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FROM: Franklin D. Rain. .~ 

You were asked by the press today for your reaction to the published reports about a request 
SI billion of assistance for the District ofColumbia. This number is derived from a Strategic 
Plan releused yesterday by the D,C, Control Board, Tbe Boar,d suggests that the Federal 
Government take over certain functions from the District including prisons, medicajd~ and 
pensions. This memorandum is intended to provide backgroWld information for you concerning 
our current policy development effor1$ regarding the District. These efforts are consistent with 
your answer to the press that you bope to ''make a more disciplined, organized effort ," to help 
the District ofColumbia to be the kind ofcity it ought to be," 

I bavc been leading the effort of the President's Task Foree on.the District of Columbia to 
develop" path-breaking legislative program to redefine the federal relationship with the District. 
These idens have had a preliminary review with your advisers participating in the budget process. 
rhope to be able to recommend these proposa1s to you for inclusion in the 1998 budget. 

Many of the proposals under consideration are very controversiaL For example, some of the 
more controversia~ options we are considering include federal assumption offinanciai 
responsibility for: the local court system (we already pay for loc"aI prosecution); prison facilities; 
and the currently underfunded police, firefighters, judges and teachers retirement system (the 
system was under funded wben transferred to the District by the Federal Government), In the 
Medicaid program, we are considering treating the District more like acity than a state in order 
to increase the Federal match. We are also considering creating a National Capital Infrastructure 
Fund to pay for criticaHy needed improvements in highways, bridges. storm water, mass transit 
and other projects in the city on which the whole region relies. We intend to have an economic 
.development component to the plan as well. 

If enacted. these initIatives will provide significant management to and fiscal relief to the District 
over time. However, it will not be free, We intend to propose to eliminate the current 5670 
million annual federal payment as part of our package, This means that the relief to the city will 
be relatively small in the first year, but will rise each year thereafter because we are taking over 
some of the fastest rising costs in the District budget This plan is tough lov\;1 not a bailout (We 
also hope that elimination of a special appropriation for the District will result in reduced 
congressional involvement in the day-to-day affairs of the city.) 



" 

We expect to complete review ofthese ideas within the adrninistration over the next ten days, 
and we will present recommendations to you as part ofyour budget decisions, 

cc: 	 Leon Panetta 

Et.kine Bowles 
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Mr. President: 

1 have cleared with Leon sending you the attached memorandum concerning the D' . t of 
Columbia (In an expedited basis. The options have been vetted by Leon, Gene, a d the Principals 
of the D.C. Task.Force. The wording ofthe memorandum is my responsibility. e still have 

. time to include these proposals in the budget iCyou so choose. . I 

·YG".I am looking into the tax issue as you requested. ~ 

.~ ~~'\. 

Frank Raines <'i-... . 
. \~ 
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December 27, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: Franklin D. Raines 

SUBJECf: Restructuring Federal Assistance to the District ofColumbia 

Introduction 

The prinpipals represented on the Administration's District of Columbia Task Force are convinced 
that the current financial arrangements between the federal government and the District should be 
changed. The current approach features strict congressional controls on District taxing powers and 
budge~ broad District responsibilities for state, county and local functions, and a relatively static 
annual federal payment This memorandum seeks your approval for a three-part strategy for 
TestructUring the economic re1ationship between the federal govenunent and the District. Although 
presented as a single package, the elements of this ,plan are separable and can b~ acted upon 

~ individually should you so desire. . 

~~ Fllil" Ih..strategy eliminates the current static federal payment and n;places it with an assumption 
~~J ) .ofnensjon Ijabjlitjes~ 1\." increased Federal cbntributioa for Medicaid. and a take over Qfqourts and~'I-, ~ ~ A second element of Ihe strategy creates an economic development initiative 

~ featuring .aJ2!W:ict-wide devel.o.nment corporation with capital grants and tax: incentives similar to 
empowennent zon~ Finally, Federal agencies wilt" target Increased tec!U1ical assistance to the 
District. '.. 

Baclq:round 

The status ofthe government in theDistrict of Columbia has varied enonnously since the federal 
aJstrict was carved from the states ofV•• imd Matyland in 1791. (Alexandria and Arlington were 
later retroceded to Virginia.) The city has been govemed as a federal department. a territoryt and 
.since 1974 under a I~mited-Horne Rule charter. Under none of these arrangemen.ts has the District 
been able to maintain financial solvency fur extended periods, ifmeasured by the standards that are 
applied to other state or local "governments. Three factors have led to this result. First~ the District ' ' 
and its voters have for almost two centuries wanted an activist govemment providing a wide range 
ofservices and mcilities, To some extent this view was necessitated by the many dependent persons 
who have been attracted to the nation's capital over the decades, Second. Congress and the 
surrounding jurisdictions have wanted to limit the ability ~f the District to impose taxes on federal 
facilities. favored organizations. and non~residents who' work in the city. Finally, Congress has 

http:arrangemen.ts


, . 

exercised its constitutional right to legislate for the District to keep a dose rein on the affairs ofthe 
city, either cftrectly through appropriating locally raised funds or indirectly by serving as an appellate 
body far anyone dissatisfied with decisions by local officials. 

The District is again hi financial extremis. A financial control board has been established to guide the 
ci~ back. to. solvency and to reform the administration ofgoverrunent functions, White there has been 
exteitsive debate cn the reasons fur the financial crisis and its solution there has been little discussion 
of. radical restructuring oftile status oCtile District. You were perfectly correct to point out the in 
between nature ofthe District as not quite a city. a county or a state. We are monitoring local efforts 
to. create a charter review process that will address a broader range of restructuring solutions. 

Members of the Cabinet and other agency officials, the staff of the task force. and I have 'spent 
considerable time meeting with District officials, organizations involved with District affairs, and 
community leaders discussing the future of the District We have found uniform concern about the 
future oflhe city, . 

We have paid c10se attention to recommendations that have been'made by the Mayor, the City 
Council. the Financial Authority. and some ,members of Congress to rearrange some of the 
responsibilities of the District government These recommendations have focused on relieving the 

. District Of the financial responsibility for certain government functions and perhaps the administrative 
responsibility as well, Advocates have argued that the District cannot manage certain responsibilities 

. that have' been given to the District by the federal government. They also argue that state 
government~type activities are too burdensome fer a city to carry cn its own, Functions frequently 

II mentioned are the pension programs for poliee, fire lighters. teachers and judges; the mental health 
system (both transferred to the District government after the Home Rute government took control); , 
prisons; Medicaid; the university. and social welfare programs that are typically run by states, 

We have sought a rationale for how the federal government might respond to the request to relieve 
the District 'of certain b¥rdensome functions. Some would have us equate the federal government 
to taking the role of the state government fur the capital city; There is merit to this approach. but it 
might strip too'much authority from the Home Rule government and increase federal responsibility 
to deliver services to local residents, Others have focused on divining the federal interest in the 
federal district and allocating responsibility accordingly. Under this view the Federal government 
might consider taking on certain law enforcement functi~ns., but would not federalize the District 
Medicaid program, 

We have heard other messages as wen. Some in the community would have us simply incre!lse the 
federal payment to support all current District government activities, and some in C:ongress would 
prefer to s('.e the District pare its activities to equal Its revenue Delegate Norton and the Speaker 
favor a radical restructuring of the federal tax system. in the District to provide powerful incentives 
for economic activity in the city to increase the attraction of the city for lax~paying residents which 
would eventually increase District government revenue. (Each of the non-contiguous federal 
territories has a special status under the federal tax code.) This memorandum does not address 'tax· 
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changes but we may be drawn intO' a tax discussion as the Financial Authority. Brookin~ and 
Congress finalize work now underway. \N-{ ~~ .. 

The task force has chosen to reconunend to you a series ofactions to rearrange the responsibilities 
ofthe federal government and the District government. -The recommended approach is a hybrid of 
the state functions and Federal interests models. We make this reconunendation with caveats. We 
believe that strict eoodjtiDns must be met before the Federal gnvernment takes on !J1Y current District 
functions to mSll<e that tb~ 13"=[ will be successful. We believe th3t city <;>fficials must confront 
the imam:uw.t home rule issues implicit in ceding parts of their current respo~!bilities, We afso 
believe that ndequate funding must be provided to enable federal agencies to carry out new 
responsibilities in a manner consistent with federal operations. We also believe that taking on District 
functions will require a major trade-off with the existing annual federal payment to the District. 

In the past week I have met with the Mayor~ the chatnnan ofthe Control Board. a majority of the 

City. Council and Delegate Norton to test their wiIIingness to agree to the tough conditions we might 


. insist upon ifwe endorsed their recommendations regarding District functions, _!he Mayor,' the ~o!!..d· 

{:hairman. the Delegate and a maiority of the Council agreed that they CQuid endQrse a takeover of 

District fiJDdjons with tough conditions as 10ng;tS the financial result was positive for the City, They 


• agreed tbM they WOl!Jd exoress that support publicly should YQu choose to move in that direction. 

In addition to the transfer of government functions we also make recommendations regarding 
ecooorruc development incentives and how federal progranis can be better targeted to meet the needs' 
qfthe District, .f,. number of members ofthe Cabinet have expresse~ an interest in taking a leaders1:!p 
role in providing technical and other assistance to the District to help local officials do a better job 
iiit" iv'llable federal fund~. ­

The foUowing recommendations win not resolve the governance; financial or management problems 
of the District. They amount to a renegotiati,on of the terms of Umited home ro!e granted to the 
District almost a quarter 'of a century ago, If enacted. these proposals will give the Home Rule 
goven:unent a better c~ance to succeed. But the two century old conundrum of how the federal 
district shl)utd be governed will remain with us 

Recommendations 

Part I of this Section recommends that the Federal gQverrunent djrect!): assume certain goyernmental 
functions. !rucb as pensions and criminaJjustice. in areaS where it bas II clear interest. capability and/or 
rOSllQDsibility. In exchange, tne existing Federal payment of$7I2 million Ca general purpose payment 
0[$660 million plus $52 million far pensions) would end. and the Fedef'a! goverrunen(would give 
up its right to approve the District's annual budget. 

For this proposed restructuring to be successful, the District will have to take some actions that may 
be very difilcult politicaflYt such as, legislating higher sentences for criminals convicted in the District. 
For this reason, our n~posal wou!~~41f goye(Ument a~Sllme new responsibilities: o!J.iy 
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after the ~jstrl~t had met iii obligations under a Memorandum ofUnderstanding <MOID that we 
propose be reached between the Administration, the Fmancial Authority, the Mayor, and the Council. 
Preliminary discussions with aU ofthese parties. as well as Delegate Norton, indicate serious interest 
in this approach, together with. recognition that pursuing this path will require that further difficuU 
decisions be made, . . 

. 
Part n oftbis section re&Ommends lbe creation of aD et6lDowiSf deyelQpment corpQration to provide 
lhii QiStOCl ':with grant and tax=bagd economic development iocentives, 

Part ill recommends the Executive Branch agencies provide more jmense technical assistance in areaS 
lilre edUl~1itiQn, procurement. b<wsjog, transportation. and MediCaid that can make a real difference 
in the District's success as a city. The agencies already have been engaged in this process quietly 
over the past two years. Their activities would be given a higher profile. perhaps with the 
involvement of the First Lady or the Vice President. 

As shown on Table 1, the approach o'utIined here would cost the Federal Government about $866 
million in FY98, about $154 million more than current payments to the District, Over five years, 
Federal costs would he $5.7 billion. ahout $2.1 billion more than the baseline. Budget savings to 
the District Government would be $818 million in FY98, or $106 million more than the current 
Federal payment (savings to the District excludefunding/or the economic development initiative, 
the National Capital Infrastructure Fund, andone-time capital-improvement and cons/ruction costs 
at Lorton);five-year budget savings to the District would he $4.483 billion ($923 million more than 
with current payments). 

The restructuring plan proposed in this memo would relieve the District of signiE-cant bud~et 


costs and administrative responsibiUties, and end Con essional hticromanagement ofthe 

Pistrict'S budget. Such actions are necessary, but not sufficient, to make t e IS r a we, 


~attractive and prosperous city. In the end, the District's success wiU depend on it own actions to 
. improve the management of its resources, business climate, and quality ofre.sidential life. 

1. Federal Assumption ofCertajn Governmenta1 FunctioDJ 

Current law requires the District to balance its $5 billion annual budget by PY 1999. In September. 
Congress approved an FY 1997 budget and multi-year financial plan that reflected a consensus among 
the Authority. the Mayor, and the District CounciL The plan provides a good start at improving: the 

. District's fiscal condition, but tacks some of the hard choices that will be needed to achieve 
sustainable budget balance and improve the District's long~terrn fiscal outlook. The District now 
projects its FY 1997 deficit at 585 mlllior!. Absent further measures, this deficit wit! likely grow in 
the out~years. 

The District currently must discharge it responsibilities with scarce budget and management resources 
and in the presence of an unusual degree of Congressional intervention, To remedy lhis, ~ 
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lltcoromend that tbe Fedefat governinent dicedlx assume certain governmental functiops, such as 
peosjons and criminal justice. in arus when:; it ba3 a clear jntereat, capability and/Qr responsibility. 
Io..J:1«<bange. the existing Fedeml pwuent WQuhl end, arul the federal goyernmeot WQuld no longer 
iW~roye the District's annual budget. Elements ofthis proposal could include: . 

Option 1: Have the Federal government take over the District's pension plans for law 
enforcement officers and firefightm, teacllers and judges. Prior to 1979, the Federal 
Government was responsible for these three pension plans and financed 'hem on apay-as-you-go' 
basis. In 1979, tile District ofColumbia Retirement Act (Act) ,ransferred '0 'he Distric. responsibility 
fur botll tile plans and their associated $2.7 billion in accrued unfunded liability. The Act authorized 
the Federal Government to pay the District's retirement system $52 million annually for 25 years. 
In 1979, the estimated present value of this paYment stream was $646 million. well below the $2.7. . 
billion unfunded liahility. 

Since 1979, the District goverrunent and participants have made contributions to the retirement 
system that have more than covered the oosts ofbenefits that accrued in each year. but that have not 
been enough to prevent the unfunded liability from growing 10 its current level of about $5.4 billinn. 
When the Federal p~yments authorized by. the Act end in 2004, the District wiU be required to cover 
the full 0051 ofthe remaining unfunded liability. 

lInGer this option. the Federal government would assume both financial and administrative 
~sPQnsibiIit)( fQ[ these pension plans. Thes; Illan, bRVC aD a""rued liability of $$.8 billioo; Ibe 
Di3toct government would Uilnsfer to the Federal Goyernment or its designee $3,4 billion in . 
assodatltd Pension assets, lerudng the federal Government to assume tbe $5.4 billion unfunded 
i .. . The existing assets wiU be used tir:;1 to make benefit payments: Actual Federal outlay~.w.Quld 

not be required for many YeaIll. This would be done by having' the District transfer the existing as.ets 
and responsibility for plan administration to a third party trustee. Fees ofthe trustee would come 


om the earnings on the assets, 


While the details of this option stili must be worlced out, we expect that tlie MOU would require that 

. (I) the existing.pension plans would close upon assumption by the Federal Government and that 'he 

District would establish new plans fur its current and future employees; (2) a third-party Trustee. 

likely an independent contractor, be appointed to administer the plan apd invest the pensions assets; 
(3) there be a dctennination oChow to treat current employees who are partially vested under the old 
system; and (4) edequate employment ieCords be provided by the District Government to the third-
party trostee. . . 

~ Approve option 1 _Disapprove option 1 _Discuss 

"Option 2~ .Have the Federal government assume responsibility for parts of the District's 
criminal jus~ice system. There is a Tong precedent for special Federal involve~ent in the District's 

. . 
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criminal justice system, inciuding having the U.S, attorney prosecute aU serious crimes in the city. 
Under this option. the Fedcral government would provide fun funding for the District's Court System, 
take over the District's Lorton facility. and assume responsibility, for setting the standard for 
sentences fur crimes in the District and incarcerating its sentenced felons. Through these actions the 
Fedcral Government would help to improve the District's criminal justice system and thereby would 
enhance the effectiveness of the District as the Nation'. capital. 

Option 2•. nave tlte Federal Government fund the District Court Sy,tem. Given the 
budget limitations under which it operates, the District Court System works well. TIt. 
Department ofJustice believe. that the System would work better, however, ifit were given 
adequate resources, Under this option. the Federal government would assume responsibility 
for funding the District Court System through the Administrative Office of the Court. (th. 
Judiciary branch). 

~pprove option 2< ..-Disapprove option 2a _Discuss 

Option 2b: Have the Bureau ofPrisons (BOP) assume responsibility for Lorton and for 
incarcerating tbe District's sentenced felons. Under this option the Federal government 
would take on the responsibility for incarcerating the District's sentenced felons (a 
responsibility that elsewhere is borne by States). DO] believes that this option could be 
successful QDlx under the following conditions: that the Federal government would set the 

" / standards for sentences for District crime.§,. that there be a 3-5 year phase-in period and that 
{ the DO]'s Bureau ofPtisons (BOP) be given sufficient management flexibility. In addition, 

". • legislation must address issues of parole and community cotTecttons. . 

. ~. Renovate Lorton and Provide New Facilities 10 Hause Inmales Adequalely .. 
Absorbing Lorton prisoners would increase the BOP population by roughiy 10 
percent, The BOP system is already seriously -overcrowded in its high and medium 
security fucilities like Lorton. Accordingly, it could absorb Lorton inmates olrly after 
Lorton had been renovated ll!1d new capacity had been constructed (partially qn 

I (Lorton~s,extensive unused property and partially at other locations). One~time 
• 	 renovations at Lorton and the new prison construction would cost' $300 million in 

1998 and $900 '!'lilian over 3-5 yea:". . ' 

• 	 Hiring Flexibility, Current Lorton staft"would have to reapply for position. and meet 
BOP standards. 

• 	 BOP FleXibility in Absorbing District Inmates. BOP's general goal is to hou,e 
inmates as close to home as is operationally possibl~. However, to maintain order, 
to meet the security needs ofirunates. and to disperse District gangs and "crews, t't the 
BOP \\111 need the ability 'to tf1lnsfer a significant number ofinmates to BOP prisons 
throughout the nation. No commitments would be made regarding maximum 
distances from the District or the concentration of District inmates in specific Federal 
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Option 3. 

• 

prisons. 

Sentencing Conformity. D.C. inmates receive significantly shorter sentences than 
similarly situated Federal inmates, and are eligible for parole after serving only 
one~third of their sentences. Federal inmates generally serve 35 percent of their 
sentences, There are two possible approaches that could b. taken to avoid tensions 
between similarly-situated inmateS facing different sentences and parole standards. 
Under the first, the Federal government would accept responsibility only for tlmse 
District felons sentenced and paroled in accordance with statutes and legislation 
applicable to Fedetal prisons. Alternately. the District could achieve confonnity by 
ceding to the Federa! government its sentencing authority over &lons. '" 

~~ 
Rely on Federal Community Corrections Operations. The DistricCs Community 
Corrections operations, reportedly fraught with mismanagement and employee 
misconduct, would be phased out. As District felons become the responsibility of 
BOP, th~y W9l1ld be released through Federally controlled community corrections 
programs, 

Absorb District Parole BoardFunctions into the U.S, Parole Commission, The U.S, 
Parole Col'Mlission would be responsible fer all District felons with sentences subject_ 
to provisions of parole. This would mean an extension of the U.S. Parole 
Commission (and its approximately SO employees) beyond scheduled tennination date ' 
(2002 unless tenninated earlier by the Attorney General), 

Use phase-in period to keep responsibilityfor outstanding lawsuits and cour! orders 
with the District. Anumber oflawsuits are pending against the District' s Department 
of Corrections {DOC} regarding, among other things. conditions of confinement, 
me,dica1 treatment and sexual harassment. 'There are also court..directed popul~tion 

I
caps. The District must maintain responsibility for the defense ofand liability,from 
\!lese lawsuits, Federal liability should be based only upon actions taken after the 
Federal government takes responsibility for the inmates. _ 

Until all of the above changes are made, Lorton will continue to hCNfJ major 
problems, which will become Federal government problems under this plan unless 
a sepal-anon ismaintained during the transition period. Accordingly. it is essential 
to appoint a receiver responsible to the Control Board to oversee the D. C. 
Department ofCorrections during a transition period ofcapital construction and 
renovations. changes in sentencing systems, and resolution o/Iawsuits and court 

orders. 

~Approve option 2b "_Disapprove option 2b ___Discuss 

Decr'e:1se to 30 percent the District's share: -of costs :usocinted with its Medicaid 
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program, Total FY9S costs for the District', Medicaid program will be roughly $880 million. Under 
current law, the District will pay 50 percent ofthese costs, tbe maximum amount that any State must ' 
pay. Like many States, the District believes that the Medicaid matching rate does not take into 
account its high poverty rate and the health needs of its urban population, Unlike States, however, 
the District cannot spread the cost ofan urban Medicaid program across a broader economic region, 

Current law allows States to require that locaLities pay up to <,?O percent of the non~Federal share of 
Medicaid expenditures. Thus, in States with a SO percent share ofMedicaid costs, localities can pay 
up to 30 p"rcent oftotal Medicaid expenditures. Currently, 14 States, including California and New 
York, require local funding ofat least some portion ofthe State's share of Medicaid payments. New 
York 9ity. for exa~ple. pays 2S percent of the cost ofMedicaid expenditures in the City; non-city 

.residents subsidize roughly halfofthe non·Federal share ofNew York City's Medicaid program (note, 
however, that New York State does col1ect a portion ofState revenue from the city--part ofwhich 
may implicitly pay for the State contribution), The District does not have access to such State 
subsidies. 

Under thjs optjon. the F~era1 Goyernment woyJd Jake go the role QfbQth the Federal and "State" 
gQyefllm~nts fQr!he Ristrict, illld Qil)! a tolal gOO p~rc~nl gftQlal M~dicaid expendill!res in tb~ 
District (cofl1l)alll!l to the current 50 p~rC<lot Federal ,baril. Changes in the Federal share would be 
conditioned on the District improving the management ofits Medicaid program, Other options for 
controlling costs and assisting the District with its Medicaid program could also be explored. This 
option would cost $176 million in 1998 and approximately $1 billion over five years, 

~Approve option 3 ~isapprQve option 3 ~iscuss 

Option 4. Ease taxpayer burdens and improve collection by· having ms collect D.C. inc::ome 
taxes. Having the IRS collect District income taxes benefits the District by reducing its costs and by 
increasing its, collections through more efficient administration, It would also reduce burdens on 
District residents by reducing the number offom1S that need to be filed. Having the IRS collect these 
taxes would require both newslatutory authority <at both the Federal and DC level), and added 
budget resources for the IRS. The IRS has indicated that it is willing to assist in this way. 

~Approve option 4 _~iscuss:_Disapprove option 4 

Option S. Have the Federal Government make available financing for some or aU of the 
District of Columbia attumulated defidt. This financing of 5400 to $500 million would <:arry 
standard Treasury interest rates and would he repaid by the District over no more than ten 
yean fl'Qm District resources~ The Treasury is c::urrentty financing the deficit on a short-term basis. 
Some means mus.t be found to refinance those loans over a longer period of time, Charging the 
District standard Treasury interest rates will provide the city an incentive to refinance tbe loans as 
soon as practicable at lower tax~exempt interest rates. 

~ 'App;ove option 5 _~Disapprove option 5 
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Option 6. Create a National Capital Infrastructure Fund (NClF). The NelF would pay for 
infrastructure projects that benefit not only District residents, but also· commuters. Eligible projects 
would include: I) road and bridge capita! costs (lnC[uding local roads and bridges and the looal match 
for Federal-aid road and bridge capital projects) and 2) tiansit capital expenses. The District would 
determine from the list ofeligible expenditures how best to spend the funds. 

The Nell' would receive funds from two sources. First. the Nell' would receive an. annual 
appropriation from the federal sum"" transportation trust funds (m addition to the formula funds now 
going to the District). In addition, the NCIF would be authorized to accept payments from 
nontaxpayers (e,g'l payments in lieu of taxes from universities. hospitals, nonprofit organizations and 
oth(Jr non~taxpaying entities in the city that ben~fit from District sel'Vices~ or payments from regional 
entities that might wish to support infrastructure projects that provide benefits to the region). 

For the period of FY98-FY02, the District plans to spend approximately $42 million per year to 
support local road and bridge capital cOsts (including the local match for federal-aid road and bridge 
projects) and S51 million per year for its share of the Washington Metropolitan Area Transit 
Authority's (WMATA) capital expenditures. (The District will also spend $123 million annually for 
its portion ofWMATA's operating expenses. however. the NeIF would not cover these costs), It 
should be noted that the States and Congressional authorizing committees will likely oppose funding 
the NCIF from the Highway Trust Fund (H1r) because it would increase the District's share offunds 
and enable HTI' funds to be used for local roads. 

~ Approve option 6 ~isapprove option 6 _Discuss 

IT. An Economic Development Im:entiye Program 

Option 7. C."cate an economic development program to improve the economic viabUity of the 
City. Under this option, the Admirustration would propose legislation to establish an economic 
development colporation (EDC) fur the District. The EDC initially would be autonomous from both 
the Distrip and the Federal g0veflll11ent, and would operate like a euhlic autho~ty. The Board ofthe 
.EDe woul~ be appointed jointly bX The President and the Maxor. 

The EDC would formulate a strategic economic deVelopment plan for' the District, and would make 
recommendations for tbe use of various financial incentives that would be provided by the Federal 

, goverrunen< _The goals of the EDe would include building local economic markets, developing 
stqltt~gi~ to Iin~ District residents tojob creation, and assisting the District in fostering regional 
econOmic strate~s. 

We are currently developing the list ofincentives that would be' available to the ED~iIl 
_reQuire nell! tcgi&kt.~d will bl" similar in natur.e to those available in empowerm:w.u~s_ In 
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1998, these incentives would cost $25 million in discretionary funds. and $60 million in tax benefits, 
The five year ~st would be $125 million in discretionary funds and S260 in mandatory tax benefits. 

':::LApprove option 7 _Disapprove option 7 

m. Thchni,.1 Assistlmtt by Federall)epartmenls 

Option 8. Increase the intensity and raise the profile of technical assistance to the District 
Government (and nGn-profit groups, etc.) provided by Federal departments in areas like 
education, procurement, housing, transportation, and Meditaid tbat can make a real 
difference in the District's success as a dty. The agencies have been engaged in this process 
quic~ly over the past two years. We tmlJD~nd tbal1hi~ llctivity be incr;ased jn intensity and gi~n 
it higber profile, perhaps even with iuyoJvemeot ortb$( First Lady and the Vice President. 

Examples ofactivities that could be undertaken are: 

• 	 Tbn Department of Education would continue efforts to help the District account for and 
manage Federal and local education funds, support reform efforts to raise achievement. and 
help the District utilize the substantial programmatic Jlexibility allowed in use of Federal 
funds. 

• 	 The Depanment ofDefense and 6MB's OffiCe ofFederal Procurement Policy could improve < 

the District's procurement operations. 
• 	 The Department of Transportation could provide technical assistance to improve' 

tran::portation planning and management oflhe District's highway construction program.
• 	 mrs could assist with the apparent major managerial and cost problems in the District's 

Medicaid prognun. 
• 	 HUD could continue its assistance in the areas ofpublic housing and home ownership. ~ 
• 	 Labor could provide. assistance in implementing its training and other programs,' 

The !pain downside from raising the·profile ofour activities in this area, is that Federal leverage and 
authority in these areas will, by definition, be limited. There will be some successes and probably also 
some failures, On the other hand, there is a strong argument for getting credit for what we are doing. 
And. the added attention that the assisted areas would receive from the press and public may raise 
the likelihood for success over vested interests, 

<~ 	 « 

_Approve option 8 ~isapprove option 8 ~Discuss 
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Federal Budgetary Impact of DC Proposals 

f'klrfJKlefat Expenditures aqd Tax ~!Wetiti: 

Criminal Justice (discretionary): 
lorton Faclrlty operations" 

Capitallmprovements to lorton Facilities (one-time) 

Hi.gh and Medium Security Construction at Lorton 

District Court System cperations 


Ec()nomic Development Initiative: 
Discretionary spending component 

Tax benefit component 


Unfunded Pension liability (mandatory,: 
Annual paymenm to Distrtcf~ pensTon plans 

Medicaid (mandatory): , 
Oecre.ase District's share ofMedicaid payments to 30% . 

National Capital Infrastructure Fund (Non..:tddl 

Tataf. Proposed Federal Rosources 
Discretionary Spending (see Note 1) 

Mandatory Spending 

Tax benefits (mandatory) 


Proposed Offsets 
Annual Federal payment to the District 
Special contribution to the pension plans 
Drawdown of pensIon assets (Mandatory) 

Net New Federal Resources". . 

Fwe..Year!muscf 

605 2,519 
176 934 
80 60 

220 820 
129 685 

85 285 
25 25 
60 260 

337 1,863 

176 

[931 [4651 

1,203 5,658 
630 2,544 
513 2,864 
60 260 

(1,049) (5,423) 
(660) (3,300) 

(52) (260) 
(337) (1,863) 

154 245 

------~--------------------~~--------------------
Addendum: 
Total budget savings to the District Gove-rnment (See Note 2) 818 4,483 
Increase in budget savings to District Government (i.e., 106 923 
savings net or current Federal payments) 

Note 1; Table docs not Include any additional resources given to IRS to administer the District income tax system. 

Note 2: Budget savings to the District Govemment exclude the costs of capitaJ improvements and 

construction at Lorton as we!l as the economic development Initiative and the National Caplt3llnfrastructure Fund. 

Also,oo effects from 1£;',$ coltection of DC income taxes are included • 


.. $7 million is included,for parole functions. 
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M:r: Chainnan, Members of the Committee, [ am pleased to be with you this morning to 
discuss the President's plan to revitalize Washington, D.C. as the Nation's capital, and to improve 
the prospects for horneruJe to su.cceed, . After I conclude my remarks. I would be happy to take 
any questions that you have. 

Overview 

The Nation's capital, which should serve as a symbol of pride to all Amerieans, has fallen 
on hard times. It faces not anJy serious budget problems. but even serious obstacles to providing 
the most basic services to its residents. 

As the President said recently. the District ofColumbia suffers from the "not quite" 
sYndrome. That is, it is "not quite a State. not quite a city. not quite independent, not quite 
dependent," 

The District is not like other cities, which receive assistance from their States. In fact, tbe' 
District has broad responsibilities for what are -~ elsewhere in the Nation -~ State, county, and 
local functions. And'while Congress has voted to give the city a lump sum annual payment in 
recent years, it has kept the payment basically flat whiIe imposing stnctlirnits on the District's 
budget and taxing powers. 

Clearly, the current relationship between the Federal and city governments does not work. 
All a result, the President has proposed a landmark plan to significantly re-order that relationship. 

In developing his plan. the President had two goats in mind'-" first. to revitalize 
Washington, D.C. as th~ Nation's capital and, second. to improve the prospectirfor homerule to 
succeed. 



responsibility fot" it. The costs will total $129 million in the first year and $685 million over five 
years, 

Also. the Federal Government will assume financial and administrative responsibility for 
the District's felony offenders, including substantial capital investment in providing appropriate 
prison faciHtie~;. The Federal Government will take responsibility for incarcerating the D.istriefs 
sentenced felons - a function usually borne by States. During the transition, the Federal 
Government will provide funds for incarcerating the District' s felons to a trustee appointed by the 
Financial Authority. Funding will include capital for both constructing new facilities and 
renovating existing ones, The Bureau of Prisons will be responsible fOf determining how these 
c.pit.1 funds will be used. The tru.tee wiU over,ee the D.C. Department ofCorrections 
operations related to incarcerated D.C. felon. for three to five years, after which the Bureau of 
Prisons will assume responsibility. The plan assumes thet a portion of the eaj,ting Lorton 
complex will continue to serve as a prison facility. Necessary new construction will take place at . 
Lorton, at other locations. or both, 

At the end of the transition period. the Federal Government will accept all existing 
prisoners at) well as those new prisoners sentenced in accordance with standards comparable to 
Federal sentencing guidelines. To manage the inmate population, the Bureau ofPrisons will be 
able to transfer D.C. inmates elsewhere in the Federal Prison System. The current D,C. prisons 
staffwill have to apply for positions with the Bureau of Prisons and meet Federal standards, 
ARer the tninsition period, the Federal Government will assume responsibility for D:e. '5 parole 
system and a portion of the community corrections progm~. 

in another matter~ the Federal Government wilt increase its share ofthe District's 
Medicaid payments from 50 to 70 percent. In essence. the Federal Government wiil pay both the 
Federal and "State" share ofMedicaid cost" reducing the District's share to 30 percent -- which 
is the most that loealities can pay in States with a 50 percent Federal match. At the same time. 
the Departnient of Hcaith and Human Services (HHS) will provide more intensive technical 
assistance to help the District improve the management of its Medicaid program and ensure that 
Federal funds are not mismanaged. The incrnased Medicaid funding will be conditioned on the 
District following various HHS suggestions for programmatic improvements, . . . 

Finally. the Federal Goverrunent wiU allow the District to borrow from the Treasury to 
fmance aU or part of the District's accumulated deficit ofbetween $400 and $500 million. The 
terms and conditions for such loans are not yet determined, but will likely enable the FOderal 
Government to offer Treasury·based interest rates for a maximum term of 15 years and enable the 
District to r~finance the loan after the District'S credit picture improves. 

Second, the Federal Government will invest considerable resources to improve the dty's 
capital infrastructure. 
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The Federal Government will establish a National Capital Infrastructure Authority (NClA) 
to benefit District residents and commuters by funding the capital associated with repairing and 
constructing roads and mass transit facilities. To capitalize the fund in 1998. the Administration 
,,111 provide $125 million in seed money from the Federal Highway Trust Fund. Activities eligible 
for funds will include the construction of roads and bridges, the local match for Federal~aid foad 
and bridge projects. and capital expenditures for the Washington Metropolitan Area Transit 
Authority, In addition. the NCIA win be able to accept contributions from other sources - such 
as voluntary payments in lieu of taxes from tax..exempt organizations, including universities and 
hospitals. 

Third, the plan proposes a number ofmechanisms to strengthen the District's economic 
base. 

The plan will create an Economic Development Corporation (EDC) to revitalize the city's 
economy, with local planning and control that leVerages Federal and private resources. The EDC 
will be capitalized with Feder'a! funds. The program will be designed to encourage jobs for 
disadvantaged D. C. residents and revitalize District areas where development has been 
inade9uate,' The plan includes a five-year. $260 million tax: incentive program, with a series of 
targeted incentives to build on the Administration's Empowerment Zone and Enterprise 
Community programs. 

Fourtb. the plan wilt draw on Federal technical expertise to help make the city goverrut1ent 
more effective in such areas as income tax collection. education and training. housing; 
transportation. and health care deliverY. 

For instance, the Internal Revenue Service 'Win be able to collect District income and 
payroll taxes. The plan will simplify District residents' tax filing (allowing one form for both 
District and Federal taxes), as well as improve enforcement and collections. Other Federal 
agencies win w(lrk 'With the District to identify other areas in which the Federal Govemment 
might provide technical assistance to'help the District government improve the efficiency with 
which it delivers services. 

Conclusion 

The Pres~dent's plan is the most ambitIOUS plan that any Administration has ever proposed 
to deal with the problem' of the Nation', capital. It will benefit the city, the region, and the 
Nation. 

• 	 It benefits District residents by reducing their government's financial burdens, 
improving the delivery ofcity selVices, and investing in the criminal justice system, 
economic development. and transportation. 
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• 	 It benefits the region because of the city's economic recovery; the financial support 
given to the police, fire, teachers, and judges pension funds~ the rebuilding of the . 
District prison system; and the improvement ofa key component of the regional 
transportation infrastructure. 

• 	 It benefits the Nation because it begins to create a capital city that we can aU be 
proud of. improves its transportation system, and helps ensure the safety of 
residents and visitors. 

... 

Mr, Chairynan, that concludes my testimony. I would be happy to answer any questions 

that you have. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFF1CE OF MANAGEMENT ANO BUOGET 

WASHINGTON. D.C. 2OS03 

April 8, 1997 
THE DIRECTOA: 

MEMORANDUM FOR ATIORNEY GENERAL RENO 
HONORABLE RICHARD RILEY 
HONORABLE DAVID J. BARRAM 

FROM; 	 FranklinD.Rain~ 
SUBJECT: Proposals for Phase II of the President's Plan 

This memorandum provides background information and an update on the 
Administration's plan to revitalize the District. It also seeks your support in developing Phase 1I 
ofthe plan to provide greater assistance to the District in public safety and education. This is in 
prepamtion r." a meeting in the next two weeks at which you should he prepared to present your 
Agency's initiatives to the President 

Background 

On January 14, the Administration unveiled a plan, the National Capital Revitalization 
and Self-Government Improvement Plan, to relieve the Distriet ofcertain functions traditionally 
undertaken by state governments, to rebuild the capital infrastructure and to provide technical 
assistance. .The Plan is designed to spur economic revitalization in the District and increase the 
prospects for home rule. Major elements of the PI.n are: 

• 	 Federal asswnption ofthe operations ofthe District's Prison system and 
responsibility for funding DC Courts 

• 	 Federal assumptinnofmost of the $5 billion unfunded pension liability aSsociated 
with the pension plans for law enforcement officers and firefighters, teachers and 
judges 

• 	 Increased Federal matching sbnre far District Medicaid benefits from 5001<> to 70% 

• 	 Federal funding of$125 ntillion in FY 1998 for highway armass transite.pital 
projects in the District 

• 	 U,S, Treasury financing to retire the District's $400 " $500 million aecumulated 
. deficit 

Efforts are well underway to complete draft legislation and a Memorandum of 
Uederstanding to implement the Plan. The MOU is designed to demonstrate District officials 
willingness to be accountable and accept responsibility for meeting conditions necessary for the 
successo[the Plan. It will be signed by the Mayor, the City Council Chair and signed or 



affirmed by the Chair of the Financial Responsibility and Management Assistance Authority 
'(Authority). The City Council and the Authority wiil be asked to formally approve ,the MOU 
before the Administration transmits legislative language to implement the plan to Congress, 
Congressman Davis bas indicated that, under his leadership•• bill ",-ill be introduced in late April 
and a process initiated that would include final passage by bOth Houses before the Memorial Day' 
recess. 

As noted above. the plan is designed to help the city attain fiscal 'tability primarily 
through Federal assumption ofcertain function, - criminal justice system and pen,ions. Other 
critical elements sucii as public safety and public education that are key to the city's 
revitalization and are typically local responsibilities. were not included in the initial plan. 

However. after interactions with community leaders. District and Authority officials, and 
Congressional members. the President strongly believes that greater Federal assistance is needed 
to help the District achieve significant refonn in these areas beyond the assistance currently 
provided to District Public Schools and the Metropolitan Police Department (MPD), As a result, 
he has requested proposals for Administration initiatives that have a significant impact on 
education, public safety. procurement and information systems management in the Nation ~s 
Capital ' 

Edu....tion 

One <of the most difficult challenges fueing the District is the refonn ofits school system. 
Although future decisions on school management and restructuring must be made locally, the 
Federal government can playa crucial role in helping D.C. draw on'the nation~s best experts on 
urban education reform, and navigate the relevant research about what works. 

I understand that General Becton, the new school superintendem·CEO, has embraced the 
Department of Education's offer ofassistance, and taken the lead in setting forth a framework for 
how the school system and Federal Government can work collaboratively 10 help D.C. 
implement major system~wide refonns over the next three years. 1 believe this effort holds 
promise and would like to capitalize 011: this momentum to promote greater Federal involvement 
in District public schools. 

Puhlic Safety 

The community continues to express the need for increased public safety in the District.. 
We have developed tentative proposals to address these growing concerns in three areas: 
procurement, information/communications and other leclmology needs, and training. Overall, 
the competency of the MPD W<lrk force, as evidenced by pay and hiring qnalifications, is pedtaps 
the biggest obstacle facing the department. Hence, increased resources applied to training. 
information systems, or equipment win not address the primary impediment facing the 
department. ~e are 'also exploring ways to improve the MPD procurement system. This effort 
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coupled willi the assistance currently provided to the District's Deportment of Public Health by 
the Department'of Health and HlllTIM Services will serve as the models for government wide 
proetltement reform. ' 

Ne1tSlep. 

Over the next two weeks, I will request a meeting with the President for us to discuss 
Administration educatiof4 public safety, procurement and information systems managment 
technical assistance proposals. You should be prepared to present your agency's initiatives to the 
President You should be comfurtable in going beyond our nonnal approach with cities and 
states in developing your initiatives, The President wants the Administration to be bold and far, 
reaching in its assistance to the District in these key areas. Your staff should contact your OMB 
representative to continue developing public education arid public safety initiatives as Phase II of 
the President's plan. The Phase II component of the Administration's plan should be completed 
by the end of April or early May to be folded into the Plan as the authorizing legisiation moves 
through the Congress. This will eosure that the key elements identified by the major 
stakeholders are addressed in the Presiden1's Plan, 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OF'FICE. OF MANAGEMENT AND BUDGET 


WASHINGTON. D.C. toS03 


THE DIRECTOR 	 February 19, 1997 

MEMORANDUM FOR THE PRESIDENT 

THROUGH: 	 Erskine Bowles 

FROM: 

SUBJECT: 	 Status of The National Capital Revitalization and SelfGovemment 
Improvement Plan 

Introduction! Advancing the Presi~ent's Plan 

The President's Plan was introduced on January 14 and in the five weeks since 
introduction has gained considerable support in the community and in Congress. 

Speaker Gingrich has designated Congressman Tom Davis (R-VA) as the point person to 
gain Congressional support for the President's Plan. Davis is very enthusiastic about aU of the 
clements of the plan and he has scheduled hearings. beginning February 20th. to build a record 
toward introduction of legislation in April with passage before Memorial Day Recess. ' 

I have been briefing community leaders and members of Congress for the past several 
weeks. From town meelings arranged by Delegate Norton to Congressional leadership meetings 
on the Hill, the reaction has been generally positive. Predictably, some groups want more 
funding in (:ertain areas that they care about. Others have expressed specific concerns in areas 
such as conununity safety. sentencing, education, and District governance. However~ the 
fundamental el~ments ofthe President's Plan are widely supported. 

QUI' immediate next steps are: 

• 	 Agree with District on Memorandum of Understanding - An important 
message in the President's Plan was the need for the District officials to 
demonstrate a willingness to be accountable and accept responsibility for meeting 
conditions necessary for the success of the Plan. The Memorandwn of 
Understanding (MOU) is designed as the mechanism for demonstrating this 
accountability. It will be signed by the Mayor. The President Pro Tern of City 
Council and signed or affirmed by the Chair of the Financial Responsibility 
Authority. The City Council and the Authority will be asked to formally approve 
the MOU before the Administration transmits legislative language implementing 
the President's Plan to Congress. (Key elements of the MOU arc described below) 



• 	 Prepare Legislative Language - Under the direction ofOMB's Legislative 
Resources Divisions, agencies are drafting the relevant sections ofa bill that 
would. implement the President's Plan. Preliminary draft language and sectional 
analysis have been received from all agencies and concerns or conflicts are being 
addressed. As noted above, Congressman Davis has indicated that it is his 
intention to introduce a bill in late April and initiate a process that would include 
final passage by both Houses by the Memorial Day recess, While White House 

, Legislative Affairs and OMB staffboth agree that the timetable is ambitious, we 
believe that the best hope for sucoess lies in bi-partisan, bi-cameral, bi-branch 
co~perntion centered on Davis' leadership, 

• 	 Continue Community Outreach - A separate memorandum (attached) outlines 
the continuing two-part strategy for corrununity outreach. While gaining support 
for'the President's Plan is a key element of the outreach because of the keen 
interest in its elements, an equally important component is letting the 'Community 
know of our concern for the District and the ract that we will work with them as 
fellow DC neighbors to make our community a better pl.ce. The education event 
you are participating in on February 21 is the latest in a series ofoutreach events 
designed to reinforce these dual messages. In the coming weeks, it may be 
important to use your office to emphasize particular elements of the President's 
Plan, such as the Economic Strategy. 

Status of Major Elements of the Plan 

While the President's Plan is organic in nature, some of the elements were more 

developed than others when they were released in January. Further work toward legislation has 

lead to some modifications and this process win continue to evolve. Presented below is the 

current status ofthe elements along with the MOU conditions that are being discussed with the 

District. 


• 	 Criminal Justice System: 

DC Courts -- The January 14 proposal calls for the Federal government to take 
responsibility for funding DC Courts, We are tentatively planning to fund the DC Courts ($129 
million in 1998, inflated in subsequent years) as a pass through. in a new account under the State' 
justice Institute, an independent Federal agency. Neither DOJ nor the Judiciary wanted to be 
responsible for this funding, even on ~ pass through basis, out offear that it would create 

"competition for their own budgets within the CJS appropriations subcommittee. 

DC Offender Services (pretrial services, parole commission, and supervised 

release programs) -- The proposal caUs for these services to be funded tbrough a Trustee Wlti! 

such a time as ultimate responsibility is transferred to the Courts and the Federal government 

($10 million in 1998, inflated in the outyears). Questions remain-about: the' scope of offender 

services to be provided {the January 14 proposal caHcd for funding of parole services; DO 




believes it would be more effident to fund pretrial services as well); who appoints the Trustee; 
and how the federal funds wi!! flow to the Trustee. 

DC Corrections (sentenced felons) - The January 14 proposal called for the 
operations of the District~s prison system to be plaqed under a Trustee until certain conditions are 
met, after which responsibility for sentenced inmates would be transferred to the Federal Bureau 
ofPrisons. Funding for operations ($169 miltion in 1998, inflated in subsequent years) and for 
capital improvements ($900 million over three years for repair of Lorton and the construction of 
additional facilities) would be through the Trustee for a transition period of3-5 years. 

Questions remain over who will appoint the Trustee and whether the Trustee wiU 
be a District or a Federal entity. DO is proposing that the AG pick the Trustee, with the approval 
of the Oversight Board, but we are unsure whether this is acceptable to DC. 

Sentencing Guidelines -- The proposal caUs for the Bureau of Prisons to take 
responsibility for incarcerating District felons who are sentenced in accordance with Federal 
"standards" that are now being defined. To meet these standards, the MOU will require DC to 
amend its criminal code to provide sentences comparable to those imposed on Fedend prisoners 
for comparable crimes. In addition, the District v.ill need to sentence these feto~ in accordance 
with truth~in-sentcncing requirements (detenninate sentencing. abolishing parole and limiting 
good time release). The DO, White House Counsel and OMS are now considering how to 
incorporate these changes into legislative language, One issue is the extent to which the Federal 
government will need to amend the DC criminal code directly rather than waiting for the District 
government to make the needed changes itself. 

• 	 Natio.al Capital Infl'llslructure Fund - The proposal announced January 14 
provides Federal funding 0[$125 million for 1998 only for any highway or mass 
tronsit capital project in the District. In addition. the NelF would be authorized to 
aecept payments in lieu of taxes from tax-exempt organizations (such as hospitals 
and universities) and other entities. The NCIF would be governed by a five 
member Board responsible for selecting the projects to ha fullded. The Board 
would consist ofone member each appointed by the Mayor, the city council, the 
Financial Authority, and two members appointed by the Secretary of 
Transportation. Secretary Slater would like 10 add several new elements to this 
proposal: 

Have the NCIF assume responsibility for DC's "National Highway System" (15 
miles ofthc District's 1,086 total road mileage). National Highway System 
(NHS) routes include all principal arterials into the District·- bridges plus roads 
like Connecticut Avenue, Wi~consin Avenue, and Pennsylvania Avenue; 

Additional Federal funding of$17 million yearly for operations and maintenance 
of the NHS routes in DC. In addition, DC would be allowed to use certain other 
Federal-aid highway funds for local roads; 
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Allow the Board to choose either the DOT or the DC Department of Public Works 
administer contracts for NHS projects, 

OMB regards the DOT suggestion as an improvement on the original NCIF proposal, and is 
working to vet the idea with relevant District and Congressional officials. 

• Economic Development Corporation 

Our proposal to eSlllblish an Economic Development Corporation for the District 
ofColumbia is intended both to promote job creation and stimulate new investment in the 
District. While years ofdisinvestment in the naHon's capital cannot be reversed overnight, our 
strategy here is to foster local development of long tenn, viable economic deveIopment strategies 
that wiH increase the District's tax base and induce greater employment by the private sector of 
DC residents. The EDe will be an independent agency of the District governed by a nine 
member Board of 6 local business and community leaders plus representatives from the DC 
goverrunent, the Control Board and ttie Federal government. 

Although it will receive an initial injection of Federal funds ($25·50 million), it' 
primary economic resource will be a variety of tax benefits ~- totaling approximately $250 
minion over 5 years ~~ that the EDe may use to :.1imulate the hiring of DC residents by 
businesses located in the District and to fosler new investments. Over halfof these tax benefits 
are expected to take the Conn of \vage credits, Small business expensing and additional tax 
exempt financing will be provided. Finally, we propose to have the EDC make available an 
innovative new form of allocable tax credits that it wilt be able to use as incentives for financial 
institutions making loans for new investment in buildings and equipment as well as to encourage 
direct equity investments. It is our intendon to stimulate participation, including equity 
investment, in the Economic Development Corporation by District regional and national, 
business. ' 

• Medicaid 

It is our proposal to assume an increased share of the District's Medicaid 
payments by treating the"District as if it was a City contributing the maximum possible under 
current laws and regulations. This would change the District's matching rate from 50% to 30% 
and save more than $150 million for the District in Fiscal 1998. . 

Before the end of Fiscal 1997, the District will be required to cooperate with HHS 
to create a plan for upgrading Third Party Liability systems and staffing; settling co,t reports 
with hospitals on a timely basis~ acquiring a comprehensive management information systems 
and improving behavioral health service delivery. 

This proposal has meet with good support and there bas been no adverse reaction 
to date. \Ve expect that changing the formula will evoke additional requests from other States 
and spark debate in Congressional committees. 



a PensioDs 

The Federal Government will asswne specific liabilities for police, firefighters. 
teachers, and judges. This assumption of liability recognizes that when these plans were 
transferred to the District they had an unfunded liability ofmore than 52.0 billion. While the 
District has made CUITent payments, this Iinbility has grown to about $5.0 billion. This is beyond 
the fiscal capacity of the District to fund. 

Before the assumption by the Federal Government ofliabiIity, the District must 
establish, tHrough collective bargaining as required, a new plan to fund the benefits for police, 
firefighters. teachers and judges that were not assumed by the Federal Government; comply \Vith 
all funding standards on the new plan~ and transfer to the Trustee or the Federal Government all 
assets as well as books and records. 

, , 

This proposal has been technically challenging. I want to acknowledge the 
excellent support of from the NEC .taftand the staff of the Pension Benefit Guaranty 
Corporation. The proposal is not yet fully understood by District officials and we will be 
sharing more detailed infonnation as it is available from the actuary, The primary objection to 
the pension portion of the Plan has come from those who believe that the Federal Government 
should fund its pension obligations on an actuarial rather than a pay as you go basis. Theya<;sert 
that "spending down" the District pension assets to pay current benellciaries of the plan is 
irresponsible despite the "full faith and credit" pledge that we make to aU beneficiaries, They 
further assert that it is just a budget gimmick. The Plan is consistent with the way we treat other 
Federal employees and does nat attempt to unduly benefit balancing the Budget. ' 

• Treasury Lending 

TreasurY will make available short-tenn and internted,late-tenn (15 year) loans io ' 
the District. The short-ternt loans would finance essentially intra-year cash needs while the 
intermedi~te~ term loans would be designed fInance up to $500 million ofthe District's 
aceumulated deficit. Both loans would ease the cash problems of the District, but they are not 
required to use either. especially if the capital markets are available to them. 

The MOU will require that at the time of the borrowing, the District and the 
Authority must certify that there is no access to capital markets; that borrowing is consistent with 
the current Budget and Financial Plan; and the Secretsry may require certain security conditions. 

The District and the Authority recognize the need for the ~ending provisions. 
They are detennining the best mix of borrowing to allow the District continual liquidity. 
Treasury is also working on language regarding security and other terms. It is likely that there 
will be some Federal budget scoring for the loans, ' 



• Personal Income Tax Collection 

The Internal Revenue Service would be allowed to offer to the District~ at no cost, 
its services for collection of Personal Income Taxes. 

The MOU will require that before the District can use the IRS's services, the DC 
code be amended to conform to the requirements ofthc Internal Revenue Code and the District 
would need to enter into an agreement with the IRS. 

The District has been lukewann to this at best. It is not clear what their 
objcctions are, We have not included any economic benefits from this proposal in our estim~tes 
ofDistrict budget savings. 

Evaluating New Ideas 

1hroughout the Administration have been forma! and informal mechanisms for 
evaluating new ideas generated from v.1thin and outside the Administration. A prime example 
'Of a good idea put into place was from Rodney Slater when he was administrator of the Federal 
Highway Administration and suggested deferral ofthc District's match under the Federal Aid to 
Highway's program. This has allowed much needed construction to continue despite the 
District's fiscal situation. 

Not all ideas have been good. Senator Ieffords and others proposed private school 
vouchers which the Administration, led by the Education Department, resisted in the strongest 
poSSIble way, It is not an overstatement to say that each day members of the President's DC 
Force, coordinated by Carol Thompson-Cole, are mee,ting with District Officials, community. 
groups and <;cngressionai representatives. In the course of these m'eetings. they receive and 
evaluate many new ideas. Some ofthese are vetted with other Departmental or White House 
staffwbile others are set aside, 

For example, Secretary Rubin met yesterday with Representative Eleanor Holmes Norton 
to discuss the latest iteration of her tax plan. While the Secretary cannot recorrunend support, he 
and Delegate Norton carne to an agreement that the Administration would continue to remain 
essentially silent on her new idea. This was communicated to the other members of the DC 
group so that they c"uld proceed accordingly" 

Last year. Chairinan Gingrich asked <1 group of Congressmen to constitute task forces to 
address a series ofDC's problems. He recently shared with me his observation that the problems 
ofllie District were significantly more complicated than he had realized a year ago. Currently. I 
do not know.of any major proposals coming from the Speaker. but'we ~ave good channels of 
communication. 

The t.\.·o major new ideas currently under discussion are related to governance ofthe 
District (Charter Change and the Council Manager fonn of goverruncrtt) and Community Safety 
{Particularly the Mayor's relationship to the police). Our posture is described betow: 



, ' . 

• 	 Oovernance ~ Carol ThDmpson~CoJe has been participating as a member of the 
F .deml City Council DC Agenda Project, This group is looking at the historical 
antecedents of Home Rule in the District and will, at some point, make 
recommendations for change in the Charter or recommend that the District 
fonnally undertake a Charter Review, Delegate Norton is particularly sensitive 
that this uneleeted group not overstep its bounds and has asked Carol to keep her 
apprised of developments, Both Senator Lauch Faircloth (R-NC) and 
Representative Charles Taylor (R-Ne) have stated an interest in considering a 
City Manager fonn of government in the District. Both men ehair the 
Appropriations Subcommittees on DC in their respective chambers, There is 
considerable opposition to an imposed change in the form of government in the 
community, and we continue to monitor the situation, 1 do not believe that there 
is anything inherent in the current Mayor/Council fonn that inhibits gOQd 
management of government. 

• 	 Community Safety- The Financial Responsibility Authority has initiated a study, 
along with the City and Eric Holder the US Attorney, to detennine what steps 
need to be taken to improve police protection in the DlstricL This study was 
undert~en even before the recent police shooting. White House Counsel Charles 
Ruff was active in this effort as DC Corporation Counsel and has maintained his' 
involvement at OMB's request. The Authority is being briefed by its consultant 
this week, and I have asked'to meet with them shortly thereafter to assess the 
situation. 


