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Bipartisan Budget Agreement between the President and the Leadership of Congress

The elements of this Bipartisan Budget Agreement provide for deficit reduction amounts that are estimated to
result in a Balanced Budget by fiscal year 2002,

The Bipartisan Budget Agreement is approved by the President, the Speaker of the House of Representatives, the
Senate Majority Leader, and the Senate Minority Leader. The President and the Congressional leadership agree to
engage in a coordinated effort seeking to enact the Bipartisan Budget Agreement. Their coordinated effort shall
seek to produce support for the Agreement by a majority of Democrats and Republicans in both the House and the
Senate. This agreement represents commitments to good faith efforts; it does not purport to amend or suspend
rules of the House or Senate. If bills, resolutions, or conference reports are deemed to be inconsistent, remedial
efforts shall be made by all parties to assure consistency. Such efforts shall include bipartisan L&ademhxp '
consultation and concurrence on amendments and scheduling as necessary.,

Agreed upon budget levels are shown on the tables included in this agreement, including deficit reduction levels,
major category levels for discretionary, mandatory, and tax and réceipt changes.

Discretionary priority spending will be protected By the amounts set forth in this Agreement,

Agreed budget process items will be included in the budget resolution {as appropriatg) and menciiiati’cn,vand are
set forth in the budget process description included in this Agreement.

"Arnt increase in the debt limit sufficient to extend the limit at least to December 15, 1999 will be included in a
reconciliation bill carrying out this Agreement. ~

Both Houses shall pass the 1998 budget resolution with reconciliation instructions fully reﬂectzng the szartxsazz '
Budget Agreement. Such budget resolution shall contain 602(a) allocations consistent with this Agreement and

_ shall instruct appropriate Committees to report, with or without a recommendation, legislation necessary to
implement this Agreément. Conference reports on the reconciliation bills and apprcpnatwns bills that reflect the
Bipartisan Budget Agreement shall be voted in both houses of Cﬁngmss
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8.  Itis the intention of the leaders that Congress shall present the revenue reconciliation bill to the President after the
spending reduction reconciliation bill. This assumes a good faith effort by all parties to enable such a legislative

process to succeed.

9. If during the reconciliation process it is determmed that the target of a balanced budget in fiscal year 2002 cannot
be achieved, all partles to the agreement commit to seeking additional savings necessary to achieve balance.

10. To the extent possible, efforts will be exercised to exclude other mandatéry savings and appropriations riders

unacceptable to the Congressional Leadership or the Administration, as so identified in official Administration
announcements, letters, Statements of Administration Policy, or other communications.
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' SUMMARY OF DEFICIT REDUCTION IN BUDGET RESOLUTION MARK

(Dollars in billians)
1997 1998 1999 2000 2001 2002 5-Yr Total

‘Baseline deficits 2/ 67 89 109 121 95 105
Discretionary: ‘

Defen s irecsiassrarsasiarcusassansassasensess -— -3 -10 . -8 -18 28 -77
NONAETERSC. e siirsossirsvnoresssrossesansass - -1 -3 -8 ~37 «32 -61
Mandatory:

Presidential :mtzatwesmm ,,,,,,,,,,,, - 6 6 7 7 6 31
Mﬁﬁwa!‘&“u RS ERR SRS S E AN A SR AN b it '? "‘;? i “23 ""29 ”"iﬁ‘ “115
Medicaid...omroms snsrnssssuorsansasss - -— -2 -2 -4 w3 . -14
Other mandatory.a. o - -1 -6 -14 1 -19 -40
Revenues:

th £3x rgxieftit.%ﬁﬁbﬁﬂbﬁttQD*Q»#*D‘QQQD#Q'#ﬁ’* —-—- ? ’ 11 22 23 21 85
Total policy changes. e - 1 ~19 -36 -37 -99 -190
Debt service - 0 -0 -2 -4 7 - -14
T{}tal deﬁ{:it reduetiaﬁ"nn»nuw"“ - i '19 “'38 "41 “106 "’204
Resuiting deficit/surplus....cvmnne 67 90 96 83 53 . |

NOTE: Detalls may not add to totals due to rounding. Al totals shown on 2 unified budget basis. Revenue reduction shown as

positive because it Increases the deficit,

. af Baseline includes fiseal dividend, CBO fevenue update, and assumes discretionary spendlng Increases at the rate of inftation.
_ Prepared by SBC Ml;ont}' Stalf,

*
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Long Range Surmary, 1807.2007
{In tions of doliars)
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Domestic Initiatives and Restorations in Agreement

(in billions of dollars)

) : S-year
1998 1999 2000 2001 2002 total -
Assistance to immigrants: : '
Elderly/Disabled
Medicaid : 04 0.4 0.3 0.3 0.3 1.7
SSi _ 1.7 1.6 1.6 1.2 1.2 7.5
Disabled kids (SSI only)' 01 1 % 0.1 0.1 0.1 03
Refugees/asylees 0.0 0.0 0.0 . 0.0 0.0 . 02
Subtotal, immigrants ) 2.2 2.2 2.0 1.7 1.6 9.7
Nutrition 5ssistancc:
Add work slots for 18-50's 0.2 0.2 0.2 0.2 0.2 . 1.0
15% exemption for 18-50’s 0.1 _ 0.1 0.1 0.1 0.1 0.5
Subtotal, nutrition assistance : 0.3 0.3 0.3 0.3 0.3. 1.5
Welfare to work add to TANF 0.7 07 1.0 0.6 - 3.0
Subtotal, immigrants, nutrition, and work 3.2 3.3 3.4 2.4 2.0 14.2
Children’s Health _ _ 23 2.7 32 3.7 39 16.0
Federal land acquisiﬁon & cxchange? 0.3 0.2 0.2 0.1 - 0.7
Environmental reserve ' 0.2 0.2 0.2 0.2 0.2 1.0 -
" Offset low-income Medicare premiums 0.2 0.3 0.3 0.3 04 1.5
Total, Domestic Initiatives and restorations 7.0 6.5 336

6.3 6.6 7.3

1/ Medicaid costs reflected in elderly/disabled medicaid line
2/ Discretionary '
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Protected Domestic Discretionary Priorities -
{Funded at levels proposed in the President’s FY 1998 budget.)

Department of Commerce
» National Institute of Standards and Technology (NIST)

Department of Edueation

Education Reform (includes Technology Literacy Challenge Fund)

Bilingual and Immigrant Education .

Pell (8300 increase in 1998 maximum award amount, to $3,000)

Child literacy initiatives consistent with the goals and the concepts of the President’s America Reads program.

A a0

Department of Health and Human Services
¢ Head Start

Department of the Interior
s _National Park Service: Operation of the National Park System, Land Acquisition and State &sszstancg, and Evcrgiaﬂz:s Rcsmmtm
Fund (including Corps of Engincers) :
» ‘Bureau of Indian Affairs, Tribal Priority Allocations

Department of babor. . __
+ Training and Employment Services, including Job Corps

Department of Treasury
¢ Coimmunitly Development Financial Institution Fund

Environmenial Protection Agency
s EPA Operating Program
»  Superfund appropriations will be at the President’s level if policies can be worked out,

Violent Crimé Reduction Trust Fund, including COPS o : L v

05/16/97 10:55 AM | g



Spectrum Auctions

{outlay savings in billions of doltars}

§-Vear 16-Fear
1998 1999 2000 2001 2002 Snvings Savings
Spectrum : T e 3.5 -3.5 -4.5 ~-14.8 -26.3 ~32.3

Note: Estimates for 1998-2002 were developed by the Congressional Budget Office (CBO) CBO has not ftzrmaliy provided estimates for
20063-2007. Tentative estimates for 2003-2007 are provided.

Four auction proposals and a penalty fce are assumed with cxpected receipts totaling $26.3 billion over five years and $32.3 billion over ten
years (CBO scoring). -

1. Auction of 78 Megaliertz (MHz3 of spectrum cusvently allocated to analog broadeasting: Codify current Federal Communications
Commission {?CC} plans to reelaim surpim *analog” broadcast spectrum after broadcasters have migrated to new digital channzls,

2. Auctionof 36 MHZ of specteym currently allocated 1o television channels 60-69: 24 MHz will be reserved for public safety uses (e e
police and emergency vehicle communications).

3. Broaden and Extend FCC ‘Aurtion Authority: Expand 1%::: FCC’s current authority to auction non-broadeast spectrum and cxtcnd FCC
- guction authority beyond 1998, when it currently expires. This propoesal conlinues a policy to allocate spectrum via auctions.

Aucti Toll Free Telephone Mumbers: Authorize the FCC to award new gancratwns of toll-free vanity telephone mimbers {e.g.,
2»388~§§ALA2~¥C§£) zhwngk an auction.

5. Spectrum Penalty: Ax authorized by current law, a penalty fee would be levied against those entities who received “free” sgamm for
advanced, advertiser-based television services, but failed to utifize t fully.

@5/16/97 10:55 AM 9
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{outlay savings in millions of dollars)

Student Loans

' . B«Year 18-Year
- 1968 1999 2000 2001 1 - 2002 Savings Savings
Total, Student Loan savings - 241 - 240 <151 - 81 - 1,050 - 1,763 - 1,996

The Agreement provides for outlay savings of $1.763 billion over five years and $1.996 billion over ten years from the student loan pragram&:

+ savings will be achieved without increasing costs, redocing benefits, or fimiting aecess to loans for students and their families

»  savings will be derived as follows:

{a) $1,000 miltion over five years from guaranly agency reserves

(b) $603 miliion over five'years, and $606 million over ten years, from section 458.

{c) $1 60 miltion over five years and $390 million over ten years from elimination of the $10 per loan fee paid to institutions participating

in the direct loan program.

05/16/97 10:55 AM
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Civil Service Retirement

{deficit reduction in milliong of dollars)

‘ -- "5-Year | 10-Year

1998 1999 2000 2001 2002 Savings | Savings

Increased Agency Contributions -597 -591 ~386 -382 -577 -2,933 -2,933
Increased Employee Contributions e -214 -423 571 621 -1,829 -1,985

» increasc agency contributions (except Postal Serviez and D.C.) for Civil Service i{en rement System {CSRS) by 1.51 percentage points
effective {}ctobe: i, 1997 through September 30, 2002.

» Phase in increased cm;&%m ee contribtitions 1o the Civil Service Retirement System {CSRS} and Federal Employees Retirement Syswm
{(FERS). .

+ Employer contributions woukd increase 0. 25 percentape points January 1, 1999; an additional 0.15 percentage points January 1, 2000, and
a final 0.10 pereentage points for a total cumulative increase of §.50 percentage points January 1, 2001, Increased cotzmisutmzxs remain in
effect through December 31, 2002, :

-« Legislation provides that agcncy contributions to FERS would remain unaffected by this change.

» Thr: CBO March Baselineis explicitly assumed for all Civil Service Relirement nptlons mcludmg any potcmml FEHB opmms

U.S. Postal Service
{outlay savings in millions of dollars)
. : SYear 10-Year -
1998 1999 - | 2000 2001 2002 Savings | Savings
End Transitional Payment for — =25 ~33 -32 «31 -121 =261
- | Worker’s Compensation

o The proposal would repeal the payment to the U.S8. Postal Service (USPS) to finance workers compensation benefits for empfoyccs
injured before the USPS was created in 1971, USPS would be required to pay these costs out of the Postal Fund. ‘ )

03/16/97 10:55 AM
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Veterans Home Loan Benefit I’und

{outlay savings in millions of dollars)

- SYear 10-Year
1908 1999 2000 2001 2002 Savings Savings
Allow VA to use refund offset -90 0 0 't 0 -0 8§ -

to collect deficiency balances...

» This provision would allow VA to collect outstanding VA loan guaranty debts by Federal salary offset or Federal income tax offset. )
Currently VA is prohibited from using non-VA Federal ofTsets to satisly debts unless the debtor consents in writing, or if a cmm has

determined that the debtor is liable to VA for the deficiency.

¢ This will save the program $90 million in vutlays in the first year of implementation.

Veterans Compensation Program

{outlay savings in millions of doifars)

5-Year 10-Year |
, 1998 1999 2000 2001 2002 Savings Savings
Round down monthly ~23 -51 «»88 -101 -128 -391 1,469

compensation benefits after
applying COLA

« Authorizes VA to permanently round-down monthly compensation benefit payments 1o the nearest dollar after applying the anmzai COLA

in each year, an extension of current law,

»  The practice of rounding down monthly benefit checks is consistent with all other major pension programs including veterans pensmns .

and military and civilian retirement benefits,

05/16/97 10:55 AM
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Medical Care Cost Recovery

(outlay savings in millions of dollars)

B S5-Year 10-Year
1998 1999 2000 2001 2002 Savings | Savings
Mandatory Admin. Savings from -118 -123 -128 -133 -139 -641 -1,427

moving receipts to discretionary,

¢ This proposal allows Medical Care to retain user fees to offset the cost of care provided in VA facilities. Currently, all receipts in excess
of administrative costs are returned to Treasury. Under this structure, the administrative costs of debt collection are mandatory spending.
Allowing the discretionary VA Medical Care account to retain all of these receipts and fund the cost of this activity out of its CO"CCthﬂS
will result in a mandatory savings of $641 million over five years and $1,427 million over ten years.

Veterans Pension Program

(outlay savings’in millions of dollars)

) 5-Year 10-Year
1998 1999 2000 2001 2002 Savings Savings
Extension of OBRA .- -133 -211 -143 -190 -677 -1,866

Provisions for VA Pensions
(See Note 1)

There are two OBRA savings provisions related to the veterans pension program. The overwhelming majority of the above savings are
attributed to the $90 benefit limit described below.

¢ This provisi‘on extends the current limitation on VA pension benefits to Medicaid-eligible recipients in nursing homes. Under this
provision veterans get to keep a greater monthly benefit (the $90 VA benefit). The full cost of the beneficiaries’ nursing home care would
be paid b by the Medlcazd program, where costs are shared with the states. .
"o
o This provision extends the authorization for VA to match income information submitted by beneficiaries with IRS and SSA records.

Note 1: The savings reflected in the table are net of Medicaid costs.

05/16/97 10:55 AM . 13



Veterans Housing Benefit Fund

- {outlay savings in millions of dollars)

5 Vear

 1Q-¥Year
1998 1999 2000 2001 2002 Savings | Savings
Extend Loan Asset Sale Authority -5 -5 -3 -3 -5 -25. -50

o This provision would extend VA’s authority to guarantee VA securities issued in the secondary market directly, thereby m!mncmg their

value,

* To cover obligations of VA’s home loan program, VA secures its direct or “vendee” loans and guarantees the certificates sold to
investors. VA has ils own securitization vehicle which issues mult:ple«»elass pass-through securities and is taxed as a Rcal«Eslate

M{)rtgagc Investment Conduit (REMIC). 'VA’s REMIC currently carries the full faith and credit of the Umtcd States.

. S5-Year 10-Yenr
: oo 1998 1999 2000 2001 2002 Savings Savings
Extend Higher Loans Fees/Resale 11 298 227 =224 =219 909 1,993

Loss Provisions (OBRA} & increase

home loan fees fopnon-veterans

This includes 1wo proposals—extend OBRA provisions and increase the fee for non-veterans financing through “vendee” loans,

s The OBRA provisions permzinentiy extend three provisions that sunse! September 30, 29998.‘ ’{his extends VA's authority to:

1) charge borrowers using VA's home loan guaranty program a 2% instead of 2 1.25% fee,
2} charge veterans who use the loan guarantee benefit more than once a funding fee of 3 percent to reduce losses, and
33y include expected losses on the resale of foreclosed properties.

» Second, this provision increases the fee for non-veterans using Y A’s vendee loan program to match FHA fees. When VA takes

possession of properties resulting from defaulted veterans loans, the homes are uitimately sold to the general pzzi;liz: VA finances these

t

properties through its vendee loan program, charging fees that are lower than those offered to veterans, This provision wwid raise these

fees to 2.25% -- the same up-front fundmg fee that the gcm:ral public pays for FHA loans.

05/16/97 10:35 AM
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_FHA Assignment Program

{outlay savings in millions of dollars)

] 5Yenr | 10-Year
1998 1999 2000 2001 2002 Savingy Savings
Extend FHA Assignment -136 -145 -147 ~128 ~110 -G366

-1,126.

-

L]

*  This assumes continuation of current law policy 1o provide FHA with tools to encourage lenders to forbear for only up to 1 year. This
would improve the targeting and efficiency of HUD's current program, and allow FHA homeowners experisncing temporary economic
distress 1o stay in their homes.

Vessel Tonnage Duties

{outlay savings in mitlions of dollars)

: .. %.Year 10-Year
D . 1998 1999 2000 2001 2002 Savings Savings
Extend Vessel Tonnage Fees woe -49 -49 .-49 -49 -196 -441

s This proposzal would extend vessel tonnage duties at their current levels through 2002, These duties, which would otherwise be reduced
after 1998, are collected by the U.S, Customs Service from commaercial vessels entering U.S. ports from foreign ports, based on their
cargo-canying capacity.

Lease of Excess Strategic Petroleum Reserve Capacity

{outlay savings in millions of dollars)

-Yenr

i S-Year '
- 1998 1999 2000 2001 2002 | Savinge Savings
Lease Excess SPR Capacity - e -1 -2 -4 -6 -13 ~43

o Proposal would Jease excess Strategic Petroleum Reserve storage capacity to foreign nations for storage of their crude oil. - .

-

« Proposal assumes that a total of five million barrels of oil are stored with a fee of $1.20 per barrel.

05/16797 10:35 AM
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 Unemployment Trust Fund

(outlay sovings in millions of dollars)

S5-Year 10-Year
‘ - : - 1998 1999 2000 2001 2002 Savings Savings
Raise UTF Caiiings - — =200 -208 ~216 - -624 ~624

» Increases the ceilings of the Federal FUTA-funded accounts in the Unemployment Trust Fund to increase trust fund solvency,

Unemployment Benefits

(outlay savings in millions of doliars)

' K 5-Year 10-Year
i ' - 1998 199G 2000 2001 2002 Savings Savings
U1 Benefits Integrity -118 ~15% ~-160 =162 -165 . -763 | 1,658

s Provides savings in mméatary unemployment insurance (U1 beneﬁis due fo increased d:scwzmnaty spending on Ul inteprity activities
{e.g., increased eligibility reviews, tax audits),

» Assumes President’s Budget requested Jevel of funding for Ul integrity (589 million in 1998) is provided in addition to continuing
integrity activities already funded in the base Ul administrative grants to obtain these savings. '

05/16/97 10:55 AM 16



VA Medical Care Cost Recovery 'md SSA User Fees

(in millions of dollars)

: S-Year 10-Year
1998 1999 2000 2001 2002 Savings | Savings
Estimated spending associated with the VA user fee proposal:

BA 604 628 654 681 710 3,277 7,282

OL 544 620 651 678 707 3,200 7,788
Estimated spending associated with the SSA user fee proposal: _
BA 35 75 80 90 100 380 1,065

oL 33 73 80 89 99 374 1,054

The proposals described below are included in the 1998 Budget and are assumed in the Budget Agreement.

VA Medical Care Cost.Recovery Fees -
e The 1998 Budget included a proposal to shift existing offsetting receipts from the mandatory side to the dlscretlonary side. The
Agreement assumes that Medical Care Cost Recovery fees are available to support domestic discretionary spending associated with VA

. Medical Care,

o The shift of the offsetting receipts from mandatory spending to discretionary spending has been incorporated into the Budget Committee’s
adjusted baseline.

SSA Fees
.o The Agreement assumes a proposal to increase existing fees to offset SSA-reIated spendmg

05/16/97 10:55 AM 17



. Earned Income Tax Credit

- {deficit redustion savings in millions of dollars)

5-Year 10-Year
1908 1999 2000 2001 2002 Savings Savings
Eamed Income Tax Credit —— -13 -36 -37 -38 -124 -332

*  Treasury announced a package of legislative initiatives in April concurrent with the w%ease of an IRS siudy on EITC nuzzwmphame
Jevels, Finalscoring is not available.

o  Other mutually acccp%aisic EITC reforms targeted to reducing noncompiiance and fraud may also be considered within these wm savings
targets.

The Smith-Hughes Act of 1918

(outlay saviags in miliions of dollars)

Zﬁ-i’ear ‘

S¥ear
» 1998 1999 |° 2000 2001 2002 Savings Savings
Repeal appropriations under -1 -7 - Y -7 -7 -29 -64
Smith Hughes - ‘

+ Eliminate the mandatory appropriation under the Smith-Hughes Act of 1918 in favor of mcrcased discretionary spending on 3&&: training
and vocational education in the Administration’s GI Bill for Amcnca s Workers.

» Eliminating this program would save $29 mlillon over five years and $64 million over ten years,

e Activities funded under the Smith-Hughes Act can be supported by the Department of Education’s vocational education program.

05/16/97 10:55 AM . 18



Environmental Reserve Fund

(outlay increases in millions of dollars)

. 5-Year ~ 10-Year
1998 1999 2000 2001 2002 Spending | Spending |
Orphan share spending 200 200 200 200 200 1,000 2,028 -

e The proposal would provide new mandatory spending for orphan shares at Superfund hazardous waste cleanup sites. Orphan shares are
portions of financial liability at Superfund sites allocated to non- Federal parties with hmlted or no ability to pay.

o The funds will be reserved for this purpose bascd on the assumption of a policy agreement on orphan share spending.

Priority Federal Land Acquisitions and Exchanges

(outlay increases in millions of dollars)

5-Year 10-Year
: 1998 1999 2000 2001 2002 | Spending | Spending
Priority Federal Land 300 150 150 - 100 - 700 700
Acquisitions and Exchanges '

e Under this proposal, up to $315 million would be avaitable from the Land and Water Conservation Fund (LWCF) to finalize priority
Federal land exchanges in FY 1998 and FY 1999.

s Funding from the LWCF for other high priority Federal land acquisitions and exchanges (totaling $385 million) would be available in
fiscal years 1999 through 200!. . _

‘s The funding will be allocated to function 300 as a reserve fund exclusively for this purpose.

05/16/97 10:55 AM : 19



Major Mandatory Programs

Medicare

- {outlay savings in billions of doliars)

5-Year 10.Year

. 1998 1999 2000 24001 2002 | - Savings Savings
Medicare, net 6.5 ~16.8 -22.7 -29.0 -40.0 ~115.0 -434.2

Reduce projectéé Medicare spending by $115 billion over five years.

Extend solvency of the Part A Trust Fund for at least 10 years through a combination of savings and stmctzzrai reforms (mcim&ang the
home health realiocation). .

Strugtital reforms will include provisions to give beneficiaries more choices among competing health plans, such as provider sponsored
‘organizations and preferred provider organizations.

The Medicara program reforms provide beneficiaries with comparative information about their options, such as now provided Federal
cmployees and annuitants in the FEHD program.

Maintain the Part B premium at 25 percent of program costs and phase in over seven years the :m:iuswn in the calcalation of the Pant B
premium the portion of home health cxpezzduums reallocated to Part B.

Reform manage{i care payment mmkcdo!ogy 1o address gcograp?z:c disparities.

Reform payment methodology by estabfishing prospective payment systems for areas such as home heaiﬁz pmwdcrx, skilled nursing
facﬂttms ami outpatient departments. . .
Fundmg for new health benefits including: (1) expanded mammography coverage; (2} coverage for colorectal screenings; (3) coverage for
diabetes self-management; and () higher payments to providers for preventive vaceinations to the extent it will lead to greater use by
beneficiaries. Invest $4 billion over five years (and $20 billion over ten years) to limit beneficiary copayments for outpatient services,
unless there is a2 mote cost-effective way to pmvzde such services to beneficiaries as mutually agreed,
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(outlay savings in billions of dollars)

Medicaid

5-Year

iii-Year

1998 1999 2000 2001 - 2002 Savings Savings -
Medicaid, net 0.0 -5.5 -2.4 - =306 -6.2 -13.6 ~65.5

« Include net Medicaid savings of $13.6 billion over five years,

¢ Net Medicaid savings include a higher match for D.C., an inflaton adjustment for programs in ?ueﬁe Rico and other temt:me& Part B
premium mlcncttom and $1.5 billion to ease the impact of increasing Medicare premiums on low-income beneficlaries,

» The $13.6 billion in Medicaid savings do not reflect the health care investments for children's coverage, protections for Ecgal immigrants
under welfare reform, or the extension of veterans’ Medicaid income protections. )

»  Savings derived from reduced disproportionate share payments and flexibility provisions,
s Include prévisians to aifes& States more flexibility in managing the Medicaid program, including repeal of the Boren amendment,

converting current managed care and home/community-based care waiver process to State Plan Amcnémcm and ci:mmazz:m of
unnecessary administrative wqummts .
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Immxgratmn, Nutrition Assistance and Work

{outiay increases in billions of dollars)

. S.Yeur 16-Year
1998 1999 2000 2001 2002 Spending Spending
Immigrants 2.2 2.1 2.0 1.6 1.6 9.7 16.5
Nutrition Assistance 0.3 . 0.3 0.3 0.3 0.3 1.5 3.1
Welfare to Work 0.7 0.7 1.0 0.6 3.0 3.0
Total 3.2 33 3.4 2.5 2.0 14.2 22.5
Imnigrants

o Eligibility for legal immigrants. Restore SS1 and Medicaid eligibility for all disabled legal immigrants who are or become disabled and
who entered the U.S, prior to August 23, 1996. Those disabled legal immigrants-who entered the U.S. after August 22, 1996, and are on

the mils imfors: June 1, 1997 shall not be removed.

» Refugees and ssvlees. Lengthen the exemption for refugees ami asylees fram the first 5 years in the country to 7 years in order to provide
SSi and Medicaid, . .

Nutrition Assistance

« Redirect existing food stamps employment and training funds and add $750 million in new capped mandatory funding to create additional
work slots for individuals subject to the time limits.

s - Permit States to exempt 15 peccent of the mdzvzduals who would lose bencf' ts becavse of the time hrm:s (bc}'ﬁnd the current waiver
policy), at a total cost of $0.5 billion, \

Welfare to Work

L .

o  Add $3.0 billion in capped mandatory spending through 2001 to TANF, allocated to States through a formula and targeted within a State
to areas with poverty and unemployment rates at least 20 percent higher than the State average. A share of funds would go to
cities/counties with large poverty populations commensurate with the share of long»term welfare recipients in those ]urlsdtctmns
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Children’s Health

{outlay increases in billions of doliars)

- '$~Year 19.Year
1998 I° 1999 2000 2001 2002 Spemding Spending
Children’s Health 2.3 2.7 3.2 3.7 3.9 16.0 389

» Spend $16 billion over five years (20 pmvid"c up to 5 million additiona] children with health insurance coverage by 2002)

» The funding couié be used for one or both of the following, snd for other possibilities if mutually agreeable:

+ L Medicaid, including outreach activities to identify and enroll eligible children and providing 12-month continuous eligibility;
and also to restore Medicaid for current disabled children losing S8 because of the new, mors strict definition of c?tt?{iiwoé

Clig!fi‘(lft!}", and

2. A program of capped mandatory grants to States to finance health insurance coverage for uninsured children.

The resources will be used in the most cost-effective manner possible to expand caverage and services for iawnimomc an{i uninsured

*
ci‘zziém with a goal of zzp to § million currently uninsured {:h:iézen being served,
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Budget Process

" Extend discretionary caps {p 2002,

Extend and revise discretionary caps for 1998-2002 at agreed levels shown in tables included in this agreement, and extend current
law sequester enforcement mechanism.

Within discretionary caps, establish separate categories (firewalls) for Defense and Non-Defense Discretionary (NDD) at agreed levels

‘shown in agreement tables for each year 1998-1599 with associated sequester firewall enforcement as provided in BEA for 1990-93,

Retain current law on seporate crime caps {VCRTF) at levels shown in agreement fables.

Extend and update special allowance for outlays; extend existing adjustment for emergencies.

Cap adjustment for exchanges of monctary assets, such as Now Arrangements to Borrow, and for international organization arrears,

. fixtend PAYGO to 2002,

o Revise the asset sales rule, which pmh:blzs scoring the pmceeds of asset sales, to score if net prescnt value of all amczated cash flows
would not increase the deficit; scoring, if allowed, based on cash effect, not NPV.

o The Superfund tax shall not be used as a revenue offset,

» Reduce ﬁaygo balances 1o zero, including those derived from budget agfecment,

o Provide for debt limit increase sufficient to extend limit to December 15, 1999.
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: ‘_ WONGTESS O (Ye GIIES SDLates
Washington, DE 20515

Ma_y 1§, 1997 ' -

" The Honorable William {-Clinton
President of the United States
The White House

1600 Pennsylvania Avenue, N, W
Washmgton, D.C. 20515

%

Dear Mr. President:

We would like to take this opportunity to confirm important aspects of the Balanced Bkuc!get '
Agreement. [t was agreed that the net tax cut shall be 383 billion through 2002 and nat more than 5250
billion through 2007. We beliove these levels provide enough room for important reforms, including
broad-based permanent capital gains tax reductions, significant death tax relief, $500 per child tax ceedit,

and expansion of IRAs.

In the course of Jtafﬁzzg the iégis!aiioa to impi&meni the balanced lmége% ?fm, thete ace some
additional areas that we want to be surs the committees of jurisdiction consider. S;}eciﬁeany, it was agreed
- that the ;:ac!zage must include tax relief of rou glﬁy $35 billion over five years for gosi«se{:omiary education,
mcfudmg a deduction and a tax credit. We believe this pac}eagc should be consistens with the cl-;;e:t:ves put
forwaed in the HOPE scholarship and tuition tax proposals contained in the Aammwtmhon s FY 1998
Eudget to assist middle-class parents. ‘

Additionally, the if‘&ms& and Senate Leadership will seek to include vasious proposals in the
Administration’s FY 1998 budget (s.9., the welfare-to-work tax credit, capital gaing tax relief for home
sales, the Administration’s EZ/EC ;}m?osais, brosmbields izgzsiaiwn, ESC sa&wam, and tax incentives
designed to spur economic growth in the District of Columbia), as well as various pending songressional
tax pmpma}s.

In this coﬁtext, it should be noted that the tax-writing commitiees will he requimc[ to ]:afan.cg the
interests and desires of many parties in crafting tax legislaticn within the context of the net tax reduction
ggzals which have been A&Dptczi; while at the same time protecting the interests of taxpayers genc:aﬂy,

| We stand to worzk with you toward these ends. Thank you very much for yous cooperation.

: Since:ely,

" Newt Gingrich o Toemt Lo
- Spenker Senate Majority Leader
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" , GGt L2D U 404 WLV STLALED
- EHashington, BL 20815

May 131997

Mt Eeskine Bowles
Chief of Staf to

the President

The White House
Washington, D.C. 20502

Dear 3 :.’ Bowles:

We ace writing to express our desire for continued cooperation between Congressional stalf30d the
stalf of the varous Administration agencies during the development of the current budget agreement.

Much of the most difficult woek in connection with the budget sgreement will invelve the
developmmt of the revenue provisions that will satts&: the patarmeters of the agreerment. i“izstcncaﬂv, the
staff of the Joint Committes ca Taxation has prcm&ezi technical ega.i and quantitative support o tke
House and Senate. The Budget Act raguires the use of Jjaint Cormmittee on Tax{zti{zrz tevenue estimates.
Ken Kies and his staff are ccmmittegl to facilitating our wotk on the tax provisions of this En&get
ageeement. You can be assured that they will cooperale with Administeation counterparts in recaiving
Ac{ministmzisn input as they carry out their statutory cesponsibilities.

The cevenue estimating stags of the Joint Committes on Taxation and the Office of Tax -\naI*- 515
at Teeasury have a !cmg history of cooperation and commuaication amanyg analysts. [t is our
uadez&%anémg that steps have a :ca&v been taken to insuce that the coaperative eforts of these two staffs
will be mtemzfmé Jzang the current bu&get process. [t is also our undmsmndmg that the professxonal
staffs at the Office of Tax Analysis at Treasury and the Joint Committes on Taxation will cansult and
shate information necessary to understand E:uﬂy the basis of their ceveriue estimates and to minimize
revenus sstimating differences. The pmgosal shall not cause costs to exploJe in the outyears.

Now that we have ag:zé:[ upon the overall parameters of this signiﬁcmt agreement, an inordinate
number of details concerning specific provisions must be drafted and analyzed by the JCT ind the ~

committees of jurisdiction. We look forward to working with the Administeation.

>ince rely, ' < ’ .

W Dy

o Newt Ging sric 4 .
- R?ga,!ggg qemtc Majority i.eazief
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EXECUTIVE OFFICGCE OF THE PRESIDENY .
OFFIGE OF MANAGEMERT AND BUDGET A{:;; .
WASHINGTON, (L. 2050% IS

NG . 4 g7

THE DIHECTOR

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Envolled Bill HR. 2014 - Taxpayer Relief Act of 1997
Sponsor - Rep. Kasich (R) Ohio

Last Day for Action
August 13, 1997 - Wednesday. (If you decide to exercise the line-item veto authority

with respect 1o any provision in H.R. 2014, the Treasury Depantment recommends that vou do
s0 “contemporancously with the signing of the enrolled bill.")

. Environmental Protection Apency (EPA)

[ £

Purpose
Enacts the tax provisions of the Bipartisan Budget Agreement.
Agency Recommendations .
Office of Management and Budget Approval {Signing :
' statement attached)
Department of the Treasury Approval {Signing
- : statemnent artached)

Department of Agnculture Approval
Department of Commerce Approval (Informally)
Departraent of Housing and Urban Development  Approval (Informally) -
Small Business Administration Approval (Informally}
Department of the lnterior No objection (Informally}
Departinent of Labor No objection {Informally)
Office of Personne! Manzgement Ne objection (Informally)
Deparument of Education Defers (Informally} -
Department of Energy No comment Joformally)
Deparanent of Health and Human Services No comment (Informally)
Department of Justice " 7 No comment (nformally)
Department of State No comment {ofonmally)
Departmeat of Transportation No commeni (Jnformally)

" Department of Veterans Affairs No comment (Informally)

No comment {Informally)




Discussi

This earolied bill — together with H.R. 2015, the "Balanced Budget Act
of 1997 — would implement the Bipartisan Budget Agreement announced on May 2, 1997,
According to the Joint Commitiee on Taxation, this legislation (together with the tobaceo tax
provisions contained in H.R. 2015) will result in an estimated $95 billion in net tax reductions
over five years (FYs 1998.2002) and $273 billion in net reductions by FY 2007, (This Office
will not be scoring H.R. 2014 for pay-as-you.go purposes, consistent with the requirement of
Seetion 10213 of HR. 2015 that this Office not score this legislation. All estimates inthis

memorandurs reflect preliminary congressional scoring.)

: The enrolied bill identifies 79 provisions that are subject 10 the ne item veto, The
review of HR. 2014 for purposes of the Line lMem Veto Act by this Office and the Treastry is
wnderway. If an flem{s) is identified as potentially swtab}c for cancellation, this information

will be provided to you sepamtc!y

. H.R. 2014 establishes a tax credit of $400 for CY 1998 and $5300 for CY 1999 and
thereafier for cach dependent child under the age 17. The credit would begin 1o phase ouwt for
married couples with adjusted annual gross incomes greater than $110,000 and for one-paremt
faznilies with incomes greater than §75,000, The credit is calcalated ("stackdd™) befors the
Earned 1ocome Tax Credit (E1TC) for families with one or two children. For familiss with
three or mors children, the mdu 15 als0 refundable to the extent that payroll taxes exceed the

EITC.

i ation Expenses. The enrolled bill establishes two different tax
eredits fer cdumm«miatsd cxpcms ?or each of the first two years of post-secondary
education, & taxpayer may chaim & "HOPE Scholarship” oredit equal 1o 100 percent of the first
$1,000 of eligible expenses and 50 percent of sesond 51,000 of eligible expenses paid by the
taxpayer, the taxpayer’s spouse, or a dependent child. A separate credit is available for each
student in the taxpayes’s household who is in the firsttwo years of posisecondary education,
The student must b enrolled on at least 2 half-time basis is & program leading to & rccog:mmd
educational credential at an eligible educational instinstion.

The HOPE Schoim'sinp credit is available for tuition and fees required 10 atiend an
eligitle education institution, It is not available for expenses incurred 1o purchase books or for
charges and fees associated with meals, lodging, student activities, athletics, insurance, or
transportation. Expenses for room and board are also Excluded. The credit is phased owt for
single taxpayers with adjusted gross incomies between $40,000 and $50,000 and between

-5
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$80,000 and $1060,000 for joint filers. The HOPE Scholarship eredit is effective with respect 10
payments made after December 31, 1997, for education fumished after that date,

The second tax credit, the "Lifetime [eaming” credit, can be claimed for 20 percent of
the first $5,000 of eligible expenses (efined in the same way as for HOPE Scholarships) -
generally Suough December 31, 2002, and 20 percent of the first $10,000 thereafter. The
limits on eligible expenses apply regardless of the number of students in the taxpayer’s
household, As with the HOPE Scholarship eredit, the Lifetime Leaming credit can be claimed
for expenses paid by the taxpayer, the taxpayer's spouse, or & dependent child. The credit is
phased out over the same income range as the HOPE Scholarship credit. In contrast 1o the
HOPE Scholarship eredit, a taxpayer meay claim the Lifetime Leoaming credit for an unlimited

" number of taxabic years, graduate-level and professional courses, and expenses incusred while
enrolled on less than a half-time basis. The Lifetime Leaming credit is effective with respect to
payments made after July 1, 1998, for educstion furnished after that date.

A taxpayer may claim either the HOPE Scholarship eredit, the Lifetime Learning credit,
or the exciusion from income of distributions from an Education IRA (ses below) for each
cligible student.

LIngivig ) s (JRAS HR.ZBKWMME&WOR

IRA, into which smgie taxpaym wnh incomes up o 595 f}ﬁﬁ and married cozzp}cs with S

" incomes up to $150,000 can contribute up to $500 per child.  The account is held in the child’s D
name. This $500 anoual contribution is phased out for single taxpayers with adjusted gross
incomes berween $95,000 and $110,000 and for joint filers with incomes between $150,000
and $160,000. The contributions would ot be tax deductible but eamnings would acoumulate
tax-free, and disiributions from Education IRAs would be excluded from income if they are
used for post-secondary education expenses, including tuition, fees, books, supplies,
equipment, and certain room and board expenses. The Eduocation IRA provisions would ke
effect op Janvary 1, 1998.

The earclied bill also allows penalty-free withdrawals fom regular RAs for
undergraduate, graduate, and post-secondary vocanonal expenses,

. In addition, the Taxpayer Rebief Act:

- exiends for three years the exclusion from taxabie income ef up to $5,250 of
employer-provided undesgraduate education benefits;

- allows a dedustion for up o $2,500 per year, phased-in over four years, of
interest on education loans for expenses of students enrolled alan institution of

higher educasion;

e
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- excludes from taxable incorme the amount of student loans fcfgim‘ by certain
charitable or educationa! institutions in return for community service;

~  repeals the $150 million cap for tax-fres bonds issued by private higher
education institutions and certain other charitable institutions;

—~ . provides tax incentives for elementary and secondary publie schoo! repair and
renovalion in poor neighborhoods through “Education Zone Academy Bopds“;

" enhances the charitable ccntribz’zzic:i deduction from income for corporate
donations of computer equipment made berfore 2001 to schools and certain
nonprofit organizations that support elementary and secondary education; and

- pernite State prepaid tuition plans® earnings — which are taxed only at the time
- of withdrawal — 10 cover a student's room and board expenses, broadens the
types of educational institutions eligible for such plans, and expands the
definition of family members who can receive a tax-free roliover or transfer of

balances froms prepaid plans. -

H.R. 2014 gradually increeses the income level at which eligibility for deductible IRAS
is phased out from tbe current range of $25,000-$35,000 10 $50,000-560,000 in 2005 for
individuals and from $40,000.$50,000 to $£80,000-100,080 in 2007 for couples.  The bill
. permits deductible contributions for spouses of individuals who are in an employer-sponsored
retirement plan. This deduction is phased out for taxpayers with incomes betwezz $150,000

and $160,000. ‘

Effective January 1, 1998, the enrolied bill creates new "Roth IRAs" into which
taxpayers may make nondeductible contributions of vp 10 $2,000 anoually, The sondeductible
contributions phase out for individuals with annual incomes between 395,000 and $110,000
and for couples with incomes between £150,000 and $160,000. The $2,000 contribution limit
is indexed for inflation. Distributions of amounts held for st Jeast five years in Roth IRAs are
tax-free if they are made afier the taxpayer meets certain other conditions. Tax-free
withdrawals can also be made for expenses of a first-time homebuyer, subject to 8 310,000
lifetime cap. (The enrolled bill alse aliows penalty-free withdrawnls from existing TRAs for
first-ime home purchases.) Only taxpayers with incomes less than $100,000 are eligible 1o
roll over or convert an IRA into 8 Roth IRA,

m4~ L3
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Canial Gai

, H.R. 2014 allows couples to exclude from their taxable income up to $500,000 of gain
from the sale or exchange of their principsl residence; single taxpayers are permitied to exclude
up to $250,000 of any gain. To be eligible 10 vse the exclusion, 8 taxpsyer must have swned
and necupied the property es a principal residence for at Jeast two of the Tive years prior to the
sale or exchange. Taxpayers who cannot meet the two-year occupancy requirement dus 1o a
change in place of employment, health, or other unforseen circumstances, may exclude an
amount that is proportionate 1o the period of the two years thcy did oceupy the property,  This

" exclusion could be used CVETY $WO yEurs,

The bill reduces the maximum capital gains rate for individuals to 20 percent (10
percent for taxpevers in the 15-percent bracke?), effective May 7, 1897, for investments held
for more than 18 months, The present maxinum 28-peroent rate will be retained for
collectibles and, effective July 28, 1997, for assets held between one year and 18 months,
Taxes on gains from sssets sold afier being heki for more than five years are reduced further,
Begining in 2001, taxpayers inthe 15-percent brackets will be taxed at zight percent on these
gains. Capital gains sexes on other taxpayers who sell an asset afier holding it for five years

will drop to 18 percent, beginning in 2006,
) ve Mini T
H.R. 2014 provides that deprecistion on uxgible personal propenty will be computed
using shorter recovery periods than are now sllowed for alfernative minimum tax purposes,
Moving People Off Welfare

Yrelfare-to-Work Tox Credit. The enrolled bill provides employers a 35 percent credit
on the first $10,000 of annual wages paid 10 long-term welfare recipients during their first year
of employment and & 50 parcent credit on the first $10,000 of annual wages during the second

year.

“The credit is Hmited 10 two years per eligible recipient. An employer could treat

cotployet-paid education and training assistance, bealth care, and dependent care expenses 85

wages eligible for this credit.

SRt




" . Work Ogportuni redit.” HR. 2014 extends from
Octobcri }9?? through}m 30 1998 ‘z?zr:txxczcdu that employers can cizim for the first
$6,000 paid to individuals they kire from specific groups. . . N

The enrolled bill also: |
- adds 851 beneficiaries as an eligible group;

- establishes a two-tiered credit allowing 2 25 percent credit for wages paidtoa
eligible person employed for 120-400 hours and a 40 pereent credit for persons
employed for 400 hours or more; and

- does not include the Administration's proposal to include as a target group
childiess shle-bodied Food Stamp recipizats ages 18-30 who are subject to the
Food Stamnp time limit and work requirements,

3, 3! 244 ov

Empowerment Zones. Effective January 1, 2000, the earolled bill authorizes two
additional urban Emposverment Zoones (EZs) , which will receive the same tax incentives as
EZs designated pursuant to the Omnibus Budget Reconciliation Act of 1993, The designatiop
of these EZs must take place within 180 days of the bill"s enactment and will penerally be
effective for ten years. :

The bill also authorizes a new round of 20 competitively selected Empowerment Zones
{15 in urban areas and § in rural areas), The designation of the sdditiopal EZs must take place
befors January 1, 1999, and wil] generally be effective forten years, The new round of BEZs
will be selected using expanded eligibility ariteria, and businesses located in these areas will
receive a different mix of tax incentives than was available to earlier EZs.

Brownfieids Clearup, HR 2014 allows the immediate write-off of costs incurred to
ciean up snvironoeentally contaminated land and buildings located in designated areas and used
in & trade or business. The designated areas include: (1) Empowerment Zones and Enterprise
Communities; {2} the 76 EPA Brownfields Pilot sites announced before February 1997; (38
porulation census tract with 8 poverty rate of 20 percent or more; and {4} certain industrial and
commercial areas that are adjacent to such tracts. This provision applies only to eligible
expenditures incurred in taxable years ending afier the date of enactment of the enrolled bill
and before January 1, 2001,




Estate Tax Reliel

The enrolled bill increases the unified credit, which is applied to the cumulative total of
texes on a taxpayes’s gifts transferred during his or her lifetime and &t death. This, in effect,
increases the amount that a tax;zayer can fransfn' free of gift and estate taxes from $600,000 to

$1 million by 2006.

HR. 2014 also establishes a new exemption for 8 taxpayer’s interest in & family-owned
ferm or small business if that interest comprises more than half of a decedent’s estate ant
certain other requirements are met. This exclusion for & family-owned busingss interests may
be wken only to the extent that when combined with the unified credit, the total exclusion does

< notexcesd $1.3 million.

Trensportation Taxes

Aifline Ticket Taxes. Effective October 1, 1997, HR. 2014 Jowers the current
10 pereent excise tax on domestic airline ickets t 7.5 percent over two years and establishes a
new fee 1o be charged for cach flight segment (i.¢., cach takeoff) which inereases from $1 in
CY 199710 83 in CY 2002, The enrolied bill extends the departure tax on intemnational flights
and increases that tax from $6 10 $12 per passenger, The bill imposes 2 new $12 avival fee for
international ﬂz ghis,

Ampak Taxes. H.R. 2014 provides the National Railroad Passenger Corporation
{"Amirak™) with a mechanism 1o receive a tax refund equal (o spproximately $2.3 billion by, in
effect, carrying back net operating losses against the liability of Amtrak’s railroad predecessors
for all taxable years beginning before January 1, 1971, The bill requires Amtrak, in exchange,
10 agree 10 pay States that are not receiving Armtrak service one percent of the refund it receives
and use the balance for equipment, rolling stock, and capital improvements. The enrolled bill
requires that no refund based oo this provision cas be made unless Federal legislation is
enacied to authorize reforms of Amtrak.

Highway Fuel Taxes. The enrolied bill requires the permanent 4.3<ents-per-galion tax
assessed against highway fuels to be transferred to the Highway Trust Fund. Currently, these
funds are deposited in the General Fund. This provision will result in the earmarking of an
additional $39.6 billion to the Highway Trust Fund over the next six years. These funds will
be svailable only for lighway and transit programs, subject 1o appropristions. The Treasury
Department notes in its views Jetter that this provision “may spur efforts 10 move the st
funds off budget and create pressure 1o increase ground tansportation spending to levels
significantly higher than contemplated by the bipartisap budget agreement”

.
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District of Columbia T

H.R. 2014 designates economically depressed areas within the District of Columbia ag
the "D.C. Enterprise Zone,” within which businesses and individual residents are eligibie for
special tax incentives. These incentives include: 8 20 percent wage credit for the first $15,600
of wages paid to D.C. residents who work in the D.C. Entesprise Zone; immediate deduction of
an additional $20,000 of expenditures for qualificd zone property; and special tax-exempt
financing for certain zone facilities, )

 The enrolled bill eliminates, for 10 years, the capital gains tsx on the sale of qualified
assets held for more thag five years and Jocated in any census tract within the District of
Columbia in which the poverty mate is 10 percent or more,

The bill also provides first-time home buyers 8 tax credit of up to $5,000 for the
purchase of & principal residence in the Distriet of Columbia. This credit phases out for
individual taxpayers with adjustad gross incomes between $70,000 and $90,000. For joint
£lers, the credit phases out between $110,000 and $130,000. The credit is available for
residences purchased after the date of enactment and before January 1, 2001.

Small Business Tax Relief

H.R. 2014 provides that e home office qualifies as the "principal place of business” and,
therefore, meets the reguirement to claim a deduction for the business portion of expenses
yelated to operating the bome {e.g., a portion of rent or depreciation and repaws) ift (1) the
office is used by the taxpayer to conduct administrative or management activities of a trade or

business and {2} there is no other fixed Jocation of the trade or business where the taxpayer
conducts substantal sdministrative or managcmczz‘{ac'ﬁvitics of the frade or business.

The enrolled bill repeals the t:;m}amie alternative minimurp tax for small business
coTporations, gensrally corporations wath Jess than $5 million in gross receipts, beginning aﬁzx
December 31, 1997,

The enrolled bill increasss the percentage of health insurance premivems that selfe
employed individuals can deduet from their income 10 100 percent by 2007, Current Jaw
permits a deduction of 40 percent of heaith insurance premiums in 1997, increasing
80 percent in 2006,

T+




Jobaceo Taxes

The enroiied bill allows tobacco companies to apply the increased excise tax contained .
in the Balanced Budget Act of 1997 (H.R. 2015) toward the payments required under the Y
proposed fobacco industry setifement agroement of June 20, 1957, HR. 2015 increases the tax. W
on & pack of cigarettes from 24 cents 1o 34 cents in CY 2000 and 10 39 cents in CY 2002 to :
help fund the Children's Health Initiative.

) The Treasury Department recommends approval of HLR. 2014, noting that it contains
versions of mast of your tex-cut initiatives. Aczording to Treasury, the enrolled bill passes the
four tests that the Administration established for this legislation: (1) fiscal responsibility and
avoidance of an explosion in out-year costs; (2} a fair balance of benefits for working
Americans; {3) encouraging sconomic growth; and (4) consistency with the bipartisan budget
agreement, including s significant expansion of opportunities for higher education.

Treasury notes that several objectionable provisions of the House and Senate versions
of the Bill, including tax incentives for primary and secondary school tuition and indexing of
capital gains for inflation, were deleted in conference.

In its views letter, Treasury expresses reservations shout certain provisions of the
enrolied bill. Spacifically, the capital gains provisions “would disproportionately benefit the
wealthy;” the IRA provisions “will create 2 windfall for bz’gb»incomc individuals;” and the
increase in the estate tax credit to $1 million “is too expensive and will be of no benefit 1o the
vast majority of families.” Treasury also sratcs that the enrolled bill “will contribute

significantly 1o complexity for taxpayers.”

Treasury expresses disappointment over the emission from HLR. 2014 of several BN
Administration proposals, including proposals to: (1) extend the excise tax exemption for
ethanol; (2) stisnulate investments in Comwmunity Development Financial Institutions; (3} |

facilitate restructuring the Nation’s affordable housing portfolio; and (4) provide tax incentives

for new economic activity in Puerto Rico.

We join Treasury and other interested agencices in recommending spproval of
HR. 2014, which passed the House by a vote of 346-85 and the Senate by 92-8.

[
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A signing statement is attached for your consideration. 1t has been reviewed and
spproved by the Departuments of the Treasury, Agriculture, Education, Health and Human
Services, and Transportation, and the Environmental Protection Agency, and the Small .
Businsss Adminigtration,

(5ign6d)

Franklin D. Raines
Director

Entlosures
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STATEMENT BY THE PRESIDENT

1 have today approved H.RL 2014, the Taxpayer Relicf Act 1;lf 19%27. Together with the
Balanced Budgct Act of 1997, thus legislation impié:&cnﬁ the bipartisan budget agreement,

1 havc long considered tax cuts for middle-income Ammms and small busmesscs atop
priority. I 1993, 1 worked with Congress to cut taxes for 15 million working families by
expanding the Earned Income Tax Credit, and by providing investment incentives for smali
businesses. A year later, 1 proposed my Middle Class Bill of Rights, inchuding child tax credits,
deductions for higher education, and expanded Individuz! Retirement Accounts. Then, in 1996, 1
signed into Jaw a number of oﬁz:;‘ tax benefits for small businesses and their employess «
including greater c);pensiﬁg for small-business investments, greater deductibility of health
insurance premiums for small businesses and their employees, and expanded dnd simplified
Wﬁcs for mirémcat savings. Alsoin 1996, 1 signed into Jaw 2 $5,000 tax cm!i; for
adoption expenses {36,000 for adopting children with special needs) and higher limits for tax-
deductible conributions by spouses 1o Individual Retirement Accounts.

This year, | once again proposed my Middle Clasgs Bill of Rights. On May 2, 1997, the ‘
Congressional Leadership and I reached a historic bipaz'z:san budpet egreement that included the
broad outlines of key elements of my tax-cut plan.

As we have worked with the Congress over the last few months 1o develop the details of
the balanced budget agrecment, 1 have insistsd that the tax-cut package meet four basic tests,
First, the tax cuts must be fiscally responsible by avoiding g explosion in revenue costs in years
cutside the budget windows. Second, the 1ax cuts must provide a fair balance of benafits for

working Americanss. Third, the tax cuts must encowrsge economic growth, Fourth, the tax




package must refiect the terms of the bipartisan budget agreement, including ; significant
expansion of opportunities for higher education for Americans of all ages. ‘

} believe that HR. 2014 meess these tcsts It will provide an cst-imnlcé $95 billion in net
X t;uts over the next five years. It is a fair plan that places a priority on education tax cuts and
’ provides a child tax credit to families who work hard and pay texes. 1t also incorporates’
Republican pri oritit:;; in & good-faith effort 10 honor the budget accord and to reach final
sgreement on 8 tax cut the American people deserve. This legisiation will not only provide
needed tax relief for middie-class Americans, byt will promote a fairer tax system and encotrage
economic growth. Itis also fiscally responsible: the costs of these tax cuts are fully offset in
accordance with the balanced budget agreement.

1 &m especially pleased that the legisiation includes, with certain mmé%ﬁcations, the key
features of my Middle Class Bill of Righis designed 1o givz middle-income families the tax relief
they need to help them raise their children, save for the future, and pay for postsecondary
education. * ‘

Education

! hav;: long believed that the tax system should better enpourage iuvesm;cm i1 coliege
educatiop and job training. This legislaton incorporates the key aspests of my ﬁomsﬂs fora
%1,500 HOPE Scholarship 1o make two years of college universally available and 8 20 percent
tuitien credit 1o make the third and fourth years of coliege more affordable and to promote .
lifelong learning. B

The legislation also contains & number of other &iutaat_ion iﬁﬁaﬁvcs ﬂmt this
Administration bas strongly supporied. These irzc}wi;c tax incentives for public school repair,

.2,
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| renovation, and educational enhancemsent in poor neighborhoods through Education Zone Acedemy
Bonds; student-loun interest deductions and ‘ioaz;x forgiveness exemptions simiiar 1o those that ]
have previously proposed; tax incentives 1o help public elementary and secondary schools obtain
up-fo-date computer mchnofcg; increased av;iiahiii:y of tax-exempt financing for new capital
expenditures by private colleges and universities; and a special 1ax-favored savings vehicle 1 help
 families save for higher education. |
The bill alsn includes a three-year extension of the exclusion of emp! oy&r»providaé
educational essistance from taxable income. While Iym disappointed that Congress did not edopt
my proposai to extend ﬁ*zis‘exciusion permanently or to include praduate education, I intend 1o
continue to work with Congress 1o achieve these imponant goals.
Child Credi
" 1have long sdvocaied a child wx credit for tax-paying working families. Consisient with
my proposal, H.R. 2014 will provide 5500 per child tax credits ($400 in 1998) for families with
children under 17, In working with Congress to develop this legislation, T have Insisted that 1!3::

group that can benefit from the child credit include working families with incomes between

$15,000 and $30,000. I am pleased thazlﬁzz child credit as contained in H.R_ 2014 meets this

Since 1994, my budget has contained proposals 1o provide greater tax incentives for long-

e savings for retirement and other important p{n‘pases‘ 1 am pleased thal, consistent with my

;
.
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budget propasals, H.R. 2014 permits penalty-free withdrewals from existing TRAs 1o finance higher

education expenses and for first-time home purchases, makes deductible IRA§ more widci}f
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‘ available, and gives taxpayers the choice of s new backloaded IRA. | am pleased that the Cengrcss

‘moved from its original position so that the backloaded IRAs &s contained in H.R. 2014 wre more
targeted to lower- and middic-income fmézes Tam conccmad however, that the Congress did pot
move far enough, and that the bill contains other features that will provide a windfal] to high-

income individuals who will merely shift savings from taxable vehicles into IR As, rather than

creale new $EViNgs.

Revitalizing éist;ﬁscd urtmn and niral areas thmugbom the country is 2 high priority of this
Administration. 1 have proposed a number of initiatives to increase investment in disadvamaged
arcas. | am pleased that HR. 2014 includes versions of most of these initistives. AS | have carlier
proposed, the bill would encourage the cleanup of polluted urban and rural areas known as
brownfields by allowing a current deduction for certain costs incurred by businesses to remediate
environmentally contaminated land in certain areas. Tam disappointed, however, that this
provision is scheduled to sunset after three vears,

My 1993 tax plan included certain 1ax incentives for nine empowerment zones and 95
enterprise comrpunities. Over 500 communities submitted applications for these 104
designations. The final designations were announced in Decermber 1994, To build upon the
suceess of this program, and 1o mobilize more communities 1o promote business development
and 10 create jobs, ] bad proposed two additionz] wbap Empowenment Zoaes pursuant to the
1993 legislation, and had proposed & second round of competition to designate 20 additional
empowerment zones, with a different mix of tax incentives, and R0 additional cm:apnsg

communities. | am pleased that HR. 2014 provides for the designation of the additional

-4
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‘ empowennent zam; but disappqimcd that it docs not m.aicc provision for the new enterprise
communities.

I; has bm a0 important gos! of this Admzmstraﬁazz o mmmgc employment of
disadvantaged resideats of the District of Columbis and ta revitalize those areas of the District
whcr;: development has Iagged. ! am pieased that };I,R‘ 2014 includes tax incentives for the .
District of Columbia, 1am disappointed, however, that it does not include my proposals to create
ar; Economic Development Carpomtiozz‘{or ‘thc Diistrict, zc stimulste investments in Community
Development Financial Instinutions, ot o facilitate the restructuring of our Nation's affordable
housing pontfolio. _ | '

Wellare-to-Work
I am pleased that HR. 2014 includes a modified version of my welfare-to-work tax credit

;-33'0;.:05&3,s which is designed to generate new job vpgz}rtm'ﬁtics for long-term welfare mi:ipicnzs.
1 am also pleased that the bill extends the Work Opportunity Tax Credit (WOTC), but am
disappointed that it modifies the structure 1o allow employers to claim the WOTC for hiring

| workers for 2 very short period of titne and does not cxpand the program to cover chiidless, able-

bodied adults ages 18-50 who are subject 1o the Food Szamp time lamat and work m;umcnts

¥ am pleased that HR. 2014 enacts many of the recommendations of the 1995 White House
Conference on Small Business, For example, it includes m:;; proposal 1o exempt from the |
altemnative fninfmum tax-(AMT) corporations with gross mip;s iess than $5 million. Under this
proposal, roughly 95 percent of 2}l corparations {more than two ﬁniiiion} wonild be spared the

complication of calculating the AMT,
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Earlier this year, the Administration announced its support for expansion of the home office
deduction and the small business capital gains incentive. These proposals were intended to help ~
high-tech and bio-tech entrepreneurs, start-up companies, ’pamtsts who work out {;)f their homes, and
oﬁ::;zﬁmaimwiwmscizingthcw:ics oféwmwwonpmy. 1 am pleased that '
H.R. 2014 expands the home office deduction, birt disappointed that ’iz contains only ¥fmi§éd»
modification of the small business eapital gains imﬁvc.

Lapital Gajns Relief

1 am pleased that HR. 2014 includes my proposal o exempt over 99 percent of home sales
from the capital gains 1ax, dramatically simplifying taxes and record keeging for over 60 million
homeowners.

1 had also proposed a 30 percent exclusion for capital gains. 1 continue to have concemns
that the acmss;ﬁwbcmd capi{z} ga.%ns relief in H.R. 2014 is 100 complex and will
disproportionately tg:neﬁt the wealthy over lower. and middiesdncome wage camers. 1am pims;.d, . 1
however, that H.R_ 2014 does not contsin the House provision to index capal gains, which would
have cansed even greater complexity and would have contributed 10 sp explosive revenue cost after
2007, |
Estste Tax Relief

1 amn pleased that, consistent with my pro;::asa}‘ H.R. 2014 contains a special exemption for

inmerests in qualified farms or small businesses that, when combined with the urified credit, wil
exempt up 1o $1.3 million in value, 1 am slso pleased that the bill includes a version of my
proposal to provids Tiguidity relief for estates containing Small businesses and farms. H.R. 2014
also increases the unified estate and gift tax credt op # phased-in basis to reach $1 million in 2006.
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We continue 1o have concerns that this pfoﬁsim s 100 cxpcnsi?c and will bc‘ of no benefit to the
vast majority of American families,
Jokacco Tnxes

1 had carlier propesed an increase if 1obaceo taxes that would be separated into a trust
fund and dedicated catirely to expanding Lealth coverage for children, addressing other *
children's development issues, and improving the overall pzzbiiz; bealth. Iam pleased that sucha’
provision has been included in HR. 2015, 1 am concerned, howeves, that H.R. 2014 provides
that the increasc in tohaceo taxes collected is to be credited against the total payments made by
parties pursuant 1o the tobacco industry settlement agreement of June 20, 1997,
S. rﬁ E. | '

1 am pleased that H.R. 2014 includes many of the items previously contained in my April
package of somne 60 measures designed 10 simplify the tax laws and enhance taxpayers’ rights.
1 am concerned, however, that the sheer multinxde of miscellanesus 1x code amendrnents
comained in HLR. 2014, many with lide policy merit, will contribute significantly to complexity
for taxpayers and tax planners. T am also concerned that some of the provisions that will affect
many taxpayers, such as the capi_‘ta} gains provision, are xzud_uly complex. 1 continue 1o support
sevesue-neutral inftistives o simplify the 1ax laws and 1o promote sensible and equitable
administration of the tax Tews. ] urge the Cenms 10 continue W work with me 1o achieve t}wsc
goals. 1o addition 10 supporting legislative initiaﬁ_v;:s, the Administration is commitied 1o taking
appropriate adm:izzimﬁvc action 1o implement this tax legislation ip # manner that minimizes
taxpayer burdens, and further 1o simplify the tax laws and ;nhznm procedural safeguards for

txpayers.
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My i2x plan included extensions of the research tax credit, the orphen drug credit, and the
tax incentive for contributions of apprte;ciamd stock to private foundations. am p‘I::asqd that
H.R. 2014 includes such o.;ansion.s. Iamslso ;;icasmi that H.R. 2014 includes my proposal to
extend the foreign sales corporstion benefit, which exempts a portion of income for tax pmposcs,
1o include computer software licensed for mpreducuon abroagd,

1 am disappointed, however, that }i K. 2014 omits a number of my important initiatives,
including my proposal to protect the rights of disabled persons by extending the time people are
aliowed 10 ¢lakm 2 tax refund 1o include time that they are medically determined 1o be mentally
or physically fmpaired. |

. The bill also omits my proposal 1o restore the wage-based tax incentive for new
investments in Puerto Rico.  While 1 agreed last ycé: to ending the credit miawd‘to certain
investments in Puerto Rico, ] opposed phasing out the wage-based incentive. It is a mistake not
10 mnﬁng: this creddit and open it to pew investments in Puerto Rico, which has a jobless rate
three times the national rate. | |

1 am also very disappointed that the tax inceptives for renewable fuels were not extended
in this budget. Earlier this vear, ] had proposed extension of the excise tax excmption for ethanel
in our surface trensportation reauthorization proposal, 1 urge Congress to extend the sthano]
subsidy .wiam it considers the mu:}zoﬁzaﬁgzz bill 1ater this year,

Other Issues of Concern

‘B.R. 2014 extends the Airport und Alrways ?nzst}’tmd taxes nud sets new foe structures

'

without the benefit of the pending study by the National Civil Aviation Review Commission, The
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Administration may propose changes to these provisions after it z;:vim the Commission’s
recommendations. _ _

HXR. 2014 also t:aasfus the 4.3 cczzz*é per gallon in fucl taxes cur;ax_zﬁy dcdiwwd o .
deficit reduction from the {icncrai Fund to transportation trust funds, While the transfer
provision itself has no revenue or spending effect, I am concerned that transferring the r&s:mnz
may spur efforts to move the trust funds off-budget and create pressure to increase gmu.nc}
transportation spending to levels significantly higher than centcmp}mcd by the bzpamsan budget
agre:mmt.

H.R. 2014 contains a provision that is intended 10 add.mss the mpzm} needs of Amirak,
the National Railroad Passenger Corporation, ’}"hc provision is contingent on the enactment of
subsequent Amtrak reform legistation. Although the provision is highly problematic in terms of
:ax' policy, my Administration looks forward to working with the Congress to secure the
enactment of Amtmk reform legislation that is fair 10 all parties.

Conglusion

Despite my reservations, H.R. 2014 meets the basic tests established by my
Administration, and provides needed tax relief for working Americans. | am graieful for the
‘g;ipa:tisan support that this mml;zc reczived in the Congress, znd I am pleased to sign it into

law.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, DL 2050
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MEMORANDUM FOR THE PRESIDENT

SUBJECT: Enrolled Bill H.E. 2015 - Balanced Budget Act of 1997
. : Sponsor - Rep. Kasich (R} OH

Last Dav for Action
August 13, 1997 - Wednesday

Purmose

Enacts the spending provisions needed to achieve a balanced budget by fiscal year 2002
Agency Recommendations
Office of Management and Budget Approval (Signing statement.
attached}

Department of Health and Human Services Approval

Department of Agriculture (USDA) Approval

Department of Veterans Affairs Approval

Social Security Administration (SSA) Approval

Department of the Treasury Approval Informally)

Department of Energy | Approval (Informally)

Department of Housing and Urban Development Approval (Informally)
Department of Education No objection (Informallyy

Department of Commerce No objection (Informally)

Department of Transportation - No objection {Informally)

Department of the Interior No ohiection (Informally)

Department of Labor (DOL) No objection (Informally)

Office of Personne] Management ¥ No objection (Informally)

U.8. Enrichment Corporation - Neo comment (Informally)

General Services Adsministration . No comment {Informally)

Federal Communications Commission No comment (Informally)

Office of National Drug Control Policy No eommenit (Informally)



Department of Justice _ Defers to other affected agencies
United States Posta) Service No recommendation

Discussi
This enrolied bill -~ together with HR. 2014, the "Taxpayer Relief Act of 1997 - would
implement the Bipartisan Budget Agreement announced on May 2, 1997. This legislation would
result in an estimated $768 billion in deficit savings over the next ten years {FY's 1998.2007),
. producing a balanced budget in FY 2002, (As stipulated by section 10213 of the bil), this Office
will not be scoring H.R. 2015 for pay-as-you-go purposes. All estimates in this memorandum
reflect preliminary Congressional Budget Office scoring of the bill.) This Office’s review of
H.R. 2015 for the purposes of the Line ltem Veto Act is underway. If an item{s) is identified as
potentially suitable for cancellation, this information will be provided o you separately,

H.R. 2015 contains the spending provisions needed to achieve a balanced budget by
FY 2002, 1t would reduce projected mandatory spending by a net estimated $122 billion over the
next five years, H.R. 2015 would, in part, enact: {1) ¢ritical Jong-term entitlement reforms;
(2) the largest investment in health care for children since the passage of Medicaid in 1965;
{3) protections for the Nation's vulnerable populations; and (4) assistance to help move people
from welfare to work.

The conference report on H.R. 2015 passed the House by a vote of 346-85 and the Senate,
by a vote of §3-15 . The bill's major provisions are highlighted below.

Lotie-Term Entitl  Ref.

H.R. 2015 would reduce Meadicare outlays by $112 billion during FYs 1958.2002 (3385
billion during FYs 1998-2007) and would extend the life of the Hospital Insurance Trust Fund
until 2007. H.R. 2013 would provide structural reforms that would give beneficiaries more
informed choices among competing health plans; establish prospective payment systems for
home health agencies, skilled nursing facilities, and hospital outpatient departments; incorporate
prudent purchasing reforms; create a sumber of new anti-fraud programs; and provide the
- necessary funding to establish a wide array of cost-effective new bepefits, zz}ciudmg
snammography azzé colorectal samczzmg

HR 28]5 would also establish 3 Government-financed pilot program of Medicare .
s (MSAs). Under the new pilot program, Medicare MSAs would be

avaitable 10 > 390,000 Medicare enrolless.
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H.R. 2015 would also establish a 1 7-member Medicare Commission consisting of eight
Democrats, eight Republicans and a chairman who would be selected jointly by the President and
the congressional leadership, The Commission would be required to release a report by March 3
1999, making recommendations on the future of the Medicare program. To ensure
bipartisanship, each recommendation would need the approval of 11 of the Commission's 17

members.

H.R. 2015 would reduce Medicaid outlays by approximately $14 billion during FYs
1998.2002. The bill achieves the savings through lower disproportionate share hospital -
“payments and greater State flexibility. In particular, States would have more flexibility in
. establishing provider payment levels, allowing managed care for most Medicaid recipients
without Federal waivers, and eliminating unnecessary administrative requirements.

H.R. 2015 would increase from 50 percent to 70 percent the Federal matching payment
for Medicaid in the District of Columbia. It would also increase Federal Medicaid payments for
Puerto Rico and other territories,

QI )z; L] II 1;1 x »ta -

H.R. 2015 would provide $24 billion to the States during FYs 1998-2002 through a

- combination of Medicaid and grant funds for ¢hildren who do not currently have health insurance
coverage. This will help provide meaningful health coverage, including a full range of benefits
10 as many as 5 million uninsured children. H.R. 2015 would increase the current tax on & pack
of cigargties from 24 cents to 34 cents in CY 2000 and to 39 cents in CY 2002 to help fund this

initiative,

States would have the option of expanding health coverage to children through Medicaid,
a grant, or a combination of the two options. If a State chooses the grant option, it must choose
one of three minimum benefits packages: (1) a health plan equivalent to one of three benchmark
plans; (2) a plan with the same actuarial value as one of the benchmark plans, provided that, if
certain benefits are covered by the benchmark plan {¢.g., mental health, preseription drugs, vision
care, hearing care), they will be provided in the children’s coverage as well; or (3) a plan
approved by the Secretary of HHS. The three benchmark plans are the FEHBP Blue Cross/Blue
Shieid PPO option, a State-employee plan that i is generally available, and the most popular HMO
plan in f.’m: State. .

States could chose to provide insurance coverage for children whose income is up 10 200
percent of poverty or 50 percentage points above the State’s Medicaid eligibility lmits,
whichever is higher. H.R. 2015 would include limits on cost sharing depending on the fanuiy 5
incomne.

*

H.R. 2015 would prohibit States from using the children’s health initiative funding for
~ abortion services, except in cases of rape, incest, or endangerment of the mother’s life. .
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Erotecting the Vulnerable

H.R. 2015 would restore funding to certain welfare recipients who otherwise would lose
Federal assistance under P.L. 104-193, the welfare reform law signed on August 22, 1996. A
summary of the most important of these provisions follows. "

Benefits for Immigrants. P.L. 104-193 restricts legal immigrants’ eligibility for Federal
benefits, including 581, Medicaid, and Food Stamps. HL.R. 2015 would provide $11.5 billion
. during FYs 1998-2002 1o restore 88} and Medicaid benefits to legal immigrants who were
receiving them before August 22, 1996, In addition, the bill would enable legal immigrants who
had entered the United States as of Avgust 22, 1996 but become disabled in the future, 10 receive
S81 and Medicaid benefits.

H.R. 2015 would extend refugees and asylees’ current-law, five-year exemption from the
immigrant aid restrictions to seven years. In addition, it would treat Cuban and Heitian entrants
and Amerasian immigrants as refugees, making them eligible to receive SSI, Medicaid, and other
means-tested benefits,

Food Stamps. P.L. 104-193 imposes a work requirement on Certain individuals in order
for them 1o be eligible 10 receive Food Stamp benefits. For example, it restricts Food Stamp -
eligibility for able-bodied childless adults between the ages of 18 and 50 to three months in any
36-month period (up 1o six months in certain circumstances) unless they: (1) work at least 20
hours per week or {2) participate in a State-approved work or job training program. H.R. 2015
would medify these requiraments. ‘ N :

Specifically, H.R. 2015 would increase Food Stamp program spending by $1.5 billion
during FYs 1998-2002. This amount includes 3580 million to allow States to exempt up 10 135
. pereent of their Food Stamp caseloads fom the "three-in-36" time limit. In addition, it includes
$920 million for Statzs w: (1} create spproximately 235,000 work slots for able-bodied childless
adults between the ages of 18 and 50, and (2) provide Food Stamnp benefits to those individuals
subject to the time limit. H.R. 2013 would require States 10 maintain 100 percent of their 1996
spending on Food Stamp Employmcnt and Training in order to qualify for the additional Federal

funding.

jeal isabled Children. H.R. 2015 would restore Medicaid benefits for disabled
c%zzizixm w?w wealé otherwise Jose those benefits because they are no longer eligible for
Supplemental Security Income (S51) under the new, stricter definition of childhood disability in
P.L. 104-193, This provision would ensure that 30, 68{} children retain their health care coverage
in FY 1998,




Welfare to Work Grants

H.R. 2015 would provide §3 billion during FYs 1998-1999 for formula and competitive
grants 1o States and localities to assist long-term welfare recipients secure lasting unsubsidized
employment. Among other purposes, the finds could be used 1o provide: (1) job ereation
through wage subsidies to private-sectdr employers to encourage them 1o hire welfare recipients,
or {2 job vouchers for placement, readiness, and post-employrment services. The grants would
be administered Jocally by Private Industry Councils and federally by the Department of Labor,
and they would be targeted 1o high-poverty/high temporary assistance for needy families

cascload areas.

H.R. 2015 would include worker profection provisions 10 ensure welfare-10-work
participants do not displace current workers, are afforded workplace health and safety -
protections, are not subject 1o discrimination on the basis of gender, and have accessto a
grievance procedure and appropriate remedies for violations of worker protections.

Spectrum Allocation
H.R., 2015 would broaden and extend the Federal Communications Commission’s (FCC)
authority 1o auction the spectrum beyond the current expiration date of CY 1998 and reallocate
120 Megahertz (MHz) of spectrum for assignment by competitive bidding. The bil] would
require the FCC 10 reclaim surplus "analog” broadeast spectrum after broadeasters have migrated

10 a new digital channel. A portion of this spectrum (24 MHz) would be made avaslable for
public safety services.

H.R. 2015 does not contain & firmy date for the termination of analog broadcasting, but
specifies a target date of 2006, It would eliminate the regulatory bans on jeint cwnership of a
newspaper and a television station and joint ownership of two television stations in the same
markes for digital broadcasters. 1t would manipulate pavments to the universal service fund and
substitute appropriated funds to create surplus receipts in FY 2002, Universal service payments
to carriers 10 ensure access to telecommunications services would not be altered.

N >
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H.R. 2015 would reguire the Federal Government to take over the Disrict of Columbia’s
pension plans for police officers, firefighters, teachers, and judges, thereby assuming
respousibility for most of the plans’ $4.8 billion unfunded pension liability. The authorization
for the annua] Federal payment to the District (3660 million in recent years) would be repealed,
and an sppropriation of $190 million for 2 Federal “contribution” 10 the District would be
authorized for FY 1998, The District would be allowed 1o borrow up to 3300 million from the
Treasury to finance the Distriet’s accumulated deficit. *



During “control years” {vears in which certain powers are vested in the D.C. Financial
Responsibility and Management Assistance Authority under current law), mayoral appointments
of certain Department heads would be subject to approval by the Authority, and the Authonty
itself could make the appointments in certain cases. The power to remove Department heads
would be vested in the Authority (or the Mayor with the approval of the Authority). In addition,
the District Government would be required to develop and implement management reform plans

for various departments and functions,

With respect to criminal justice matters, the bill would: {1} authorize Federal ’
appropriations for the operation of the D.C. court system; {2) wransfer o the Federal Government
oversight of the District’s felony offenders; {3} require the closure of the Lorton Correctional
Complex in Virginia by CY 2001; and (4) require the Bureau of Prisons to house 2,000
sentenced felons by CY 1999 and at ieast 50 percent of the District’s sentenced felons in private
contract faciiities by CY 2003, This bill would also establish a commission to recommend 1o the
D.C. Council changes to the D.C. Code regarding the sentencing of District felony offenders. If
the D.C. Council fails 10 act on the sentencing recommendations, the Attomney General of the
United States could promulgate amendments to the D.C. Code concemning sentencing.

. The reguirement to close the Lorton facility by CY 2001 and the requirement to privatize

or contract out 50 percent of D.C.'s prison population poses a number of practical problems that
will have to be overcome (e.g., having sufficient prison space available elsewhere to house the,
Lorton inmates). We will work closely with the Department of Justice and 22:»: Congress to
determine the best way to address this requirement.

HR. 2€}1 5 would make a number of changes affecting housing, szudcnt loans, Federal
employees, velerans, asset sales, and a user fee.

Housing. H.R. 205 would extend a number of current law provisions resulting in
savings of §1.8 billion during FYs 1998-2002. In particular, it would limit the application of
annual adjustment factors for housing projects where rents are in excess of local fair market rents
and reduce the annual adjustment factor for Section 8 units with no tenant turnover, In addition,
H.R. 2015 would give the Federal Housing Administration (FHA) more flexibility to advocate
the use of alteratives to foreclosure when dealing with homeowners who are in default on their
mortgages. This would avoid costs to the FHA insurance fund and minimize financial hardship
to borrowers, The bill would provide the FHA with the tools to encourage Jenders to forebear for
up 1o one year, improving the targeting and efficiency of the program.



Student Loans. H.R. 2615 would make various reforms to the student loan programs that
would redoce program spending by $1.8 billion during FY's 1998-2002, without reducing
benefits or increasing costs to students and their families, Specifically, it would amend the
Higher Education Act of 1965 o require guaranty agencies participating in the Federal Family
Education Loan Program 1o retum one billion dollars of current excess cash reserves to the
Treasury in FY 2002, A timetable is provided for the orderly recall of the excess reserves
between FYs 1998-2002, and the Secretary of Education would be authorized to ensure guaranty
agency compliance.

The enrolled bill would repeal the requirement that the Federal Government pay fees to
institutions of higher educarion participating in the Direct Loan program for their administrative
- expenses. H.R. 2015 would also achieve savings by authorizing reduced funding for Federal
expenses in administering the student loan programs during FYs 1998-2002. Italso includesa
formula for determining Federal administrative cost allowance payments to guaranty agencies in
the Federal Family Education Loan program.

Civil Service Retirement. H.R. 2015 would make 2 number of changes to civil service
retirement resulting in savings of $3 billion during FYs 1998-2002. It would increase employee
and agency contributions 1o the Civil Service Retirement System (CSRS) and the Federal
Employees Retirement System (FERS). H.R. 2015 would increase employse contributions by
0.5 percent of pay in three stages beginming in FY 1998 and ending on December 31, 2002, It
would also increase, by 1.51 percent of pay, non-Postal egency (including the District of
Columbia} contributions to CSRS for FYs 1998-2002. 1n addition, the enrolled bill would
prevent significant increases in employee health insurance premiwms. This would be
accomplished by replacing an expiring formula for computing the Federal share of premiums i
the Federal Employee Health Benefit Program with a new formula that should maintain
employee premiums at cument levels.

Yeterans. H.R. 2015 would make several changes o veterans programs that would
reduce projected spending by $2.7 billion during FYs 1998-2002, The most significant change
would allow VA to keep the medical care copayments and other fees it colleets and use these
funds 10 pay for the Department’s medical care expenses, These funds would be deposited into 2
special fund for distribution through appropriations. H.R. 2015 would provide for a one-year
failsafe mechanism authorizing additional appropristions for medical care in the event there is a
shortfall of 825 million or more in actual versus anticipated collections.

-Asset Sales and User Fee. H.R. 2015 includes four provisions, based on Administration
proposals, (o extend user fees or sell or lease Federal assets. The Vessel Tonnage Fee, which
supports Coast Guard services 10 the maritime industry, is extended for four years, through
FY 2002, 1t would generatz an estimated $196 million in user fees during FYs 1998-2002. The
bill also requires the sale of Governors Island in New York Harbor {estimated $500 million in
FY 2002) and the air rights above Union Station in Washington, D.C. (840 million in FY 2002},
Finally, the bill authorizes the Federal Government 1o lease excess Strategic Petroleurn Reserve
capacity. (Contrary to the Administration’s proposal, revenues from these leases would be
earmarked for purchasing oil beginning in FY 2008 instead of being used for deficit reduction.)
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Budget Enforcement

The entolled bill would extend existing procedures for the enforcement of budget
discipline. For discretionary spending, the bill establishes caps that would result in savings 6f
$139 billion through FY 2002. (There are separate limits for defense and non-defense programs -
in FYs 1998 and 1995 and a combined limit for FYs 2000-2002. Separate limits for the Violent
Crime Reduction Trust Fund are established through FY 2000 at levels pz'a;x}se:d in the
. President’s Budget.) In addition, H.R. 2015 extends the “pay-as-you-go™ requirement for tax
measures-and mandatory spending :hzzmgh FY 20602,

Public Debt Limit

The enrolled bill increases the public debt limit to $5.95 tillion, This level is consistent
with the budget agreement. According 1o the Treasury Department, it should accommodate
necessary borrowing until December 1999,

We join other affected agencies in recommending approval of H.R. 2015. Attached for
your consideration is a signing statement. The statement is generally landatory and also
addresses some agency concerns {e.2., constitational concems that Justice bas identified with
respect to some of the bill's provisions). This statement has been reviewed and approved by

USDA, 854, DOL, Treasury, and Justice.
(signed)
Franklin D. Raines

Director

Enclosures



STATEMENT BY THE PRESIDENT

1t is with great plessure th’at 1 have signed into law today H.R, 2015, the "Balanced
Budget Act of 1997." This Axt, wgcﬁ:;:r with the tax cut legislation that 1 will also sign today,
implements an historic agecm;mi that will benefit generations of Americans.

These bills will baiancc' the budget in a way that honors our values, invests in our people,
and cuts taxes for middle-class fan;ilics. They are & victory for all parents who want a good
education for their children and for all families working to build a sac;ure future. This package is
the best investrment we can make in America's future, and it prepares our Nation for the 21st
cc;xmry. Afier decades of deficits, we have put America's fiscal house in order again,

H.R. 2015 is a balanced package of spending provisions that includes targeted program
cuts, while it invests in America's future. It includes the following noteworthy features.

First, it strengthens our families by extcndmg health insurance coverage to u;’:: to 5 million
children. By mvestmg $24 biltion, we will be able to provide guality medical care for these
children ~ evervihing from regular check-ups 1o major surgery. 'We want every child in Amcﬁca
10 grow up healthy and strong, and this investment takes a major step toward that goal. 1am also
pleased that Congress agreed to pay for the children’s health care in part with a new 15-cents-a-
pack t2x on cigarettes. Not only will this new revenue help 10 pay for health céze, it will help
prevent children from taking up smoking in the first place.

Second, the bill helps finish the job of welf#m reform, pra;ridizzg $3 billion to move
welfare recipients 1o private sector jobs and §1.5 billion in Food Stamp assistance for people who
want 1o work, but cannot find a job. In addition, it keeps my promise to provide $12 billion to

restore disability and health benefits for 350,000 legal immigrants.



Third, HR. 251 5 honors our commitment to our parents by extending the life of the
Medicare Trust Fund for a decade. It also provides structural reforms that will give Medicare
beneficiaries more izzfm"med,choiws emong competing health plans, suthonizes s number of new
‘ anti~fma§<i provisions, and establishes a wide array of new preventative benefis.

| H.R. 2015 includes proposals to revitalize the District of Columbia. Itincludes my
proposals 1o assume financial and administrative responsibility for certain District pension plans
ang 1o increase the Federal contribution to the Diséim’s Medicm’d program. The revitalization
measures will benefit the city and the region by reducing .ﬁw cify’s financial burdens and
improving the delivery of city services. The Federal assumption of these State.like
msponsibiiities, will enable the District chemémnt to focus more iznénsiveiy on local issues,
such as education and law enforcement.

This Act also establishes a sentencing commission of District and Federal repm:semativcs '
to develop 2 Tmth-inv'Semtncing sysiem, and it proviécvsvfar the Federal Government io assume
the mlsts and responsibilities of the District of Columbia's courts, public defender, pretrial
services, and felony offender incarceration, supervision, and parole. This assistance will
strengthen the Distriet's eriminal justice system and improve public safety.  Unfortunately, the.
Act fails 1o guarantee that the Susucc Department’s Bureau of Prisons will have the time,
management flexibility, and resources needed to schieve a safe transition of responsibility for
District of Columbia inmates, We look forward to working with the Congress to rectify these

problers.



The Department of Justice has identified a number of Establishment Clause constitutional
concerns with respect to sr;ction 4454 of H.-R'. ﬁez 3, entitled "Coverage of Services in Religious
Nonmedical Health Care Institutions énag: the Medicare and Medicaid Programs,” and with
respcct‘to section 4001, concerning the Medicare Plus program and trsatment of z%ﬁgious
 fraternal benefit society plans. The Department of Health and Human Services will consult with
the Department of %usticc regarding how best to aédress these concems,

(Sectien 4422 of the bill purports to require ,t};:: Secretary of Health and Human Services
'zé develop a Jegislative proposal for establishing a case-mix adjusted prospective payment
system for pavment of long-term care hospitals under the Me&ica.rc program. 1 will construe this
provision in Eiéht of my constitutional duty and authority to recommend to the Congress such
legislative measures as I judge necessary and expedient, and to supervise and guide my
subordinates, including the review of their propased communications to the Congress.

H.R. 2015 also broadens and extends the Faderal Communications Commission’s
authority to auction the right 1 use radio and television spectrum. This authority has been a
successful means of shortening the time 10 license spectrum and facilitating the ézplo;;rmmi of
new and innovative information technologies into the market place, 1 rematn concerned,
however, about the Jack of a firm date for the termination of analog broadcasting, which made it
necessary 1o find alternative and troubling savings from the universal service fund. 1am also

concerned about the waiver of media concenteation rules.
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. . Th:s legislation is a compromise, and an historic one. Allin all, and together with its
companion tax cut legislation, HLR. 2015 is a monument to tiue progress that people of good will
can make when tht:} put aside parﬁsa;l interests to work together for the common good and sur
common future. It reflects the vaIue; and aspirations of all Amcncan&

This summer, we had an historic opportunity to strengthen Americs for the Zzist;

century -- and we have seized it. Now our Nation can move forward stronger, more vibrant, and

more united than ever. For that, i‘ am profoundly ‘gratcfai.
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