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President Clinton's 1I0pe and Opportunity 

for Postsecondary Education (HOPE) Act of 1997 


March 20, 1997 


TODAY, TilE I'RESIIWNT WILL S~:ND TO CONGRESS NEW LEGISLATION TO m:Lr 
{))'EN TIll<: IJOORS OF COLLIeGE TO MORIe AMERlCAI'iS. The Hope and Opportunity lor 
Postsecondary Educalinn (I-lOPE) 'Act of 1997 ~~ part of President Cltllton's rl\'C-ycar hal anced budget -­
includes a $1 0,000 tuition lax deduction, a $1 ,500 Hope Scholarship tax credit, .a substantial Pel! Grant 
expansion nnd incrensc, a cut in studcnl loan fees, new educational assislance from employers, and othcr 
provisions. The: new legislation providcs: 

r $38.4 billion over fiyc years in flU: relief for middle-income families slnlggling to pay for college 
and make ends meet 

f At least $40 billion in Pcll Gnmis over five ye.lrs to provide more tuition assistance to low- and 
modcratf,:-incmnc families, the largest increase in two decades . 

.,f $2.6 billion in savtng~ over fh'c years in reduced 101m fees for student loan borrowers -- putting 
more money into the hands of students when they pay tuitioo bills and other college expenscs. 

f Financi:lI support for worker training through the tuition deduction and the extension of the 
tax~frcc treatment of up to $5,250 PCI' employee in cmployer~pfOvided educational assistance. 

KEY ELEMENTS OF Tm: HOPE ACT OF 19')7 

• 	 (neludes a $I~SOO pcr student 1101'1<: Schularship lax credit for tuition 
and fees in the s,ludcnt's first year ~md another $1.500 in tbe second year if 
the student cams ~tt least a B minus tlVcrage, That credit will help 4.2 
million students in i 998. 

• 	 Provides a $10,000 tuition tax deduction for higher education :and 
training, which is expected 10 help the families of8.1 million students in 
1998. 

• 	 Proviues the largest Pelt Grant increase in two decades -~ from $2,700 
in FY 1997 to $),000 in FY 1998. Over 3.6 million students n()W eligible 
wllI receive an increase of up to $300, This increase and other -changes 
will make an additional 348,000 families eligible for the grant. 

• 	 Lowers: fees and reduces interest ratcs for millions of student 
borrowers. 

OVER 250 COLLEGE PRESIDENTS EXI'RIeSS SUI'PORT FOR THE PRESII)ENT'S HIGHER 
EDUCATION PLAN. Already, over 250 college presidents -- representing commlmily colleges, public 
and private coUeges and universities -- have expressed support for the President's higher education 
initiativcK 

NEW STATE·BY·STATE ANALYSIS SHOWS I,VERY REGION OF Tim COUNTRY 
IlENEFITTlN{; FROM TilE HOI'le ACT, Fur the 1998·99 academic year, these proposals will 
provide nearly $1,7 billion in Federal benefits for students in Calilomia. and over $300· million [or 
students in Virginia. . 



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

(dollars in millions) 
;-------TI-"T"o,","'op"o,...,-';- Combined ICut in Student Total !
i iaudget Authority! Tax Benefits !Loan Fees for Benefits for I 
I i ,in Award Year ' for Calendar I Award Year Award Yoar I 
, State .1 1998·99 --.l..... Year 1998 i 1998-99 1998-99_ 

1[Aiabama i. $144.2;- $9i[ $5.8 $242.0 I 
'Alaska I 8.7i 131 0.3 21.9j 
Arizona ' 135.8: 115 10.3 261.11 
Arkansas ! i 76.3' 371 3.0 116.31 
California 873.8: 777 46.0 1696.71 
Colorado 98.2! 103 8.5 209.6 
Connecticut 47.21' 70 5.2 122.3 
Delaware 10.4 20 1,0 31.4 
Di!>trlctofColumbia 19.8: 35 6.4 61.2I 

Florida 358.5 i 260 19,5 638.0 I 

Georgia 168.8; 125 11.6 305.4 
Hawaii 14.5 i 291 0.8 44.2 

:~~~~s 11' 2;~:~! 3~: I 2~:6 6~~:~ 
Ineliana I 139.0[ 122 11.1 I 272.1 1 
Iowa I 93.0: 71 8.4 172.4 
Kansas ' 82.3! 71 4.6 157.9 
Kentucky 1 125.61 72 5.6 203.3 
Louisiana I ' 175.9, 78 9.1 263.0 
Maine 28.1 : 24 2.2 54,3 
Maryland 99.0: 114 6.1 219.1 
Massachusetts ' 153.1 i 180 18.9 352.0 
Mic:higan • 248.71 231 15.3 495.0 
Minnesota ' 126.9 i 121 9.6 259.6 
Mi~;sjssippi 111.41 45 3.7 160.2 
Mi!;souri '146.51 122 11.2 279.7 
Montana , 34.2 15 1.9 51.1

1Nebraska 50.41 49 3.9 103.4 
Nevada 15.9 28 1.1 45.0 
New Hampshire 23.51 27 2.7 53.1 
New Jersey 145.51 143 7.9 296.4 
New Mexico 64.6 41 2.5 108.1 
New York 744.6 422 42,6 1209.2 
North Carolina 157.4 157 10.8 325.1 
North Dakota 28.4 16 1.8 46.2 
Ohio 288.4 226 20.7 535.1 
Oklahoma 129.8 73 6.1 208.9 
Orogon 74.8 69 5.8 149.6 
Pennsylvania 294.7 256 27.9 578.6 
Puerto Rico 412.3 •• 2.6 414.9 
Rhode Island 32,2 32 3.5 67.6 
South Carolina i 94.3 71 5.5 170,8 
South Dakota 29.9 14 1.9 45,8 
Tennessee ,136,9 99 8,1 244.0 
Texas 495.7 395 25.1 915.6 
Utah ,82.1 59 3.2 144.3 
Vermont 16.2 1 15 2,2 33.4 
Virninia 143.81 151 11.4 306.2 
Washington 132.71 120 8.9 261.7 
West Virginia 59.21 35 3.0 97.2 
Wisconsin 115.7 130 8.5 254.3I 

Wyoming , 16.11 13 0.7 29.9 
Outl'fin!lAreas 12.1, 0 0.0 12.1 
,'---___---'T"'o"-T"A"l, ___"S7"'.,63,,s"'.o'-JI__-"ss,',9..2,,'.,..O'L__"S4",6"6",.S'L_-,,S.!.:!1~,~ 
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Pell Benefits to Students under the President's 
FY199B Budget Policy 

State 
iA:iabama 
IAlaska 
IArizona 
Arkansas 
Califomia 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minno~;ota 

Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jorsey 
New Mexico 
New Yt)rk 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Puerto Rico 
Rhode Island 
South Garolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virgini<t 
Washington 
West Virginia 
Wisconsin 
Wyoming 
Outlying Areas 

TOTAL 

(Reci~ients in thousands, dollars in milltons~,
Total Poll ~ Increase in ! Total Poll ) Increase in j 

Recipients in i Pell Recipients iBudgctAuthority I 199B ~cll I 
Award Year From Award I in Award Year Budget Authority 

1998·99 Ycar1997·98 I 1998·99 i from 1997 
79.31 6:9] $144.2 ! $·3L~ 

4.61 O.4! 87 1.9 
72:7 r 6.3 i 135.8 

1 30.51 
39.1 ! 34 76.3 17.2 

431.6 ! 37.5 ! 
1 

873.8 196.4· 
53.71 4.71 98.2 22.1 

10.626.9 23 47.2 
0.5 10.4 2.361 I 1 

10.6 09 19.8 i 4.5 
1189.5,1 164 358.51 80.6 

991 8.6 168.8 ) 37.9 
0.7 

1 

14.5 ( 3.3771 
21 1.8 40.8 i 

275.1: 6~:~ I149.71 13 
77.4 
51.8 
45.2 
65.2 
86.2 
15.2 
55.1 
82.1 

138.6 
73.9 
54.8 
80.5 
17.5 
29.3 

9.1 
13.2 
75.7 
33.7 

369.5 
85.9 

15 
158.3 
67.8 
40.5 

156.4 
160.5 

17.9 
53.1 
16.2 
72.7 

266.4 
46 
9.3 

79.4 
69.6 
29.7 
64,5 

8.7 
6 

6.7 
4.5 
3.9 
5.7 
7.5 
1.3 
48 
7.1 
12 1 

64 
4.8 

7 
1.5 
2.5 
0.8 
1.1 
6.6 
2.9 

32.1 
7.5 
1.3 

13.7 
5.9 
3.5 

13.6 
15.7 
16 
4.6 
14 
6.3 

23.1 
4 

0.8 
6.9 

6 
2.6 
5.6 
0.8 
0.5 

139.01 

93.0 I
82.3 

125.6 
175,91 
28.1 i 
99.01 

153,1 ! 
248.71 
128.9 I 
111.4 
146.5 
34.2 
50.4 
15.9 
23.5 

145.5 
64.61 

744.6 
157.4 

128.4 , 
288.4 I 
129.8 

74.8 
294.7 
412.3 

32.2 
94.3 
29.9 

136.9 
495.7 

82.1 
16.2 

143.6 
132.7 

59.2 
115.7 

16.1 
12.1 

31.2 ' 
20.9 
18.5 
28.2 
39.5 

6.31 
22.31 
344 
55.9 

1 

29.0 
25.0 
32.9 

7.7 
11.3 

3.6 
5.3 

32.7 
14.5 

167.3 
35.4 
64 

64.8 
29.2 
16.6 
66.2 
92.7 

7.2 
21.2 

6.7 
30.6 

111.4 
18.4 

3.6 
32.3 
29.6 
13.3 
26.0 

3.6 
2.7 

4,009.4 348 . $7!635.0 $1,716.0 
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lexplanation of StatcAly-State Tallies 

Table 1 --lJeue(il.\' to Slllt!t,flts ullder rIll: UOPE Act 

The first column provides !he lOlal estimated Pdl Grant ft:ndin£ in the 1999~i)9 academic year 
for students attending postsL"<:ondary institutions in tht: State. 

The second column provides the total cslimalcd reduction in (axes (as a rC'llilt (lflhe HOPE 
Schol~rship and the higher •.:"fiuCtl!i01l1:JX deduction) in the 1998 calendar year fix stildcnts 
allcllding postsecondary institutions in the Slale. 

The third column providl.:s the total esHmated rcJucli~lH in lo;m ft.:cs in the 1995~99 academic 
year ror :;luucnfs and parents attending Jlostsecondary ins[itutions in the Slutc. 

'I1lC finn1 column is a tot,,1 of the first three columns: the toial benefit for students in the State. 

Table 2 - Pelf Grullt Rellejits ;0 Students 

For students attending postsecondary institutions in tbe State in the 1998~99 ,academic year: 

~ 	 l11e first column shows the number of Pdl GrmH recipIents: 
• 	 the second columll shows: the increase in the number of recipients over the 

prevIOus yCilr~ 
• 	 the third column shows. the tolal Pelt Grant funding; and 
• 	 the fGurth coluqm 3ho\,/" the increased Pdl Gran! funding over the previous yelle 

Methodology of State-by-State Analysis 

l'ei! Grant }Judget A Whorily fl~r Academic Year 1998-99 
Estimates arc ba:'>cd on 1998~99 Pel! Gratlt projections, adjusted by the 1994~95 academic year 
distrihution of Pen recipicnts and funding among different States. 

Combined Ta:~ BcncjifsjiJr Calendar r!!ar 1998 
Using a natiQua!ly-represcntnlive sample of postsecOIubry studentH, we first ddermined the 
likelihood of a PeU and non-Pcll recipient receiving a tax bClIctiL Using these datu and the PelJ 
Granl dislribulions discussed above, we cstimated the number of students that would receive a 
tax: henefit illcuch slate. We then used this relative dislribution of tax beneficiaries to allocate 
ca!t:ndar year 1998 benclit aminmts ($5 9 hillion) among Ihe Stales. 

CUIS in Student Loan Origination Fees/or Academic Year 1998-99 
Estimates arc hased on projected loan amounts and number of borrowers for academic year 
199,x-99, and the historical distribution ()r l<?ans.by State. Two percent of Siaflbrd (subsidi7£d) 
loan volume and nne percent of unsubsidized loan volume cqunllhc estimated slmlcnt savings by 
Slate. 
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llighlights of the 

Hope and Opportunity for Postsecondary Education (HOPE) Act of 1997 


TUle I: IHghcr Education Tax Incentives 

IIOPE 
Sclw/(lrship 
T(LY Credit 

Up lu $1.~OO r\!r'~(\lde!lllilX \!!\tdit 
for Blilion (Iud rt"es in ~l\Jdent's Ilrst 
yC<lf ;md munher $1 ,500 tn lmc second 
year ,fstudem carns at le;,s! a H· 

$HL6 hill ion tlH:f live 
years. 

Expected tn hl:lp 4"2 rnil!ion stutients in 
11)')8. 

flvcrnge. 

Phases up from $5,QO() in 1997 to a S 17.5 billio-n over live !~xpe>;tcd 10 help 8.1 million students in 
$10,000 maximum deduction in 1999 

SlO,()(JO Ttlx 
:rearS. 1998.Dedllcliol1 jNr 

for wjti()t1 and fecs. Also available forlIiglter 
training and Ii!~klllg learning.EdUf:lllimt ilIltl 

Training 

Education spedlief;!milic~ with Incomcs up 10 Combined with tax deduction, JR..'\. usedTilX-Fret: 
$100,()UO would be eligible for IRAs, c;lIimalc$ not +lv,ti!nble. for eduC\ltion will never be taxed. Wi II 
and could make penally-free 

lIduClllif)n 
make over 20 million families eligible Savings· 

wllhdrawll!s for higher education. fOl such a benellt. 

$2.4 billion bctwcell EXlends tliX exclusion for Benefils !.7 million employees a year, 
employer-provided education 

Educational 
1997-200LAssis/tInce 

assistance through 2000, for hoth fmm Employer,.. 
undergraduate ilnd gmdu3:tc 
l..:lucation. Also f}(oviJcs tax crcUil to 

small businesses. 

, 
i Cllmmuni(y '!\IX rcliGf fm eOlllmunily service loan $15 million over five Not available, 

forgiveness and for borrowers who years.: Service: LOlm 
repay through the income (contingentForgiveness 
rcpuymenl rhm few 25 yems. 

Tille II: Financial Aid for Needy Students 

Largest inCTC<'lSC ill two decades·· At lellst $40 \limon over Over H! million students now eligible 
from $2.700 in F)'971O $3,000 in 

i Pell Grant 
five years. $1.7 hillion will reedvc tm im:rcase lip to $JOO. 'nlisIllcrease anti 

FY9H. Combined with !he F'f97 more in 1998 than the irl<:rcot$e will also make an additionalExpansion 
increase, the malilmum grant ha<; FY97 appropri<llkm - il 130,000 families eligible fnrthe grunt. 
im::n::ascd $530 siBl:c FY96. 25% increase in aid. 

Increases eligibility f:x older, low­ $3.9 billion over five: An additional 218,000 low-income 
income students 10 nxe:!vc a Pell 

Fell Grant 
years. students gencrnlly aged 24 or over willEXl'an...iolf fliT 

be newly eligible for Pell Grants. The Gram.Older, Low­
new reciplcnts v.i11 receive, on average, aIttcame 
granto($IAJI.

Students 

elliS [Oot!) fees from 4% to 2% on $2.6 billion in savings tlXlfl fees wUI he CUl in htllffoT4 milli<lO 
nced·I)t!~cd Stafkrd lna~ls .~ and 10 

Cllt in 
ilK rn.rrowcfs "ycr five h"w~ and middle~inc{'>mc students, and hy 

3% on other ImH!s for s:udents and 
Student LfHm 

yt."Ur5 a quarter for 2,5 million other loans.Fees 
parents, 

*l1H! IRA proposal i!: not part of the IIOPE'Act but will be tra/:sln tt!ed 10 Congfl.:ss separately. 
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Summary of the HOlle lilld Opportunity 
for Postsecondary I~ducation (flOI'!!:) Act of 1997 

, March 20, 1997 

T ada}"s employers look for job applic.:mls with more thall a high school diploma. Since the success of the 
pOSt- World War i1or Bil!, the Fcdcrnl GO""CflllllC!lt has expanded college aid. mnking 1t po'ssible t(~r more 
Americans In allend college. But for too many, the financial strains of continuing their education arc stilt 
severe. 	The President's Hope and Opportunity for Posts~:condary Education (I-lOPE) Act of 1997 ensures thnt 
these barriers to higher education l'olltinuc to fall for all Americans and proVil!CS tax relid' for middlcwincomc 
families struggling to pay for college. 

, 
Title I, /UGlIER EOUCATION TAX INCENTIVES 

HOPE .~'<cllOfl1r.'iltip Tax Credits 

• 	 Up to tl $1.500 per student credit for tuition and fccs lor courSe work hcginning on or ~ftcr Ju!y 1, 
1997. 

• 	 Credit can be claimed in two- tax year~ i(':r <lny slmlent who has not finished 13tn aud 14th yt.:ars of 
cducation. 

The tax t;\'1;:dit is expected to help 4.2 million stt1(kmts (199R), and would save families $18.6 hillion 
over fivt; y0ars. . 

The n(ln~rCfUlldablc lax credit is avaibble for students enrolled on a1 lca~t a half-timc bm,is during (Itt; first two 
years of P(lSlsccoIldmy education. The credit may be cl'limcd in no more than two years. To rCCCIVi.: the 
credit for the second time, the student must have at least a B minus grade pOint average in course work 
completed hefore lhar year, Federal grants (but not loans or work-study) generally would reduce the allowable 
tax credit No credit would he availahle for any student convicted ofa drug-related felony. 

The credit would be phased out for taxpayers liling a jOint return with adjusted gross income between $80,OOn 
and $100,000, Fur taxpayers filing single and head-of-household relurns, the credit would be phased out for 
adjusted gross inco)ITIe between $50,000 and 70,000. (The phase-out ranges and the amount of the: credit 
would be indexed). 

Tax Deductioll for Higher EducatioJl anti Tmi"i1lg 

'" 	 $1 0.000 fX~r family maximum deduction for lifelung learning ($5,000 maximum in 1997 mld 1998). 

.. 	 A vatlnhlc for job training <::nd. re-training, in nddilioll to lralii{i<;nal undergraduate and gmdll~t(C 
education. 

Deduction is "above the linc" -- available evcn If Ihe taxpayer docs not itemlze, 

.. 	 Expected to heip 8.1 'million students (1998), and would save families $11-5 hillion over five years. 

-6­



• 


The deduction CQuld be claimed for nut~of...pockct tuition Hnd fccs paid for acy student enrolled nt least half'~ 
time in a degree or ccrtilic:lte program, induding graduate programs, al an eligible POslsc(;ondmy institution. 
In addition, the deduction would he available for the CQS{ of training ~- whclhcr or not it leads to a degree-­
t.Jmt ht.:lps the student, older worker; or jOb-seeker improve or acquire joh skills. A stll<icl1t ill [he first !wn 
lears of pOstsecondary education could choose either Ihe credit or the deduction, but not both, Th: deduction 
ph'lscs in, beginning with a $5,000 maximum per family for payments made after December J 1. 1996 to cover 
course work beginning on or after July 1,1997. It increases to Ii $10,000 maximum deduction heglnning in 
1999. The deduction would be J1llas~d Qui <lIlhe same incomt.: k:vd!j a;; lht: crcdiL 

Tax-free EtlllCllliof1 Sm'ings* 

• 	 Familics with incomes up to $100,000 would be eligible for lRAs, and couid make pcnalty.frco;! 
withdrawals for higber educ<ltion. 

• 	 Combined with tuition deduction (ahove}, thi: IRA savings :>pcnt by middle-income fhmities on tuition 
and fees v/Ould never be taxed. 

*- As part of hi~ halanced budget plar., the President has proposed a number of changes 10 IRAs to m:lkc il 
pO!i!iiblc for Ilnnilies to usc them to pay for education tax-rree. Although the 5pecific legislation providing for 
these changcs is nOl included in the HOPE Act, it will be transmitted to Congress 50011 

Tile Presldcn!'s budget plan would allow mAs to be used for postsecondary education expenses free from 
early withdrawal tax penalties. and would make over 20 million f'lmilics eligibJe to make tax-deductible IRA 
contributions. Currently, ir an Jodi viduaJ (or spouse) already participates in an employer's retirement plan, 
eligibility is ph'ISI:d ou1 for taxpayers filing a joint return with adjusted gros;.; income between $40,000 and 
$50,000 (between $25.000 and $35,000 for single filers), 'nie proposal would expand the phase-out ranges fur 
1997 through 1999 to $70,000 to $90,000 fur joint filers ($45,000 to $65,000 for single), Beginning in 2000, 
the phase-out range would match the ranges dcsl.:ribed for the higher education t:IX credir. The proposal would 
also create a special IRA that eould be used to !>ltVe for education and other m:eds, :>ubjcct to the SHll'it income 
limits. 

Etlucillioual Assistance from Employers 

• 	 Extends 1ax exctusion for employer-provided education assistance (Section 127) through the year 
2000, f(.r hoth undergraduate and graduate cduentioll. 

• 	 Tax credit to encourage small businesses to offer educational a$."\istancc 10 employees. 

• 	 Benelits 1.7 miltion employees a year. 

TIle current exclusion from an employee's income of up to $5.250 per year of postsecondary cduca!ional 
nssistance pruviti(d by an employer expires thi:-:. year, amI expired for gradu:llc-!cvel assistance la:-:t year. The 
I)rcsident would extend the exclusion, and reinstate the gradua(e~lcvel componcnt, lhrough the yuar 2000. In 
addition, for 1998~2000. small businesses \vo\lld be given a ncW incentive 10 provide educational assistance to 
their employees through a ten-percent tax credit ror amounts paid under all employer-provided educational 
assistance progmm for education provided by a third party. 
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Community Sern'ce: l.mm Porgi.'em'SJ 

• 	 Tax-free loan.c.mccliation for public service and forgivencss under the income contingent rcpayment 
pl;m. 

l;ndcr currcnt la\l/, a charily or priviJlC t.!duculLmmllllsltlu:ion {hal it)rgivl~s a 10HI1 liS p"rl (If u program tlml 
cnablcs graduatc~; working in J..:cl1ain professions (such as mral rncdicinc or leaching) to payoff thcir student 
loans through community service must rcporllhc loan forgiveness as incomJ..: (0 the graduale. This proposal 
would exclude thL:" tnan forg!venc~s from an individual's income and clarify lh~lt Ihe same tlcnltmmt would be 
provided for forgiveness under thf.: incomt' cOl1lingf.:nt loan rep:JYllwnt plan fhr direct Imll1s. 

Tille II: FINANCIAL AID FOR NlmDY STUI)ENTS 

JJeIJ Craut IllcredSf! ami EX[J(lIlsi(}1l 

'II Largest incrcl:\sc in Pdl Grants in twu decades, 

.. 	 $300 boost in the Pcl[ Grant maximum, 10 a $3,000 maximum award, Sincc FY 1996, the Itl:iximum 
,award will have increased $530, 

• 	 A 25 percent funding increase ovcr 10m yem ~: $ J.7 billion more than the FY 1997 appropriation. 

• 	 3.6 million students now receiving Pell Grants will be digih(c to receive an increase of up to $300. 
The increase will make 130,000 more moderate-income families eligib!e for the grant 

• 	 Older student provision will make Pell Grants available to additional 218.000 low-income students 
generally aged 24 or over. 

• 	 With thcs(; changes. the number of I'dl Grant recipients wiil exceed 4 million in FY 1998, 

.. 	 At Icast $40 hill ion available for Pel! Grants for needy students over five YC<lrK 

Pel! Grunts are the foundation ofstudent aid for low~ and modcnitc-income ffHnilics. Increasing the maximum 
award 10 $3,000 provides more: oid to currently eligible sludents, and makes an additional 130,000 students 
eligible for the grunts. In nddition, the proposal would increase the eligibility ofolder, low-income swdcnts. 
With this change. more low~incomc students who arc 24 years old or older and financially indepemlent from 
parents would receive: a Pell GranL Pell Grants arc particularly beneficial for low~incomc students who have 
little or no lax liability because of the high award level and its availability for all four years of undergraduate 
education. 

• 	 Borrower-p~;id loan 1'l.:es cut in hall' f()r 4 million low~ nnd mlddlc~incomc stlldcnt~, ,and by a quarter lor 
2.5 milliOll other loans to student and parent borrowers:. 

• 	 $2.6 billion in imrrowcr savings over five years produced by the fee cut alone, 
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~ Interest rate during in~schooll:x;(iod cut for 2 million students, saving them an additional $1 hillion. 

Before 1993, borrowers lost up to 8 percent of their student loans in required fees before the nwncy ever 
reached them, in 1993, the President's aggrc-ssivc stmlcnt loan rcfonn:-; spurred a 50 percent cut in allowable 
:ces that has already saved families nearly $2 billion. 'lllC President's plan proposes -~ F)r hoth the Din:c! and 
guaranteed loan progr.mls -- to cut loan fees from 4 percent to just 2 percent on nccd~ha$cd SlaHord Joans, ,md 
to 3 percent on other loans for $tlldc'nts ami parents, 

The Congressional Budget Office :10<1 other analysts have noted that lender costs during the in-school period ~~ 
when students nrc not required to make paymcnts on their loans A_ arc VC!)' low. Thc budget rcducc~ the 
intercst rate during thai period by one percentage point. 

The pmposal provides these hlmcfits to students while saving taxpayers $3.5. billion over live years by 
streamlining the gmu'wlty agency system to make it more efficient and cost effective and by eliminating 
excess lender profits. 

College Work-5;/lllly* 

• Budget funds I million College Work-Sludy slots by the YClI,2000. 

• Incentives to reach the goal of 100,000 work-study reading (Ulon;: by 1999. 

, 
The President's 1998 budget also increases aid for students through subsidized jobs in the College Work­
Study program. The President hus called on colleges to commit halfof the incnmsed funding since FY 1996, 
$120 million for FY 1998, to supporting community service jobs. The Secretary of Education recently wnivcd 
the institution'S required portion oCthe awards [or students that partieip'ltc as remJing tutors ~~ part of 
Americil's Reading Challenge, helping to ensure that every child can read independently and welt by the end 
of third gmdc. The President's budget is Or1 n path to achieve the Prcsidenl's goa! to raise Ihe number of Work­
Study recipients to a niillion by Ihe year 2000, and 100,000 reading tutors by 1999. 

* Collcge Work~Sttldy proposal is included in the President's budget request nnd approprimions language but 
nOI in the HOPE Act 

-9­



Case Studies: 
flow tlte President's Hig/1!!r EtllIcllfiolll'roflll,m/s 

Bellefit Typical AIIWriL'UlI filluilies 

Taken tngt.:'lb!.!f, ihe Admillistrn!ion';-; propnsallo aHow pcnalty~ficc withdrawals from IRA:; for college wifion 
and the wit ion tux deduction allow filmilies to save t<lx~frce for their children ':;: education. Families pay no 
income taxi.:S on moncy they contribute to an IRA, and ihc interest tlcctmmlatcs. tax~rrcc. Under lhe 
Administration's proposal, j~lmi!ies would be allowed 10 withdraw money from thei!' IRA to pny higher 
education expenses without paying the usual excise lax. And hccausc tbey can deduct iuition expenses of up 
to $1 0,000 per y{:ur from taxable income, they will not have to pay {he income lax normally due on IRA 
withdrawals. This adds up (0 Jax.ji'l!l! savingjiJl' "o/{cge, 

The following examples demonstrate how the Adminislrnlion's proposals help families save for their 
children'" college tuition: 

ICxamplc 1 

$35,000 Family Income 


A J1l1nily wilb combincd incomc 0[$35,000 per year in a 15% marginal tax bracket saving for college 
~xpcnses of $1 0,000 per year for 4 years. The family earns nn R% annual return, 

• 	 Under the Administration's proposal this family, would need to put $955 per year in before tax 
savings into an IRA for 18 years, 

.. 	 Without the Administration's proposal, the same family would need to put away almost $1.090 per 
year after faxes. That means ;hat they need 10 earn more than $1,280 per year bejiJre foxes, a 
tliffcnmce of5325 per year to reach the same s!,vings gOlll. 

Example 2 

$60,000 Family Income 


A famity with combined income of $60,000 per year in a 2g% marginal Ulx brackct saving lor college 
cxpelt~cs or$ t0,000 per year for 4 years. The fainlly earns an 8% annual return. 

Undcr the Administration's propo:xll this f.'1mity would need to put $955 per year in bcl.m;~tax 
!>(lVings into an IRA mr 18 years. 

• 	 Without the Adminlstration'.s propns:!!, the SHme family would need to put away $1,220 per year 
after fax.es. That means that they need to carn nearly $1,700 per year hejhre tm.:es, a differentc of 
;,lmost $750 pet yc.n to rCllch the same sa:vings go:.L 
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Fuur I~xamvlcs of Hnw fhl' HOPE Act \Vorks 

The lax liahilities wied in the following four examples lIfC bas~d on thc personal <.:xcmption, standard 
deduction ,m.! the beginning point for the 28 percent rate bradl!l as}iumcu to be in clTce{ in 199K, the first 
year Ihe incn..:ased Pell Granls will be available under the President's proposal. Under the proposal, the 
maximum tUition deduetinll for 1998 is $5.000. It is: $10:000 for years thereafter. Tax liabilities arc 
estimated on the assumption that itemized deductions of 18 percent of adjusted gross income arc claimed 
if that amounl exceeds Ihe si:mdard deduclion. 

Example 3 
S60,OOO Family Income 

M:trried Couple \Vith One Child in College 
199& Hcncfit: $1,50n 

Larry m](1 Jill O"l'\cil! arc a married couple with two children. Larry and Jill cnrn $60,000 in 199&. They 
claim both children as dependents because they provide more than half of their support. Bobby, Ihe 
O'NeiUs' older child. eHrolls as H freshman in ,I community college in the fall or 1998 and is- charged 
$1,500 III tuition and required ICC~. Donby's parents pay his tuition. Under the President's proposals, the 
O'Neillltrc entitled to a IIOPE Scholarship tuition credit of$1.500. (Because a credit is- being claimed for 
Bobby's freshman year, his grade point average does not affect his eligibility for Ihe credit.) The credit 
reduces their tax liability by $1,500, Thus, the O'Ncills get a total benefit flf $1.500 from the 
President's proposals. 

Without the PrcsidcIll's Proposals With the Presidenl's ProPQo.'!a]", 

Tilition cost: $1,500 Tuition cost: $1,500 

PcB grant: $0 Pell grant $0 

Tax liability: $5,760 Tax liability: $4,260 


Examp/e4 
$111,1100 income 


Independent College Student 

1998 lIenelit: $3,458 


Joe Jefferson is 0 college freshman in the fall of 1998, He is single and SUPPOf1S himself. He 
cams $10,000 in 199ft In September 1998. Joe enrolls in college Hod pays $3,025 in tuition and 
required fees for the fall semester. In December he is ebttrgc~1 $3,025 in tuition and fees for the 
spring sem.:ster. Under the President's propo!'.1Is. Joe is entitled to it Pell grant of $3,000 that he 
uses to pay P.1r1 of his tuition. He pays the remaining $3,050 wilh a combination of savings and 
loans. Under the Pre",ident '$ proposals, he is entitled to a tuition deduction for his $3,050 
payment. The deduction rcduces Joe's tax bilt by $458. which is more than his total tax liability 
I'or the Yf.!ar, Thus, Joe gets a to'tal benefit of$),458 from the President's proposals, $3000 in 
Pell Gnmts lind $458 in reduced taxes . 

.WithQut lhc Prcsidcol' $ Proposals .Witluhc President's Proposals 
Tuition cost $6,050 Tuition cost: $6.050 
Pel! grant: $0 Pcll grant: $3,000 
T:tx Iillhility: $458 (less $3 ErTC) Tax liability: $0 (plus $3 EITC refund) 
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1:.~nlm"lc 5 
S30,000 Family Income 


Manied Couple with One Child in CoHl'gc 

1998 Benefit: SI,050 


Vic!or and Susan Montoya an.: u married couple with one child. tv1aria. Tom and Susan enrn 
$30,000 in 1998. They claim Maria as tI dependent because they provide more IhHn half of her 
support. M.uia attt.:nds college for lWO semesters in 199& and is charged $6,850 in mition Hnd 
required fees at the beginning of tile year. Under the President's proposals, Maria receives a Pet! 
grant for $1,850. Her parents pay $1 ,OOD of her tuition. She pays the rest of the Illition bill wilh 
a cOInhinallon of savings and loans. Under the l'rcsldcnl '$ proposals; the Monloyas arc entilled 
to a Inition deduction fur the $5,000 their family bas pHil! in tuition ant! rcqllircd fccs. The 
deduction reduces the Montoyas' tl:X bill by $750, Thus, the MontoY:ls get ...0t;1I benefit of 
$1\050 from the President's profmsals~ $300 in additioHl:1J PcU (;rants and $750 in redoccd 
taxes. 

With~1!Uhc President's ProPQs3ls _With tbe prc:£i~ut's Proposals 
TUition cost: $6,850 Tuition cosl: $6,850 
Poll gmnt: $t,550 Pel! grant: $1,850 
Tax liahility: $2,220 Tax liability: $1,470 

Emmplt:6 
S90,OOO Family Income 


Mnrncd Couple \Vith Two Children in College 

1998 ilenefiC: $1,450 


Paul and Debbie Grecn arc Ii married couple with two children, David nnd Barhara. Paul and 
Debbie have income of $90,000 In 1998 (including incolllc from <111 IRA withdrawal, described 
helow). They claim David and Barbara as dcpcn;j~nts because they provide more lhrln half of 
their support. In i 998, David is enrolled in college for thc second semester of his junior year <llld 
the first semester of his senior year. Barbara is enrolled in the second semester of her freshman 
year nnd the lirs! semester of her sophomore year. At the beginning of 1998. Burbam has a 13+ 
gNlde point nveragc. David's bill for tuition and n;;qnircd fees is $5,000. and Barbara's is $1,500. 
Paul and Debbie pay their children's tuition and required 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 lor eurly withdrawal i'wm their IRA:;, and Ihey nrc cnlitlcd to a credit of 
$750 for Barbara's witiun and Ii deduction ofS2,SOO fix David's tuiti~m. (BeCi\IIRC their income 
places them in the middle of thc $80,000 to $100,000 phase-out range, they claim half the 
maximum credit and decluclion.) The credit and thc deduction reduce their tax liability by 
$1,450. Thus, the Greens get a total benefit of $1,450 from the Ilrcsidcnt's proposals. 

Withollt the l'rc::idcnt's Proposals W1.1h !he President's JJ:Q~ 
Tuition cost: $6.500 Tuition cost: $6,500 
Pell grant: SO Pcll grant: $0 
TlIx liability: S12,128 Tax liability: $10,678 
Penalty' for curly withdrawal: $200. 
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COLLEGI~ AND UNIVERSITY I'RESIDENTS SUI'PORT 
rUESII>ENT CLINTON'S HIGHEU E[)UCATION INITIATIVE 

Already, over 25(} cotlege presidents -- repn:senting communUy colleges. public and private colleges and 
universities _M have express{!d supparljhr {'resident Clinton's higher cducafi<m inilialiFCS. 

• 	 70 community college presidents and 280 community college trustees signed the American Association of 
Community Colleges and Tnlstces letter of support for the President's higher education initiatives 

~ 	 lOS private co1lege presidents joined the president of Dickinson College in signing a letter of support for 
the President's loili,uives 

~ 	 23 California State University preside-n!s joined the Chancellor orthe California State University System 
tn a lctlcr of support for the Jlresidcllt'S initiatives 

• 	 63 Christian college presidents signed the Coalition for Christian Colleges & Universities Jetter 
commending ~he President [or his higher education efforts 

• 	 The AmerlCiln Council on Education Board of Directors. which represents 1,700 college and university 
presidents, pt\sscd a resolution in support of the President's initiatives 

• 	 The National Association or Student Financial Aid Administrators, representing over J, 1 00 colleges and 
universitjes, expressed suppOr1 for the President's initiatives 
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• 	 April 15, 1997 

MEMORANDUM FOR GENE SPERLING 

FROM, BOB SHIREMAN 

RE: HOPE Scholarship and tax deduction policy options 

Preliminary estimates from Treasury: 

" 	 Eliminating the Pell offset in Hope Scholarships would not be as expensive as anticipated: +$3 
billion over the budget window (this is because many of the Pcll recipients do not have tax 
liability and therefore would not benefit from the credit) .. 

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

• 	 Your idea of replacing th(l deduction with a 20% credit: revenue neutral. 

• 	 Eliminating the B~ requiremellt: ""'$2.2 billion. 

• 	 Lower HOPE Scholarship to $1200: ~$2,8 billion. 

• Treasury has not yet {;ostcd out the package that we asked them to look at (No B-. $5()OO deduction, 
and reduced i}cll onset) . 

• 
. 
, 



• 

~ 


WHITE J{OtlSE/Jr."EC 	 Iiil00, 

April 7. 1997 

MEMORANDUM FOR GE/I!"E SPERLlNG 

FROM: BOB SHIREMAN 

RE: 	 HOPE ScholArship and tax dedu.tlon poliO)' .pti.... 

There arc 5"v(ra1 reasons we may want to me.ke ehanges to the higher education tax proposals: 

• C¢st reduction 

• Simplification and Administrotive issues 

• Diwibutional issues 

• AddrC::!i:S ''tuition inflation" and other arguments 

HOPE and the mx deduction are estimalCd to cost $36.2 billion over the budget window ($18.6 and 
. S 17.6 billion, respectively). There are internctions: change., that arc made to one of them can aff6Ct the 
co~1 ofthc: otber, For example, eliminating the deduction does not reduce the cost by the full $l7.6 
billion because uOing so would Ql.use SOme peopJe to claim the credit who wouldn"t have otherwise 
done $0. Treasury has estimated the costisavings from th~ following options: 

1. Lower the deduction to S5t OOO (not ludexed) 

51,8 billion reduction 

issues: credit applies only to the first two years ofcoHege, leaving no tax 
/' 	 benefit avai !e for the remaining yC1U'S (nor for job training. whioh the 

deduction allow , 
~~Orade requueme is part of a "responsibiiity" and "work ,hard" messoge. 

3. Change dcducthm to a nnn~rcl'undable 1:;% hue credit (maximum 51,500) 
\,Ji0. 

• 
N\y $4 bill,on reduotion . . 

Justificntion: -·Minimizes the regre;ssivity of the deduction, 



THE: WHITE HOUSE
• 

WASHINGTON 

• May 22, 1997 

MEMORANDUM TO THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Tax Cut Proposals for Budget 

Your economic team is meeting with you in the morning to 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 ofyour advisors agree that we need to develop our sense of an 
overall $135 billion gross tax package. One reason for developing our tax package is that it 
aHows us to work with Democrats to increase a commitment for our education tax package,. by 
showing them that we can put together a package that could include their priorities. Currently, 
Republicans are telling Democrats that they could support other Deruocratic 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 your rugher education tax cuts, we 
oould fit their priorities -.. e.g., IGdsave, Rangel's initiatives:, - outside ofthe $35 billion. 

2. Working with Dem.erats and Republicans: While part of the goal is putting together .set 
orideas to get "buy-in" .from the Deruocrats that unifies them, bath 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 contlnwng to work in a bipartisan process. Therefore~ while we 
would seek to unify Democrats ""1th our $135 biiHon package, we would shop it and get input 
from all sides, as opposed to having a "Democratic package" that at this moment might alienate 
Republicans from working with us. As. 101m 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 Ruhin and his staff arc already been involved in serious consultations. On 
Wednesday, Bob spoke,with Archer for 30 minutes nnd met with Roth for over 45 minutes, 
while also speaking with Moynihan and Rangel and other House Ways and Means Democrats. 
Archer and Roth agreed with nob to have their st.:'lITs meet with Treasury staff next so that they 
could review our $135 billion set of ideas for discussion. 

• 




'. 3. Two V ot .. Sirntegy: &skine cautions that all decisions should be Considered agolnst the 
backdrop of what best ensures that we preserve our two vote strategy. . 

• 4. Education Package: One ofthe main issues we need to decide is what alterations we need to 
make in our education proposals in order to gamer adequate support from Democrats and the 
education community. Everyone agrees that we need to make the Hopo Scholarship more 
progressive and in some way drop the B· requirement Ye~ in order to affurd these changes, we 
need to decide whether and how to shave the Hope Scholarship or the $·10,000 deduction. 
Attached is a decision memo that goes thr(1).gh the pros and cons ofsuch choices. 

5+ New Education Ideas: Another decision is what additional ideas we may wish to consider, 
particularly fTom Charlie Rangel outside ofthe $35 billion. 

6. Child Tllx CrcdiUKidsave: A major issue is whether to amend our child tax credit, to a 
"Kidsave"l'roposal, and whether we wan! to add refundability, or change the age or income 
limits. The current Treasory set of ideas does include a refundable Kidaave proposal. 

I. 

7. Capital Gains 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 gai~ but strategic questions of 
whe", we should start. Currently, the Treasury set of ideas includes a 50% exclusion; a Bumpers 
expansion, your home capita! gains, and the Dasehle estate tax cut 
One aftbe ideas you had mentioned was to include provisions with strong appeal to the small 
business and high teclmology community. 

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

9. Addltio.al Ideas: At your request, Treasury has also included a short description ofa . 
modified home office deduction and an increased. health care deduction for the self...employed. 

Attached arc the following: 

• One I)age Treasury Chart: Following a meeting in Erskine's office? \\Ie agreed on a 
preliminary package to present you. The chart shows Treasury's estimates ofwhat costs 
of the different proposals would be. 

• Treasury Background Paper: Memo from Don Lubick that explains several of the, 
pwvisions in the chart. 

• Education Tax Cut Pro/Con Memo: This is a pro/con memo on die different options 
for rcfonning our tax proposals using ideas presented from both Secretary Riley, 
'Treasury Department and other members of your economic team. 

• 
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DQll:tr I.lnOlloU in mil1ioos". M~'2'. 1m 

ZQ!I!! ' 1m l.\M l!122 :1il!lI. 21m 1998-02 I22S-Il7 

Educ-atiQIl p:ldrage 
HOPE ""'oI_i>,$1,200; 1UltionDedu<liOll, $10,000 \I -18 -4,242 -6,561 ,8,461 -9~71 ,10,128 -l8,833 -94,560 
""'sal K·12 __"'pn>Visi<ln(DOt_""l 
Malle S«.fmn t::n P.ellilllDent ·82 -645 -670 '-110 ·796 -all -l,674 -a,441 

MjddlawCI!l1! Tax Rend and Savmg Proviti-ot)J 
Refull.d..ble Kirluv.e Credit '\2 . -568 -10,612 ·10,9)0 -14,3>S. -17,889 -17,960 -71,729 -161,423 
tndh~d!ml AMT [donn. stnrt in 2003 \J 0 0 0 0 0 0 0 -37,472 

C..pilni Gatru aod ErtaleTu Reller 
50% CapOn £'<C!usion ~d 20% AMf ·102 -1,410 1,493 "I,M3 -1,621 -1,549 -4,190 -11.009 
Sup«~Bumpen Prog N\lmbc:r ~ 0 ·50 -150 -300 -400 -500 .1,400 ~:S.500 
Pte::jdt:t:t'! Home 5al¢$ Pm.isions \4 ·60 -239 ·222 -205 -!81 ·168 .. 1.021 ·1,600 
Ducllle ~I"a r",prop<»->J. {JCIj 0 -«0 ·540 -640 -740 -S40 -3.200 .10;200 

Urban lniti:ltiw, 
D~ t=u lnilioth.., (lC1) \5 ·25 ·172 ·no 464 -483 -'IV .1.976 ....4.063 
Wclf~~1,o.WOO<. pen 0 -41 ·75 -95 ·77 -41 ·329 <353 

Other Tax ~tltiV($ (JeT) \6 0 -51 -156 ' ·285 ·344 '-420 ·1,262 ·9,422 
Qne.year Exlensl<Uu ofExpiriog Provlsions (lC1) -405 ·958 ·682 ,·398 .259 ·127 -2,424 ·2,459 

Grou'!u Cut ·1,920 ·18,926 .] 8,&63 ·27,sS9 '32.161 ·33,123 ·lJO,6J8 ·346,504 

n~"~OUt Otr!th 8ll:J 7,741 9,067 iO,22S 10.668 1Q,955 48,662 103,945 

T(ltill Net Cut .l,037 ',,11,179 ·9,796 ·17;1l4 ·21,499 .27.,168 ·81,976 ·242,559 
(Nullndnding Rangel.chaol f"onstrudion proi\rnmtup~ed to e~:l1 SJ bmJl>n througb :2092 and $1llinlon through 2007) 

\1 The propO!4.1 dr{lptt Ibe a.. rul:e lUld Pel! offset to110PR _ 
\2 A refuDdqblc child credit forc1lildtea \If\du lJ with an option!tl t.)OO oondedllCtibte fRA fureducatioo or~t 

fO( ellch child<:redit aUowed. The cudir is $l'soin 1m. $300 in 199& and 19$19.~ in 2000 and indexm themU'ter. 
\3 ASSllm::$ thc eellCt::ru:tlt ottb<:: Administration's child credit proposat A.m<m8 olhet fhinp. it dimina!es . 

,=>1";'PF;opn... AMTpm=-r_ (most imponanlly. pe=nal """'!'Ii""" rrnllbe slrrnlm! d,""",ioolaU""" ~ <mIl" '" olj;et AMT 6aWily, and in<laxa> lbe A 
\4 S:teked after Ihe SO% mlusjon. I- • • , 

\5 Elq=d llmpo_z..", rrnI Ilnl""';se Communiti.., BtoWIlfialds, ond CDFf, 
\6 Eq'Jiiable t-01Hng. ~ IUeo T~Credit. FSC sofiwm'-e. and DC lneentives. 



, May 22, 1997 

~n:MORAN\)UM TO TilE PRESIDENT 

"ROM: GENt: SPERLING 

SUBJECT: Education Tax Package 

This: memo describes two huslc approaches to changing the HOPB Scholarship and 
$ J0,000 tuition tax deduction proposals in order to (I) fit within the $35 billion allocation over 5 
)1(';~H"s. (2) address, 10 varying degrccs, the concerns ;lbout possible grade inflation and tuition 
inllation miscd by pundits, and (3) address issues of progrcssivity raised by key Democrats and 
education grollps, The memo also describes other education tax items that could be included in 
~111 Atlminisl,alion tax package outside of the $35 billion that was reserved for your credit ~H~d 
dl.'duction 

Inside the $35 billion: HOPE and the I)L'tIuction 

Treasury's estimate of the revenue loss from your two higher cducalioo tax proposals is $36.2 
1Illl:')!), wl!h :"nughly half the col'! as~ocia1:cd wilh each proposal (the credit costs $] g.G billion and the 
deductiolJ COS! $17.6 billion).l 

Both options 3 and 4 helow are attempts [0 regain costs that would be tbe result of 
ci1;mgcs to jhe grade rcqmrcmcm and Pell offset, as descrihed in I and 2, 

1, Grade Requirement 

The {'C:lsons fl)r changing the grade requirement include: (1) administnHivc concerns 
r:;i:{(.·ll liy colleges. (2) ··grade inflation" arguments from pundits, and (3) COllecms tlwt the 
rcqu:rc:ucm wu;J!d llut he applied eq.ially ,{cross families, because middle income families at 
IraditiOlltll colleges could still get as valuable a {<IX benefit through the tuition deduction (which 

1JOIl\! TJX eSlillllllcs have hccn highcr -- a lotal of $40,6 hilbm. with $28.9 attribu:ahlc- 10 dw crc(\lt, and 

:f,; I,(l JHrih\lIa:}le In the tlctlm;\io\!, The ctk)perativc cffnrls hetween Join! T;L't and T;CJShty, .1grced :tl in Illc hudget 
de:l!. Iil:ay ,educe ~his dispari1Y, ' 



has no grade requirement) even if ineligible for the credit. There are two possibie alternatives: 
1a. Satisfactory Academic Progress. Federal sludent aid programs currently requirc 
that. ill order to continue receiving aid, the students must maintain "satisfactory academic 
progress." This roughly equates to "passing," and is defined and policed by the schools, 
This option is roughly t:quivalent to eliminating the grade requirement. 

Pro: This is the measure that the colleges prefer, since it is already in lise, 

Con: This is not a rigorous requirement We would nOl be ahle to argue that we 
arc encooraging swticnts 10 excel, 

I h. Aebieving S()pJtomon~ status. Under this approHeh, u student could noi receive a 
second HOPE Scholarship until she had successfully completed OllC full academic yCa!" 

(This would incorporate satisfactory academic progress as well), 

Pro: A iUIl-timc start in college is strongly associated with retention and attaining 
u t:cgrcc. This would encourage students to do more than take a few classes, or to 
continue with theiT s1udies beyond a semester or two. It provides an argument that 
we arc not completely hacking away from an accoullt~tbililY component within 
HOPE, 

Con: This could be confusing 10 students and taxpayers \\"ho, hased on 
information provided by the school, would have to switch from (he credit (0 (hI: 
deduction until they fully completed one year, then would switch back to the 
credit. 

Eliminating the grade requirement (option la) costs £2.2 billion (assuming no other 
changes). Option 1h would probably cost slightly less, but has nol hecn estimated, 

2 Offset o[F<<\o",1 Grallts ("Pel1 Offse!") 

In ordcr to stretch the $1.500 credit further into the middle class, your HOPE Scholarship 
proposal currently I~lakes Pclll"Jra!lt recip~cnts (und other Fcdcral grant aid recipients) ineligible 
for the HOI)E Scholarship if they receive $1 ,500 or morc in Federal grants, Higher education 
organizations and Democrats 111 Congress have argued that this unfairly excludes low-income 
ramilies i'rt}l11 HOPE, lending to tl more regressive P1'Opos.;:L; 

There ;ife l\lio altcrnativc~ for the Pel! Grant offset: 

la. Eliminate of[~ct entirety, A student wlth a $J,OOO PcB Grant could also receive a 

, 
Ignoring the rull $3.000 th:lllhc lowest income students can lccciv1C in I'd} Gr.ults. they ,ugne thtlt your 

j I.ld;;<:1 plj)\'idc~ (lidy $}OO f{)! lhe poor slmjcnH (1111,,' Pel! fjulnt iIlUf'IIS(,). but S1500 (HOI'E) or CVCI: $.2.S00 
(m;lx.illll!lll $1 O,Ll{jO .kductioll III 2R% hrade:j IIll' higlK'I-ln.:nmc IiUll) hl'~. 



$1,500 HOPE Scholarship, if the taxpayer paid enough 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 concerns of key Members of 
Congress and constituency groups (who have been reluctant to fight for the details 
of our proposal as currently drafted). Reduces the amount of data that the 
taxpayer and IRS will need to compute the credit. 

Con: Cost which must be absorbed through other changes to the proposals. 

2h. Offset J,!rants by 50'1.). With this approach, a student's eligibility for the HOPE 
Scholarship would be reduced by half of the Federal grants received. This approach costs 
$0.9 billion when considered alone. 

Pro: Gosts less than eliminating the offset entirely. 

Can: Excludes the poorest students from I·IOPE (those with maximum Pell 
CJrants). Will not completely satisfy key Democrats and constituency groups. 
Would still require a "Federal grants" data clement to be reported by colleges, and 
llsed by taxpayers and the IRS in computing the credit eligibility. 

J. Education's approach: 51,500 Credit, Deduction capped at $1.500 

The maximum HOPE Scholarship would remain at $1.500. The tax deduction would still 
apply to up to 55,000 of tuition and fees through 1998 and up to 510,000 thereafter. However, 
the valuc a/" the deduction would be reduced by either capping it at $1,500 or turning it into a 
15% credit. Wilh either approach, in lhc first two years of college, the HOPE Scholarship would 
never he less valuahle than the deduction. 

Education argues that this approach would (I) equalize Ihe benefits hetween the credit 
and the deduction, addressing a criticism from somc Democrats and higher cducation groups, and 
(2) maintains the commitment 10 provide access to Ihe average community college. 

The two approaches for achieving these objectives arc: 

I. Cap ":lIne at $1.500. The value oflhe deduction (tax hrackcttillles applicable tuition 
and fees) could nol exceed S1,500. A family in Ihc 28%, tax brackel would reach the cap 
;\1 tuition ;md fees of$5,357. For tuition and fees up tn that level, the deduclion would 
continue 10 be more valuable for higher income families than for lower income families, 
hl!C;nISl! of"lheir different tax hrackets. 

Pm: Middle class I~\lllilies in the 28(:;', hrackl!l, with a child ;\t a public univl!rsity 
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or lower-cost private institution, would continue to get the fun benefit of the 
deduction. 

Con; Students at higher..cost private colleges would not benefit as much as under 
the current proposal. 

ii. Set value of deduction at 15% of tuition :md fees, The deduction would essentially 
h<: wn:cd into a credit valued at 15%1 of the tuition ami fees charged. The value of the 
deduction would not vary according to the fitl11ily's lax bracket (except to the extent that a 
low-income Hunily lacks (ax liability 10 reduce), 

Pro: More likely to be embraced by key Democrats and the education groups. 

Con: Less helpftli to middle-income families at moderate-cost colleges. 

;-"';'cilht::r oCthe approaches above wou'd save enough to fully offsct the elimination ofthc 
grade requirement and the Pell offset. One or hoth of them might offset a partial climin~ltion of 
jhe grath:: requirement and Pcll olTscl, as tic-scribal in 1 band 2h. 



4. Treasury', arproach: $1,200 credit, $1 f),000 deduction. 

The tax deduction would be unchanged: it would apply to up to S5,000 of tuition and fees 
through 1998 and up to $10,000 thereafter. The HOPE Scholarship would he reduced to a 
maximum 0[$1.200. 

Pro: One benefit of reducing the HOPE credit is that it reduces any potential tuition 
inflation nt community colleges, because fewer community colleges would have tuition 
and fees below that leveL 

Con: Increases the disparity 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 S 1,500). ' 

This approach also would not save enough to fully offset the elimination of the grade 
rcquin:mcl:t and the Pel! offset. One or both of them might offset a partitll clitnination (lfthe 
grad\,; requin;mcnl and Pel! of~set, as described in lb and 2b. 

5. Reduce both the deduction and the credit 

1ryou decidc to -completely eliminate both the grade requirement and :hc Pel! offset (1 a 
and 2,,1), it may be necessary to explore options that would reduce both the deduclion and the 
credit in order to offset those costs. For example, a 51,200 HOPE Scholarship, and an $8.000 
dt.:duction, capped at a value of $1,200 or 15%, might yield the necessary savings. 

Education tax items outside the $35 hillion 

The At!mimstration's tax package could include several cdueution~rchlted tax items 
outside of the $35 billion allocation. While Chaim)<Ul Archer's staff clearly want to usc some of 
these other items in place of your HOPE Scholarship and tuition tax deduction, f strongly feel 
:hat we LUust hold fiml iO OUI' strict ll1tcrpretation of tile letter, which reserves the roughly $35 
:1ill i;)n :ix "j111S1SCconuary cdm:ation. incJmling a deduction llnd a credit. , , com;i:;tcnt 'with the 
ohjectives put forward ill the HOPE scholarship and tuition tax proposals c0nwincd in tbe 
Administration's FY 1998 budget to assist middle-class parents_" If we ol}cn up the $35 billion 
10 other iiems this early in the process, we risk losing the HOPE Scholarship ~md tuition 
,!t;(jl)clinn. 



The large.' tax package could include: 

• 	 A Rnngel elementary-st."Condary provision. Rep. Rangel has been helpful on HOPE 
Scholarships and the h'1X deduction, and very much wants to see SOlbe or'his ideas 
incorporated into the Administration's tax package, Some possible directions arc 
dcscrihcd below, Cost; pcrhaps $3-5 hi Ilion. 

• 	 Stlldcnlloan inlerest deduction. Diffcrcnt pl'Oposals have bccn put forward by Senate 
Republicans. Senate Democrats, and House Dcmoemts. Strongly supported by thc highcr 
education community. Cost rangcs from less than $1 billion to $3 hillion, depending on 
design (caps. income ranges, new versus old loans, and whether parents or just students 
arc eligihle). 

• 	 Extt'nding Section 127 (tax deduction for cmployer-paid education assistance). Senate 
Republicans have proposed making it pCmiflnCnt. while your 1998 BHdgct extended it 
through the ycar 2000. Sen. rV10ynihan is a strong supp0I1cr oflhis provision. 

• 	 Education savings incentives, loosely bused on the Lieberman-Breaux "KidSave" 
proposal. 

• 	 Community Ser\'icefl ncome Contingent Loan Forgiveness. Exclusion from incomc of 
[0:1:15 f(wgivcn by a llun~profit entity for comnHlnity service, or loans Corgiven under the 
Direct Loan Program's income-contingcnt rcp~iymCt1t provisions. Part oC your )998 
Budget, costs only $15 !mllion, 

• 	 Work-Study income exclusion. Semite Repllblicans have proposed excluding income 
frnm tJu.: FCllcral Work~Sludy program from taxation. This costs $(:.4 ~lillion, 

• 	 Prc..p:tid tuition plans, Exempt withdrawals Crom I;lxntioll. This costs $0.6 billion. 

R:mgc!' s Ellucalioll Empowerment Zones 

. 
Hcp_ Range! recently ill!rodUCtXllcgislation that includes his version of the HOPE 

SdlOlarship (refundable). as well as his own proposal aimed at helping puhlic elementary and 
secondary schools in poor areas. Rangel's legislation includes (;) a tax credit to subsidize bonds 
!{lr construction. renovation. tcacher training. and cl:rriculmn development [or "academics" 
Inset! on school-husiness partnerships in empowerment zones and cmpowcnncnt communities or 
high~povcrly sch'iols in oll~er areas, and (2) an cxpanSlOH of the Work Opportunity Tax Credlllt> 

henefit employers who hire graduates within SIX months of leaving an academy, 



• 

Thcr(~ arc l.t lIumber 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 
OnC or more of the following approaches: 

Schoo1 Construction in EZ/ECs: A tax benefit to help reduce the cost of borrowing: or 
olher fimmcing of school construction or renovation in high 4 povcrty areas. This could 
in-cllltlc some of Rep. R~ingcl's: eonditions for business contributions and involvement. 
though thm woult! be un awkward design. 

CIUlt'tcr School Construction in EZ/ECs: A tax benefit to help reduce the cost of 
horrowing or other financing for the construction or renovation of public charter schools 
in high~povcrty urea;;, 

Schoo}~nusin('ss Partnerships in 1!:7JI!:Cs: A tax benefit for contributions of money, 
equipmcnt, or !tmc associatcd Wilh iI partl1ership bet\veen a business and a schoolln a 
hig:l~pn\'c11y area. 

\VOTe e"jllmsion to 1~7.JEC gradmltl"'s: Like Mr. Rangel's proposal, expand tbe Work 
OpJ1or1tcnity Tax Credit (0 graduates of schools in EZ/ECs, or to schools that meet certain 
cl'llcria (:Hwh (IS the Rangel "ncademics''). 

\VOTe cxpltllsion for high school apprenticeships: expand the Work Opportunity Tax 
Credit to hu~incsses that hire participants in school-business partnerships while they (lrc 
ill school. 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 2,0220 

May 22, 1997 

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN 
l>El'UTY SECRETARY SUMMERS 

FROM: 	 DONALD C:LUBICK AIc.:::-- . 
ACTING ASSISTANT SECRETARY (TAX POLIcy) 

SUBJECf: 	 Possible Tax P:ickage 

The attached table presOll\9 en illu>tratlve budget paekage that fits within the rec:ent budget 
agreement under very prelimlnruy Treaswy sooring. The paclage includes a number offeatures .. 
that wiD appeal to Congressional DemOcra!ll'and some Repubn= end te!leas our = 
judgment about the outlines of. souad and politleaUy popular paclage. 

This 'memohigbligbt1 decisions that need to be ""nsidered iftax package recommendations 
are to be _de publioly. The momo concludes with brief descriptions of.everal tax ideas 
app..lin!: to .mall business that thel're.sident hBs asked about.' . 

Educatil>D 

o 	 The current education package contains. SI.200 HOPE credit, .510,000 tUition 
deduction, dropathe B"ilrade requirement and no longer offsets the HOPE credit by Pell 
grants and other federal aid that a student receives. This paoka.ge costs $3.8 billion more 
than the $35 billion for education that is allocated within the budget agreement . 

.'. 
o 	 ThO Education Department has suggested an aJternatlve with • S 1,500 HOPE ",edit, with 

no B- and no PeU srant offset with a S10,OOO tuition deduction that is either capped at 
51;500 oCtax reduction (so, for example, a family in the 28 percent bracket could deduct 
no more than $5,35/) or converted into • ",edit equaling 15 percent ofaIIlligher 
educationexpenses~ up to $10,000. In addition, the second year of the HOPE credit 
could only be received by .lUdents who IUve oompJelt<! their full freshmao year of 
school. We believe this package will cost roughly the same amount as the firnt paCkage. 

o 	 Bither the amount cflbe tuition deduction, HOPE credit or both must be scaled back to 
meet the S3) billion revenue target. particularly under rCT scoring. In addition. many 
potential allies strongly urge us to alter or drop the B- requirement and eliminate: the Pell 
grant offset. 

• 
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• o With money outside the Sl5 billio,ll, we propose to ~ permanent the exclusion of 
employer-provided educational assistance from tm<:able inco_ (Section 127). This;s a 
cause that has been dwnpioned by S..,..tor Moynihan and others in the House and the 
Senate. 	 . ., 

A,.ddilkmal Bduoation P'rQp",..I, th!\l Could be ConsiderzllO Annie< Support ofKSl' Members Qf 
CWilmS! 

o 	 'SchQQI !;;onstruOlion; Wew.ve designed a tax propo..u to aid school construction(and 
other activities) in poor neighborhoods, as urged by Congressman Rangel among others. 
The States and the District ofColumbia would be permitted to allocate a fixed annual 
amount "ftax credits (based on popnlation), much as theY do currently with low-Income 
housins tax credits. The States could allocate the credits for projects in public schools 
located in CIllpowcnnent zones, enterprise communities or that have a.high pe.reentage of 
low-income students. The schools eouId uS!> the credits to help pay for construction and 
renovation projects by giving them as partial payment to developors who perform the 
construction work or by salling them. Each .chool would be allocated credits equal to a 
spec!lied p,ertio. ofconstruction coats with the balance to be covered by the State or the 
school districts. 

• 
o fioJ>Wsjon Q[tlte WPm OPPP!1Unity Tax COOl; In addition to extending the credh ft>r at 

least one year, it would be ""PlI.!tded so that emp!oyexs hiring graduates of""hoob that 
ba"" • bigt,. percentage oflow-inenme students withln o.e year oftheir graduation would 
b. eligible to receive the work opportunity tax credit, 

o 	 Jlli:sDlPliQO fQ[ )£jttidnIlya/! fulm State Prnpaid Tujtion Plans: Fammes that inv ... in 
pbtns that allow them to prepay college tuition not oo1y would receive tax deferral on the 
annual increase in value ofthclr investment as provided tmder current law but also an 
exemPtion from tax when the funds ate applied to the child"s tuitiOI:t. The exemption 
wQuld apply to plans like Florida', and Virginia's that allow parents to pay in full in 
adVllIlce for tuitiQIl, but not to $Orne otlter states' plans that operate like mutual fund•. 

o 	 Position 9" DeductibilitY ofStudllint L&lUllnter.s;::t: We prefer our tuition credit and 
tuition deduction. which dQ not favor borrowing over Scaving to pay for coUege, to a 
student loan interest deduction, which does favor borrowing. A student loan interest 
deduction would provide relief, however. to many middle-income students and is 
admwstrabl.. Such. proposal is popular with certain Senators (e.g .. Mos.tey-Braun) 
and thus may be incluucd in a Congressional budget package.. _" ." 
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Middle Class Tax Relief and Saving Provision, 

o 	 The baseline package contaills a refundable "Kids...' credit based on tbe child credit in 
your FY98 Budget. Kid"ve pro1l"saIs combine. child tax 'credit with • tax-preferred . 
saving vehicle that can be used for the child's education and for retirement (ofth. 
taxpayer). Kid••v. is popular with maoy moderate Senator>, partioularly Breaux and 
Kerry. The particular vernon shown in the baseline package is refondablo, which would 
Jielp draw. striking contrast b_the distributional etreet oflJkely Congressional 
taxes packages and ours. 

Alternatives 

o 	 An alternative would drop rcfundability and instead extend the child credit in your FY98 
budget to children uodor 18 (the Budget proposal.gives a ",edit for children under 13). 

" 

o 	 Kids.va pro1l"sals cleverly.,ombine !Ill education saving mechaoism with the chJld credit 
(our version would make contributions to the education uving account optional). An 
alternative would be to have separate child credit and IRA proposals, as was done in the 
j,"Y98 Budget. IRAs, particularly backlo.ded IRAs, are very costly in Years beyond 
2002. Adding our IRA Budget proposals would cost about S15 billion througb 2002 
under rCT scoring. 

·.Mdi.tion&!.f~n!Ur'l1 om. Midd!e-ClallS t!IX reliefpl!(;k'l!~ 

o· 	The large tax outs agreed to in the second five years of the package provide an excellent 
opportunity to (efonn the individual A1ternstive Mlnimum Tax in • sound taX poliey WIly . 
and better distributed to the middle class. Cw:rontly only 600,000 taxpayers are affected 
by the AMT. By 2007, however, as many as 9 million taxpayers may be affected by the 
AMT, many ofwhom will be ordinery taxpayers since even the personal exemptions, 
standard deduction and stite and local "",es are treated as preference items. TOe AMT 
will also start to claw back HOPE credits and the child credit. F'lldng the AMT is 
important. f'or.tbe long-tun health ofthe income tax. but.is very expensive since the costs 
ofdoing SO increase sbaIplybayoed 2002. W. propose to taoklethls problem when the 
AMT problem becomes impoItan~ namely after 2002. 

Small Business and Capital Gains Tax Rellef 

o 	 The baseline package contains a SO percent exclusion for lang·term capital gains (so the 
maximum tax rate is 20 percent); a small bu'siness/venture capital proposal for capital 
gams relief, supported particularly by the biotech and computer industry; and thc borne 
!lales provision in your FY98 budgeL Note that Treasury and lCT scoring of capital 
gains has: dlffcred substantially in the past, 

• 	
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• More 'Petail on SPACial Ruleslor Small Businesses and Small Business Inyestment Compani~ 

o 	 Individuals' 10llll-tenn capital gains would be taxed at one balf of the statutory rate 
applicable 10 ordinary income - the maxitnum rate would be reduced from,28' "',19.8 
percent. Correspond1ll!lIy, the maximum 11110 on the sale of slllllll business stock beld 
for more thsn five yean; would be reduced from approximately 14 percent 10 9.9 
percent (from 21 peiceni to IS percent for laXpayers subject to the alternative 
minimum tax)_ 

The size of companies ellJlible for these special rules wauld be increased 'from 
$50 million of gross ....'" 10 $100 million of grass asse'" and the limitation on 
the amount of gain that could be excluded (currently $10 million) would be 
eliminated. ' - ' 

Thls proposal would also adopt some of tile changes to the 1993 small business .. 

stock provision previously suggested by Senators Daschle. Ueberman and Hatch 

and by Cougressman Matsui (among others), This proposal is particularly 

favored by venture capitsl and biotechnology fll'lIll!. 


o 	 Under a .eparat>! proposal, a specialized small business investment company (SBIC) 
would b. allowed under special rules 10 qualify for an exemption from entity.level 
corporate tax to the extent it dism'buted its income currendy. Alternatively, during a 
Specifted period, any SBIC would be permitted to collVert "",·free to'. partnershlp. In 
addition, the rules that provide for exclusion of gain on seeuriUes whe,n there is a roll· 
OVer to a SBIC would be u'beralized (or individuals, and would be extended ro 
corporations. These rule, would increase the exclusion for capital gaim on SBIC 
stock from 50 ta 60 percent; extend the preference for corporate laXpayers. and, 
liberalize certaln other rules. ' 

'These ebauges have been proposed by Cougressman Jefferson who has advocated 
them as a means of improving capital acCess for minocity..(lwned businesses. 

o 	 This package should receive wide pofitical support, yet is designed to 1)ot unduly favor 
very high-income ,taxpayers and cause the net tax cut to explode in years beyond 2002, 

Estate Tax Relief for Family Fanns and Ct()sely~neld Stnall Businesses 

o 	 The baseline package includes tbe estate tax. proposals for special rclieftc farms and 
small businesseS sponsored by Senator Dascble.· They would create an eState tax 
exemption for the first S900,OOO ofvalue in a uqualified family-owned business interest" 
(in addition to the $600,000 unified credit), The proposal would also increase the 
amount ofestates eligible for the specia! 4 percent interest rate on deferred payments, as 
in your FY98 Budget, . 

• 	
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• Urban initiatives and other Budgtt items 

<) 	 The baselin. package ,,!,'lJIius a complete set ofFY98 Budg.t initiatives, lncludlng the 
_tIllSio. of EZs and BC., BrownfiOld$, COP! and the welfaro-to-worlc tax ",edit ll¢ 
tax incentives fOr PSC softw ..... D.C., and PuettO Rico, and the equitable tolling 
provision. It CO<tands _iring provisious that we do not make pennanent,.includlng the 
R&E tax credi~ deduction for contn1rutions ofappreciated stock to private foundations, 
the work opportunity tax credit and the o!phon drug tax credit. 

Incre.... Deduction for Self-Employed Health Insurance 

<) 	 You have asked us to think about increasilig the deduction for the purchase of health 
insurance for the self-employed. The SIllllll Business Job Protection Act of 1996 
gradually ini::reasesthe deduction for s.lf-employed health insurance costs from. 30 
percent in 1996 to 80 percent in 2006 and thereafter. It has b~n 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, wbich is 
100 percent. However, most employers do not COY... 100 perceni of tbeir employees' 
insurance oosts. Thus, current law is closer to parity so the proposal to incroasethe 
deduction for self-employed bealth insuranoe is overly generous. It should also be 
noted thaI no Ill" subsidy is presently provided to encourage employees without 
employer-provided insunmce to pnrchase their own health insurauce.< There are 
approxiniately nine million employees who purchase their own insurance, as compared 
I,) 'three million self-employed individuals who claim the Self-employed health ~. 
immI'anee deduction. 

Modification to the Home om« Deduction 

o 	 You also asked Us to think:: about moditations to the home office deduction. A home 
offlOe business expense deducticn CO\lld be allowed wbere substantial and essential 
apminis-trative or management activities of the rupayer's business are conducted on a 
regular basis in the ""'POyer'. home, provided the taxpayer has DO other location for 
performing these activities. The current-law limitation tbat the deduction is available 

.only with respect to that portion of the borne that is used exclusively for business 
imrpose.s. and is so used On a regu1ar basis, would also continue to·apply. This 
proposal has been estimated to OOSI rough.ly $650 million waugh 2002, assuming a 
January I, 1997, effective date. 

• 	
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D"C. 2022.0 

May 25, 1997 

MEMORANDUM FORTHE PRESIDENT 

FROM: 	 LAWRENCE SUMMERS 
DEPUTY TREASURY SECRETARY 

SUBJECT: 	 Education Packages 

This memo presents Treasury estimates of several possible combinations of the HOPE 
scholarship and tuitic'n deduction as well as severa! other education proposals. The packages 
i1tustrate the tradeoffs necessary to fit the Ho.PE scholarship and tuition deduction illto the $35 
biliion agreement. These tradeoffs arc necessary in order to offset the increased costs of the 
package that would result from dropping the B~ requirement (as requested by the education 
lobby) and the Pell grant offset (as requested by Congressional Democrats). Dropping these two 
items is estimated to cost approximately $5.3 billion through 2002 . . 

Bach of the options 'set forth below would eliminate the Poll grant oflSet and the B­
restriction. Bach option would fully phase io the complete education package by 2003, so the 
tuition deduction would be S10,000 and the HOPE Scholarship would be SI,500. The effective 
date ofthe options has been moved back to January 1,1998, which ••ves roughly $2.5 billion. 
Please note that the Joint Tax Committee may score these proposals as being more expensive than 
shown in the table. . 

EducatioJl Packages: Preliminary Tre:tsury Estimates. {DoUar amounts in biUions) 

1998-2002 1998-2007 

HOPE Scholarship, $1,200; Tuition Deduction, $10,000' 35.2 92.8 

HOPE Scholarship, S\,OOO; Tuition Deduction, 510,000' 34.1 91.7 

HOPE Scholarship, $l.5.00~ Tuition Deduction @15% credie 34.9 92.S 

Phased tn HOPE Scholarship;,Phased in Tuition Dl?duction" 35.0 92.6 

'The tuition dedu<:!ion sHuts ut SS,OOO Utroug!l !999, \lJ\d increll~5 to SlO,OOO ~he:r¢.u'eL 

IThe tuition deduction ~1;lnS at S I 0.000 in 1998_ 

"This variation c.onvcrts the tuition ded~tion int!'" I S percent credit 0 .. expenses up to SIO,OOO (SS,OOO l!l 1993). 

'The tuition deduction starts at $$,000 lhrough 1000. II1l.d in<;rea.'t¢$ 10 S 10,000 thueafier. The Hort: credil Sltu1S11t 
$1,200 through 2000, and increft.-;cs to Sl ,500 thereafter 



• 

~ OS~25/97 14:04 '5'202 622064G ope TAX POLICY 

o TIle crucia! design choice t:hat needs your guidance is whether the HOPE schol~ship, the 
tuition deduction; or both should be trimmed to fit the education into the $3S'biJ1ion 
agreement. 

Trim the HOPB credit Trim the deduction _ Phase in QQ!h <.­ , "­
(As in package #1 above) , (as in package #3 above) (as inp.ckage 114 above) 

. 	There are additional possible variations otth. packages, Elimination ofthe Pell 
offset could be phased in, thougb t.his would not save a tot since completely 
eliminating the PeU offset costs roughly $3 billion through Z002. The income 
phaseout ranges could also be altered (the credit and deduction phase out for joint 
filers with incomes between $80,000 and $100,000 and ,ingle filers with income 
between $50,000 and $70,000). . 

Additional Features oftht: Education Packages 

o 	 With money outside the $3$ billion, we propose to fuake pennanent the exclusion of 
employer-provided educational assistance from taxable income (Section 127). This is • 
cause tb.at has been championed by Senator Moynihan and others in the House and the 
Senate, [joing so will cost roughly S3:i billion through 2002. 

o 	 A student loan interest deduction"would provide reIiefto many middle-income studen~ 
and is politically popular, Adapting the ,tudent loan interest deduction in the Republican 
Leadership education bill (S, 1) would cOs! SI ,8 billion under Treasury scoring (and $0.1 
billion under Ioint Tax: scoring). 

, . 	The proposal to deduct student loan interest would provide a $2,500 above.the-line 
deduction, phased out at S45,OOO to $65,000 for single filers and $65,000 to 
$85,000 for joint "filers. . 

o 	 ·We: are developing proposals to aid sehoot'construction (and other activities) in poor 
n,ighborhoods, as urged by Congressman Rangel and others. 
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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 momin~ we said we would provide you with 
memos on the fonn 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 advisors, including me, believe that the best approach may be to 
lead with a 40% eXclusion ofcapitlll gains, as well as an expansion ofthe Bumpers capitlll gWI1$ 
relief for the sate of smati business stock. Some Democrats will not be satisfied with this 
approach because it does not have a popUlist component. Bui its advantage, as Summers notes. 
is that it allows you to start with a broad·based capital gains cut that still gives us room to 
bargain. Bob Rubin. Larry Summers, Ron Klain, John Hilley, Frank Raines and myself all 
concur that it is best to start with a broad-based cut that leaves you some room to bargain. A 40% 
excIusion is one, but not ID(fonly approach, that would meet that standard. . 

You wiH note on the capital gains memo thal there are two options listed that a(:tually raise 
revenues over both the five and ten-year period. These options set specific rate schedules ~~ as 
opposed to broad rate exemptions -- which lead to less generous capital 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 15.5% and someone in the 28% bracket pays 14%, under the specific rate 
schedule listed here, both would pay the higher rate of 20%, 

• 




..'. Capital gains tax cuts that have significant tax relief for people iTt the highest marginal rates and 
•. . only smaller taX rate reduction for those 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 scoring assumption that uppe~ 
income taxpayers will realize significant capital gains that thro' would not have O!herwjse 
realized within a five Of ten-year window. Therefore, even though tax rates are being reduced, 
revenues increase because of the increased amount of capital gains realizations occurring 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 HSSuinpt~on that capital, gains tax cuts on those in the 31 o/e. 
. and 28% brackets reduce rates on many realizations tbat would have b=ed anyway during 
the five to ten year budget window. Therefore, significant reductions on capital gains mtes on 
those in the 31% and 28% brackets tend to cost revenues. Consequently, options that bave 
significant ratc cuts for those in the 39.6% braoket while only smaller tax cuts for tbose in 3 1% 
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 a capital 
gains cut that nUsed revenues wo~d be very poorly received particularly among Democrats and 
commentators, 

• Education 

On education, the choices are to reduce the credit, reduce the value ofthe deduction, Or to phase 
both of them in slowly, The cost estimates are preliminary. so any option you choose may need 
to be adjusted somewhat in order to not exceed the $35 billion allocation. As you will see from 
Riley's memo, he feels strongly that tbe credit sbould be maintained at $1500 (he presents an 
option similar to Treasury~s third option), 

While I think there is significant substantive merit to Secretary RJleyls 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 $\0,000 deduction 
and SltSOO 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 $ 10,000 deduction so 
that they are at their full amount, $1500 and $10,000, by the fourth year of your budget pi"" -­
Fiscal Ycar200L 
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DEPARTMENT oF' THE:. TREASURY 

WASHINGTON, D,C. 20220 


May 23, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 LAWRENCE SUMMERS 

DEPUTY TREASURY SECRETARY . 


SUBJECT: . Capital Gains Relief Package 

This memo provides several options for broad-based capital gains tax relief. Our 
recommended option is a 40 percent Ol<CIusion for capital gains (with the AMT ratc on capital 
gains reduced to 20 percent). This leaves room for negotiating a slightly higher exclusion, but 
holding fum against capital gains indOxing. We would also recOmmend that. capital gains relief 
package include expansion of the Bumpers targeted capital gains relief presently provided to 
holdings ofsniaJI business stock (as described more fully belOW), and our budget proposal to 
""elud. up to $500,000 of capital gains from the sale of principal residences for married couples 
filing jointly ($250,000 tor other taxpayers). We intend to provide you next week with a memo 
regarding capital gains indexing, which wiU detail the problems that would result from allowing 
indexing. . 

,. Broad=based upital gains t~x relief 

The follo\\ing table provides the cost estimates for various broad-based capital gains options 
that we have considered: 

in 

i 50% .$18.3 

50% -$96.9 

Separate'rate schedule: 10.5% for 15% bracket taxpayers, 

Separate ratc schedule: 7.5"'/0 for l5% bracket taxpayers, 20% 
for . . 20% 7 

t All ofthe estimates shown include the cost of the proposed exclusion for sales of 
principal residencc-'>. which costs $1,4 biHion through 2002 and $2.1 billion through 2007. 
However, tl"!.ey do not include the proposed expansion of the Bumpers targeted capital gains 

• provision, 



'0'202 	6220646 ore TAX PoLICY 

• 

• o Replace the current maximum rate on capital gains with a percentage el:clUSlon. This 
provides the same proportional reduction in the rnte on capital gains for taxpayers in all tax: rate.­
brackets. Thus, in contrast to current law (which provides, a maximum eapital.gains rate 9f28' '. 
percent benelitting anly higher income toxp.yers).. tbe proposal would provide capital gains relief 
for low and middle income· taxpayers. A SO percent eKclusion would lower tho top rate on capital 
gains from 28 percent to 19.8 peroent. Several current Republican biUsinclude. SO percent 
exclusion for capital gains. For AMT purposes, capital gains would be subject to a special 20 
percent rate, rather Iban the regular AMT rates of26 Or 28 percent. This ensures that the top 
capital gains rate is 20 percent far both regular tax .nd AMT purposes. 

~ Separate rate schedule Applicable to ~pital gains. An alternative means ofproviding rate 
reliefwould be to tax capital gains under a separate rate schedule. For example. a specW IlIt. 
schedule could.be establisb.ed with. rate of7.5 pereent for taxpayers in lb.. I S percent btacket 
and a rate of20 percent for taxpayers;" higher tax brackets. A special AMT rate aUO percent
would apply. . 	 '. . . 

. Thus, in contrast to a percentage exclusion, taxpayers in tax brackets ranging: from 28 
percent to 39.6 percent would be subjeot to the same special capital gains ra!e. This causo, • 
separate rate schedule of this type to be much less expensive than a percentage exdusion because' 
the greatest benefits are given to higb bracket toxpayers who are more likely to have induced . 
realizations front the proposaL Converse1y~ less revenue is spent on lower bracket taxpayera' who 

• 	 . are les, likely io change thoir realization pattern as a r;"ult oftb.e proposal. Obviously, thi, type 
of separate rate schedule is more regressive than an across-ine-board. exclusion. 

Exvand..Bgmpcrs f;U-eetW capHal eains relief for the sale o[smaU business stoSk. 

In 1993, targeted capital gsins reliefwa, added undersection 1202. largely at lb.e behest of 
Senator' Bumpers. for sales ofsmall business stock. Section i 202 presently provides a 50 percent 
exclusion for capital gains from th(} safe ofqualified small business stock held for more than 5 
years Ifadditional targeted capital gains celieris desired, Section 1202 could be expanded by: (1) 
eliminating the $} 0 million limitation on eligible gain, and (2) increasing the size ofqualified 
businesses from $50 minion of gross assets to S100 million of gross assets. Also, if.a broadNbased 
capital gains exclusion were adopted, we would recommend that the exclusion onder sec~on 
1202 be increased correspondingly to 75 percenl, i.e., the maximum rate under section 1202­
would be reduced to 9,9 percent (15 percent for taxpayers subject to the; AMI) Certain technical . 
changes would also be made. 

These changes are similar to proposed changes to section 1202 made by Senators DascWe, 
Lieberman and Hatch and by Congressman Matsui (among others) . 
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UNITED STATg5 DEPARTMENT OF EDUCATION 

'mE sE:CR&'rARY 

May 23,1997 

MEMOlJ.N..'DUM FOR GENE SPERLING 	 .'. 

FROM: SECRETARYRICHARD RILEy~i 

RE: Recommended compromise hisher education tax package 

I describe below. compromise S3S billion higher education tax package that would eliminate the 
B· requirement and eliminate entireJy the HOPE offset for Pell(and other federal grants while 
keeping the rruOOmum HOPE tax credit at $1,500 - the average community college tuition. It 
pays for these changes by making the tax credit and tuition deduction effective January I, 1998 
rather than June I, 1997, and by capping the value of the tax deduction 111,15% oftuition, up to a 

.,.maximum ofSl,500. I strongly tavor this approach over one !hill would reduce the size ofthe 
HOPE tax credit for the following reasons: . 

I . 
The Mmpromise package d..tI'ibed below wbich maintains the $1,500 tux credit would: 

• 	 Make the average community college free, 

• 
• Still provide signilicani beeefrts to families in the 28% tax bra.ket (over $60,000 AGI) 

because families with more than one child could take the tax ci'edit for caeh cbild in their 
first or second year ofcollege at the same time !hill they take the tax deduction fur their 
other childree or for themselves (i.e. the credit is per person while the $10,000 tuition 
deduction is per flImily). 10 addition, we would"help famiUe, in the 28% bracket by 
rclmta!ing the.rudent loan interest deduction, paid fur outside the $3$ billion. . , . 	 ','.,'-, 	 '.. 

• 	 Make the package more progressive, ensuring that the balanced budget plan is morc . .,>i,,' 
progressive, and even more so when viewed in combination with the 1993 Economic Plan, 

• 	 Simplify the proposal by equalizing the maximum value ofthe credit and the deduction. 

Reducing the nOPE tax credit to $1,200 and maintaining the inition deduction as i. would: 

• 	 Make it very difficult to say that the Lax credit would rucke the average community college' , 
free because the average community college tuition is 51,500. OYer halfthe States now 
have estimated average community coUcge tuitions above $1.200. 

, 
• 	 Make it difficult to argue with others against towering the credit fuMe:- because the level 

would no longcr be tied to the average community college tuition. 

• 	 Leave us highly vulnerable to Congress amending our proposal to cap the deduction a:. 
$1,500 and Us.ing the savings for a different Congressional proposal Congressional 
NfinnrltYI the higher education community, and pundits have criticized our deduction as 

• regressive. Thus, we could very well end up 'With a lar credit helow $i,500 and a reduced 
tuition deduction. And once we propose lowering the tax credit, it is very unlikely that we 
could raise it back up to $1,500, 

GOO lND£Pf:i\OENCf:AV'£: .. s.w. WASH!NGTON. D.C. "20202-4\00 
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Recommended Compromise Paeknee= 	 S-y••r cost, $35 billion 

1. 	 HOPE Tax Credit, Require satisfactory prog..... rather than at le.st a B­

Thisilackage would ellminate the B- requirement for eligibility for a second HOPE tl!x 
. ,'.credit. but would continue to require responsibility by applying the "satisflletory progr ..... 

requirements now used for ellgilnlity for student aid programs. These rules require that 
students maintain .nenS! a C average or meet other staDdar~s set by the institution. Thi, 
change would increase costs by $2.2 billion civtlt 5 years. ' 

• 

2. 	 HOPE Tax Credit, Eliminate the offs.t for Pell and other federal grants 
, 

Our FY98 Budget proposal deducts the V1Iue ofany Pell or other fedend grant from the .} ... 
value Oltho HOPS tax credit. ,To provide more assistance to lower income students, thi9 
compromUe packagewould eliminate the offSet completely, as both Rep. RIUlgel'.bill 8lId '.. 
the S,mat. Minority bill propose. This costs an additional $3 billion over 5 years. 

' 

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

•
To offset the cost ofthe above cbaoges. this paokage would reduce the maximum benefit 

< .: 

afoul proposed taxdedu<:!io~ from $2,800 to $1,500 ~y limiting~e value of tho 
deduction to 15% oftuitio" and fees, up to a maximum oUl,500, This would respond to"., • criticism that tha deduction is regressive while maintaining it. sensitivity to tuition' 
amounts. The higher education community and IllIl Democrat. would strongly supported 
thi9 change, and it would save $4.0 billion over 5 years, To provide additional assistanoe 
to families in the 28% bracket who would benefit less than under our original proposal, I 

'.:!"recommend reinstating" tax deductibility ofinterest on student or psrent higlier education 
.,".. 	 '.;~ ,loans. paid for outside the S35 billion reservedfor the tax credit and tuition deduction, 

4. 	 Make the tax .redit and deduction effective for studies begun after January I, 1998 
instead ofafter June 1, 1997 

Our FY98 Dudget proposed making the tax crCdit and tuitiondeduotion effective for 
,tudi.s begun after June I, 1997. However. at this point, it would be very difficult, unot ", 

impossible, for the IRS, Education Departinent, and higher education institutions to .. ". ,
•••1',implement the change fort.." year 1997, Therefore, this package would make the,e 

changes effective for studies bogun after JanuarY I. 1998 (tax year 1998). which 
preliminary Education Department analysis suggests might save $2.3 billion over 5 ye.rs. 

This package would also commit to reinstating the deductibility of interest on any student or 
plltenl higher education loan (Senate Minority version which has the higher phased out range 
benefiting those in the 28% bracket). extending Section 127. establishing a 10% tax credit for 
smull businesses that provide education and training, and allowing tax-free forgiveness ofstudent 

• 
loans for thor.c engaged in oomnrunity serviG~ but would'pay for these proposals outside the $35 
billion rc,crwd forth. HOPE lax credit and $10,000 tllX deduction . 
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S-year e.,t 
($ billions) 

Prop.salln FY98 Budget: 

II P,mibl. Compromise Package: 

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

Illiminate HOPE offi;et for Pell and other federal 	 +S3,0 
L'fant9 ' 

3, 	 Cap the value Qf the tax deduction at 15% of -$4,0 
tuition, up to $1;500 

• 
4, Make the tal( credit and tuition deduction 	 est -$2,3 

(TtcMUty utimlt!~ nllt )T't~blo)available for studies begun after January I, 1998 

Net change: 	 -$1.1 

Total Cost: 	 £35 billionI 
OutsiCe afthe $35 billion ~ for the HOPE tax crec.Ut and tuitio.o. dc.duction, this CO!tlpromisc 
pacl<ago would reinsUw: the _, 10lIll in<=stdcdw:tion (Seaote Minorily"";anwbioh has the , 
bighe't ph~se-out range bCM!itin{i those in tIu: 28% bucket), c:<tend Section 127, estahlish il smail , 
business tax credit for cxjucntion and ttairJ.."lg, and allow tax..free loan forcivenoss for people engaged in i 

d • • I 
:: c.ommur.1ty servtoo, 	 : 
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WASHINGTON 

June 7,1997 

MEMORAI'(DUM (lOR TilE PRESIDENT 

FROM: GENI~ SPERLING 

SUBJECT: Background for calls on education tax package 

The attached memorandum provides some background for your calls to Senate Finance Democrats about 
our education tax package. It refutes four major false clajms about tl}e package. including some misleading claims 
arising from the recent CRS report. Our proposal has three objectives: to provide a tax cut for middle-<::iass 
American families, to expand educational opportunities, and to provide a platfonn for boosting coHege enrollment. 

• 
• Cuts taxes. Our education tax proposa1s were ai\vays intended to be bQth a targeted tax cut for hard­

pressed middle-income families:Wld an incentive for increased college enrollment. Critics complain that 
the.proposal will provide a "windfall" to families that would have sent a family member to college even 
without'thc program, But that "windfall" is actually tax relief for middle-class American families) and we 
nre not embarrassed to be cutting ta'{cs for families doing the right thing. Even middle-class families 
earning $60,000 to $80,000 a year can be hard·pressed fi!1llllcially if they have 2 children in college. 

• 	 Expands educationa~ opportunities. In addition to being a tax cut, the package is also an education 
policy intended to induce more Americans to go to college, to take more classes while at college, to cnroJi 
at a better school, or to focus on their studies full-time rather than being forced to work while in schoof, 
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, 

• 	 J1rovides a platform. The package provides a platform for talking about education. The HOPE Scholarship 
and thc tuition deduction will draw continuing national nttention to tbe idea that morc Americans sbould seck 
post-secondary cdueutionul opportunities. The package is also extremely popular with the American publk. 

Contrary to some assertions, the findings ofille CRS report support the two objectives of OUl.' approach. 
According to the CRS analysis, the vast majority of the tax subsidies witl show up either in lower taxes or in more 
people going to coHege -- not in bigher tuition -- and thus support the joint objectives of the initiative. For 
example, under one s(:cnario higMighlcd in the summary ortlie report, 48 percent ollhe tax subsidy for the first two 
years ofcollege would be used for more (or higher quality) schooling, and 42"percent of the tax subsidy would provide 
tax rcllcffor middle-class families squeezed by the higher costs off;ollege, 

Finally. it is important to note that we are proposing our own Kidsavc~type program Qutside of the $35 billion 
{larked for the credit and deduction. As part of our child tax credits, families will have the opiLon of depositing the 

'JO credit into a backloaded IRA that would allow families to save and pay for college tax-free. It may also be 

t;:JJ~::~ m;~;!:c~==are ffi;ir; madcobQlll,?urcrcdit and. deduction also apply IQ lb. 
ve 0 .' ,e ple Id pr v .~ a "wmdfall to those famlhes who would have struggled 

to save and pay for college eyen withQut the program. 
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FALSE CLAIMS ABOUT THE PRESIDENT'S 


HIGHER EDUCATION TAX PROPOSALS 

June 7,1997 


BACKGROUND ON RECENT CRS REPORT 

The Congressional Research Service recently issued a study C'Tax Subsidies for Higher 
Education: An Analysis of the Administration's Proposal") tbat has been characterized by some as 
concluding that the Administration's HOPE Scholarship and tuition deduction proposals will result 
principally in a "windfall" to families and will prompt oniy a limited percentage of students to 
pursue additional education. In fact, the report's findings are supportive of the objectives of the 
Administration's education initiatives. 

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

• 	 The CRS report strongly contradicts the claims ofsome critics who have charged that 
the Administration's education tax proposals would only result in higher tuition. 

• 
The most important conclusion of the eRS report is .that only a very small part of the 
tax subsidies will feed higher tuitions. The vast majority will therefore either pay for 
a~ditio"nal education or provide a tax cut for hard~working American families. According to 
the CRS report, less than 113 and perhaps even less than 1110 of the value of the tax subsidies 
would manifest itself iii. higher tuitions: 

"Ovcrali, 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 would pay 
for either more (or higher quality) education or a middle ..class tax cut to make college 
less upcnsive. This confirms what the Administration has rn:cn arguing a.il along: that the 
HOPE Scholarship and the tuition deduction will provide tax relief to middle c1ass.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 to put upward pressure on 
tuition. nut the evidence suggests that Federal aid docs not have mueh effed on 
tuition costs. 

College tuition rose rapidly in the 1980's, but real Federal aid fiill during that 
period -- by about 1 percent per year, according to data from the College Board 
and the Dcpanment of Education. During the 19701s. on the other hand, real 
Federal aid rose by 7 percent per year -- while rcal tuition levels remained flat 

• 




• 
• Georgia'8 experience may illustrate the effects 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 commuruty coJIeges rose 13 perCent-­
from 5937 to $1,062 -- between the 1992-3 academic year, and the 1995-6 academic year. 
In the nation as a whole, tuition rose 21 percent -- from $1,026 to $1,245. 

FALSE CLAIM #2: CRS REPORT FINDS LARGE "WINDFALLS" FROM PROPOSALS 

, 	 Our education tax proposals were always intended to be a targeted tax cut for 
middlc-ineomc families. We are not embarrassed to be cutting taxes for families who 
would have struggled to put th~ir children through college even without the tax: break. 

• 	 The "windfalls" identified in-1he CRS report arc actually tax cuts for hard-working 
American familk"S to make college less expensive. Tbe report does conclude that some of 
the tax subsidy wiJI benefit families that are already paying for a family member to' attend 
college. But there's nothing wrong with that ~~ it is a stated goat 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 middle-class American families with someone 
already in college (or who was already planning to attend college). 

• 
• The shares of the tax subsidy paying for pure middle-income tax cuts and for 

additional educatirm vary from scenario to sCCcpario ill the CRS report. 

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

48 percent of the tnx sUbsidy for the first two years of coflegc would be used for more 
(or higher quality) sehooling, and 

42 percent of the tax subsidy would provide tax relieffor middle-class families 
squeezed by the higher costs of college. 

Othl:f scenarios find a larger share going to tax reHef, which is misleadingly labeled a 
"Willdrall:~ 

• 	 Tbe scenarios in the ens report do not take account of the Administration's proposed 
Pell increase, and therefore understate the likely increase in educational output. The 
siudy projects effects from the HOPE Scholarship and tuition deduction without taking 
account of the proposed increase in PeU grants that is a very important part of our package. 
The authors acknowledge that if they had taken the Pell increase into consideration, they 
would have projected a greafer increase in educational oUlput and less ofa pure middle­
class tax cut than their study found, 

• 




• 
FALSE CLAIM #3: PROPOSALS HELP UPPER-INCOME FAMILIES THE MOST 

• 	 Criticism, such as in the CRS report, often fails to renect the proposed expansion in 
PeIl grflnts - the largest 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 prc~ates, and therefore fails to reflect, the Administration's 
changes that make the Hope s<:ho[arship more progressive. Removing the Pen offset 
from the Hope program means that low-income students will be able to benefit from hruh 
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 I'represent a 
much improved package that will do a great deal to help famifies finance higher education." 
The omitted initiatives disproportionately benelit lower-income families. 

• 	 Even without the AdministraCion's recent changes and the Pell grant expansion, the 
report's findings indicate that the education tllX proposals are relatively well-balanced 

h llnd much more so than many other tax proposals. 

The report concludes that more than half the benefits go to the 58 percent of families 
in the lowest tax bracket (loss than $39,(}(}O in taxable income on a joint roturn) ~- even 
ignoritig the expansion in the Pel! grant program, The rest goes to the 42 percent of 
families who face marginal tax rates of28 percent or more. As the report notes, "the 42 
percent .of families in the higher brackets receive 48 percent of the benefits for the 
credit/deduction proposal." [CRS, 5130197, page 22] 

• By .;omparison, the Citizens for Tax Justice concluded that 68 percent of the benefits from a 
19,(1 maximum capital gains tax rate would go to the top I percent of households. [Citizens 
for Tax Justice, May J997.] 

• 	 "It hits me in the face every day of my life that a very significant number of people are 
able to go to technical 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 in the New York Times, 313197] 

FALSE CLAIM #4: ADMINISTRATION'S PACKAGE IS NOT SUP('OI!TlW flY THE 
EDUCATION COMMUNITY 

• 	 ·O\'<,r 300 college presjdents bave expressed support for the Administration's higher 
education initiatives • 

., 	 SU}ll)ort is even stronger given tbe recent .:hangcs to the Adillinistnltion's proJlosaL~. 
Stanley Ikenberry. the President of the American Council of Education, recently wrote to 
Secretary Riley noting that the Administration's proposals "represent a much improved 
package that will do a great deal to help jamilfcsjIntmce higher education. 111e Hope tax 
credit is a giant slep in the direction oJmaking 11Ic first two years ofcoliege a universal 
bem'jil. " 

• 
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• 

• The President's education package will have a positive psychological errect. By 


highlighting the importa~ce of education, the HOPE Scholarship and the tuition deduction 
will draw continuing national attention to the Idea that more Americans should seek 
post~secondary educational opportunities. 

• 

• 
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THE WH IrE HOUSE 

Office of the Press Secretary 

for Immediate Release June 9, 1997 

PRESS BRIEfiNG BY 

SECRETARY OF TREASURY BOB RUBIN MlD 


DIRECTOR OF THE NATIONAL ECONOMIC COUNCIL GeNE SPF.RLING 


The Br'iefing Room 

1: 58 P.M. EDT 

MR. MCCURRY: Good afternoon, ladies and gentlemen. 

Eilrlier todilY an administration team led by Erskine Bowles, Treasury 

Secr~et,Jry Rubin, Dnd Gene Sperling, the President 1 s Nationtll Economic 

Advisor, '....ere on the Hill to hear from Chairman Archer of the House Ways 

and t-leans Conunittee further details about the ta>; package they have 

under discussion there, I guess at least Erskine and Secretary Rubin 

811d Gene also -- no, afterwarcis -- had an opportunity to meet with 

Democrats on the House Ways and Means Conunittee. 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 1 would be happy to 

respond to questions. 


What we basically -- our basic objective is to have a plan, 

" tax pl<.1O lhClt is good foL' the American people, qood for: work Lng 

p,wpl'2, good for average families, good for' the ecoll0lllY, and that is 

permeated by fai::ness th::oughout. By that test, we have ser.ious 

concerns wit.h significant parts of the Chairman's mark that we have 

received tociay. 


AS. you know, the President has focused on education, on 

child care, and on savings, all "lith the focus on middle income 

families, both to help middle income families directly through tax cuts 

and to promote behavior that is good for middle income families find good 

lor 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 

mentionc.:d il moment ago, and that is good for:- the American p'20ple 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 

,lre a lot of problems that are going to need some s8r'ious "ttention. 

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 income that's in the EITC range, but we 
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i:lr.; p!Jyir:;; :;:.>:-:es, you first have the EIiC credit Ilsaiost "':. anti then 
only i C YOu have some taxable incorc left Ciln you get ~o use the cr:ild 
cax credit. The basic -- the e::ec:. cd it is (;0 ne.'1Y che chi it: tax 
credit to what 1 would call lhc middle poot' 0,( the,l!?i'lst. well-olf 
wocking people who are st.i~l payi~HJ ~!J};es. 'Th!Jt' s because thBY take the 
tax credit first and the~l only 1:' you have taxable income aft;)r that you 
got. a child tax credit:. It's called stacking. 

\-le wot.:ld do it exactly the opposite way -- we'd put: the 
EITe after t;"e child tax credit. 

Q But yo~r tax credit: isn't -­

SEC~E7ARY RUSH!: Our child Lax credie as WC' cur;:ently 
'~;'lv;sion it '"culd be refundable. But even leavioq thee issue aside, if 
yO'J p,:t ~hil ';',ild cax credit first, even if it's nonrefurdable, and yeu 
hav~ taxablo incom,~, then you'd gel the iHnei'i:. of ~:ho nO;)"'";:,,,;:;cii'lbl<J tux 
credi;:. P,nC! r~r'T'C is L"efundable: even if yO~'v,'l "Xht1l:St:.0d yo",r incc;:;c, 
you'd get tlH~ b(c]nefit of the SITe becau.::ie '..:':'s refdnda:)~,e. :r.Lt 1 think 
is <'1 V(H·y S<:u:i.OLlS issue. 

Secondly, cur uncie.ts::andinq is, eltho'.lgh you don't see it: 
from the shet~t tr.at yO'.1 all ?robably !len'e recelved an(; lhat we did 
rec8ive, th~t the dependent ~are t~x credit Wh1Ch people ~urcently get 
1.5 (JOiruJ :;:Q l)e adversely affected or recl:ced by virtue of this program. 
In t!H~ second five years, Cur understanding is t.hat Lor each dollar of 
t.:hilt credit t;.hat you get, youe child tax credit is reduced by SO cents. 
That's oovio,lsly bad for ...'orking mothers, 

On the HOPE Scholarship, that '$ b"J~n Ch'Jf)(jcd $0 t:t.. t 
instead of g;~tt:ing a full H.OPE Scholarship for D1, 500, whci~ you ge\. lS 

:'0 cents on l.h..:: cQliar up to $3,000, So if you qC \.0 a comll".uJ1ity 
college that has a tuition, say, of $1. 200, unde .. the President;.' s pla;-. 
ycu get a $1,200 tax credit; under this plan you get tl ${iOO 7.3X cn:~dit, 
Again, it will tend to disadvantage the less well-off in o'Jr society. 
A!1d as you look through this program, ),n co:nponer.t (lite::: cOl"von-ent that 
j 5 what this program seems to :'ave done, : _ seems '-:0 l1ave f'1o'Jed the tax 
benefit nway frem the lS!ss ·",el L-cff and eVi;n awny from t",::..ddle incoml.O 
people townn! hig:,er income peo;:::'e. 

Q 'Wl:at do tt:ey say abo:.lt chnt? t;1 that: wh:)t tlH:1Y say 

fi::CRET .....Ry Rti5HJ: 'f!lat.: is \.Jl'!nt theY'I'<1 doil)9. These at'!! 
obviously tho kinds o~ issues we'll hGve to discuss ~i,th Lh~w. 

:.et !:le just ;nention one other, if r [flay. Tney tctal_y 
ei~:ninate the corpora::.e alternative minimum tax in the second five years 
enG they red~lce the corporate alternative min_tffillffi t~x i:1 tr.e l'xrst five 
years. 'I'hf)t basically means that a lot of companies will be able :::0 pay 
Subst.1nc tall)' lower taxes than they otherHise would. and some would ee 
aole to p~y no taxes, even though under current tax law they Hould be 
viewed a$ profitable and paying significant taxes. 

At the same time :;hey GO that, they have ::hese other -- that 
COStS l'I 10:: of rr.oney -- I thin:'; sOr",ethinq li!:e ;:'17 bil1!on, if T 
l'omember con"ec:.:ly, 111 the firs;: -- r dc :-'~m~mb-'!r co(r"!cLly -- 517 
billion the first Cive years and $34 billIon C\'<:;r lO yeOl$ At Lne same 
time they <:0 :-..hac, in a 1;:)';: of :;:'ese Other areas tney're moved away from 
helping werking famil.:.es 3r:d average f<1milies. 

o 'tOG a'::'ways knew that once you {Jot into thi~ dctfli':'s .of 
,,,r~ting tn~s tax bill, $133 billion gross tax cut, th8.::e wouLd ;-~G these 
di$p·.ll~S :-;:th t';,e ?$publicans in Congress, so this is :l0:: [; sur;:ri."l(;}. 
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SECRETARY R:.JBIN: These arer:.'t tiatai.cs, Wolf. r would S2y 
these are really -­

Q But these are the nuts and bolts of what the tax cuts 
are going to oe, right? 

SECRETARY RUBTN: Well, this is ~heiL tax cut program. 

Q The only thIng yeu agreed cn with them, yoing into. the 
baLanced budget agreement., would be $135 billion b gross tax ~\ll.S, $35 
billion of which would be e<:lf:na;:,ked towards education? 

SECRZTARY RCSI!J: r,·4$11. toward <:::he President's tax pro.gram, 

Q For education. 

Sf.:CR!:::TARY RUSIN: Toward the President's t;:J>: pCCgl"Wl' ::0.::­
cdl,.;c<,t~on, ch<Jl; is cort'eet:. 

SECRETARY R<.JD::W: rleE, bC'j:::r:d that, l;Chevel', '40 hev€: to 
detetrr.~r.e \>Inetr_e!" It),;;' hllve .• e9is1ati:r. tna:: we believe is gOOd tor the 
l\wluican ;;;:op~e, :r DC:;, Ar,d t.hat ':'Ss!)€ -­

Q Yo~ lllways swspected thac would be [he case, right? 

S£CRCTARY RUBIN: Wolf, I chink-there are two tes::.s. One, 
as you correctly say is, have tbe'! met the test of the agreement, And 
with respect to the educa::ion piece, they ~ave .$31 billion of education. 
The HOPE, obviously, is modeled after the Presiden~'s. but nevertheless 
it's significantly different for the rea SO,) I j1.JS~ discussed. It's 
worth half as much to somebody who goes ".:0 a commul;ity college with il 

$t,200 or S1,500 tuition. A:\d t.he other piece is totally unrelated to 
the P"esident' s pt'oQram, So I ~;oulcl say they i'u:e no:' consistent wi th 
the agreement with respect to education piece. 

Beyond that I the test is the test that I !t'tlJrltior)ed -- do. we: 
have a tax b:'!.l that meets the intc::ests of:: average and working 
fa",ili(?s, and is good for the economy. And by tha: test, as r said a 
mo;:"ef1t ago, I think there are sig:>if~cant co!)cerns· 

You used tr.e: w'ord "deta",ls," though, I was Just tnking 
,-"xceptj on to th.'.!t; I;;.:c!';!use :; tnink th~s is fflClCh more than b q\J(;:stion Ot 
d·.:tails. This is a quest:io~ of --

SEC:tETAR'f ROBIN: 1 don't think I would say ;"(,Dt; hl; t('i$ 
poin:;:, 1 thir)~ I wouLd just say chat we no\>; f,0Ve t;;e :110','::" (:';;,ci yJe l'.t.V$ 
:':0 work with Ccngn~ss and cur. Objective 1.3 tc wo::t: wi::h C::r.gJ'!l!SS to g41t 
lJ bill that, A, meets the llgreements, and, B. meets the t~St that; I 
IT\entioned befot'e. And that's wrat we l::::ok f:::;rward to ~;oing ~s we go 
forward, 

Q -- tax bill the Pr<?sid€l1t would sign, you're saying? 

SECRETARY R\JB!N: I'm saying that we have significant 
concerns about significant portioos -- serious concerns abOL:t 
si9nifice.m, pOI'tlons of this, and we need to 'dark with Congress co work 
0,:1' Wi'y :;:-.rouqh ::.hat, 

Q Let me go bac~ -- you say it's ~ot consister.t to the 
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80rth1n,':;r)( v:s-,',-vi<; ed-Jc;!):i.cr\, SO 'y'O'J'C12 sayi.ne..: ttld~ ns to Lhat $35 

bl.lliop, chac. L-:::I..1>;jh':'y $3S bLlion, t'"ley a:::-en't follol"ling it or they are? 


SZCRE1'i;RY RC5PL ~ie~l, on t.'-,e roughly $35 billion, thGy've 

got $22 bJ lIlon for;) HO?Z credit, ,.,ii-,ie!; is modeled after the 

President's, but ne·.:ertheless is slS::-liflc2n~1:y dlfferent from thG 

Prl?sidant's, fOc the reaSO:1 :"hat ..:. des::::ri;;ed a ",omen",;: ago. Ji,.Ist to 

cepeat it once mm:e, if yO'..l have, sa'?, a $:',200 cor!'.,;;;t,;r..i.ty co.l.legOl bilL 

QUC 'way you get 6 $:,200 ci"ec::t, c::hei:::: I-lay yot.: :;p"t a $600 cr8dit. And 

;:0en the additional $9 blllic-n T:)uCjI:1y ::-:.:::t :::,ey )-:';:\16 in educatic-,n is a 

totDl1y dlfh:rent program than tne P.::es:den"~'3 cedJ>::.io!l program. 


a chance - ­

SECRETARY RllBIN; And, of cou:cse, -~;e ....ere supposed to })e 

rougr.ly- $35 billion, and this is $3l !::i.llion. 


Q -- you had a chance to hamr.er '.lp t':18 bes,:: dna: that YO,l 

cou~d; ::he S35 billion ,"laS what '101) could n,lll d8':{:1 ::0 g2: the :-est O~: 


t:)e b"Jdget agreement -- isn't there a s€r;se :::-;e RepubliC;!!":!; >:af: sny', 

100';, y;)L );Le" that this was how we would w~ite the o.Lll io2..' ';I::e ces~: 


nnd :hat's :-,e '12Y it goes? 


S£C~U:::ARY RU8IN: No, I think :.:hat Are::;; we Are -- the o!":e 

cc>rr"~~: trr<~rt : ~ :he:s -- well, lh0.re are <lctoally tr::er~ (';o;":;,itlT'H1ts, 

(\:::0011' t :.r-~,e, Cne is the :.:0:..a1 si Z$ of U;(· t.6;': !'.'1\:kt,q,) f i lSi: "i -J1! "no 

:,;',';cOnd t~v<'.! year.s or; D r.et oasis, eigh:::? S(ft<.:onri CQt;HiL:"Hh.Hlt is LhhC ~:.; 

rot e;.;p~od~, ant! '... 2; nave ,,;::t. ye~ had it dwnce -- w<)'ve Jusr '0o::t-61: thLS 

-- \{8 n8ve r.ot yet had a ch.:n:ce :':0 d:: the i1i1nlysls LO det'Hmine what 

effects t~i3 ',~ocld r-.ave OJt beyond the f'i ret 10 years and whBtDec t>,is 

does or dOes :10';: 8xplc:ie. -= do Lot have a VLew on th2t; we've 90': t:;: do 

the ana-'-ys~s. 


And the:-. dee ':hird .:tS, with respect to Gverythln9 els8, 

sit"lce- the spec:fics were ::1:;:: 1<>-:;. ou::, it's like.eyery other lax 011.1; 

\V(: have to 'rJor:': \:c:;;e\:~jer 2n::::. see if '.t:E c;;:;n a:'~ivr,; at '" t:ax oj 1.1 that we 

ar'e both c.:o;n'::or'::2:J'...e wi::~, ar.d ch;..;o.k serves the inlerest of th« i\.m(';rica:1 

pc~ople, and that's where- we a::-e rig:;:; ;;0" 


Q t:tH::::cr :::,:<n~ en t:;>'; e-dJc;!:.lcn t&~.: c:n:;dits mitigHt<J some 

of t:hG incentive-s cr.at peop2.e have s3:).d (or cc:::muni:::y ;;:01 Leges [0 simply 

cai.:;e their prices "p ;:0 the (tlax:")1l'..lr'" lr" cree:::- ~o t;;Il(Q auV{:n';"ge of e tAX 

subsidy -- it keeps tl,G n:!cipiem: of ::he e::::.-:.ca::io;) with a .ces90nsiblHty 

foc some of the payment. 


SECRETARY RlJSrN; 1: dO:1·::: tw.r_k tr.e~"e "$ a m(:tecial 

c:ifferenc€. If you look at eRSt they est':-Xlated if J .:ememceI: con'''''tly 

::h<::.: 90 percent of our program Vlol.'-ld r.ot: affec:: \::;:.:.:jcn, so you'ce 

~?l!<~r,q about 10 p'~t'ceot to beglo with, Eo -- i!' y~o; take :::he CRS 

.st:~GV, SO you're talking about, at ::::~ost, 10 perc'?n::: So _t t:,cL's 

b~lps <l li.t~:l€ bi.t on t.h':1t, maybe they've $olv1'd a Liv-:_e p_ece of l ..ha~ 


is. bj! C:?S·s estl;l)<l;:ion. 0. smi"l11 prOble-m ,;0 ')891.") v:1th, r co not ::r:inK 

t~a~'s a s~g~ificant aLgumant. 


Q MOW much at f1 problem do you i1fl'Je d) Lh Dc:rrccrz;.:';s en the 

:-;CFE S::holars:1lps? Acchec -- at least nccording to f:,::c:..h0t. i.(; Dvn:;)c:';;!:;s 

st-epped =crw~,rci t::: defend It in his talks. 


SECRETARY RUBIN: I think that )/00 will hnd tr,at :;:H,l :iouse 

itJ2YS 2nd t~2a:1S :::er"ocra:::s -- I don't want to speak tot' ot::-H~r people, so 

.1' 1"- Just -- -d€:ll, let me say, r think you will find amongs~ H01.:se !clays 

and !>iear:& Dem::cl:z.c:s that there .l.S coalescence around a HOPE Scholarship 

thal; '135 the pri."1c1.ples of the ?r.-esldent' B HOPE: S(;~jOlarship, ,?l:at "..otlld 
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be Iny judgment at this point. 

o -- is g~uging their level of suppo~t is - ­

SECRETARY RUBIN: That is correct. 

Q You may have noticed that the dollar has fallen to a 

six-month 10'",. Has there been a change in policy, or do you still favor 

a strong dollar? 


SECRETARY RUBIN: We favor a strong dollar as we always 

have, and I think that -- and for the reasons we always have -- helps 

keep inflaticm down, helps keep interest rates down, both of which are 

good for the economy. 


Q Mr. Secretary, you say you do not regard this i1t this 

point tiS a breach of the budget a']reement. Given t:he pat'liaonenta!"y 

mechanics, tnouqh, won't it be very diffi.culL to :i:-: this? Anci when 

would it beC:lme a breach? 


SECRETARY RUBIN: Well, the question was, did I view this 

DS a breach ,:If 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 

<lttitude we should be taking, and we do take -- we want a bill that we 

can sign ~nd that is good for the American people, and we look forward 

to working with Congress to get that sort of bill. This is the 

legislative process. 


Q [s there tlnything you like in tile p<lckage? 

SECRETARY fWI3IN: Yes, think lhere are pieces thal: are 

wOL'th nOl:hin~l. Tilat's <, good y(~s. 


Q What arc they? 

SECRETARY RUBIN: There i.s a substantial child~tax credit. 

As you know, Che Presjdent has always been an advocate of a substantial 

child Lax credit. The two problems with this one are the EITC stacking 

problem, whi:::ll sounds technicaL but is not tecllnical at all, that wou.ld 

<ldvers(dy affect a lot of relatively poor or low-income working people. 


Q How many? 

SECRETARY RUBIN: I don't; know how m<l~ly yel, because we 

llave ;;:0 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 mentioned, which is a 

big problem, relative to the President's program, it has elements of the 

President's ~rogram in it. 


Q Mr. Secretary, what about the proposal to raise the 

inheritance tax limit to $1 million from $600,000 and to lower cap gains 

to 20 percent? 


SECRETARY RUBIN: WelL in cap gai;1s, they Javier the top 

rate to 20 perc~nt. They also have inde~:ing. so UliIt they're really 

providing a ·-::Iouble benefit to people with respect to capit.al gains. We 

have always had very serious reservations about indexing partly because 

with indexing <lnd 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 
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could hove on the deficit In Qu-:;:er years. 

Q Would you 1 ike to lCv-It;>r cap gi:llns to;: people of lower 

income? 


SECR8TARY RUBIN: You'~e talking about taking :he 10 

percent? WeLL we have never been in favor of a: broad-based capitill 

gains tax cut. On the other hanel, we've always sa:d tha:: it's likely, 

since chI? Republicans do favor it, that there would be one in the final 

aqr-eeme:1C l chink the best: thing to say about a capital gains tax cut;. 

is th(l,- we' t"! <joing to be working aE these issues with Congress and 

WB'11 work our wny ;;hrough this. Indexing is the place of capital gains 

chat we are most troubled about. 


Q And the inhe~i~a~ce tax? 

SEC"ETARY ROBlt;: Wolf, I don't want to get into ~r:dividual 


prov:sions, b'.lt tilae doesn't -- .It's not one that 1 mentioned ns 

s:;rL:::ng me {!$ (j sericus concern, but we've got t? sa th,rcugh :his <L,d 

rn~[llyz", ::: al~d discuss I:; (lmongst ours.;;lves. 


Q 'rhe Archer proposal has the ch.:ld ~i-'X ::::redi1.. soin9 up ':.0 

SECRETAfl,r ROBIN' Age 16, r thi:'!k, isn'c i;;'7 

Q The 17th birthday, yes, And as I reca1:, yours went up 

to age 13. Do 1'0\,1 have a proble::! with t.he higher age, or ure you 

willing to t\cC13:pC that? 


SECRETARY RUBIN: Well, it's a question of how much money 

you want t.o spend on the child tax credit. f\:1d we think a child tax 

c:'edit is il vr;ry good policy. The President :,as consistently advocated 

iL, and it's just d qu(!stion of how much you want. t.o put,: in :;:hnt pocket." 

That isn't. a proble:n, We have to vi~w t:,at in the context oi the 

over,al1 pack<.!g''.L But I think, take:1 in and of itseli, I don't think \<Je 

".-lould :,ave a probl€::1 with that. 


Q Gene pai.r-ted out how hard it gets to change some of 

thes0 thirgs, What do yOll do now with it OI'C.~ you 90 through <11':' thJ,.s? 

What are you solng to do? 


SSCR2TAf!.Y RUBIN: I(Je t re going to be wor,dng \cd th th(; 

':c,riell,:, ::;om!I:;tL0CS in ConGress and continue ",'orldri(j vlll:~'l ':1',0 \/.1l:;'0'.:5 


cc:mn i t \:'~f?,"1 i n con~J n.'!S$ nrv:! we'll lin ve :;:0 $e,~ w~a '. ~h(~ p ,':,;ces,:: a ;"<3 .;:C, r.g 

(:::;rw.<;,(: , 


Q ,;re you 'Joing to .'>end obj0Ct,:'O,':s ,;p to ~>I'~S'i' Pilt'I,;:Cl,Lar 

Lhi:1g::; :/OU'V0 highlighced too,;,y? I 


SE:CRETARY RUBIN: ~\Ie j1.:St got this ;'r, the Las:,: cCl;ple ot: 

hOllrs, so we've gOt to decide Olirselve:s ex.ac;:ly ... f',at ;:he best way is to 

progress, BLit we'll be working wich botr. parties in both ~ouses, 


I'm. SPERLING: One th:'r.g r jLlst wanted to add was, someone 

said, isn't this something you would expect, On tbe chile tax credit, 

on arranging it so that it doesn't go to lower income worKing families, 

this was not par't of their proposal i" '95. Tbe plan in '95 and '96 - ­

they did not do this. So this is a cnange in the way that even they've 

designed the child tax credl .. so that Bob .... we haven't had a chance to 

look at it, but the Center fOr Budget Pdoriti.as esttmates thaI;: this 


< < 
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j..;o~lti der:y :.he chi:,: c.ax cro;;C:it; ::0 ",$ mat1'ji as ,; /Hi ilion fAmilies that 
,He :r, the:, 0S ~he Secretary said, t!te lower world n(] income f6milies, 
which w~ tnit1k is a very questioDDble way to get Ildd.itional savinos. 

Anti then, just on the child tax credit, at) the child CBI:"Q 
tax credit, ':hey're actually saying that On the outer years, for every 
dollar that 'Iou're getting on their new child tax credit, you would take 
away 50 cents of their child caxe dependent tax credits. So you h<lve 
tWO f<lmilies ~- one family, they have a single person --one parent makes 
enough so th!~ other parent can stay ~ot:',e -- they get the full child tax 
CUt and they get the depe~den: care tax credit as it exists, The family 
:!eXL door', both parents hav~ ':0 work, which is ::hc way it is £or cens of 
r:dJLions 0;" 11o(i;irl9 tamilit:'s. Th~y're saVin;;: U1<lt (0)' thilt family who 
tl1<?ll l1<'h,W'I :"0 use t:ne d~pen(hn: can': :.a;.: ;r·~di • n<.'y w"!cJd 'd!/' "l'NdY SO< f 

C"llr:LS on (.,Vt;,!'y dollar, ;'hat Ls '" vet'!, '1<'"r).' pu:::::! ::;;; p;'ujJo:'.wL 

'ThE PRESS; Thank you. 

END 2.15 ?r'.1, SST 
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HOPE Scholarship Tax Credit, Tuition Deduction aDd Education Saving.'J Incentives 
from Chairman Archer's Marl'­

HOPE Scholarship Tax Credit 

Administration ~5al Taxpayer~ c()uid claim a l10rucfundable C!J:dit of up to, $1500 in two 
taxable years for tuition and required fees incurred during the first two years of postsecondary 
education on behalf of the taxpayer. her spouse or dependents, To be eligible for the credit, a 
student must be enroHed at least halr~tirne in a degree or certificate program: at .il quoJified 
institution and must not have: been convicted of a dtug-rclatt:d felony. In addition, the student 
must show satisfactory academic pmgre-'\,c; 1n the first year in order to qualify tor the credit in the 
second year. (The B- average requirement has been dropped. and the mnximwn credit would 
NOT be reduced hy federal gfBfltSl,) 111e maximum C!./;!dit would be indexed begitming in 199R. 
The credit would be phased out for individuol t.xpayers with asi botween $50,000 and S70,000 
and Coduin! filer:; with agi between $80,000 and $100,000. The thresholds would be indexed 
beginning in 2001" Taxpayers would have to choose either the HOPS oredit OT the tuition 
deduc.1ion for a student's expenses in a single year. 

ChairrnaJl)$ Mark Taxpayers could claim a nonrefundable 50% credit for up to $,3,000 in two 
laxi!blc ytars fOT tuition. required fees an~ books incurred during the first t.'\V(} years of 
postsecondary education on behalf of the taxpayer, her spouse or dependents. To be eligibl~ the 
smdel1t must be enrolled at le.1St half~time in a degree or cel1iftcate program at a qualified 
itistitution and not have been c<>nvicted ofa drug~rel3ted felony. The ma:'Cirnum credit amount 
would be indexed for inflation beginning in 1998, The proposal would be effective for expenses 
paid after Decemher 31 ~ 1997 for education furnished in aC'.ademic periods beginning after that 
date, The credit would be phased oat for individual taxpayern with agi between $40,000 and 
$SO,OOO and joint filers with agi between S80,OOO and $100,000, 'The Ih""hnlds would be 
indexed beginning in 2001. A taxpayer woUld have 10 cboo", either the HOPE credil Qr the 
tuition dtduttiQn for a !ffildent's expenses in a single year, provid~ tbe expenses were paid from 
a prepaid tui~ion pian or educati~n inve5tment account and were, therefore, eligible for the ' 
deduction.. 

Recommended Position Support. but only with significant modifications. 

Rf,;:\lcnuc Estimat~ JeT: [S22b) over 5 years, [$49bl over 10 years, 

Deduction for Expense" Paid fmm Stntc-Sponsorcd or Private Tuiti~n Program or 
Education Investment Account 

.Current Law A taxpayer wbo saves for higher education through a Qualified stale tuition 
program that meets the requirements ~f section 529 may defer tax on the earnings in 'the 
acCOUnt until the lime ofwithdrawal. When the funds are withdrawn, they are taxabl~ to the 
party who withdraws them. UsunHy, this will be the student who is: using the account to pay for 
school. However, it may be the parent or other account holder who want." a refund. If the 
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desigrinted beneficiary of an account is changed, and the new designated beneficiary is an 
ance:.i.Or. ::pouse, sibling, child, grandchild or other lineal descendant of me current beneficiary, 
or a spollse ofany of the aforego,ing, including the beneficiary, the change will not be treated as a 
distribution and will not trigger tax or a penalty. Generally, a state's educational savings plan 
will qualify under section 529 if the state establishes and maintains the plan. allows it to be used 

,to save only for tuition, reqUired fees iUld books) plOhibilS in....estment direction hy participants 
and imposes a. 11"\.01'& than de minimls penalty on withdrawals not used for higher education 
expenses, Section ~29 does not impose income limits or contribution limits, other ilian a general 
limit on funding the plan in excess of reasonable educational needs. 

C.!:uUl'luaa's Mark Taxpayers that pllid tuition, required fees, books. room and board 'l-V'ith money 
withdrawn from a !;tate-sponsored tuition program, private tuition program (meaning one 
sponsored by an educational org.ani~on) or an education investment accmmt could take an 
aoove·the-line tlcthlction for up to $10,000 a year per student for those expenses. Also. the 
deduction cannot exceed the portion ofthe distribution that represents earnings, rather than 
contributionS, A deduction would be awilable for ruom and board even ifuu: stuuent lives at 
home, The student can be the taxpayer, her spouse or het dependents. The deductions taken for 
a student eould no! exceed $40,000 for all tmtable years, Deductions could not be taken for a 
student once the student completed the first fOur years of post-secondary education. Ifa parent 
chums a student as a dependent and takes a deduction fOJ: the student's expenses, the distribution 
from the state tuition program would be included in ih~ patl:nl'~ income rather lhan lh~ Sltldenl's. 
To be eligible, the student must be enrolled at least hnlf;.time in a degree or certificate program at 
an educational ir'l!ltitutioil eligible to patticipate in federal ,student aid programs. The deduction 
would not be a preference item for the AMT. 

In addition, the requirements of section 529 would be changed so that taxp.yers could use 
state tuiti()n programs and private tuition programs to saVe not only for tuition, ft:eS and books. "-,... 
but also for room and board. Ways and Means intends to limit the maximum amount of 
deductible room and board to thc amount the school allows when calculating costs ofartJ:ndance 
for fmanciaI aid purposes. A technical correction later in the bill - that is arguably not a 
technical -- would allow existing plans to continue. accepting contributions on contracts that 
. cover room and board made before .section 529 WID) enacted. 

RecrullJl1C.U.dM Position Oppose. 

Revenue.Estimate: JeT: [$SS9mj over 5 years, 1$2.4bl over 10 years 

Education investment Accounts 

Current Law Income earned in a prepaid tuition' program established and maintained by anyone 
other than a state is not guaranteed 10 receive tax defened neatment, Taxpayers who save fur 
edup.ation expenses mu.q pay tax annually on any income they earn on their savings. 

Chairman's M.ark Taxpayers would be pennitted to establisheducstiou investment accounts in 
tbe same trust form used for lRAs, Up to $50.000 in aggregate cash contributions can be made 
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on behalf of a single beneficiary. Earnings would accumulate tax free. Distributions would be 
eligible [or the :same tuition deduction available for distributions from state tuition programs. 
Contribulions cannot be made after the beneficiary reaches, age 18, and all amounts must be 
withdru\vn by the time the child tor whom the account is established reaches 30 or completes the 
first four ye.ars of post-secondaty education. A 10% additional tax would generally apply on 
distributions not Llsed for higher education expenses. 

Recommended PQfljtjCD Oppose 

Revenue Estimate JeT [$6.9b] over 5 years, [$22.4b] over ten yea" 

Talking Points 

Objections to Higher Education Proposals in Ways and Means Chairman's·Mnrk 

• 	 As compared to the Administration's budget, the Chainnan's mark redirects ularge 
portion of benefits to higher income families that can afford to save t.o for higher 
education expenses. For families who need grmts and loans to afford school, benefits are 
diminshed in the first wo years of higher education and taken away entirely for later 
years. 

• 	 Under the Chairman's mark, a middle~income student who works all summer, saves her 
salary and uses it to pay her junior year tuition would receive no assistance. How~ver, 
her classmate who spent rhe same summer 011 vacation could get up to a $10,000 
deduction ~hen she pays her tuition out bf the e.ducational investment Recount her well~ 
to-do parents were able to flUId. 

• 	 The Chairman's HOPE credit is less generous for students at conununity colleges and 
other low-price schools. 

• 	 The Chairman's package provides uo slipport 'for educa.tion beyond the first four years of 
college and very little for workers and others who may return to school later in life. An 
older student cannot start an educational investment account -- contrihutions canJlot be 
made after the beneficiary reaches 18 -- and cannot benefit from employer-provided 
educational assistance after 1997. 

• 	 The education investment account proposal creates a potential for abuse that will be 
difficult to prevent. Although aggregate contributions on behalf of a. singl!;! beneIiciary 
are limited to $50,000, financial1nstitutions will have no way of knovving whether an 
accounl holder has other accounts elsewhere, and the IRS will find it difficult to keep ~ 
running total of contributions over many years. The IRA system works because it sets a 
ma'timwn arulUa! contribution that can bc policed with simple annual information 
reporting. 


