended by striking “higher” each place it ap-
pears in the text and heading thereof. |
(b) TEMPORARY INCREASE IN MAXIWUM ANNUAL

CONTRIBUTIONS. —

(1) Ix GENERAL.—Section 530(b)(1)(A)Gii) of
the Internal Revenue Code of 1986 §s amcnded by
striking “$500" and inserting “thc contribution
limit for such texable year”. .

(2) CONTRIBUTION LIMIT.—Section 530(b) of
such Code is amended by adding at the end the fol-
lowing new paragraph:

“(4) CONTRIBUTION LIMIT.—The term ‘eon-
tribution limit' means $2,500 ($500 in the case of
any taxable year ending after Deessmber 31, 2002).”.

(3) CONFORMING AMENDMENTS. -

(A) Section 530(4)(4)(C) of such Cude is
amended by striking “$500” and inserting “the

contribution limit for such taxable year”.

P 9/11

074x2) [ For, S300x51E) -

o8 1560 1B (%)
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(B) Section 4973(e)(1)(A) of suck Code i

amended by striking “$500” and inserting “the
contribution limit (as defined in section
530(b)(4)) for such taxable year".

(e) Wmn OF AGE LIMITATIONS FOR CHILDREN
WITH BPECIAL NEEDS.—Paragraph (1) of seetion 530(b)
of the Internal Revenue Code of 1986 is amended by add-
ing at the end the following fiush sentence:

O 0 Y 0 W s W RN e

“The age limitations in the preceding sentence shall

p—
<

not apply to any designated beneficiary with special

[
[ ]

needs (R determined under regmlations preseribed

it
[ 8]

by the Secretary).”.

[
[F ]

(@) CorroraTIONS PERMITTED TO CONTRIBUTE TO

[
B

ACCOUNTS.—Paragraph (1) of seetion 530(¢) of the Inter.
nal Hevenue Code of 1986 is amended by striking “The

-
S W

maximum amount which a contributor'’ and inserting “In

17 the case of a contributor who is an individual; the maxi-
18 mum amount the contributer’.

19 (e) EFFECTIVE DATE; REPERENCES,—

20 (1) EFFECTIVE DATE.—The amendments made
21 by thir geation ghall take affent as if included in the
22 amendments made by section 21# of the Taxpayer
23 Relief Act of 1997, | _
24 (2) REFERENCES.—Any reference in this sec-l
25

tion to any section of the Internal Revenue Code of
| 10 a X 3X(B> -
«8 1890 18 (‘) .
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1 1986 shall be & reference to such goction as added
2 by the .'I‘nxpaycr Relicf Act of 1997.
\J
4
5
6 ING TO BTATES.
7 DIRECT AWARDS OF CERTAIN EDUCATION
8 FuNDINQ—
9 (N IN GENERAL.—Notwithstanding any other
10 “provision\of law, for each fiseal year the Secretary
11 shall award\the total amount of fun&s doseribed in
12 paragraph (2\directly to ‘States in accordance with
13 this subsection. \ S
14 (2) APPLICABAE FUNDING.—The total amount

15 of funds referred to paragraph (1) are all funds
16 not used to carry out pXagraph (8)(B) for the fiscal

P 11/11

17 year that are appropriatey for the Department of
1R Education for the fiseal yea\to carry out programs |
19 or activities under the following\provisions of law:
20 (4) Title ITI of the Go\ls 2000: Educate
21 America Act (20 U.S.C. 5881 e seq.).
22 (B) Title IV uf the Goals 2Q00: Edveate
23 ~ America Act (20 U,S.C. 5911 et seq’
24 ' (C) Title VI of the Goals 2000:\Educate
-25 America Act (20 U.8.C. 5951)t Pa /(4'[/]—
*8 1890 I8 ¢ ”(0)
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féMIe William V. Roth, Or.
Comgittee on Finance
U.8 Benate -

Wasfagton, D.C. 20510-6200
Degrmr. Chairman:

We smite to 8Xpresp our strong oppasitinn to the "As Accounte for
Pulgte and Private Schools Act®, Title I of 8. 1590, which we

u and your committee may sonn ronglder., Last eummer, when a
eirPar proposal was passed by the Senate, the President stated
that Be would veto tha lagimlation that contained it. Thig bill
rafme the game concerns as the Proposal in last year’s Senate
Lilll and in W.R. 2646, which the House pasgad lact £all. As wa
6t®@xd in a letter to your House counterparts on that bill in

Octilbmy, wa would racommend that the President veto the A+ e ‘; ) . Aﬂ»
Acemats Act should it yeach his degk. QL. Tles.

Evesy American child desarves a high-quality ¢lemantary and wo“\c‘& et
Recmlary aducation. Wa believe that targcting ouxr limited Moo bill,
Felewl regources to build stronger public schools will help
snaze that all our ochildren reccive the aducation they need to
be goductive citizens. Public schools eexve approximately
80 mrcent of studsnts in grades K-12 and currently face recurd-
brefing enrollments. By focusing resources on public schoola,
we mw leverageo community investment to help partaly, Leuchers,
inistrators meet the important educational challenges the
famin coxrving the vaat majority of our childien: meeting high
staards for learning and discipline, fixing school buildings,
viding a safe, dirvug-free envirovmuenl for children., In
couiast, the A+ Accounts for Public and Private Schools Act
diwrzs neecded attention and resvurves from our public echoolsg.

The@dy) disproportionately Lenefics the most affluent families
anSgrovides little banafit to lower- and middle-income familieg,
the average Lawlly typlcally saves a modesat amount ane .
thegfore~would get little reward from the compoundineof tax-
£rsen'uingu un Education IRA. By contrast., ;
G3%more and, tharéfore, would have greater s
Lasfoee aarnings {n an Education IRA. e ond, the benefit of
taxfdme accumulation under tha Creases with a family’s
tax rate. 7Thus, for exadpgle, a family in the 33 percent
BVE ~per year for six years

e the bill (51046) as a
fWercant bracket saving th

Eame amount ($514).

We #w alwo concerned that the bill would create significant
CogRance problems. The legiglation allows tax-free withdrawals
frapducation IRAs for, among other things, "supplementary
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expenges required for the (child’s] enroliment or attendance e
at a public, private or religious achool*, but provides no
guidance in identifying what these expenses are. Distinguishing
batween an appropriately tax-free withdrawal and ore that should
be subjact to tax and penalty would lead to significant
additional tax complexity for families.

ally, we do not believe that incr € contribution
ax-preferrad pportunitiea will generate wuch
additional gav instead, reward familieg,

particula icd for what they would

We therefore strongly urge the committee not to apprdve thia
legiplation.

Sincerely,

Robert E. Rubin Richard W. Rilay
Secretary of the Treasury Secretary of Education
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February 25, 1998
(Senate)

(Coverdell (R) Georgia and 43 cosponsors)

IT'S. 1133 were presented to the President, the Secrelaries of Education and the Treasury would
rccommend that he veto the bill because it is bad cducation policy and bad tax policy.

Every American child deserves a high-quality elementary and secondary education. Targeting
limited Vederal resources to build stronger public schools will help ensure that all our Nation's
children receive the education they need to become productive citizens. S. 1133 would divert
needed resources from these schools, .

S. 1133 would disproportionatcly benefit the most affluent families and provide little benefit to
lower- and middlc-income familics. Familics in the highest income bracket that saved the
maximum amount permitled by 8. 1133 would receive morc than twice the benefit of familics in
the lowcst tax brackct that saved the same amount. Morcover, given the expansion of tax-
preferred savings vehicles in the Taxpayer Relief Act of 1997, the bill would not create a
significant incentive for families to increase their savings for educational purposes. Inslead,

S. 1133 would reward familics, particularly thosc with substantial incomes, for what they are
alrcady doing.

S. 1133 would also create significant compliance problems for familics. The bill permits tax-free

- withdrawals from Education IRAs for supplementary cxpenses required for a child's enroliment
in a public, privatc, or rcligious school but provides no guidancc concerning what a taxpayer can
lcgitimately claim, »

LA LI
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EQP

cc:
Subject: Heads up on a couple of education issues

A couple of things are developing that you need to know about.

1. Class Size/tobacco: Barbara Chow has some state-by-state runs comparing various medicaid
formula to our class size formula and to the child care formula. She's going to try to put together a
meeting tomorrow, with the three of us, Jen Klein and whoever from OMB tobacco world is
appropriate, to try and figure out how to deal with different needs and expectations re: formula.
I'm going to try and get a copy of the runs later today; I'll share with you whatever | get.

On a related note, ED staff are desperate for some kind of briefing on tobacco that will give them a
big picture, and help them deal with questions from ed.groups and the hill. | think this would be
useful, even if it only enables them to give more sophisticated nonanswers than they can give now.
| think there are 3-4 people at ED who need this (Mike, Scott Fleming, Susan Frost } and me. Could
one of you do this, or is there someone better? Are there talking points or Q's and A's we could
use instead?

2. Coverdell Tax Free Savings Accounts: Apparantly this is going to be marked up in Senate

Finance sometime in the next few weeks, and we are trying to put an Administration position

together. Here is the lay of the land as best as | can teli;

e Riley is still adamantly opposed, and wants an Administration alternative--tax free saavings
accounts that are not targeted to education, but which could be used for any purpose

e Treasury is likely to be adamantly opposed to ED's proposal on the grounds that it is bad tax
policy

¢ Senate Dem's on Finance Committee are apparantly ok with Coverdell, will probably vote for it,
and believe that POTUS will sign it. Do you have an insight on this? POTUS signed the letter
last year saying he would veto balanced budget deal if it included Coverdell, but | was never
sure that his opposition was particularly strong or long-lilved.

® There is some interest among Senate Dem's in a modified version of Coverdell that would not
allow the savings account $ to pay for private school tuition, but would allow it for related
eduCation expenses--tutors, books, transportation to and from school, etc. Last year we

thoquWM@MMWWﬁMM&@ to
abuse (like using the $ to buy your kid a car which he ha ive to school).

e There is also an idea beginning to take shape to trade Coverdell for School Construction, with

ev"_e_[?/_,_[__,_lsmg_a.\ma.v_\num_samﬂm body walking away_with something.
e Barbara Chow reports that Podesta is very concerned with the constituency group politics in

this, and is therefore likely to side with Riley in oppostion to Coverdell,

I'm going to a DPC/NEC/OMB/ED/Treasury meeting this afternoon. Any guidance for me? My
sense is 1o see if we can come up with an option that ED and Treasury will both like {not likely) and
to see if the Coverdeli-for-Modernization deal could work. While | never thought Coverdell is a
particularly good idea--its benefits are skewed to upper income families, are small over w




bucks for most middle class families), | also have had a hard time seeing thiwﬂihe
way Riley does.
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OFFICE OF PUBLIC AFFAIRS # 1500 PENNSYLVANIA AVENUE, N.W. ¢ WASHINGTON, D.C. » 20220 s (202) 622-2960

FOR IMMEDIATE RELEASE Contact: Susan Lewis Sallet
October 22, 1997 : (202) 622-2920

STATEMENT OF LAWRENCE H. SUMMERS
DEPUTY SECRETARY, U.S. DEPARTMENT OF TREASURY
REGARDING THE COVERDELL PARENT AND STUDENT

SAVINGS ACCOUNT PLUS ACT

I am sorry I cannot join Secretary Riley and Congressmen Rangel, Clay and Stenholm in person
today to speak on this important issue. This Administration is strongly committed to improving
the quality of pnmary and secondary education for every child in our country. However, we do
not support the Coverdell proposal which would divert needed attention and resources from our
public schools.

As stated recently in a letter from Treasury Secretary Rubin and Education Secretary Riley, this
proposai raises the same concerns as the proposal passed by the Senate last summer and opposed
by the Administration. At that time, the President stated that he would veto the legislation that
contained this measure, and Secretary Rubin and Secretary Riley stated that they would
recommend that he veto this bill should it reach his desk.

The Coverdell proposal would disproportionately benefit the most affluent families and provide
little benefit to lower and middle-income families. According to a Treasury Department analysis,
almost 70 percent of the benefits of this proposal would flow to families in the top 20 percent of
income distribution and about 27 percent to families in the top ten percent. Low- and moderate
income families are iess likely to have assets to contribute to education IRAs and the benefit of
the proposal depends on the family’s marginal tax rate, which lessens its value for these families.

In addition, we do not believe that increasing the contribution limits for tax-preferred saving
opportunities will generate much additional saving and instead, will reward families, particularly
those with significant means, for what they would otherwise do.

We are also concerned the bill could create significant tax compliance problems. The legislation
allows tax-free withdrawals from Education IRAs for “supplementary expenses required for [the

child’s} enrollment or attendance at a public, private or sectarian school,” but provides no

RR2005
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guidance in identifying what these expenses are. Distinguishing between an appropriately tax-free
withdrawal and one that should be subjéct to tax and penalty would lead to significant additional
tax complexity for families.

Congressman Rangel’s substitute proposal would instead increase the volume of qualified zone
academy bonds to help public schools with a substantial number of low-income students afford
improvements in their infrastructure, their equipment and their teacher training. We support this
and other proposals that would help the majority of students who are in public schools rather than
using federal funds to encourage a shift away from these important community resources.
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Coverdell Parent and Student Savings Account Plus Act {1}

(1998 Income Levels)

Total Tax Change | Tax Change as a Percent of:
i Number . _ Current Farnity
of Average . Percent Federal Econormic
Family Economic |. Famiies Tax Change | Amount (3} | Distribution Taxes (4) Incorne
fncome Quintile (2) (millions) (3} ($M) (%) (%) (%)
Lowest (5) 216 -1 -13 0.4 .10 0.01
Second 22 2 -39 1.3 -0.06 0.01
.~ Third 23 7 -158 5.1 0.10 -0.02
Fourth 23 =32 716 233 023 0.04
Highest 23 <96 -2147 69.8 0.24 0.05
Total (5) 1113 -28 -3076 100.0 021 0.04
Top 10% 1.1 75 840 7.3 0.13 <0.03
Top 5% 56 24 -135 4.4 -0.03 -0.01
Top 1% 1.1 -1 - -1 0.0 -0.00 -0.00
Department of the Treasury October 21, 1957
Office of Tax Analysis

4}

(2

3

(4)

{5

This table distributes the estimated changae in tax burdens due to the Parent and Studert Savings Account Plus Act
introduced by Senator Coverdell, as ad:pted by the Ways and Means Committee,

Family Economic Income (FE) is a broad-based inceme concapt. FE) is constructed by adding to AG! unreported and under-
reported income; |RA and Keogh deductions; nontaxable transfer payments such as Social Security and AFDC; empioyer-
provided fringe benefits; inside buiid-up on pensions, IRAs, Keoghs, and life insurance; tax-exempt interest: and mputed rent
on owner-occupied housing. Capital gains are computed on an acerual basis, adjusted (or inflation to the extent that refiable
data allow. inflationary losses of lenders are subtracted and gains of borrowers are added. There is also an adjustment for
actelerated depreciation of noncorporate businesses. FE| is shown on a family rather than a tax-retum basis. The economic
incomes of all members of 3 family unit are added to arrive at the family's economic income used in the distributions.

The change in Federal taxes is estirated at 1958 incomna levels but assuming fully phased in (2007) iaw and behavior. The
change is measured as the present value of the tax savings from one year's contributions. The technical correction pertaining
to mandatory distributions at age 30 with a ten percent penalty for distributions not used lor education expenses is assumed
1o have been passed.

The taxes inciuded are individual and corporate income, payroll (Social Security and unemployment), and excises. Estate and
gift taxes and cusioms duties are exciyded. The individual income tax is assumed to be borne by payors, the corporate
income tax by capital income generally, payroll taxes (empioyer and empioyee shares) by labor (wages and seif-employment
income), excises on purchases by individuals by the purchaser, and excisas on purchases by business in proportion o total
consumption expenditures. Federal taxes are eslimated at 1998 income levels but assuming 2007 law and, therefore, exclude
provisions that expire pnor to the end of the Budget period and are acjusted for the effects of unindexed parameters.

Families with negative incomes are axsiuded from the lowest quintile but included in the total line.

NOTE: Quintiles begin at FE! of. Second $16,950; Third $32,563; Fourth $54, 758; Highest $33,222; Top 10% $127,373;

Top 5% $170,103; Top 1% $408 551,




Coverdell Parent and Student Savings Account Plus Act (1)

(1958 Incoma Lavets)

Totai Tax Change Tax Change as a Percent of:|
Number - Currert Famiy
Family Economic of Aversge | Percant Feders! Economic
Income Class (2) Famiies |Tax Changs | Amount (3) | Distriution | Taues (4) Income
(000) : * |__(mifions) {s) M) (%) (%) {%)
0-15 18.5 -1 -10 03 0.11 -0.01
15-30 218 -1 -32 1.0 0.06 0.0t
0-40 121 -3 -41 13 007 Q.01
40-50 97 -4 T4 T 24 0.10 -0.02
50-60 79 18 11§ 37 T 018 -0.03
60-75 94 - -219 71 £0.18 003
75- 100 ) 1r 55 --690 24 0.34 Q.07
100 - 200 156 -118 -1842 599 043 Q.09
200 & over s - 13 <50 16 0.0 -G.00
Total (5) 1113 -28 -3078 - 1000 021 0.04

Department of the Treasury . October 21, 1957

m

@

“*

s

Office of Tax Analysis -

This table distributes the estmated change in tax turdens dus to the Pament and Sthudent Savings Account Plus Act
introduced by Senator Coverdell, 83 adoptad by the Ways and Mesns Committes.

Family Economic income (FED) is » broad-besed income conc:ot. FEJ Is construcied by adding 10 AGI unreported and under-
reported incame; IRA snd Keogh deductions. nontaxable transier peyments such as Socisl Security and AFDC; empioyer
provided frings banefits; inside build-up on pensions, [RAs, Keoghs, and iifs insursnce; tax-axsmpt interest: and imputed rent
on owner-occupied housing. Capital geins sre compuind on an accrual besis, adiusied for inflation 10 the axtent that relisbis
data sliow. Inftationary lotses of lenders are subtractsd and gaing of borrowers are sdded, There i3 aiso an adiustnent for
sccaleritad deprecistion of noncorporate businesses. FE! i shown on a family rather than a tax-retum basis. The economic
incomes of ail members of a fermily unit are added 1o armive st the family’s aconomic income vaad in the distributions.

mmaan-uwmmmMumehmmmm. The
mhmﬁoﬂammmumumm“y-nm The technical comection partaining
to mandaiory distributions # sge 30 with & tan percent psnalty for distributions not Used for sducation expenses is assumed
i hurve bean pEised.

Gift taxes and custorms duies sre exciuded. The individusl income tax is s3sumed t be borme by peyors. the corporste
‘income txx by capital income generally, payrall tices (smpicyer and empioyes shares) by tabor (weges and sel-employmant
income), excizes on purcheses by individuals by the purchaser, and sxcises on purchases by business in proportion o totad
consumption axpanditures. qu-mmmmmmnnmmmrmw.m.m
provisions that #xpire priof & the end of 3w Budget period anc are scjusted for the effects of unindexad Paramelsrs.

Famiiies with negative incomas are included in the tota! line bt Not Shown separstely.
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Record Type: Record

To: See the distribution list at the bottom of this message
cc:
Subject: SAP for HR 2646, Education Savings Act for Public and Private Schools

Reminder, we're looking for any comments on the SAP stating the veto recommendation by
Secs. Riley and Rubin by noon today. A copy of the SAP, which was based on their October
9th letter, follows.

October 16, 1997
(House Rules)

H.R. 2646 - Education Savings Act for Public and Private Schools
(Archer (R) Texas and Gingrich (R) Georgia)

If H.R. 2646 is presented to the President, the Secretaries of Education and the Treasury
would recommend that he veto the bill because it is bad education policy and bad tax policy.

Every American child deserves a high quality elementary and secondary education. Targeting
limited Federal resources to build stronger public schools will help ensure that all our Nation's
children receive the education they need to become productive citizens. H.R. 2646 would
divert needed resources from these schools.

H.R. 2646 would disproportionately benefit the most affluent families and provide little benefit
to lower- and middle-income families. Families in the highest income bracket that saved the
maximum amount permitted by H.R. 2646 would receive more than twice the benefit of
families in the lowest tax bracket that saved the same amount. Moreover, the bill would not
create a significant incentive for families to increase their savings for educational purposes; it
would instead reward families, particularly those with substantial incomes, for what they

already do.
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October 16, 1997
(tlouse Rules)

.R. 2646 - i t for Publj
(Archer (R) Texas and Gingrich (R) Georgia)

IfI1R. 2646 is presented to the President, the Secretaries of Education und the Treasury would
recommend that he veto the bill because it is bad education policy and bad tax policy.

Every Amcrican child deserves a high quality clementary and sccondary education. Targeting
limited Federal resources to build stronger public schools will help ensure that all our Nation's
children receive the education they need to become productive citizens. I1LR. 2646 would divert
needed resources from these schools.

H.R. 2646 would disproportionately benefit the most affluent families and provide little benefit
to lower- and middle-income familics. Families in the highest income bracket that saved the
maximum amount permitled by H.R. 2646 would receive more than twice the benefit of families
in the lowest tax bracket that saved the same anount. Moreover, the bill would not create a
significant incentive for famnilies to increase their savings for educational purposes; it would
instead reward families, particularly those with substantial incomes, for what they alrcady do.
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