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President Clinton’s Hope and Opportunity
for i’ostsecumlary Education (HOPE}) Act of 1997
March 20, 1997

TODAY, THE PRESIDENT WILL SEND TO CONGRESS NEW LEGISLATION TO HELP
OPEN THE DOORS OF COLLEGE TO MORE AMERICANS. The Hope and Opportunity for
Postsecondary Educaiion (HOPEY Act of 1997 - part of President Clinton’s five-year halanced budget --
inchudes a $10.000 tuition 1ax deduction, a $1,500 Flope Seholarship tax credit, a substantial Pel Grant
expansion and increase, a cut in student loan fees, new educational assistance from employers, and other

Provisions,

The new legislation provides:

v $38.4 billion over five years in tax velief for middle-income families struggling to pay for college
and make ends meet.
At least $40 billion in Pell Grants over five yeurs o provide more tuition assistance to fow- and
moderate-income fimilies, the largest increase in two decades,

more money into the bands of students when they pay tuition bills and other college expenses.

v
v $2.6 billion in savings over five years in reduced loaa fees for student loan borrowers -« putting
v

Financial suppert for worker training through the tuition deduction and the extension of the
tax-free freatment of up to $5,250 per employee i cmployer-provided educational assistance.

KEY ELEMENTS OF THE HOPE ACT OF 1997

Includes a 31,500 per student HOPE Schelarship tax credit for tuition
and fees in the student’s first year and another $1,500 in the second year if
the stigdent carns af least 8 B munng sverage, That eredit will help 4.2
miflion students in 1998, '
Provides a $10,000 tuition tax deduction for hugher education and
raining, which is expected (o help the families of 8.1 millien students in
1088,

Provides the larpest Pell Grant increase in two decades -- from $2,700
in FY 199710 83 000 m FY 1998, Over 3.6 million students now eligible
will receive an inerease of up 0 8300, Thig increase and other changes
will make an additions! 348,000 famibics eligible for the grant.

Loawers fees and reduces interest rates for millions of student

horrowers,

OVER 2580 COLLEGE PRESIDENTS EXTRESS SUPPORT FOR THE PRESIDENT'S HIGHER
EDUCATION PLAN. Already, over 250 college presidents — representing community colleges, public
and private colleges and universitios - have expressed supporst for the President’s higher education

initiatives.

NEW STATE-BY-STATE ANALYSIS SHOWS EVERY REGION OF THE COUNTRY
RENEFITTING FROM THE HOPE ACT, For the 1998-99 academic year, these proposals will
. provide nearly $1.7 billion in Pcdcral benefits for students in California, and over $300 million for

students in Virginia,



Benefits to Students under Hope and Opportunity
for Postsecondary Education Act of 1997

{dollars in millions)

!
i
|
!

| Total Pell :  Combined
'Budget Authority| Tax Benefits
in Award Year ~ for Calendar

Cut in Student
Loan Fees for
Award Year

Total

Benefits for |

Award Year

i

- State | - 1998-99 Year 1998 1998-99 1998-9%
Alabama e $1442° $92 $5.8 $242.0
Alaska i 8.7; 13 0.3 21.9
Arizona ! 13581 115 10.3 2611
Arkansas ! 76.3, a7 3.0 116.3
California ' 873.8 777 46.0 1696.7
Colorado 98.2! 103 8.5 2096
Connecticut i 47.21% 70 52 122.3
Delaware - i0.4 20 1.0 31.4
District of Columbia | 19.8 35 5.4 61.2
Florida 358.5 260 19.5 638.0
Georgia 168.8 125 116 305.4
Hawaii 14.5} 29 0.8 442
tdaho 408 24 2.2 67.1
Ilinois 2751 314 20.0 609.0
Indiana 139.0 122 11.1 bo272.1
lowa 93.0 71 B.4 172.4
Kansas 82.3 71 4.6 157.9
Kentucky 1256 l 72 5.6 203.3
Louisiana 1759 | 78 9.1 263.0
Maine . 28.1" 24 2.2 543
Maryland 99.0, 114 6.1 219.1
Massachusetts ' 153.1 180 18.9 3520
Michigan ' 248.7| 231 15.3 495.0
Minnesota i 128.9, 121 9.6 259.6
Mississippi 1114 45 3.7 160.2
Missouri ' 146.5 122 11.2 279.7
Montana : 342 15 1.9 51.1
Nebraska 50.4 49 3.9 103.4
Nevada 15.9 28 1.1 45.0
New Hampshire 235 27 2.7 531
New Jorsey 145.5 143 7.9 286.4
New Mexico 64.6 41 2.9 108.1
New York 7446 422 426 1209.2
North Carolina 157 .4 157 10.8 3251
North Dakota 28.4 16 1.8 46.2
Ohio 288.4 226 207 535.1
Qklahoma 129.8 73 6.1 2089
Oragon 748 59 58 149.6
Pennsylvania 2947 256 279 5788
Puerto Rico 412.3 - 2.6 4149
Rhode Istand 32.2 32 35 67.6
South Carolina ; 94.3 71 5.5 170.8
South Dakota 299 14 1.9 458
Tennessoe . 136.9 a9 8.1 244.0
Texas 4957 395 251 9158
Utah 82.1 59 3.2 1443
Vermont 16.2 15 2.2 334
Virginia 143.8 151 11.4 306.2
Washington 132.7 120 B.9 2647
West Virginia 59.2 35 3.0 97.2
Wisconsin | 115.7 130 8.5 2543
Wyoming ' 16.1 13 0.7 29.9
Cutlying Areas 121 0 0.0 121

TOTAL $7,635.0 $5,921.0 $£466.5 $14,022.5




Pell Benefits to Students under the President’s
FY1998 Budget Policy

(Recipients in thousands, dollars in millions})

T Total Poll | Increase in Total Pell |  Increase in
i Recipients in | Pell Recipients | Budget Authority 1998 Pell
! Award Year | From Award in Award Year |Budget Authority
! State 1998-99 Year 1997-98 1098-99 from 1997
Alabama 79.3 6.9 $144.2 $32.4
Alaska 4.6 0.4 8.7 1.9
Arnizona 72.7 6.3 135.8 30.5
Arkansas 391 34 76.3 17.2
California 4316 37.5 8738 196.4
Colorado 537 47 a8.2 221
Connecticut 269 23 47.2 10.6
Delaware 6.1 0.5 10.4 2.3
District of Columbia 10.6 0.9 19.8 4.5
Florida 185.5 16.4 358.5 80.6
Georgia 99 8.6 168.8 3v9
Hawaif 7.7 0.7 14.5 3.3
Idaho ' 21 1.8 40.8 9.2
Minois 149.7 13 275.1 618
Indiana 77.4 6.7 139.0 3.2
lowa 51.8 4.5 93.0 20.9
Kansas 45,2 39 B82.3 18.5
Kentucky 65.2 5.7 1256 28.2
Louisiana 86.2 7.5 175.9 395
Maine 15.2 1.3 28.1 i 6.3
Maryland 551 4.8 99.0) 223
Massachusetts 8z2.1 7.1 153.11 34.4
Michigan 138.6 12 2487 55.9
Minnesota 73.9 6.4 128.9 29.0
Mississippi ; 54.8 4.8 1114 25.0
Missouri B4.5 7 146.5 329
Montana 17.5 1.5 34.2 7.7
Nebraska ' 20.3 2.5 50.4 11.3
Nevada 9.1 0.8 15.9 KX:]
New Hampshire X 13.2 1.1 23.5 53
New Jorsey 75.7 6.6 145.5 327
New Mexico 337 2.9 64.6 14.5
New York 369.5 321 74456 167.3
North Carolina 85.9 7.5 157.4 354
North Dakota 15/ 1.3 28.4 6.4
Ohio 158.3 13.7 288.4 64.8
Oklahoma 67.8 59 129.8 292
Oregon 40.5 3.5 74.8 16.8
Pennsylvania 156.4 13.6 2947 66.2
Puerto Rico 180.5 15.7 412.3 92.7
Rhode Island 17.9 1.6 32.2 7.2
South Carolina 531 46 94.3 21.2
South Dakota 16.2 1.4 29.9 6.7
Tennesseo 72.7 6.3 136.9 30.8
Texas \ 26564 231 4957 111.4
Utzh 46 4 82.1 18.4
Vermont 9.3 0.8 16.2 36
Virginia 754 6.9 143.8 323
Washington . 69.6 6 132.7 29.8
West Virginia 297 26 55.2 13.3
Wisconsin . 64.5 56 115.7 26.0
Wyoming i 8.7 0.8 16.1 36
Ouilying Arcas . 6 0.5 12.1 2.7
TOTAL 4,009.4 348 . $7,635.0 $1,716.0




Explanation of State-by-State Tables
fabie I - Benefits to Studenty sander the HOPE Act

The first column provides the wial estimated Pell Gram finding in the 199899 academic year
for students attending postsecondary mstitunions in the State.

The second columa provides the tolal estimated reduction in taxes (a8 a result of the HOPE
scholarship and the higher cducation tax deduction} in the 1998 calendar vear for students

atiending postsecondary institistions in the Stisde.

The third column provides the total estimated reduction by foan fees i the 199899 academic.
year for students and parents attending postsecondary institutions in the Stute,

The Hnal colimn is 3 wtal of the first three columns: the total benefit for stirdends in the State,
Table 2 — Pelf Grant Benefits to Students

For students attending postsecondary instiutions in the State in the 1998-99 academic year:

. the first column shows the number of Pall Grimt recipients;

. the second column shows the increase in the number of recipients over the
PEEVICUS Year,

’ the third column shows the total Pell Gramt {unding; and

. the fourth colume shows the tnereased Pell Grant Runding over the previous year,

Methodology of State-by-State Analysis

Pell Grant Budget Authority for deademic Year 1998-99
Estimates arc based on 1998-99 Pell Grant projections, adjusted by the 1994-935 academic year
distribution of Pell recipients and funding among different States.

Combined Tax Benefits for Calendar Year 1998

Using a nationally-representative sample of postsecondary students, we first determined the
likelthood of a Pell and non-Pell recipient receiving a tax benefit. Using these data and the Peli
Grant disiributions discussed above, we cstimated the number of students that would receive a
lax benefit in cach stute. We then used this relative distribution of tax beneficianics to allocate
calendar year 1998 benefit amounts (85,9 hillion} amony the Staies.

Cuts in Student Loan {)rr’é;fzm!z’on Fees for Academic Year 1993-59

Estimates are based on projected toan amounts and number of borrowers for aeademic year
1998-99, and the bistorical distribution of loans by State. Two percent of Stafford (subsidized)
loan volume and one percent of unsubsidized foan volume equial the estimated student savings by
State.
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Hlf,hl;ghts of the
Hope and Gp;mriamty for Postsecondary Education (HOPE) Act of 1997
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Title I+ Higher Education Tax Incentives
HOPE Up i 515060 purostudent x coedit L18.6 hillion over five i:‘xf}cma:{i tir Jeely 4.2 miltion stndents in
Tav Credit year wrd another $1,500 i the second
year Hstudent gorns at least a B-
AVCTage. .
21,060 Tax Phases up trom $5.00¢ in 1997 1w a $17.5 billien over five Expected 1o help 8.1 meillion sodents o
Beduction for | 310,000 maximum deduction m (999§ years. HI9E,
Hipher for tuition and fees. Also available for
Education and | Faming and litclong Jearning.
Training
Fax-Free Familigs with incomies ap {o £ducation specific Combined with tax deduction, IRA wseid
FEducation $180000 would be cligible for IRAs, | estimates not available, for education wilt never be raxed. Will
Savings* and couk! make penulty-free maoke over 20 million families eligitle
withdrawals for higher cdugation. for such a benefit,
Educationaf Extends tax exelusion for $2.4 biltion behween Henefits 1.7 million employees a year,
Assistance employer-provided edutation 15972041, ‘
Jrom Emplovers assistancs throagh 2000, for both
unidergrachmie and gradonie
eduention. Alse provides tax credit te
smali businzsses.
Communijly Tax reliet for community service loan | §15 million over five Hot available,
Service: Loun forgiveness and for borrowers who years, ‘
Forgiveness repay through the income contingent
repayment plon for 2§ years.
Tide H: Financial Aid for Needy Students
Peif Grant Largest increase 10 1wo decades - At least $40 billion ever | Over 3.6 million students now etigible
Increase and from $2.700 10 FY97 10 §3,000 in five years. $1.7 hillion will recueive an inzrease up to $300 This
Expansion FYQK. Combined with the FY$7 more in 1998 than the increase witl also make an additional
increase, the maximom grant has FYD7 appropriation — a 130,800 families eligible for the grant.
mcrensed 833 sie FY95, 25% bncrease inoaid,
Peil Grant Increases cligibdlity for older, low- £3.9 billion over five An additional 218,000 low-income
Expransion for | ncomestudents 16 reecive a Pell Years. students generadly aged 24 or over will
Otder, Low- {irant. bie newly cligibla for Pell Grants. The
Incone now recipicnts will receive, on average, o
. rant of $1.431.
Studenty £ s
“HE F Cuts loas fres fram 4% ta 2% on $2.6 bitlion i savings Loan foes will b an in hindf for 4 salilon
Studont Loon necd-baved Stafford logng —~ and to for borrowers pver five fvw and middle-income studenss, and by
Feey 3% on othiey toans for students and yoars a quarter for 2.5 miflion other loans.

parents,

*The 1RA progosil is not part of the HOPE:Act but will be transmitted to Congress separately.
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Summary of the Hope and Opportunity

for Postsecondary Education (HOPE) Act of 1997
: March 20, 1997

Toaday's employers look for job applicants with more than a high schoeol diploina. Since the success of the
post-World War {1 GI Bill, the Federal Government has expanded college aid, making I possible for more
Americans to altend colege. But for toe many, the finaneial strains of continuing their education are still
severe. The Prestdent’s Hope and Opportunity for Postsecondary Edveation (HOPE) Act of 1997 ensures that
thesc barriers to higher education continue to fall for all Amcricans and provides tax relict for middle-income
familics struggling to pay for college.

Title I: HIGHER EDUCATION TAX INCENTIVES

HOPE Schoturship Tax Credits

» Up to a $1,500 por student credit for taition and foos for course work boginning on or aftér July 1,
1997,

* Credit can be claimed in two tax years [or any student whe hos ot finished 13th and F4th years of
education. ’

The tax credit is expected to help 4.2 million students (1998), and would save familics $18.6 billion
over five years,

The non-refundable tax credit 1s available for students enrolled on nf Jeast @ hall-time basis during the first two
years of postsecondary cducation. The credit oy be cluined in no more than two years. To receive the
credit for the second time, the studest must have af least 2 B minus grade point avernge in course work
completed before that year, Federal grants {but not loans or work-stuily} generally would reduce the allowable
tax eredif. Mo credit would be available for any student convicted of a drug-related felony.

The ceedit would be phased out for taxpayers lling a johnt return with adjusted gross income between $80,000
and 100,000, For taxpayers filing single and head-of-houschold returns, the eredit would be phased out for
adjusted gross income between $30,000 and 70,000, {The phase-out ranges and the amount of the credit
would be indexed).

Tax Deduction for Higher Education and Training

” $10,000 per family maximum deduction for lifelong learning (35,000 maximum in 1997 and 1998).

. Available for job fraining and re-training, in addition to madibonal undergradunte mid graduate
education.

Dedustion 1s "above the Hine” — available even if the taxpayer does not demize,

. Bxpected to help 8.1 miilion students (1998), and would save famities $17 5 billion over five years.

v



The deduction could be claimed for out-of-pocket tuition and fees paid for ary student enrofled ot Jeast half-
time 1 a degree or certilicate program, n’u,ii.t{izzzg? graduate prograns, al an eligible postsecondary Institation.
In additon, the deduction would be available for the cost of training ~ whether or not 1t feads to o degree -
that helps the student, older worker, or job-seeker improve or acquire job skills. A student in the first twe
Jears of postsecondary education could choose either the eredit or the deduction, but nut both, The deduction
phases in, beginning with a $3,000 maxinunm per family for payments made after December 31, 1996 o cover
course work beginning on or after July 1, 1997, It increases to a 310,000 maximum deduction begsnning in
1999, The deduction would be phased out at the same income lovels as the eredit

Tax-free Education Savings*

. Familics with tocomes up to $100,000 would be eligible for IRAs, and coutd muke penplty-iree
withdraswals for higher education.

. Combined with tuitien deduction {ubove), the IRA savings spent by middle-income families on tuition
andd fres would never be taxed.

* As part of hig halanced budget plan, the President has proposed a number of changes to IRAs to make it
possible for fumilics o use them to pay for education tax-free. Although the specific lcgplsiaﬁon providing for
these changes is not included in the HOPE Act, ot will be transmitted to Cengress soon.

The Peesident's budget plan would altow [RAs to be used for postsecondary education expenses {ree from
early withdrawal tax penalties, and would make over 20 million familics eligible to make tax-deductible IRA
contributions. Currently, if an individual {or spouse) alrcady participates in an employer's retirement plas,
ehigibility is phased out for taxpayers {Hling a joint return with adjusteil gross income between $40,000 and
350,000 {between $25,000 and $35,000 for single flers). The proposal would expand the phase-out ranges for

1997 through 1999 to $70,000 to 390,004 for joint filers {$45,000 to $65,000 for singie). Beginning in 2000,
the phase-out ramge would match the ranges deseribed for the higher education tax eredit. The proposal would

also create a speciol IRA that could bc used o save for education and other seeds, subject to the swne meome
tmits, .

Educational Assistance from Empluyvers

’ Extends tax exclusion for employer-provided education assistance (Scction 127) through the yvear
2000, for both undergraduate and graduate education.

. Tax eredit to encourage small businesses to offer cducational assistance 10 employees.
«  Beneflts 1.7 million employees a year,

The current exchssion from an employee's income of up 10 $3,230 per year of postsecondary edueational
assistance provided by an craployer expires thix vear, and cxpired for gradunte-level assistunce last year, The
President would extend the exclusion, and reinstate the gradunte-level companent, through the year 2000, in
addition, for 1998-2000, small businesses would be given a new incentive 1o provide educational assistance to
their employees through o ten-porcent tax credit for amounts paid under an emplover-provided educational
assistance program for education provided by a third party.
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Community Service: Lpan Forgiveness

* Tax-free loan cancellation for public service and forgiveness under the income contingent repayment
phan. , .

Under current law, u charity or privale educational insttintion tat forgives o loan as purt of u prograam tint
criables graduates working in certain professtons (such as rural medicine or teaching} to pay off their student
loans through community service must report the loan forgivencess as income to the graduate, This proposal
would exclude the loan forgiveness front an individual’s income and clarify that the same treatment would be
provided for forgiveness under the income contingent loan repayment plan for direct loans,

Title Hl: FINANCIAL AID FOR NEEDY STUDENTS
Pell Grant Increase and Expansion
. Largest inerease w Pell Grants in two decades,

» $300 boost in the Pell Grant maximum, to 2 $3,000 maximum award, Since FY 1996, the maximum
award will have increased 530,

. A 25 percent funding increase aver last year -« $1.7 billion more than the FY 1997 appropriatien.

. 3.6 milhion students pow receiving Pell Grants will be elipible to receive an inerease of up to $300.
The increase will make 130,000 more moderate-income familics eligible for the grant

. Older student provision will make Pell Grants available to additional 218,000 low-income students
generally aged 24 or pver.

. With these changes, the number of Pell Grant recipients will exceed 4 mitllion in FY 1998,
« At least $40 billion available for Pell Grants for secdy studes over Tive years.

Pell Grants arg the foundation of student aid {or low- and modemtc-income fumilies. Increasing the maximum
award to 33,000 provides more aid o currently eligible students, atd nrakes an additional 130,000 students
chigible for the grants, In addition, the proposal would increase the cligibitity of older, low-imcome students.
With this change, more low-income stugdents who are 24 years old or older and financially independent from
parents would receive a Pell Grant. Peli Grants arc particularly beaeficial for low-income students who have
fittle of no tax liability because of the high award level and its availability for all four vears of undergraduate
education, !

i

Cur Student Loan Fees and Interest

s Borower-paid Joan fees cut in half for 4 mattion {ow- and middle-income students, and by a guarter for
2.5 million other loans to student and parent borrowers.

. $2.6 billion in borrower savings over five years produced by the fee cut alone.
i
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. Interest rate during in-school puriod cut for 2 millien students, saving them an additional §1 billion.

Before 1993, borrowers lost up o 8 percent of their student loans in required fees before the money ever
reached them. In 1993, the President’s aggeessive student toan reforms spurred a 50 percent ot in alfowable
ces that has already saved familics nearty $2 bithon. The President’s plan proposes - for beth the Direet and
guaranteed loan programs -~ to cut lean fees from 4 pereent to just 2 percent on need-baged Stofford Jonns, and
to 3 percent on other foans for students and pareats,

The Congressional Budget Office and other analysts have noted that fender costs during the in-school period «
when students are not reguired to make paynients on their loans -- are very low. The budget reduces the
interest rate during that penod by one percentage point.

The proposal provides these benefits to students while saving taxpayeres $3.5 billion over five yoars by
streamitining the guaranty agency system to make it more efficient and cost effective and by climinating
exeess fender profits,

College Work-Study*
. Budget funds | million College Work-Study slots by the year 2000
. [ncentives 1o reach the goal of 100,000 work-study reading tuiors by 1999,

The Preswdent’s 1998 budget also increases aid for students through subsidized jobs in the College Work-
Study program. The President has called on colleges to commit half of the inereased funding since FY 1996,
$120 million for 'Y 1998, to supperting comemusity serviee jobs. The Scuretary of Education recently waived
the institution's required portion of the awards {or students that participate as resding tutors ~ part of
America's Reading Challenge, helping to cnsure that every child can read independently and well by the end
of third grade. The President's budget is on a path to achicve the President’s goal 1o raise the number of Work-
Study recipients 10 a nrillion by the year 2000, and 100,000 reading tutors by 1992,

* College Work-Study proposal 1 included in the President's budget request and appropristions language but
a0l in the HOPE Act



Case Studies:
Haow the President’s Higher Education Proposaly
Benefit Typical American Families

Two Examples of How fo Save for College Tax-Free

Taken together, the Admimstration’s proposal to allow penalty-liee withdrawals from [RAs for college suifion
and the tuition tex deduction allow fanslies to save tax-free {or their children’s cducation. Familics pay no
inconme taxes on money they contribute 10 an [RA, and the inferest accumulates tax-free. Under the
Adminisirntion’s proposal, famities would be allowed to withdraw money from thelr IRA to pay higher
education expenses without paying the usual exeise tax. And because they can deduct tuition expenses of up
te 310,000 per year from taxable income, they will not have to pay the income tax normally due on IRA
withdrawals. Thix adds up o 1ax-firve saving for college,

The following examples demonstrate how the Administration’s proposals help fumilies save for their
children’s eollege tultion:

Example 1
$35,608 Family Income

A family with combined income of 335,000 per vear in 8 13% marginal tax bracket saving for college
2xpenses of $10,000 per year for 4 years. The family camns an 8% annual retum,

. Under the Administration’s proposal this family, would need 1o put $955 per year in before tax
savings into an IRA for 18 years,

. Withowut the Administration’s proposal, the same family woulkd need 1o put away almost $1,690 per
year affer taxes. That means that they need 1o carn more than $1,280 per year before tases, a
difference of 8325 per yesr to reach the same savings goal,

Example 2
360,000 Family Income

A family with combined income of $60,000 per year in a 28% marginal tax brackel saving for college
expeies of §10,000 per year for 4 years. The family carns an 8% annual return,

. Under the Administraiton’s proposal this family would need to put $9535 per year in before-lax
savings (nto on IRA for §8 years,

v Without the Administration’s propesal, the same fumily would need o put away $1,220 per year

affer taxes. That means that they need to carn nearly $1,700 per year before taxes, a difference of
abmost $750 per year to vreach the same savings goal. ’

“i0-"



Four Examples of How the HOPE Act Woarks

The tax Habilities used In the following four examples are based on the personal cxemption, standard
deduction and the beglnning pobut for the 28 percent rate bracket assumed to be in effect in 1998, e first
year the increased Pel Grants will be available ander the President’s proposal. Under the proposal, the
maximum tuiton deduction for 199853 $5,000. 1 15 510,000 for years therealfier. Tax fiabilities are
estimuted o the assumption that itemized deductions of 18 percent of adjusted gross income are claimed
if that ameunt exeeeds the standard deduction,

Example 3
$60,000 Family Income
Married Couple With One Child in College
1998 Benefit: $1.506G

Larry and 3 Q"Neill are w married couple with twa children. Lurry and il earn 360,800 in 1998 They
claim both children as dependents because they provide more than hatf of their support. Bebby, the
O'Neslls® oldear ¢hild, crrolls ag a freshman 1n a community college in the fall of 1998 and is charged
$1.500 in tantion and sequured fees, Bobby’s parents pay his ttion, Under the President’s proposals, the
O Neil we entitled to o HOPE Scholarship taition credit of $1,500. (Because a credit is being claimed for
Bobby’s freshman year, his grade pomnt average Joes not affect his eligibility for ihe credit.) The credit
reduces thetr tax liability by £1.500. Thus, the O’ Neills get 2 total benefit of $1,580 from the
President’s proposals,

Without the President’s Proposals ¥ath the President’s Proposals
Taition cost: $1,508 Tuition cost: 31,500
Pell grant; 30 Pell grantz 30
Tux Lability: $5,760 Tax Hability: $4,260
Example 4
$10,000 income

Independent College Student
1998 Benefit: $3,458

Joe Jellerson is a college freshman in the fall of 1998, He is single and supports himself. He
carns 310,000 in 1998, In September 1998, Joe enrolls in coliege and pays $3,025 in tuition and
required toes for the full semester. In December he is charged $3,023 in wition and fees for the
spring semesier,  Under the President’s proposals, Joe ig entitied to a Pell grant of $3,000 that he
uscs 1o pay part of his tuition, e pays the reomining $3,030 with 2 combination of savings and
loans. Under the President’s proposals, he is entitled to 2 wiition deduction for his $3,050
payment. The deduction reduces Joe’s tax bill by 3458, which is more than his wital tax lizbility
for the year. Thus, Joe gets a tofal benefit of $3,458 from the President’s proposals, $3000 in
Pell Grants and $458 in reduced taxes.

Without the President’s Proposals With Hresident’s Pr

Tuition cost: $6,050 Tuition cost: $6,030

Pell grant: $0 - Pell grant: $3,000

Tax liability: $458 (less $3 EITC) Tax liability: $0 (plug §3 EITC refund}

_11...



. Example §
‘ $30,000 Family fncome
Muarried Couple with Dne Child in College
1998 Benefit: 81,058 "

Victor and Susan Montoya are 8 marcied couple with one child, Marta, Tom und Susan eam
$30,000 10 1998. They claym Maria as a dependent because they provide more than half ol her
support. Maria attends college for two semesters i 1998 and is chareged $6,850 m tuition and
required fees at the beginning of the year. Under the President’s proposals, Maria receives a Pell
grant for $1.830. Her parentg pay $1,000 of her tition, She pays the rest of the nritton bill with
a combination of savings and loans. Under the President’s proposals, the Montayas are entitled
1o 11 tuition deduction for the 33,000 their family hus paid in tuition and regiiired fees, The
deduction reduces the Montovas™ tax bill by $750. Thus, the Montoyas get a total benefit of
$1,050 from the President’s proposaly, 3308 in additional Pell Grants and $750 in reduced
taxes,

Withowt the President’s Proposals With the President’s Proposals
Turion cost: $6,850 Tuition cost: $6,850
Pell grant: $1,550 Pelf grant: $1,850
Tax habihity: $2.220 Tax Hability: $1,470
Example &

$90,006 Family Income
Muarried Couple With Two Children in College
‘ 1998 Benefit: $1,450

Paul and Debbic Green are a married couple with two children, David and Barbara. Paul and
Debbie have income of $90,000 In 1998 {inclading income from an IRA withdrawal, described
betow). They claim David and Barbara as dependents beenuse they provide more than half of
their support. In 1998, David is enrolled n college for the second semesicr of bis junior year and
the first semesier of his semor year, Barbara is earolled in the second semaester of her freshman
year and the first semester of her sophomore year. At the beginming of 1998, Burbara has g B+
grade point average. David’s bill for tuition and required fees i3 $5,000, and Barbara’s 1s $1,500.
Paud and Debbic pay their children’s tuition and reguired fees with a combination of savings,
including $2,000 they withdraw from their IRAs, and loans. Under the President’s proposals,
they avoid any penalty for carly withdrawal from their IRAs, and they are entitied 1o a credit of
$750 for Barbara™s fuition and a deduction of 32,500 for David’s wition.  (Becanse their income
places them in the middle of the $80,000 o $100,000 phase-out range, they claim half the
misximnum credit and deduction)  The oredit and the deduction reduce their tax Hability by
$1,450. Thus, the Greens get 3 total benefit of $1,4530 from the President’s proposals.

Without the P'resident’s Proposals Witls the President’s Pronosals
Tuition coslr  $6,500 Tustion cost: $6,500

Pell grant:  §( Pell grant: $0

Tax habilnty: 312,128 Tax liability: $10,678

Penalty for early withdrawal: $200.

-l D



COLLEGE AND UNIVERSITY PRESIDENTS SUPPORT
PRESIDENT CLINTON'S HIGHER EDUCATION INFUIATIVE

Already, over 250 college presidents - representing commumity colleges, public and private colleges and
universities - have expressed support for President Clinton s higher education initiatives.

70 community callege presidenis aod 280 community college trustoes signed the Amernican Association of
Community Colleges and Trustees letter of support for the Prezident’s higher education mitiatives

105 private college presidents joined the president of Dickinson College in signing a letter of suppert for
the President’s inttiatives

23 California State University presidents joined the Chancellor of the California State University System
tn a letter of support for the President’s initiatives

63 Christian college presidents signed the Coalition for Chiristian Colleges & Universities Jetter
commending the President for his higher cducation cfforts

The American Council on Education Board of Directors, which represents 1,700 collepe and university
presidents, passed a reselution in support of the President’s initiatives

The National Association of Student Financial Aid Administrators, representing over 3,100 colleges and
universities, expressed support for the President’s imitiatives ‘

o
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April 15, 1997

MEMORANDUM FOR GENE SPERLING

FROM: BOB SHIREMAN

RE:

HOPE Scholarship and tax deduction policy optious

Pretiminary estimates from Treasury:

*

Eliminating the Pell offset in Hope Scholarships would not be as expensive as anticipated: +33
billion over the budget window (this is because many of the Pell recipients do not have tax
linbility and therefore would not benefit from the credit)..

Replacing deduction with a 15% credit; -$4 billion.

" Your idea of replacing the deduction with a 28% eredit: revenuae oeutral,

Elimmnating the B- requirement: +82.2 bitlion.

Lower HOPE Scholarst zi;) o $1200: -32.8 billion,

Treasury has not yet costed out ihe package that we asked them to look at {No B-, $5000 deduction,
and reduced Fell offset).
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-] ; April 7, 1997

MEMORANDUM FOR GENE SPERLING
FROM: BOB SHIREMAN

RE: HOPE Scholarship aad tax deduction pelicy options

There are several reasons we may wani 1o make changes 10 the higher cducation tax proposals:

. Cost roduction

. Simplification and Administrative issues
s -+ Distributional issues
e ' Address “tuition inflation” and other argipnents

HOPE and the tax deduction are estimaled to cost $36.2 billion over the budget window ($18.6 and -
'$17.6 billion, respectively). There are interactions: changes that are made {0 one of them can affect the
eout of the other. Far example, climinating the deduction does not reduce the cost by the full $17.6
hillion because doing so would cause some people to clalm the credit who woulde™ have otherwise
dong so. Treasury has estimatcd the cost/savings from the following options:

(/Z;,gwer the deduction fo $5,600 (not indexed) I MQ % Y ?/ JT{QM Dz /\
%/ $1.8 billion reduction ‘
Justification: Reduces rogressivity (maximum benefit at 28% bracket reduced to $1.400).

T . ) ) .
ﬁﬂg & 2. Elir¥pate the deductivn and elimivate the grade ysquifément in HOPE

$1 03 billion net reduction

§ regressive element of plan {the deducrion).

Justificallen; 414
: <Eliprfiates “grade iaflation™ argument and selsted administative problenss.

Issues:
Z

~Remaifting credit applies only to the first two years of aeﬁcgz, leaving nd 1ax
bunefit avsu ife for the remaining years (nor for job fraining, which the

&

-Grade cheizeme is part of a “responsibility” and “work hard” message.

3 Chuonge deductiog t0 @ non-refundable 15% tax cradit maximom $1,360)

é\ﬁ\y $4 billion reduction

. Justification:  --Minimizes the regressivity of the deduction,



THE WHITE HOUSE
WASHINGTON

May 22, 1597

MEMORANDUM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECT: Tax Cut Proposals for Budget

LY

Your economic team is meeting with you in the morming fo go over
options for going forward on the tax package. There are several processes, strategic and
substantive issues we need to discuss with you in order for us to move forward.

1. Developing a Package: All of your advisors agree that we need to develop our sense of an
averall 3135 billion gross tax package. One reason for developing our tax package is that it
alfows us to work with Demotrats to increase a commitinent for our education tax package, by
showing thetn that we can put together a package that could include their priorities. Currendy,
Republicans are telling Democrats that they could support other Democratic education tax cuts —
if they are paid for within our $35 billion tax cut. By putting together a package, we can show
people like Breaux and Rangel that if they are committed to youwr higher education tax cuts, we
could fit their priorities - ¢.g., Kidsave, Rangel's initiatives, - outside of the 335 bitlion.

2. Working with Democrats and Republicans: While part of the goal is putting together a set
of ideas to get "buy-in" from the Democrats that unifies them, both Bob Rubin and John Hilley
believe that the best way to proceed is to shop a $135 billion package with both Democrats and
Republicans so that we are continuing to work in a bipartisan pracess. Therefore, while we

would seek to unify Democrats with our $135 billion package, we would shop i and get input
from all sides, as opposed (o having a "Democratic package” that af this moment might alienate
Republicans from working with us. As John states, this would be similar to our posture in March
when we took the same one page budget summary and sought input and comments from both
Democrats and Republicans.

Bob Rubin and his stafY are already been involved in serious consultations, On
Wednesday, Bob spoke with Archer for 30 minutes and met with Roth for over 45 minutes,
while algo speaking with Moyaihan and Rangel and other House Ways and Means Democrats.
Archer and Roth agread with Bob to have their stafls meet with Treasury stalf next so that they
could review our $135 billion set of ideas for discussion.
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3. Two Votes Straiegy: Erskine cautions that all decisions should be considered against the
backdrop of what best ensures that we preserve our two vole stategy. ‘

4, Educstion Package: One of the main issues we need to decide is what alterations we need to
meke in our education proposals in order to garner sdequate support from Democrais and the
education community. Everyone agrees that we need to make the Hope Scholarship more
progressive and in some way drop the B- requirement. Yet, in order to afford these changes, we
need to decide whether and how to shave the Hope Scholarship or the $10,000 deduction,
Attached is a decision mamo that goes through the pros and cons of such choices.

8, New Education Ideas: Another decision is what additional ideas we may wish {o¢ consider,

particularly from Charlie Rangel outside of the $35 billion.

6. Child Tax Credit/Kidsave: A major issuc is whether to amend our child tax credit, to a
"Kidsave" proposal, and whether we want to add refundability, or change the age or income
Hmits, The current Treasury set of ideas does include a refundable Kidsave proposal.

7. Capital Galns Design: We must decide what capital gains proposal we want to present. This
clearly involves not only where we want to end up on capital gains, but strategic questions of
where we should start. Currently, the Treasury set of ideas includes a 50% exclusion; 2 Bumpers
expansion, your home capital gains, and the Daschle estate tax cut.

One of the ideas you had mentioned was to include provisions with strong appeal to the small
business and high technology community.

8. AMT Reform: Treasury believes there is strong policy rationale for AMT reform. In the
current proposal, this is started in 2003. This allows more middle income tax refief to be
included in the first five vears, yet it fills the last five years with a sensible tax reform instead of
an exploding capital gains tax cut. [s this something you are interested in proposing?

3. Additional Ideas: At your request, Treasury has also included a short description of a
modified home office deduction and an increased health care deduction for the self-employed.

Attached are the following:

¢ One Page Treasury Chart: Following a meeting in Erskine's office, we agreed on s
preliminary package to presert you. The chart shows Treasury's estimates of what costs
of the different proposals would be.

# T'reasury Background Paper: Memo from Don Lubick that explains several of the
provisions in the chart.

¢ Education Tax Cut Pro/Con Memio: This is & pro/con memo on the different options
far reforming our tax proposals using ideas presented from both Secrmary Riley,
“Treasury Department and other members of your economic fgarm.,
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wsstrative Daseline Tax ?acz:sge. Yery Prefimduary Treasury Esﬁmxm -t naere pofed) l

Dollar anovnts in millions, May 23, 1997 - ) : -
. 1997 1998 1999 2000 001 0 19980 198w

Edueation package -
HOPE scholarship, $1,200; Tuition Deduntion, $10,000 _ - -78 242 -£.561 8461 83 10,198 38,83 ~-84,560
Range! K-12 school finance tsx provision {oot snored) ' ) . ;

Make Sectian 127 Permanent . -82 545 A0 ~130 796 833 ~3,674 -B.443

Middle-Class Tax Relief and Saving Provixions
Refundable Kidsave Credd 12 - ' -568 -10,612 -10,930 14,338, 17,889 -17,960 TLTE H81ARS
Individual AMT reform, start in 2003 \3 ¢ o] 9 D 0 ] ¢ -37.472

Capital Gainy sgd Bctate Tax Rellef . ) ) o
50% Caplin Exvlusion and 20% AMT ~Ja2 <1 470G 1,483 «},54% -1,621 -1,.548 -4, 798 -11 0%
Super-Bumpers Plug Nunber W 0 . 30 150 <306 400 500 - 400 3,300
Prosident's Home Sales Provisions ¥ 50 <233 08 -187 - -§88 RRi7i ~, 600
Daschle Edtate Tux Proposaly (i) \ 3 440 S40 $40 ~740 -$48 300 «HL200

Urban Initiatives . .

Distrassed Arcos Initstives (JCT) V6 o 72 . 370 -4 483 437 -1.5% it O3
Welturn 0. Work (CT} g i B i 4 11 -4{ -39 -353
Cther Tax Incentives (ICT) W R I -57 -156 . 4285 ~344 420 1,262 9,482

Ons-yer Bxtensions of Bypiing Provistons CT) -408 © 958 582 398 2259 -127 -2,424 2,459

Gross Tux Cotl «1.220 18,926 -18,863 +27,559 <32,167 33,123 138638 -346,504

Revenue Offrely 883 1,747 9.067 10,225 1g.568 10,955 48662 100,945
Total Net Cat G087 AL 9796 -17314 21499 22,168 -BL9S 242555
{Nol inclnding Range! school construction program, expected to cost 83 biltion through 2002 2nd 87 binlen through 2007}

\ The proposel deops the 8. rule and Pelf offset 0 HOPR. .
12 A refioduble chilit crodit for childres under [3 with #n optionat $500 pondaductible IRA for edusstion or refirement
for ench chifd credit slfowed, The credit is $150 in 1997, 8300 in 1998 god 1999, 5300 in 2000 and indexed theresfler,
G Assumes the ensctment of the Administration’s ohild eredit proposal. Among othes things, # eliminstes
several isappropriate AMT prefivence items (most importantly, personal exemplions #nd {bc xiaasimi dadaclm‘}, allovs persopal credits to offeet AMT fiability, and mdm the A

% Sucked sfter the 50% exgiodion, A
\§ Expand Bmpoweanent Zones sad Bulwoprise Cwmzm, Brownfields, sod CDFI, : ) .
% Eguitedle tolfing, Peerts Rivo Tax Credit, FSC softamre, and DO ineentives. :
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* May 22, 1997

MEMORANDUNM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECT: Education Tax Package

This memo describes two basic approaches to changing the HOPE Scholarship and
$10,000 witlon tax deduction proposals in order 1o (1) fit within the $35 billion allocation over 3
yairs, {23 address, to varying degrees, the concerns about possible grade inflation and tuition
inflation raised by pundits, and (3} address issues of progrossivity raised by key Democrats and
education groups. The memo also deseribes other cducation @ax items that could be included 1n
an Administralion tax package owizide of the $35 billion that was reserved for your eredit und
deduction

Inside the $35 billion: HOPE and the Deduction
Treasury's estimate of the revenue loss from your two higher education tax proposais is $36.2
iiition, with roughly half the cost pssociated with cach proposal (the oredit costs $18.6 billion and the

deduction sost 317.6 billion).

Both oplions 3 and 4 below are atiompis to regain costs thot would be the result of
chunges 1o the grade reguirasnent and Pell offset, as described in 1 and 2.

1. Grade Regquirement

The reasons for changing the geade requirement include: {1 administrative concerns
raised by colleges. (23 “grade inflation™ arguments from pundits, and (3) coneerns that the
requirement would not be applied oqually across families, because middle income familics at
aditional colleges could still get as valuable 2 tax benefit through the wition deduction (which

E “ g . . ~ iy . - 3

Josnnt Tax estimmtes have boen higher - o total of $46.6 billion, with $28.9 athubuiable 1o the credit, and
&1 1.0 atrinuable 1o the dedagtion, "The cnoperative offorts hetwees Joint Tix snd Treasury, agreed 1o in the budget
deal, miav reduce this disparity, )



has no grade requivement} even if ineligible for the eredit. There are two possibie altemnatives:
1a, Satisfactory Academic Progress. Federal student aid programs currently reguire
that, in order to continue receiving aid, the students must maintain “satisfaciory academic
progress.” This reughly equates to “passing,” and iy defined and policed by the schools,
This option is roughly sguivalent to eliminating the grade requirement.

Pra: This is the measure that (he colicges prefer, singe it is already in use,

Con: This 1§ aot a rigorous requirement. We would vot be able 1o argue that we
arc encouraging students 1o exeel,

1b. Achicving Sophomore status. Under this approach, s student could nol receive o
secand HOPE Scholarship until she had successfully completed one full academic year.
{This would incorporate satisfactory academic progress as well),

Pro: A full-time start in colloge s strongly associated with refention and attaining
g degree. This would encourage students to do maore than take a few classes, or o
continue with their studies beyond a scmester or twa. It provides an argument that
we arc not completely backing away from an accountability component within
HOPIL

Con: This could be confusing to students and taxpayers who, based on
miformation provided by the school, would have to switch from the credit (o fhe
deduction until they fully completed one year, then would switch back to the
credit.

Elminating the grade requirement (oplion 1a) costs $2.2 biflion (assuming no other
chamges). Option 1b would probably cost slighily less, but has not been estimated,

2. OIfsct of Federal Gramts {(“Pell Offset™)

ln arder to streich the 31,500 credit further ingo the nuddic class, your HOPE Scholuarship
propusal currently makes Pell Grant recipionts {and other Federal grant atd recipiontsy incligible
{or the HOPE Schalarship if they receive $1,300 or more in Federal grants, Highet education
organizalions wid Democrats in Congress have argued that this unfairly excludes low-income
larnilics from HOPE, leading 10 2 more regressive proposel’

There are two alternatives for the Poli Gram offset;

Za. Eliminate offset enfirely. A siudent wath a 33,000 Pedi Grant could also reccive a

* ignoving the tult $3,300 that the lowest income siudents can receive in Pell Grants, they arpne tt your
Hadget provides only 3300 for the poor stdens (#he Poll Gaant iservaxed, bat $ 1380 (HOPE) or even £2,800
{rnaxitmuy §3 0G0 dedection ot 28% bragket) Tor higha-income fmilics.



$1,500 HOPE Scholarship, if the taxpaycr paid cnough tuition and fees and had tax
liability to which to apply the credit. This option costs $3 billion when considered alone.

Pro: Makes the credit more progressive, addressing concemns of key Members of
Congress and constituency groups (who have been reluctant to fight for the details
of our proposal as currently drafied). Reduces the amount of data that the
taxpayer and IRS will need to computc the credit.

Con: Cost which must be absorbed through other changes to the proposals.
2b. Offsct grants by 50%. With this approach, a student’s eligibility for the HOPE
Scholarship would be reduced by half of the Federal grants reccived. This approach costs
$0.9 billion when considered alone.
Pro: Costs less than eliminating the offset entirely.
Con: Excludes the poorest students from HOPE (those with maximum Pell
Grants). Will not completely satis{y key Democrats and constituency groups.
Would still require a “Federal grants” data element to be reported by colleges, and

uscd by taxpayers and the IRS in computing the credit eligibilsty.

3. Education’s approach: $1,500 Credit, Deduction capped at $1.500

The maximum HOPE Scholarship would remain at §1.500. The tax deduction would still
apply to up to $5.000 of tuition and fees through 1998 and up to $10,000 thereafter. However,
the value of the deduction would be reduced by either capping it at $1,500 or turning it into a
15% credit. With either approach, in the first two years of college, the HOPE Scholarship would
never be less valuable than the deduction.

Education argues that this approach would (1) equalize the benefits between the credit
ad the deduction, addressing a criticism from some Democrats and higher education groups, and
{2) maintams the commitment to provide access to the average community college.

-

The two approaches for achieving these objectives are:

[. Cap value at $1,500. The value of the deduction (tax bracket timces applicable tuition
and fees) could not exceed $1,500. A family in the 28% tax bracket would reach the cap
at (uition and fees of $5,357, For tuition and fees up to that level, the deduction would
continue to be more valuable for higher income fanulies than for lower incoime familics.,
because of their different tax brackets,

Pro: Middle class families in the 28% bracket, with a child at a pubhic university



®

or lower-cost private institution, would continue 1o got the full benefit of the
deduction.

Con: Students at higher-cost private colleges would not benefit as much as under
the current proposal,

i, Set value of deduction at 18% of taitien and fees, The deduction would essentially
be wirned into g credit valued at 15% of the tution and foos charged. The value of the
deduction would not vary according to the family’s tax bracket {except to the exiont that o
low-income family lacks tax hability to reduce).

Pro: More likely to be embraced by key Democrats and 1he education groups,
Con: Less helpful to middle-income families al moderate-cost colleges.
Neifler of the approaches above would save enough 0 fully offset the elimination of the

grade requirement and the Pell offsct. One or both of them might oftset a partial elimination of
thu grade requircment ad Pell offsey, as deseribed in thand 2b,



4. Treasury’s approach: §1,200 eredty, $10,000 deduction.

The tax deduction would be unchanged: it would apply 1o up to 85,000 of tuition and fees
through {998 and up to 310,000 thersaflor. The HOPHE Scholarship would be reduced to a
muximum of $1.200.

Pro: One beneht of reducing the HOPE credit is that it reduces any potential tuition
imflation st community colleges, beeause fewer community colleges would have tuition
and foes below that level.

Con: Increases the disparnity between the value of the credit (§1,200) and the value of the
deduction for a higher-income family ($2,800). The credit would not cover average
community college tuition {now at $1,500). '

This approach also would not save enough to fully offset the elimination of the grade
requirement and the Pell offsef. One or both of them might offset & partial elimination of the

grsnde requirement and Pell offset, as described in 1b and 2b,

3. Reduee both the deduction and the credit

I you decide to completely ehminale both the grade reguiroment and the Pell offset {1a
and 2a). it may be necessary to explore options that would reduce both the deduction and the
credit in order to offsst those costs. For example, a $1.200 HOPE Scholarship, and an 58,000
deduction, capped at a vatue of §1,200 or 15%. might yicld the necessary savings.

Edncation tax items ountside the 335 billion

The Admimstration's tax package could clude several education-related {ax tems
nutside of the $33 billion allocation. While Chairman Archior’s staff clearly want o use some of
these other items tn place of your HOPE Scholarship and tuition tax deduction, | strongly fecl
tiat we must hold firm o our steigt interpretation of the letter, which reserves the roughly 335
bhillion for “hustsecondary edugation, including a deduction and woradit, | | consistent with the
abyjectives put forward in the HOPE seholarship and tuilion tax proposals contained in the
Administration’s FY 1998 budget to assist middle-clags paronts™ 1 we open up the §35 billion
fo other e this catly in the process, we risk losing the HOPE Scholarship and taition
deduction.
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The larger tax package could include:

. A Rangel elementary-secondary provision. Rep. Rangel has been helpful on HOPE
Scholarships and the tax deduction, and very much wants 10 see some of his ideas
incotporated into the Administration’s tax package. Some possibie directions are
describad holow. Cost: porhaps 83-5 billion. .

. Stadent loan interest Jeduction. Different proposuls have been put forward by Sonate
Republicans, Senate Democrats, and House Democrats. Strongly supporied by the higher
alucation community. Cost ranges front less than $1 billion to §3 hilhon, depending on
design {caps. imcome ranges, new versus old loans, and whether parents or just students
are ¢ligible).

» Extending Section 127 {tax deduction for employor-paid education assistance). Scnute
Romiblicans have proposed making it permanent, while your 1998 Budget extended it
through the vear 2000, Scn. Moynihan is a sirong supporier of this provision.

. Education savings incentives, looscly based on the Licbermun-Breaux “KudSave”
proposal.
. Community Service/focome Contingent Loan Forgiveness. Exclusion from income of

lonns forgiven by a non-profit entity for community service, or loans forgiven under the
Direct Loan Program’s income-contingent repayment provisions, Part of your 1998
Hudget, costs only $15 muilion,

. Waork-Study income exclasion. Senate Republicans have proposed exciuding incone
from the Federal Work-Study program from taxation. This goste $0.4 hillion.

. Pre-paid tuition plans, Exempt withdruwals from tixation. This costs §6.6 billion,

Rungel's Bducation Bmpowennent Zoacs

Hep. Rangel recently introduced legisiation that inchudes his version of the HOPE
Scholarship (refundable), as wetl as his own proposal aimed at helping public clementary and
seeolary schools i1t poor arcas. Rangel’s legislation includes (1) o tax credit to subsidize bonds
for construchion. renovation, teacher traintng, and curriculum developrment tor “acadonticy”
Buised on school-business partnerships in empowernment zones anxd empowerment compumities or

high-poverty schoals i otlwer areas, and (23 an expansion of tie Work Opportunity Tax Craditio
benedst employers whe hire gradiates within six months of lcaving an academy,

6



There are a number of problems with the design of these proposals. However, we do feel
that there are some useful concepts in the legislation, and that we can work with Mr. Rangel on
one or more of the following approaches:

School Construction in EZ/ECs: A tax benefit to help reduce the cost of borrowimg or
other finuncing of school construction or renovation in high-povedy arcas. This could
inciude same of Rep. Rangel’s conditions for business contributions and involvement,
though that woukl be an awkward design,

Charter School Construction in EZ/ECs. A tax benefit 1o help reduce the cost of
borrowing or other financing for the construction or renovation of public charter schools
i high-poverty arcas,

School-Business Partuerships in EZ/ECs: A tax beneftt for contributions of money,
gquipment, oF tne associated with a partnersiip between a business and a school ina
igh-poverty argi

WOTC expansion to EZ/EC graduates: Like Mr. Rangel’s proposal, expand the Work
Opportunity Tax Crodit to graduates of schools in EZ/ECs, or 1o schoals thal megt celain
eriterin (suel as the Rangel “academies™).

WOTC expansion for high school apprenticeships: expand the Work Opportanity Tax
Credit to businesses that lure participants in school-business partnerships while they are
it sohool.
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MEMORANDUM FOR SECRETARY ROBERT K. RUBIN

REPARTMENT OF THE TREASURY
WASHINGTON, D, 20220

May 22, 1997

DEPUTY SECRETARY SUMMERS

FROM: DONALD CLUBICK /§ Cl—
ACTING ASSISTANT SECRETARY (rax }’{}LICY}
SUBJECT: Possible Tax Package

The attached table prescats sn lustrative bzxﬁgc:t package that fits within the recent budget
sgreement under very prefiminary Treasury scoting. The package includes & number of features
that will appeal to Congressional Democrats and some Republicans aud reflects our current
judgment abomt thc outlines of a sound and politically popular package,

This memo highlights decisions that need to be considered if tax package recomumendations
are to be made publicly. The memo concludes with brief descriptions of severa! tax ideas
appealing to small business that the President has asked about. :

Education

0

G

o

The current education packsge contains a $1,200 HOPE credit, a $10,000 tuition
deduction, drops the B~ grade requirement and no longer offscts the HOPE credit by Pell
pranis and other federal sid that a student receives. This package costs $3.8 billion more
than the 8§35 billion for education that is allocated within the budget agresment,

" Aliernatiyes

The Education Department bas suggested an alternative with & $1,500 HOPE credit, with
no B- and no Pell gravt offset with a $10,000 wition deduction that is either capped at
£1,500 of tax reduction (3o, for example, & family in the 28 percent bracket could deduct
1o more than $3,357) or converted into a credit equaling 15 percent of all higher
education expenses, up 10 $10,000. In sddition, the scoond year of the HOPE credit
could only be received by students who have gomnleted their full freshman yeor of
school, We believe this package will cost roughly the same amount as the first package.

Either the amount of the tuiton deduction, HOPE credit or both must be scaled back to
meet the $28 billion revenue target, particularly under JCT sconing, In addition, many

potential allies strongly vrge us 1o alter or drop the B- requirement and eliminate the Pell
grant offset.
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o With money outside tha $35 billion, we propose to make permanent the exclusion of
employsr-provided cducationsl assigtance from taxable income (Sacﬁo:z 127y, Thisis &

cause that bas been dzampzom& by Senator Moynihan and others in the House and the
Senate,

o Schopl Congtruction; We have designed a 1ax proposal to aid school construction (and
other activities) in poor neighborboods, as urged by Congressman Raage! among others.
The States and the District of Columbia would be permitted to allpsate a fixed anrsal
amount of tax credits (based on population), much as they do curréntly with low-income
housing tax credits. The States could allocate the credits for projects in public schoals
located in empowsrment zoues, eaterprise communities or that have a kigh percentage of
low-income stuidents. The schools could use the credits w help pay for constroction and
renovation projects by giving them as partial pryment to developers who perform the
construction work or by sallipg them, Each school wenid be allocated credits equal to a

specified portion of construction costs with the balance to be covered by the State or the
sci:ml districts,

it: In addition to extending xhe credit for at

!mst one ycar it wmzid be e.xpandad 5o that & pioyezs hiring graduates of schosls that
have a bigh percentage of low-income students within one year of their graduation would
be eligible to receive the work oppertunity tax credit.

Exem Hittidray Tyt ans: Families that invest in
pl:was that a!lcw :lzcm zo pmpay z:ollcge wition pot ﬁniy would recsive tax deferval on the
annual increase in velue of their investment as provided upder current law but also an
examption from tax when the funds are applicd to the chitd's wition. The exemption
wold apply to plans Jike Florida™s and Virginia's that allow pareats to pay ia full in
advance ﬁ:sr tuition, but not 2o some other states” plans that operate like mutual fonds,

) it 3 ibili dent Loan Interest: We prefer our tuition credit and
tu:tzoa dwducmn. which do not favzsx bezmwmg over saving to pay for college, to a
student foan interest deduction, which does favor borrowing. A student loan interest
deduction would provide relief, however, to many middie-incore students and is )
administrable. Such a proposal is popular with certaie Senators {¢.g., Moscley-Braun)
and thus may be included in a Congressionsal budget package. -

-



Middle Class Tax Relief and Saving l’rovisimsx

o The baseline package contains a refondable “Kidsave” credit based on the child credit in

your FY98 Budget, Kidsave proposals combine a child tax credit with a tax-preferred
saving vehicle that can be used for the child®s education and for retirement (of the
taxpayer). Kidsaveis paapular with many moderate Senators, particularly Breaux and
Kerry. The particnlar version shown in the baseline package is refundables, which would
help draw & striking contrast between the distributional cffect of likely Cozzgressmml
taxes packages and ours.

Altematives

¢

o’

An alternative would drop refundability and instead extend ¢he child credit in your FY98
budget to children under 18 (the Budget proposal gives g eredit for children under 13).

Kidsave proposals cleverly combine an education saving mechanism with the child credit
{our version would make contributions to the education saving account optional). An
alternative would be 1w have separate child credit and IRA proposals, as was done in the
¥Y98 Budger. IRAs, particulardy backloaded IR As, are very costly in years beyond
2002. Adding our IRA Budget proposals would cost about $15 billion through 2002
under JCT scoring.

The Iarge tax cuts agreed to in the second five years of the package provide an excellent

opportunity to reform the individual Alternative Minimum Tax in a sound tax policy way .
and better distibuted to the middle class. Curreatly only $00,000 taxpeyers are gfectsd
by the AMT. By 2007, however, &s many as 9 million taxpayers may be affected by the
AMT, many of whom will be ordinary taxpayers since even the personal exemptions,
standard deduction and state and local taxes sre treated as preference items. The AMT
will also start to claw back HOPE credits and the child credit. Fixing the AMT is
important for the long-run bealth of the income tax, but is very expensive since the costs
of doing s¢ increase sharply beyond 2002, We propose to tackie this problem when thc
AMT problew becomes important, namely after 2002,

Small Business and Ca pitaz Gains Tox Relief

O

"The bageline package containg a 50 percent exclusion for long«term capital gaing (3o the
maximum tax rate i5 20 percent); a small business/venture capital proposal for capital
gains relief, supported particularly by the biotech and computer industry; and the home
sales provision in your FY98 budget. Note that Treasury asd JCT seoring of capital
gains has diffored substantially in the past,



A

o [ndividuals® long-term capital gains would be taxed at one half of the statutory rate
applicable to ordinary income — the maximum rate would be reduced from.2810.19.8
percent. Corrsspondingly, the maximum rate on the sale of small business stock held
for more than five years would be reduced from approximately 14 percent 1o 8.9

pereent (from 21 percent to 15 percent for taxpayers subg:x:: o the alternative
minimum tax),

-~ The sizc of companies eligible for these special rules would be increased from
$56 million of gross assets 1o 3100 miltion of gross assets apd the limitation on
the amount of gain diat could he excluded (currently $ZG million) weuld be
eliminated,

- This proposal would also adopt some of the changes to the 1993 small business
stock provision previously suggested by Senators Daschle, Lieberman and Hatch
and by Congressman Matsui (among others). This proposal is pamczziaﬂy
favored by venture capital and biotschnology firms.

o Under a separate proposal, a specialized small business investment company (SBIC)
would be aflowed under special rules to qualify for an exemption from entity-level
corporate s 1o the extent it distributed its income currently., Alternatively, during a
specified period, any SBIC would be permitted to convert tax-free to'a partnership, In
addition, the rules that provide for exclusion of gain on securities when there is 2 rofl-
over to a SBIC wouid be liberalized for individuals, and would be extended o
corporations. These rules would increase the sxclusion for capitat gains on SBIC
stock from 50 10 60 percent; extend the ;3rcfcrcncc for corporate taxpayars, and -
Tiberalize certain oihcr ruies.

«  These changcs have been proposed by Coogressman Jefferson who has advocated
them as a means of improving capital access for minoritg-owned businesses.

o This §ackage should receive wide political suppon, yet is designed to not unduly favor
very high-income taxpayers and cause the net tax cut to explode in years beyond 2002,

Estate Tax Relief for Family Farms snd Closely-Held Small Businesses

o The baschine package includes the estate tax proposals for special relief to farms and
small businesses sponsored by Senator Daschle.- They would create an estate tax
examption for the first $900,000 of value 1n & "qualified family-owned business interest”
{in addition to the $600,000 unified credit). The proposal wonld also increase the
amount of estates eligible for the special 4 percent interest rate on deferred payments, az
in your Y98 Badget, -
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Urban initiatives and other Budget items

o The bascline package sontaing a complets set of FY98 Budgoet initistives, including the

expansion of BEZs and BCs, Browafields, CDFI and the welfare-to-work tax credit gnd
tax incentives for FSC software, D.C,, and Pusric Rico, and the equitablo tollmg
prevision. It extends expiriog provisions that we do not make permanent, inchuding the
R&E tax credit, deduction for contributions of appreciated stock o private fv‘:)undanons,
the work opportunity tax credit and the orphan drug tax eredit,

Increase Deduction for Salf-Employed Health Insurance

o You have asked us to think sbout increasing the deduction for the purchase of health

insvrance for the self-eimployed. The Small Business Job Protection Act of 1996
gradually increases the deduction for self-employed hiealth insurance costs from 30
percent in 1996 to 80 percent in 2006 and thereafter. It has been proposed that the -
deduction should be increased to 100 percent. The proponents argue that the proposal
would provide parity with the employer-provided health insurance deduction, whichis
100 percent. However, most employers do not cover 100 percent of their employees’
insurance costs. Thus, current law is closer to parity so the proposal to increase the
deduction for sclf—empioyﬁd bealth insurance is overly generous. It should also be

noted that no tax subsxdy is presently provided to encourage employees without
employer-provided insurance o purchase their own health insurance.. There are
approximately aine million employces whe purchase their own insurance, as compared
to three million self-employed individuals who claim the selfemployed health

insurance deduction.

Modification to the Hlome Office Dedoction

o You also asked us to think about modifications to the home office deduction. A home

office business expense deduction could be allowed where substantial and essential
administrative or managemmt activities of the taxpayer's business are conducted on a
regular basis in the taxpayer's home, provided the taxpayer has oo other location for
performning these activities. The current-law limitation that the deduction is available

“ouly with respeet to that portion of the home that is used exclusively for business

purposes, and is 5o used on a regular basis, would also continue to'apply. This
proposal has been estimated o cost roughly $6350 million through 2002, assuming a
Tanuary 1, 1997, effective date. :

Tt
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DEPARTMENT OF THE TREASURY
WABMINGTON, [3.C, 20220

May 25, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: LAWRENCE SUMMERS
DEPUTY TREASURY SECRETARY

SUBJECT: = Education Packages

This memo presents Treasury estimates of several possible combinations of the HOPE
scholarship and tuition deduction as well as several other education proposals. The packages
illustrate the tradeoffs necessary (o fit the HOPE scholarship and tuition deduction into the $35
billion agreement. These tradeoffs are necessary in order to offset the increased costs of the og
package that would result from dropping the B- requirement (as requested by the education
fobby) and the Pell grant offset {as requested by Congressional Democrats). Dropping these two
itemns is estimated to cost approximately $§.3 billion through 2002,

Each of the options set forth below would climinate the Pell grant ofiset and the B-
restriction. Bach option would fully phase in the complete cducation package by 2003, so the
tuition deduction would be $10,000 and the HOPE Scholarship would be $1,500. The effective
date of the options has been moved back to January 1, 1998, which saves roughly $2.5 billion.
Please pote that the Joint Tax Committee may score thege proposals ag being more expensive than
shown in the table, . , ’

Education Packages: Preliminary Treasury Estimates, {Dollar amounts in billions)
_ 19982002 1998-2007
HOPE Scholarship, 51,200; Tuition Deduction, $10,000° 38.2 928

HOPE Scholsrship, $1,000; Tuition Deduction, $10,000° 34.1 81.7
HOPE Scholarship, $1,.500; Tuiticn Deduction @15% cradit’ 314.9 92.5
Phased in HOPE Scholarship, Phssed in Tuition Deduction® 35.0 92.6

"The tition dedugiion starts o 35 600 through i?%; and increagss 1 $10,000 thereafter,
*The tuition deduction sTarts at $10,000 in 1998,
*This variation converis the tuition deduction into & 15 percent eredit o expenses up o 310,000 {85,000 in 1998}

“The tuition deduction stasts st $5,000 through 2008, and incresses to $10,000 thereafier. The [HOPE credit starts st
£1,26¢ through 2000, and mereases 16 $1,560 therealter,
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o The crucial design choice that needs your guidance is whether the HOPE scholarship, the
tuition deduction, or both should be tdmmed to fit the education inte the $35 bziixan
agreament,

__Trimthe HOPE credit  ___ Trim the deduction  ___ Phassinboth =
(As in package #1 sbove) - (asin package#3 sbove)  (asin package #4 shove)

-~ There are addstional possible variations of the packages. Elimination of the Pell
offset could be phased in, though this would not save a lot since completely
sliminating the Pl offset costs roughly $3 billion through 2002. The income
phaseout ranges could also be sltered (the credit and deduction phase out for joint
filers with incomes between $80,000 and 3100, (}{}Q and cingle filers with income
between $50,000 and $70,000).

Additional Features of the Education Packages

o With money outside the $33 billion, we propose to make permanent the exclusion of
' employer-provided educational agsistance from taxable income (Section 127). Thisisa
cause that has been championad by Senator Moynihan and others in the House and the
Senate. Doeing so will cost rcszghiy $1.7 billion through 2002,

o A student loan interest deduction would provide relief to many middle-income studenta
and is politically popular, Adopting the student loan interest deduction in the ch&i}izz:an _
Leadership education bill {5.1) would casz $1.8 billion under Treasury scoring (and 30.7
billion under Joint Tax scoring).

~ " The prcp&s%i to deduct student loan interest would provide a $2,500 above-the line
deduction, phased out at $45,060 to 365,000 for single filers ami 865,000 to
385,000 for joint filers,

o "We are developing proposals to aid school construction {and other activities) in poor
neighborhoods, as urged by Congressman Rangel and others.



THE WHITE HOUSE
WASHINGTON

May 25, 1997

MEMORANDUM TO THE PRESIDENT
FROM:  GENE SPERLING

SUBJECT: Tax Package

At the close of the meeting on tax issues Friday morning, we said we would provide you with
memos on the form of the capital gains tax cut and the education package. Those memos are
attached, along with a memo that Secretary Riley sent to me.

Capital Gains

On capital gains, most of your advisers, including me, believe that the best approach may be to
lead with a 40% exclusion of capital gains, as well as an expansion of the Bumpers capital gains
relief for the sale of small business stosk. Some Democrats will not be satisfied with this
approach because it does not have a populist component, But its advantage, as Summers notes,
is that it allows you to start with a broad-based capital gains cut that still gives us roam to
bargain. Bob Rubin, Larry Summers, Ron Klain, John Hiiley, Frank Raines and mysel{ all
concur that it is best to start with a broad-based cut that leaves you some room 1o barggam A 40%
exelusion ig one, but not the'only approach, that would meet that standard.

You will note on the capital gains memo that there are fwo options listed that actually raise
revenues over both the five and ten-year periad. These options set specific rate schedules -- ag
opposed to broad rate exemptions - which lead to less generous caphial gains tax cuts to those in
the 31% and 28% brackets. For example, while a 50% exclusion would mean someone in the
31% bracket pays 13.5% and someong in the 28% bracket pays 14%, under the specific rate
schedule histed here, both would pay the higher rate of 20%.

Az



. Capital gains tax cuts that have significant tax relief for people in the highest marginal rates and
only smaller tax rate reduction for thase in 28% and 31% brackets tend to raise revenues for the
following reasons:

When there is a significant capital gains tax reduction, there is a scenng assumpzmn that uppar
mmme taxz}&yr‘*r“s mii realize s:gmﬁi:ant capital gains that they v : rwise
A 4 . Therefore, even zhough tax rates are bczng rcduccd
revenues increase bccausc of thc mc,rcasaci amount of capital gaing realizations accurring within
the five and ten-year period, Hence, over a five to ten-year window, significant capital gains tax
cuts on those at the 39.6% bracket will tend to raise revenue.

On the other hand, there is a scoring assampnon that capital gams tax cuts on thosc i the 3 1%
’ and 28% brazksts reduee rates on many realizations that sy pened o ay dur
' o ten year bu andow. Therefore, significant mduguons on ca;zzml gams razes on
t%zase in thc 3 1% and 28% bmciccts tend to cost revenues, Consequently, options that have _
significant rate cuts for those in the 39.6% bracket while only smaller tax cuts for those in 31%
and 28% brackets can have the cumulative impact of raising revenues within the budget cycle.

My personal view, and one that is shared by many of your economic advisors, is that & capital
gains cut that raised revenues wouid be very poorly received particularly ameng Democrats and
commentators. \

Education

On education, the choices are to reduce the credit, reduce the value of the deduction, or {6 phage
both of them in slowly. The cost estimates are preliminary, so any option you chioose may need
to be adjusted somewhat in order to not exceed the $35 billion allocation. As you will see from
Riley’s memo, he {eels sirongly that the credit should be maintained at $1500 (he presents an
option similar to Treasury’s third option).

While | think there Is significant substantive merit (0 Secrctary Riley’s option, in light of the
criteria you have expressed for laying out an education tax package, myself , Frank Raines, John
Hilley, and Ron Klain would all support a proposal that would keep both your $10,000 deduction
and $1,500 credit and save costs by simply phasing them in, The Treasury option that meets that
standard is option four which phases in both the HOPE Scholarship and $19,000 deduction so
that they are at thelr Tuli amount, $1500 and $10,000, by the fourth year of your budget plan -
Fiscal Year 2001,
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CEPARTMENT OF THE TREASURY
WASKINGTON, DC, 20220

May 23, 1997

MEMORANDUM FOR THE PRESIDENT

KROM: LAWRENCE SUMMERS
DEFUTY TREASURY SECRETARY.

SUBJECT: “Capital Gains Raelief Package

This tiemo provides several options for broad-based capital gains tax relief, Our
recomnended option is s 40 percent exclusion for capital gains (with the AMT rate on capital
gains reduced to 20 percent). This leaves room for negotisting & slightly bigher exclusion, but e
holding firm against capital gains indexing, We would slso recommend that a capital gains relief '
package include expansion of the Bumpers targeted capital gains relief presently provided to
holdings of soiall business stock (as described more fully below), and our budget proposal to
exclude up to $500,000 of capital gains from the sale of principal regidences for married couples
filing jointly {$250,000 for other taxpayers). We intend o provide you next week with & memo
regarding capital gains indexing, which will detail the problems that would result from allowing
indexing.

. Broad-based ¢apital gaing tax relief

The following table provides the cost estimates for vanious broad-baged capital gaing options

that we have considered:
Preliminary Treasury Estimates, (Dollar amounts in billions)!

‘ | 1998-2002 .| 1998-2007 -
40% capital gains exclusion (w/ 20% AMT rate) «32.7 -$15.2
40% capital gams exclusion (w/o AMT preference) -$10.6 $34.0
50% capital gains exclusion (w/o AMT preference) -$183 -355,3
S0% capital gains exclugion, plus indexing starting 1/1/97 -$32.3 -$96.9
Separate rate schedule: 10.5% for 15% bracket taxpayers,

20% for other taxpayers, 20% AMT raie - +313.4 +315.3
Separafe cate schedule: 7.5% for 13% bracket taxpayers, 20%
{or other taxpayers; 20% AMT rate +$8.2 +§3.7

Y All of the estimates shown inglude the cost of the pm?c_scé exclusion {or sales of
principal residencas, which costs $1 4 billion through 2002 and $2.3 billion through 2007
However, they do not include the proposed expansion of the Bumpers targeted capital gains

. provision,
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o Replace the current maximum rate on capital gains with a percentage exclusion. This
provides the same proportional reduction in the rate on capital gains for taxpayers in all tax rate -
brackets. Thus, in contrast to current law (which provides a maximum capital gaios rate of 28
percent benefitting only higher income taxpayers), the proposal would provide capita! gaids relief
for low and middle income taxpayers. A 50 percent exclusion would lower the top rate on capital
gains from 28 percent to 19.8 percent. Several current Republican bills.include & 50 perceat
exclusion for capital gains, For AMT purposes, capital gains would be subject to 2 special 20
percent rate, rather than the regular AMT rates of 26 or 28 percent. This ensures that the top
capitsl gains rate is 20 percent for both regular tax and AMT purposes,

¢ Separate rate schedule applicable (o capital gains. An alternative means of prom;img rate

. refief would be to tax capital geins undec a separate rate schedule. For example, & special rate

. and & rate of 20 percent for taxpayers.in higher tax brackets. A special AMT rate of 20 p&;‘ocnt '

scheduie could be established with a rate of 7.5 percent for taxpayers in the 15 percent bracket "

would apply.

~Thus, in contrast to a percentage exclusion, taxpayers in tax brackets ranging from 28
percent t0 39,6 percent would be subject to the same special capital gains rate. This causes a
separate rate schedule of this type to be much less expensive than a percentage exclusion because -
the greatest benefits are given to high bracket taxpayers who are more Jikely to have induced
realizations from the proposal. Conversely, less revenue is spent on lower bracket taxpayers who

_are less likely to change their realization pattern as a result of the proposal. Obviously, this type

. of separate rate schedule is more regressive than an across-the-board exclusion,

Iief

In 1993, targoted capital gains relief was added under section 1202, largely at the behest of

- Senator Bumpers, for sales of small business stock. Section 1202 presently provides a 50 percent

exclusion for capital gains from the sale of qualified small business stock held for more than 3

years. If additional targeted capital gaing reliefis desired, Section 1202 could be expanded by: (1)
eliminating the 310 million limitation on ¢ligible gain, and (2) increasing the size of qualified
businesses from $50 million of gross assets to $100 million of gross assets. Also, if a broad-based
capital gaing exclusion were adopted, we would recommend that the exclusion under section

1202 be increased correspondingly to 75 percent, i.e., the maximum rate.under section 1202

would be reduced to 9.9 percent {15 percent for zaxpavcrs subject to the AMT). Certain techinical
changes would alse bo made.

These changes are similar W proposed changes (o seetion 1202 made by Scna{ors Daschle,
Licberman ardd Hatch and by Coogressman Matsui (among others),
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UNITED STATES DEPARTMENT OF EDUCATION

THE SRCRETARY
May 23, 1997

L]

MEMORANDUM FOR GENE SPERLING

FROM: SECRETARY RICHARD RILEY Wi ,

RE:

'R.acmmme;xcigzi compromise higher education tax package -

I describe below a compromise 335 billion higher education tax packesge that would elimtnate the
B- requirement and eliminate entirely the HOPE ofiset for Pelljand other federal grants while
keeping the maximum HOPE tax credit at $1,500 - the average community college wition, It
pays for these changes by making the tax credit and tuition deduction effective JTanuary 1, 1998
rather than June 1, 1997, and by capping the value of the tax deduction at 15% of tuition, upto s
maxinum of 31,500, 1 strongly favor this spproach over one that would reduce the size of the
HUPE tax credit for the following reasons: ,

7 ,
The compronmise package described below which maintring the 51,500 tax credit would:

*

4

Make the average community college free.

Siill provide significant beaefits to families in the 28% tax bracket (over $60,000 AGI}
because familics with more than one child could wake the tax credit for cach child in their
first o second year of college at the same time that they take the tax deduction for their
other children or for themseives (i.¢. the credit is per person while the $10,000 tuition
deduction is per family). In addition, we would help families in the 28% bracket by
reinstating the student loan interest deduction, paid for outside the §35 billion.

Make the package more progressive, ensuring that the balanced budget plan is more
progressive, and cven more 50 when viewed in combination with the 1993 Economic Plan,

Simplify the proposal by equalizing the maximum value of the credit and the daduction.

Reducing the HOPE tax credit to $1,200 and maintaining the tuition deduction as is would:

Make it very difficolt to say that the tax credit would make the average community college .

free because the average community college tuition is 31,500, Over half the States now
have estimated average comnunity collepe tuitions sbove $1,200.

Make it difficult to argue with others against lowering the credit further because the level
would no jonger be tied to the average community college tuition,

Leave ug highly vulnerable 10 Congress amending our proposal 3¢ cap the deduction at
$1,500C and asing the savings for a differcnt Congressional proposal, Congressional
Minority, the higher education community, and pundits have criticized our deduction as
regressive. Thus, we could very well end up with g tax credit below 81,500 and a reduced
tuition deduction. And once we proposs lowering the tax ceedit, it is very unlikely that we
could raise it back up 1o $1,500,

H00 INDERPENDENCE AVE, 5.W. WASHINGTON, O.C. 20205.0100

Lur misgton s 18 SaSure sgual socors o edinadion and o promote cducationsd sreciience ragghour the Nallen.
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S-year cost: $35 billion

L3

1. - HOPE Tax Credit: Require satisfactory progress rather than at least 2 B~

This package would eliminate the B~ requirement for eligibility for a second HOPE tax
credit, but would continue to require responsibility by applying the “satisfactory progress”
requirements now used for cligibility for student aid programs. These rules require that
students maintain at least a C average or meet other standards set by the Institution. This
change would increase costs by $2.2 billion ové? S yﬁears

2. HOPE Tax Creclzt. Kimlnate the offset for Pell and other federal granw

Our FY98 Budget proposal deducts the valne of any Pell or other feders! grant fromthe  ©
value of the HOPE tax qredit. To provide more assistance to lower income studerts, this
campromise package would eliminate the offset completely, as both Rep. Rangel'sbitand 7
the Senate Minority bill propose. This costs an additional $3 billion over § years.

3. Tax Deduction: Cap the benefit at $1,500

To offset the cost of the shove changes this package would reduce the maximum beneﬂt o
of ouf proposed tax deduction from $2,800 to §1,500 by iimxting'tthe value of the

deduction 1o 15% of tuition and fees, up to a maximum of $1,500, This would respond to
criticism that the deduction {s regressive whils maintaining its sensitivity to tition

amounts. The hlghef education community and Hill Democrats would strongly supgwrzed
thig change, end it would save $4.0 billion over 5 years. To provide additional assistance

to families in the Z8% bracket who would benefit 1éss than under our original proposal, {
recompend reinstating'tax deductibility of interest on student or parent higher education
Ivans, paid for outside the 335 billion regerved for the tax credit and tuition deduction.

4. Make the tax credit and deduction effective for studies begun aftar January 1, 1998
instend of afrer June 1, 1997

Our FY98 Budget proposed making the tax credit asd wition deduction effective for
studies begun afler Juns 1, 1997. However, at this point, it would be very difficult, i€ not
impossible, for the IRS, Education Departient, and higher education institutions £
imploment the change for tax year 1997, Therefore, this packege would make these
changes effective for studies begun after January 1, 1958 (tax year 1998), which
preliminary Education Department analvsis suggests might save $2.3 billion over § years,

This package would also commat 1o reinstating the deductibility of interest on any student or

parent higher education loan (Senate Minority version which has the higher phased out range
benefiting those in the 28% bracket), extending Section 127, establishing 2 10% tax credit for

small businesses that provide education and training, and allowing tax-free forgiveness of student - -
loans for those engaged in community service, but would' pay for these proposals outside the $35
billion reserved for the HOPE tax oredit and $10,000 tax deduction.



_Compromise Higher Education Tax Packag

l S«year cost
{8 billions} ..

Proposal in FY98 Budget: $36,1

Possible Compromise Package:

1. Substitute satisfactory progress requirement for ' +$2,2
the B- requirement

2, Hliminate HOPE offset for Peli and other federal +83.0
i frrants
3. Cap the value of the tax deduction st 15% of -54.0

. tuition, up to 81,500

l4. Make the tax credit and tuition deduction est. -§2.3
gvailable for studies begun after January 1, 1998 (Treamary edtimate not yet avallsblo)

Net change: ' 81,1

Total Cost: ' { $35 billion

Ouside of the $35 billion reserved for the HOPE tax credit and tuition deduction, this compromise
package would reinstate the sudent loan interest dedustion (Senate Minority version which has the
higher phose-cul rengs benafiting those in the 28% bracket), extend Sectian 127, estabiish & small
business tex craiiit far education and training, and aliow wxefree loan forgiveness for people engaged in
Sommunity service.




. ' THE WHITE HOUSE
WASHINGTON

une 7, 1997

MEMORANDUM FOR THE PRESIDENT
FROM: GENE SPERLING

SUBJECT:  Background for éalls on education tax package

The attached memorandum provides some background for your calls 1o Senate Finance Democrats about
our education tax package. It refutes four major false claims about the package, including some misleading claims
arising from the recent CRS report, Qur proposal has three objectives: 1o provide a tax cut for middle-class
American familics, 1o expand edocational opportunities, and to provide a platform for boosting college enrollment.

. Cuts taxes. Our education tax proposals were always intended to be both a targeted tax cut for hard-
pressed middle-income families aud an incentive for increased college enrollment. Critics complain that
the proposal will provide a “windfall” to familics that would have sent a family member to college even
without the program, But that “windfall” is actually tax relief for middle-class American families, and we
are not embarrassed to be cutting taxes for families doing the right thing. Even middie-class familics

. carning $60,000 to $80,000 s year can be hard-pressed financially if they have 2 chaldren in college.

. Expands educational opportunities. In addition fo being a tax cut, the package 15 also an education
policy intended 1o induce more Americans to go to college, to take more classes while at college, to enroll
at a better school, or 1o focus on their studics full-time rather than being forced to work while in school,
The success of the package should not be judged simply on the basis of enrollment changes, but rather by
both the quantity and the quality of the education it encourages.

. Provides 2 platform. The package provides a platform for talking about education. The HOPE Scholarship
and the tuition deduction will draw continuing national aitention to the idea that more Americans should seek
post-secandary educational oppertanitics. The package is also extremely popular with the Amencan public.

Contrary to some assertions, the findings of the CRS report support the 1wo ohjectives of our approach.
According to the CRS analysis, the vast majority of the tax subsidies will show up esther in lower faxes or in more
peaple going to coliege - not in higher wition -~ and thus support the joint objectives of the initiative.  For
example, under onge scenario highlighted in g summary of the report, 48 percent of the tax subsidy for the {irst two
years of eollege would be used for more {or higher quality} schaoling, and 42.percent of the tax subsidy would provide
tax relicf for middie-class familics sgueezed by the higher costs of collage.

Finally, it is emportant to note that we are proposing our own Kidsave-type program pyiside of the §33 billion
aarked for the credit and deduction, As part of our child tax eredits, familics will have the option of depositing the
10 crezzdxz o a backioaéed IRA thm would ailow famzich@ {0 save and pay for coliege wx-frec. 1t may also he




FALSE CLAIMS ABOUT THE PRESIDENT’S
HIGHER EDUCATION TAX PROPOSALS
June 7, 1997

BACKGROUND OR RECENT CRS REPORT

The Congressional Research Service recently issued a study ("Tax Subsidies for Higher

Education: An Analysis of the Administration’s Proposal™) that has been characterized by some as
concluding that the Administration’s HOPE Scholarship and tuition deduction proposals will result
principally in s “windfall” 1o familics and will prompt only a limited percentage of students to
pursue additional education. In fact, the repott’s findings are supportive of the objectives of the
Admunistration’s cducation initiatives.

FALSE CLAIM #1: TAX CUTS WILL ONLY SPUR TUITION INFLATION

-»

The CRS report strongly contradicts the claims of some crities who have charged that
the Administration’s education tax proposals would only result in higher tuition,

The most important conclusion of the CRS reportis Athat ouly a very small part of the
tax subsidics will feed higher taitions. The vast majority will therefore ¢ither pay for
additional education or provide & tax cut for hard-working American families. According to
the CRS report, less than 1/3 and perhaps even tess than 1710 of the value of the tax subsxd ies
would manifest itself in higher tuitions:

“Overall, this analysis suggests that only a small portion of the subsidy will appear as
a tuition increase, probably less than a third of the subsidy value and perhaps even
less than ten percent.” [CRS, 5/30/97, page 19]

The limited effect on tuitions means that the vast majority of the tax subsidy weuld pay
for either more {or higher guality) education or a middlewclass tax cut to make college
less cxpensive. This confirms what the Administration has been arguing ali along: that the
HOPE Scholarship and the tuition deduction will provide tax relief to middle class families
at a time when they need it most -« when they are putting themselves or their children
through college.

Any program to boost higher education has the potential te put upward pressureon
tuifion. But the evidence suggests that Federal aid does not have much effect on
tuition costs,

College tuition rose rapidly i the 198(s, but real Federal aid fell during that
period -- by about 1 percent per year, according to data from the College Board
and the Depariment of Education, During the 1970, on the oiher hand, real
Federal aid rose by 7 pereent per vear -~ while real tuition levels remained flat.



(eorgia’s experience may illustrate the cffects of competition in limiting price
increases from scholarship programs. In Georgia, where the Hope Scholarship was
introduced in 1993, tuition costs at public 2-year community colleges rose 13 percent --
from 5937 (o0 §1,062 -- between the 1992-2 academic vear, and the 19958 academic year.
In the nation as a whole, tuition rose 21 percent -- from $1,026 to0 $1,245.

FALSE CLAIM #2: CRS REPORT FINDS LARGE “WINDFALLS” FROM PROTOSALS

*

Our cducation tax proposals were always intended to be a targeted tax cut for
middie-income familics, We are not embarrassed fo be cutting taxes for families who
would have struggled to put their children through college even without the tax break.

The “windfalls™ identified in-the CRS report are actually tax cuts for hard-working
American families o make college less expensive. The report does conclude that some of
the tax subsidy will benefit families that are already paying for a family member to attend
college. But there’s nothing wrong with that - it is a stated goal of the proposal.

Despite the terminology of the report, it is certainly not a *“windfall” in the traditional sense
of the word, Rather, it is a tax cut for middic-class American families with someone
already in college (or who was already planning to attend college).

The shares of the tax subsidy paying for purce middle-income tax cuts and for
additional education vary from scenario to scenario in the CRS report.

Onc highlighted scenario finds that the benefits of the tax cut will be almost evenly
split between these two outcomes. The scenario, highlighied in the second paragraph of
the summary, finds that:

- 48 percent of the tax subsidy for the first two years of college would be used for more
{or higher quality) schooling, and

w42 percent of the tax zubsidy would provide tax relief for middle-class familics
squeezed by the higher costs of college.

Oiher seenarios find 8 larper share going o tax relief, which is misleadingly labeled a
“windfall”

The scenarios in the CRS report do not take account of the Administration’s proposed
Pell increase, and thorefore understate the likely increase in educational output, The
study projects effects from the HOPE Scholarship and tuition deduction without taking
acoount of the propesed increase in Pell grants that is a very important part of our package.
The authors acknowledge that if they bad taken the Pell inergase into consideration, they
wauld have projecicd a greater inorease in educational output snd less of g pure middie-
class tax cut than their study found,



© FALSE CLAIM #3: PROPOSALS HELP i???ER-INCOME FAMILIES THE MGST

* Criticism, such as in the TRS report, often fails to reflect the proposed expansion in
' Pell grants - the Iargest increase in two decades. Four million students could receive a
grant of up to $3000, an increase of $300 in the maximum grant.

. The CRS report also pre-dates, and therefore fails to reflect, the Administration’s
changes that make the Hope schalarship more progressive. Removing the Pell offset
from the Hope program means that low-income students will be able to benefit from bgth
the Pell grant and the Hope scholarship. As Stan Ikenberry, the President of the American
Council of Education, wrote to Secretary Riley, this and other recent changes “represent a
much improved package that will do a great deal to help familios finance higher education.”
The omitted initiatives disproportionately benefit lower-income families.

. Even without the Administration’s recent changes snd the Pell grant expansion, the
report’s findings indicate that the education tax proposals are relatively well-balanced
~ gud much more so than many other tax proposals.

The report concludes that more than half the benefits go to the 88 percent of families
in the lowest tax bracket (less than 39,000 in taxable income on a joint return) -- even
ignoring the expansion in the Pell grant program, The rest goes (o the 42 percent of
families who face marginal tax rates of 28 percent or more. As the report notes, “the 42
percent of families in the higher brackets receive 48 percent of the benefs for the
credit/deduction proposal.” [CRS, 5/30/97, page 22]

By comparison, the Citizens for Tax Justice concluded that 68 percent of the benefits from a
19.6 maximum capital gains tax vate would go to the top | percent of households. [Citizens
for Tax Justice, May 1997,

v “It hits me i the face every day of my life that a very significant number of people are
able 16 go to echnical institutions and get training because financing is no longer a
burden to them,” said Ken Breeden, who supervises that part of the Georgia Hope
Scholarship program. [Quoted 1n the New York Thmes, 3/3/97]

FALSE CLAIM #4: ADMINISTRATION'S PACKAGE IS NOT SUPPORTED BY THE
EDUCATION COMMUNITY

. Over 308 college presidents have expressed support for the Administration’s higher
education initiatives,

* Support is even stronger given the recent changoes to the Administration’s proposals.
Stanley [kenberry, the President of the American Council of Education, recently wrote to
Secrgtary Riley noting that the Administration's proposuls “represent a much impraved
package that will do a great deal 1o help families finance higher education. The Hope tax
eredit is a giant stepr in the divection of making the first two years of coflege o universal
benefit ™



The President’s edueation package will have a positive psychological effect. By
highlighting the importance of education, the HOPE Scholarship and the tition deduction
will draw continuing national attention 1o the idea that more Americans should seek
post-secondary educational opportunities.



THE WHITE HQUSE

Office of the Press Secretary

For Immediat= Release June 9, 1997

PRESS BRIEFING BY
SECRETARY OQF TREASURY BOE RUBIN AND
DIRECTOR OF THE NATIONAL ECONOMIC COUNCIL GENE SPERLING

The Briefing Room
1:58 P.M. EDT

MR. MCCURRY: Good afternoon, ladies and gentlemen.
Earlier today an administration team led by Erskine Bowles, Treasury
Secfetary Rubin, and Gene Sperling, the President's National Economic
Advisor, were on the Hill to hear frem Chairman Archer of the House Ways
and Means Committee further details about the tax package they have
under discussion there. I guess at least Erskine and Secretary Rubin
and Gene alse -- no, afterwards -- had an opportunity to meet with
Democrats on the House Ways and Means Committee. And I'd like Treasury
Secretary Rubin to tell you about those meetings. Gene also can take
any questions you might have.

Mr. Secretary.

SECRETARY RUBIN: Thank you, Mike. Let me give you a
little sense of where we are, and then Gene and I would be happy to
respond to Qquestions.

What we basically -- our basic objective is to have a plan,
a tax plan that is good for the fmerican people, good for working
paoplez, gooc for average families, good for the economy, and that is
parmeated by fairness throughout. By thatl test, we have serious
concerns with significant parts of the Chairman's mark that we have
received today.

As you know, the President has focused on education, on
child care, and on savings, all with the focus on middle income
families, both to help middle income families directly through tax cuts
and to promote hehavior that 1s good for middle income families and good
for the economy. With respect to the areas that we do have significant
concerns about, we look forward to working with Congress and to
ultimately winding up with a tax bill that meets the test that I
mentioned a moment ageo, and that is good for the American peeple and
that we can enact into law.

With that, we would be happy to respond to questions.

Q What are your main objections?

SECRETARY RUBIN: Well, I think if you look at this there
are a lot of proklems that are going to need some serious attention.
For example. the EITC -- this is a rather technical point, but it's an

important point -- the EITC is stacked before the child tax credit, so
that means that if you have an ilncome that's in the EITC range, but we
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are paying Laxes, you first have rphe RITL credic against it and then
grly 0 vou nave some taxable income lefi can yvou gobt Lo use the child
tax uredit. The basic -- the sffest of it is yg deny the child tax
credit o what I would ©all yhe middla poor or phe least well-olf
warking people who are still paving taxes, That's because they take rthe
cax orediy first and then only if vou have taxable income afbar that you
get & child tax crediv., It's called stacking.

We would do it exactly the opposite way -« we'd put the
EITC after the c¢hild cax creadig.

Q Bub your tax credit isn't =-w

SECRETARY RUBIM: Our child tex credit as we gurrently
anvigion it would be refundable. But even leaving that lssue asids, if
you pub the ohild tax credit firse, sven 18 it's nonrefundable, and you
have taxable income, then yvou'd getb the baneliy of nhe nonrsfundabls bax
cradiv.  And EBITC is refundable: sven if vou' ve exhausted vour income,
vou'tsd get the benelfit of the EITC hecsuse Li's refwmudsble. That I think
i & very serious issue.

Secondly, cur understanding ls, sltheugh veu don’o ses it
trom the shest that vou all probably have regeived and that we did
receive, that the dependent care tax Credlit which people currently geg
s going to ke adversely affecied or reduced by virtue of this program.
In the second five years, our understanding is that f{or each dollar of
Lhat crediy cvhat vou get, vour child tax credit is reduged by 50 cengs.
Thag's obviously bad for working mothers.

Qn rhe HOPE Scholarship, that's been gshangad s thatv
instesd af getsing a full HOPE Schelarship Yer 501,500, what you gey 1s
50 venys on the dollar up o $3.000. Sc if you ¢ (¢ & compunity
college that has 2 tuition, say, of $1.280, under the President's plan
vou g2t & §1,200 tax credit; under this plas vou gt & $500 tan credit,
Aoain, it will tend to disadvantage the less wall-aff in our gocliaty.
And B3 vou look through this program, in component afger componsnt that
is what this program sesms fo have done. 1% seems 50 have moved the tax
penefit away from the less well-off and even awasy from middle incoms
people voward higher ilncome people,

§ - #hat do they say about that? Ia that whal thay say
vhey' e dolng?

SECRETARY RUBIN: That ig what they'vae doing. These acs
opviocusly the kinds of issues we'll have ue discuss wiuh tham,

Let me just mention one other, 1f I may. They totally
@liminate the corporate alternative minimum tax in the sggond five yesrs
and they reduce the corporate alternative minimuam tax in Lhe first Live
vaars. That basically means that a lot cf companies will be able to pay
substancially lower taxes than they otherwise would, and some would s
able Lo pay ne raxes, even though under current tax law they would be
viewed as profitable and paying significant taxas.

At the same time they do that, they have these other -~ that
coscs o lot of money -- 1 think something like $17 nitlisn, if I
remgnber correccly, in the first -- [ d¢ remssbar aorceguiy -- 517
pillion the first five years and $34 billiion over 10 yaars. Ap the gane
time thay do that, in a let of these other ardss phey' rg moved sway from
helping working families and average families,

O You aslways knaw Lhat once you ¢pi inte fhe datalils of
rn

wriving this tax bill, $3133 biilion gross hax cut, nhaere would ba these

dispules with the Republicans in Congress, so this is not o surprise,
H
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SECRETARY RUBIN: These arsn’t detalls, Wolf. [ would say
these are really --

3 Buyy these sre the nuls and bolts of what the {ax outs
are yoing L0 be, righ?

SECRETARY RUBIN: Well, ¢his is thelr tax ul program.

2 The only thing you agreed on with them, going int¢ the
balanced budger agreement, would be 5135 Billien in gross tax cuts, $395
billion of which would be sarmarked towsrds education?

SECRETARY RUBIN: #Well, toward the President's tax program,
2 For education.

SECRETARY RUBTN: Toward the President's an program Joz
aducation, Lhat is corvect,

0 Have theéy nonered thelr commitmant Lo you?
%
SECRETARY RUBIN: Well, beyond that, howsver, wg have Lo
determine whethar wi have leglsiastion that we believe is good for ths
American people, or noi.  And that isspe --

0 You slways suspegted that would be the case, righu?

SRECRETARY RUBIN: wWolf, I think.there are Lwn Lests. One,
a3 you corvectly say is, have they mgr the fest of Lhe agresment. Angd
with respect vo the sdugation plege, they have $31 billion of education.
The HOPE, cbviously, is modeliad safter the President’s. bul neveriheless
ir's significantly giflerent for the reason I just discussed. Iv's
woarth half as much to somebody wha goes 10 8 community college wirh a
51,200 or $1,580 zuition. And the othar pilece is torally unrelated td
tha President’s program. 5o [ would say they are noil consitstent with
the agreement With respect Lo education piece.

Beyond that, uthe rest is the test that I mentlonsd -« o we
have a tax bBill thag meets the interests of average and working
families, and is good for the economy. Angd by that test, a5 [ said &
megment age, I think there are significant congerns.

You used the word "details,” though. I was just taking
exception to that becsuze I think this is much more than & guesilon of
datails. This is a guastion ¢f --

£ Bre bthay ren#ging o0 the deal?

SECRETARY RUBIN: 1 don't think I would say that at this
poing. ! think 1 would jusi say thal we now have the meri znd we have
to work with Congress and our obhiestive Ls to work with Congress 0 gat
a bill thaet, A, maesbis the agreemsnis, and, B, meets the Lest thal I
mentioned before. And that's what we look Forward to doing as we go
forwerd.

& == bax biil the President would sign, you're saving?

SECRETARY RUBIN: I'm saving that we have significant
cancarns about significant portions -~ aerions concerns absgut
sigaificant portions of this, and we need to work with Congrass £e work
our way through that.

7 Let me go back -~ ¥oU say it's oL coasistent o the
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suaresmant vig-s-vis education.  So you're saving that as to that %35
Hillign, thay roughly $3% Lillion, thay aren't following it or they are?

SECRETARY RUBIN: #ell, on the roughly $35% nillion, they've
goet $22 billion for a HOPE gredit, which is modeled after the
President’s, but neverthelsss is significantly different from the
President’'s, for the resson that I described z moment ago. Just to
repeat Lt onge more, 1f you have, say, a $1,200 community collegs bill,
cur way yoeu geb s $1, 200 oredit, thelr way you get a 3600 credit.  And
phan the addizional 58 billion roughly that they have in edugation i3 a
potaily different progranm than the President's deduction program,

& Bur isn'i this sort of one of those things whare you had
a change —-

SECRETARY RUBIM: A&And, of course, we ware suppossd to b
roughly $3% biilion, and this is 831 billien.

& -— you had 2 chance to hammer up the basc desl that vou
cputld; the $35 billién was what you could nail down Lo gel the rest of
the budget agreemant -- isn'i there a sense the Republicans gan say, :
look, vou k¥new that Ehis was how we would write the kil for the rest
e that’'s she way it goes? -

SECRETARY RUBIN: Ho, I think that whare we sre -~ tha one
commitment in thers == well, thare are actuslly uhres gonmiiosnits,
aren’t Onge is the roeial size of nhe way packayg? figsy Yive ang
gueond five years on & net basis., righs?  Segordd commibment is Lhab it
nat exploods, and we have not vel had a chonas -- wi'vg Tusi gouten this
-~ wg have nob yeb had a chance Yo do the anslysis o detsoming what
effects this would have out beyond the first 10 yvears and whether this
does or dogs not erpic:e I do not have & view on Lhob; we've ot to do
the analysis,

And then the third is, with respsct Lo evervihing @lse, .
since the specifics were not lalig oun, ibt's like.every obher Lax bill:
wiz have to work bogebhsr and ses 1f we ¢an arrive at g tax bill that we
are both comfortable with and think serveg the interesy of [he Amérligan
people, and that's whare we are Dighny ngw,

Q  -- their zilan on £a2 sedugarion fex gragiss mitigste soms
of the incentives that pecgple have said for communiyy oollegss o simply
ratse thelr prices up to the maximum in order 1o tLake advnnisge of g taw
subgidy -- it keeps the reciplent of fhe sdugaition with a responsiblliliy
for some of the payment.

s

SECRETARY RUBIN: I don't thirmk there is & matevisl

difference. Tf yvou look at CRS, they estimaved 1P T remember wurraetly
that 90 percent of our program would not affecy tulzion, s yvou'rg
talking about 10 parcent to begin with., S0 == 1f vou take the URE
study. S¢ you're talking about, at mosb. 10 peresnn. 5o if thelrs
teips 2 litole bit-on that, mavbke they've solved & liotle sless of whal
by CRS s estimation, & small problem o bDagin witn, T do nob think
significant axgumant.

m
14

7]
1]

0 wa much of a problem do vou have with Demporats on ahe
CFE Scholarships Archer -- at legast ageording to Ardher, oo Domograts
tepped Torward L: defend it in His talks. :

SECRETARY RUBIN: I think that veu will find that the House
Ways and Means Deniocrats -~ I don't want Lo speak for other people, 50
J71L just -- well, let me say, ! think you will find amongsy House Ways
and Means Democrats that there ls coalesognoe around a HOFE Scholarship
that has rhe principles of the President's HOPE SchoLar%hlo That would

1
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pe my Judgment at this point.
Q -- is gauging thelr level of support is --
SECRETARY RUBIN: That is correct.

0 You may have noticed that the dollar has fallen to a
six-month low. Has there been a change in policy, or do you still favor
a strong dellar?

SECRETARY RUBIN: We favor a strong dollar as we always '
have, and I think that -- and for the reasons we always have -- helps
keep inflation down, helps keep interest rates down, both of which are
good for the economy.

Q) Mr. Secretary, you say yeocu do not regard this at this
point as a breach of the budget agreement. Given the parliamentary
mechanics, tnough, won't it be very difficult te rix this? And when
would it become a breach?

SECRETARY RUBIN: Well, the question was, did I view this
as a breach of the contract, and I said it seemed to me it was too early
to be speaking in those kinds of terms. I do not think this is
consistent with the agreement. ({Laughter.} But I think that the
attitude we should be taking, and we do take -- we want a bill that we
can sign and that is good for the Bmerican people, and we look forward
to working with Congress to get that sort of bill. This is the
legislative process.

Q Is there anything you like in the package?

SECRETARY RUBIN: Yes, [ think Lhere are pieces that are
worth nolthing. That's & good -- ves.

Q What are they?

SECRETARY RUBIN: There is a substantial child.tax credit,
As you know, the President has always been an advocate of a substantial
child tax credit. The two problems with this one are the EITC stacking
problem, which sounds technical, but is not technical at all, that would
adversely affect a lot of relatively poor or low-income working people.

0 How many?

SECRETARY RUBIN: I don't know how many yelL, Decause we
have to get this back and work on it,

And secondly, this dependent care issue, which is a very
big issue for working mothers. And secondly, in the HOPE Scholarship
program. While it is not -- it has the problem I menticned, which is a
big problem, relative to the President's program, it has elements of the
President's program in it.

Q Mr. Secretary, what about the propesal to raise the
inheritance tax limit to $1 million from $600,000 and to lower cap gains
to 20 percent?

SECRETARY RURIN: Well, in cap gains, they lower the top
rate to 20 percent. They alsco have indexing., so that they're really
providing a <louble benefit to people with respect Lo capital gains. We
have always had very sericus reservations about indexing partly because
with indexing and lowering the top rates, you're providing an enormous
set of benefits to people with large capital gains, partly because of
complexity and in the case of the indexing because of the impacts it

L
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gould have on the deficit in outer vears.

9 Would vou like to lower cap gains for people of lower
incoma? ’

SECRETARY RUBIN: You're teliking aboub taking the 10
peroent? Well, we have never begen in favor of 2 broad-based capiral
gains tax gut. On the oiher hangd, we've always sald that iv's likely,
gince the Republicans do faver io, thar there would be one in the final
agreement. I think the best thing Lo say sboul & caplial gains tay ¢ug
i3 thay wa're going to be working all these lssues with Congress and
wiz ' 1l work our way phrough this,  Isdexing is the pieee of gapitral gaing
that we are most btroubdled about.

G Andg the inharitence pax?

SEDRETARY RUBIN: ®Wolf, I don't want Lo get intg individual
provigions, but thar dessn’t -- 1t's not ong that I mentioned as
striking me as & serious concern, but we've gob 2 00 through this and
apalvee v argd discuss lr amongst sursslives.

MR, MOUURRY: Therae were iwoe lasy gusstions back iheras, and
vhen Ann.

1 The Archer proposal haz the ghild fax gredit ¢oing up to
agg 17.

SECRETARY RBUBIN: Age 16, [ think, dsn'c it7

o The 17in birthday, ves., And a5 1 recall, yours went up
to age 13. Do you have & problen with the higher age. or are you
willing 10 accepl that? .

SECRETARY RUBIN: #Hell, it's a gusstion of how much money
you wani {6 spend on the child ran credit. And we think a c¢hild tax
credit ig a very good policy.  The Prasident has consisgencly advocated
i, and i0's Just g quastion of how much you want to pub in ghat pocket.
That isn’t a problem. We have to wisw that in the context of the
overall package. Hut ! think, vaken in and of ilyseltf, I don't think we
would Have a problenm with chat.

G Gene pointed out how hard it gets Lo change some of
thase things. What do you do now with 1t onge you yo through all this?
wWnay arg you goling to do?

SEORETARY RUBIN: Wa're golng to bhe working with the
varicus sommitlegs In Congress and continog working with the various
commivires in Congress and we'll have ©o $e3 whal £he process ars geing

{orwira,

0 Are you going to send oblectlons up Lo Uheise particular
Lhings you've highlighted today?

SECRETARY RUBIN: WHe just got this In the lasy ¢suple of
hours, sC we've gon o dacide ourselves sxastly what the best way is [o
progress. But we'l)l he working with both parties in both Houses.

MR. SPERLING: One thing T Sust wanted Lo add was, someone
said, isn't this somaething you wonld expect. On the child tax gredit,
on arcanging it so that it domsn't g0 to lower incoms workiog families,
this was not part of cthelr propozal in *%3.  The plen i "95 and "85 -»
they did net do this. S5¢ ibis is & change in the way that eaven they' ve
cdesigned tha child tax ¢redis 8o thay Hob -~ we hasven’i had a chenga o
look at i¢, but the Center for Budgse Priorities sstimates that this
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wouls deny che ohlld fax credit to as many 88 4 million ramilies that
fre in the, as vhe Segretary said, the lower working ingome families,
which we think is a very questicnable way to get additional savings.

And then, just on the child tax credit, on the child ¢are
tax credit, they're actually saying that oo the outsr years, for every
doliar that you're getting on their new child tas credit. yon would taks
away 50 cents of their c¢hild care dependent fax credits. %o you have
two families -- one family, they have a single parson --one parent makes
gnough so the other parent can stay hame -- they get the full ¢nild rax
cut and they ger the dependent care tax ¢radit as ir axiste. The family
next dotr, both garsnts have ©o work, which is the way it ig for tens of
mililons oL working families, They're saving wnan Yor vhay family who
Lnaes neads Lo use uhe depeandent care rax Irodic . fney whulil tabs wway B0
CAnLE on every dollar. Thav ls & very, wary puszling groposal.

THE PRESS: Thank you.

EHD 2:15 ?.H. EDY
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HOPE S¢holarship Tax Credit, Tuiticn Dednetion and Eduveation Savings Incentives
from Chairmun &rcher’s Mark

HOPE Scholarship Tax Credit

Adminismarion Proposal Taxpayers eould claim a noarcfundable eredit of up to $1500 in two
taxable vears for tuition and requirad fees incurred during the first two years of postsecondary
education on behall of the taxpayer, her spouse or dependents, To be eligibie for the credit, o
student must be enrolied at feast hall-time i a degree er certificate prograny at a qualified
institution and must not have been convicted of a drug-related felony. In addition, the student
must show satisfactory academic progress in the first vear in order to qualify for the credit in the
second year. (The B- average requirement has been dropped, and the waxiniumn credit would
NOT be reduced by federal grantz.} The maximum credit would be indexed beginning in 998,
The credit would be phased out for individual taxpayers with agi between $30,000 and $70,000
and for joint filers with agi between $80,000 and $100,000. The thresholds would be indexed
bepinning in 2001, Taxpayers would bave to choose either the HOPE credit or the nuition
deduction for a student’s cXpoases in 2 single year

Chairman’s Mark Taxpayers could claim a nonrefundable 50% credit for up o $3,000 in two
taxable years for tuition, required fees and books meurred during the first twer years of
posisecondary education on behall of the taxpayecr, her spouse or dependents. To be eligible, the
student must be enrolled at least half-time in a degree or certifivate program at a qualified
institution and not have been convicted of a drug-related felony. The maximum credit amount
would be indexed for inflation beginning io 1998, The propasal would be effective for expenses
paid after December 31, 1997 for education furnished in academic pericds beginning after that
date. The credit would be phased out for individual taxpayers with agi botween $40,000 and
$50,000 and joint flers with agi between 380,000 and $100,000. The thresholds wounld e
indexed beginning in 2001, A taxpayor would have to choose either the HOPE credit or the
untion deduction for a student’s expenses v a single year, provided the expenses were paid from
a prepaidi wltmn plan or education investment account and were, therefore, cligible for the

+ deduction.

Recornmended Position Support, but only with sigllificant modifications.

Revenog Estimate  JCT:  [$22b] over 5 years, [$49b] over 10 years.

Deduction for Expenses Paid from State-Sponsored or Private Tuition Program or
Education Investment Account

Current Law A taxpayer who saves for higher education through a gualified state tuition
program that mests the requirements of section 529 may defer tax on the eamings in the
accolnt wntil the time of withdrawal. When the funds are withdrawn, they are taxabie {0 the
party who withdraws them. Usuully, this will be the student whe is using the account 1o pay for
school. However, it may be the parent or other account holder who wanis a refund. I the

.
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designated beneficiary of an account is changed, and the new designated beneficiary is an
ancestor, spouse, sibling, child, grandehild or other lincal descendant of the current beneficiary,
or a spouse of any of the aforegoing, including the beneficiary, the change will not be trealed a5 a
distribution and will not tripger tax or a penalty. Generally, a state’s educational savings plan \
will qualify under section 529 if the state establishes and mantains the plan, allows it to be used e
.to save only for tuition, required fees and books, prohibils invesiment ditection by participants
and hnposes a more than de minimis penalty on withdrawals not used for higher education
expenses, Section 329 does not impose income limits or contribution limits, other than a genersl
limit on funding the plan in excess of reasonable educational needs.

Chairinan’s Mark Taxpayers that paid niition, required fees, books, room and board with money
withdrawn from a state-sponsored tuftion program, private tuition prograrn (meaning one
sponsored by an educational organization} or an education investment account could take an
above-the-line deduction for up to $10,000 a year per student for those expenses. Also, the
deduction cannot exceed the portion of the distribution that represents earnings, rather than
comributions. A deduction would be available [or rovrm and board even il the student lives at
home. The student can be the taxpayer, her spouse or her dependents. The deductions talten for
a student could not excecd $40,000 for 201 mxable years, Deductions could not be tken fora
student once the student completed the first four years of post-secondary education. If a parent
claims a student s a dependent and takes 2 deduction for the student’s expenses, the distribution T
from the state tuition program would be included in the parent’s income rather than the student’s.
To be eligible, the student must be enrolled at least half-time in a degree or centificate program at
an educational institution eligible to participate in federal student aid programs. The deduction
would not be a preference item for the AMT.

In addition, the requiremsnts of section 329 would he changed o that taxpayers could use
state tuition prograros and private twilion programs to save not only for tuition, feed and books, e
but algo for room and board. Ways and Means intends 1o limit the maximum zmount of
deductible room and board to the amount the school allows when calculating costs of attzméazzcc
for financial aid purposes. A technical eorrection Iater in the bill - thar is arguably nota
technical -~ would allow existing plans to continue accepting contributions on contracts that
‘cover room and board made before section 529 was enacted.

Recommended Position Oppose. ’ . . oo

Revenue Estimate  J CT; [£889m] over 5 vears, |$2.4b] over 10 years

Education Investment Acconniy

Surrent Law Income camed in a prepaid tultion program established and maintained by anyone
other than a stale is not guaranteed 1o receive tax deferred neatment. Taxpayers who save for >
education expenses must pay tax annually on any income they eam on their savings, e

airman’s Mark Taxpayers would be permitted to establish educstion investment accoums in
tim same trust form used for IRAs. Up 1o $30,000 in aggregate cash contributions can be made
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on behalf of a single beneficiary. Earmnings would accumulate tax free. Distributions would be
eligible (or the sume tuition deduction available for distributions from state tuition programs.
Conuibutions cannot be made afier the beneficiary reaches age 18, and all amounts must be
withdrawn by the time the child for whom the account is cstablished reaches 30 or completes the
first four years of post-secondary education. A 10% additional tax would generally apply on
distributions not used for higher education expenses.

Recommended Pogition Oppose
Revenue Estimate  JCT  [$6.9b] over 5 years, [$22.4b] over ten years

Talking Points

Objections to Higher Education Proposals in Ways and Means Chairman’s Mark

. As compared to the Administration’s budget, the Chairman’s mark redirects a large S
portion of benefits to higher income families that can afford to save to for higher
education expenses. For families who need grants and loans to afford school, benefits are
diminshed in the first two years of higher education and taken away entirely for later
years.

. Under the Chairman's mark, a middle-income student who works all siummer, saves her
salary and uses it to pay her junior year tuition would receive no assistance. However,
her classmate who spent the same summer on vacation could get up to a $10,000
deduction when she pays her tuition out of the educational investment account her well-
to-do parcnts were able to fund.

e The Chairman’s HOPE credit is less generous for students at community collt,ges and
other low-price schools.

. The Chairman’s packagc provides no sepport for education beyond the first four years of
college and very little for workers and others who may retumn to school later in life. An
older student cannot start an educational investment account -- contributions cannot be
made after the beneficiary reaches 18 -- and cannot benefit from cmployer-provnded
educational assistance aﬂer 1997.

o The cducation investment account proposal creates a potential for abuse that will be
difficult to prevent. Although aggregate conteibutions on behalf of a single beneficiary
are limited to $50,000, financial instititions will have no way of knowing whcther an
account bolder has other accounts elsewhere, and the IRS will find it difficult to keep a
running total of contributions over many years. The IRA system works because it sets a
maximuwn annual contribution that can be policed with simple annual information
reporting.



