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March 20, 1997 

MEMORANDUM FOR 	 SYLVIA MATHEWS 
JODIE TORKELSON 
FRANK RAINES 
ANN LEWIS 

vBRUCEREED 
MELANNE VERVEER 
ELENA KAGAN 

FROM: 	 MICHAEL WALDMAN 

SUBJECT: 	 AN IDEA FOR DC-OUTREACH 
IN THE INTERN PROGRAM 

Attached is some material from a local group that places DC high school students in 
internships. This group was founded by, among others, Tom Nidcs (who as you know was 
Mickey Kantor's chief of staff) and John Rogovin (who until recently was Frank Hunger's 
deputy at the Justice Department). 

If there is any way to place such students here ... and if this makes sense, especially, for 
our DC outreach ... I think this would be a good idea. (We would be willing to do this in 
spcechvvriting.) 

cc: Rahm Emanuel 



EXECUTIVE OFFICE OF THE PRESJDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHIUCTON, O,C, .20501 

THE DIRECTOR 	 February 19, 1997 

MEMORANDUM FOR THE PRESIDENT 

THROUGH: 	 Erskine Bowles 

FROM; 	 Franklin D. Rai;~n:;eSr;~~~~~ ---­ ..... 
SUBJECT; 	 Status. of The National Capital Revitalization dnd Self Government 

Improvement Pian 

Introduction: Advancing the President's Plan 
, 

The Presiden(s Plan was introduced on January i 4 and in the five weeks since 
introduction has gained considernble support in the community and in Congress. 

Speaker Gingrich has designated Congressman Tom Davis (R-VA) as the point person t.P 
gain Congressional support for the President's Plan. Davis is very enthusiastic about a.ll of the 
clements of the pian and he has scheduled hearings. beginning February 20th, to build a record 
toward introduction of legislation in April with passage befOre Memorial Day Recess, 

, 
J have been b~iefing community lenders and members of Congress for the past several 

weeks, from town meetings arranged by Delegate Norton to Congressional leadership meetings 
on the Hill. the reaction has been generally positive. Predictably. some groups want more 
funding in certain areas that they care about. Others have expressed specific concerns in areas 
such as community safety, sentencing. education. and District governance, However, the 
fundamental elements of the President's Plan are widelY supported. 

Our immediate next steps are: 

• 	 Agree with District Gn 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 Memorandum of 
Understanding (MOV) is designed as the mechanism for demonstrating this 
accountability" It \~,dll be signed by the Mayor. The President Pro Tem of City 
Council and signed or affinncd by the Ch.air of the Financial Responsibility 
Authority. The City Council and the Authority will be asked to formally approve 
the MOU before the Admi.nistration transmits Icgisiatlve language implementing 
the President's Plan to Congress, (Key elements or the MOU are described below) 



• Prepare Legisl.. tive Language. Under the direction of OMB's Legislative 
Resources Divisions, agencies are drafiing the relevant sections ora bill that 
would implement the President's Plan. Preliminary draft language and sectional 
analysis have been received from all agencies and concerns or confHcts 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 \ ...·ould include 
final pas~age by both Houses by the Memorial Day recess. White White House 
Legislatiye Affairs and OMB staff both agree that the timetable is ambitious. we 
believe that the beSt hope for success lies in bi·partisan. bi-cameral, bi·branch 
cooperation centered On Davis' leadership.

I 

• . Continu'c Community Outreach - A separate memorandum (attached) outlines 
the continulng two-part strategy for community 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 ofour concern for the District and the fact that we will work with them as 
fellow qc neighbors to make our community a better place. 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 of the elements along with the MOU conditions that are being discussed with the 
District. 

• Crimin~l Justice System: 

DC Courts ~~ The January 14 proposal caHs 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 ye~) as a pass through in a new account undlfr the State 
Justice Institute, an independent Federal agency, Neither 001 nor the Judiciary wanted to be 
responsible for this funding. even on a pass through basis, out of fear that it ~'Ould create 
competiti0!l for their own budgets within the CJS appropriations subcommittee. 

DCOffender SCn"ices (pretrial services, parole commission, and supervised 
release programs) ~- The proposal calls for these services to be funded through a Trustee until 
such a time as ultimate responsibility is transferred to the Courts and the Federal government 
($10 miUion in 1998, inflated in the outyears). Questions remain about: th'e scope of offender 
services to be provided (the January ·14 proposal called fOf funding of parole services; DO 



believes it would be more efficient to fund pretrial services as well): who appoints the Trustee; 
and how thc Federal funds will flow to the Trustee, 

i 
, DC Corrections (sentenced felons) -- The January 14 proposal called for the 

operations of the Districes prison system to be placed under a Trustee until certain conditions are 
mel. after which responsibility for sentenced inmates would be transferred to the Federal Bureau 
of Prisons. Funding for operations ($169 million in 1998, intlated in subsequent years) and for 
capital improvements ($900 million Over three years for repair of Lorton and the construction of 
ad~itional facilities) would be through the Trustee for a transition period of3-5 years. 

Questions remain over who \\111 appoint the Trustee and wbether the Trustee will 
be a District or a Feder~1 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 calls for the Bureau of Prisons to take 
responsibility for incarcerating Di~trict felons who are sentenced in accordance with Federal 
"standards" that are now being defined. To meet these standards, the MOl) will require DC to 
amend its criminal code to provide sentences comparable to those imposed on Federal prisoners 
for comparable crimes. In addition, the District will need to Sentence these feions in accordance 
with truth~in-sentenci~g requirements (detenninate sentencing, abolishing parole and limiting .. 
good time release). The DO, White House Counsel and OMB 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 chanses itse1f. 

• 	 National Capita) Infrastructure Fund -~ The proposal announced January 14 
provides Federal funding of$125 million for 1998 only for any highway Or mass 

. transit capital project in the District. (n addition. the NefF would be authorized to 
accept 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 be funded, The Board 
would consist of one 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 to add several new elements to this 
propoSal: • 

Have the NCIF assume responsibility for DC's "National Higttway System" (75 
miles of the District's 1,0&6 lola! road mileage). National Highway System 
(NHS) routes include all principal arterials into the District ~~ bridges plus roads 
like Connecticut Avenue, Wisconsin A venue, and Pennsylvania A venue; . 

Additional Federal funding ofS17 million yearly for operations and maintenance 
of the IS"HS routes in DC, In addition j DC would be allowed to use certain other ,
Federal-aid highway funds for local roads; 



/ 

Allow the Board to choose either the DOT or the DC Department of Public Works 
administer contracts for NBS projects. 

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

• Economic Development Corporation 

Our proposal to establish an Economic Development Corporation for the District 
of Columbia is intended both to promote job creation and stimulate new investment in the 
District While years of disinvestment in the nation's capital cannot be reversed overnight, our 
strategy here is to foster local development of long term, viable economic development strategies 
that will 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 
government, the Control Board and the Federal government. 

, 

Although it will receive an initial injection of Federa! funds ($25-50 million), its 
primary economic resource will be a variety of tax benefits -- totaling approximately $250 
million over 5 years -- that the EDC may use to stimulate the hiring of DC residents by •businesses located in the District and to foster new investments. Over halfof these tax benefits 
are expected to take the fonn of wage credits. Small business expensing and additional tax 
exempt financing win be provided. FinallY, we propOse to have the EDC make available an 
innovative new form of allocable tax credits that it will be able to use as incentives for financial 
inslitutions making loans for new investment in buildings and equipment as well as to encoumge 
direct equity i~vestments, It is Our jntention 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 $1 SO million for the Dislriet in Fiscal 1998. > 

Before.the end of Fiscal 1997, the District will be required to pooperate with HHS 
to create a plan for upgrading'Third Party Liability systems and staffing; settling cost 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 has been no adverse reaction 
to date, We expect that changing the fonnula ""111 evoke additional requests from other Slates 
and spark debate in Congressional committees, , 




• Pensions' 

The Fetie'ral Government will assume 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 of more than $2,0 billion, While the 
District has made current payments, this liability has gro\','Tl to about $5.0 billion. This is beyond 
the fiscaJ capaci;y of the District to fund. 

Before the assumption by the Federal Govenunent of liability, 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 with 
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 offrom the NEe staff and the staff ofthe Pension Benefit Guaranty 
Corporat~on. The propOsaJ is not yet fully understood by Dist~ict officia}s and we will be 
sharing more detailed information 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. They assert

•that "spending down" the District pension assets to pay current beneficiaries of the plan is ' 
irresponsible despite the "fuil faith and credit" pledge that we make to all 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 not attempt to unduly benefit balancing the Budget. 

• .Treasury Lending 

Treasury will make available shol1~term and intennediate-tenn (15 year) loans to 
the District. The short-term loans would finance essentially intra-year cash needs while the 
intennediate~ term loans would be designed finance up to $500 million of the District's 
accumulated 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. 

I 
The MQU 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 Se<:retary may require certain security conditions. 

The District and the Authority recognize the need for the lendlng provisions. 
They arc 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 lntemal Revenue Servlce would be allowed to offer to the District, a.t 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 (he requircments of the Internal Revenue Code and the District 
would need to enter into an agreement with the IRS. 

The District has been lukewarm to this at best It is not clear what their 
objcctions arc, We have not included any economic benefits from this proposal in our estimates 
of District budget savings, 

r:valuating New Ideas 

Throughout the Administration have been formal and infonnal mechanisms for 
evaluating new ideas generated from within 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 of the District's match under the FedelaJ Aid to 
Highway's program. This has allowed much needed construction to continl.!c despite the" 

•District's fiscal situation, 

Not all ideas have been good. Seqator Jeffords 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 meeting with District Officials, community 
groups and Congressional representatives. In the course of these meetings, they receive and 
evaluate many new ideas. Some of these are vetted with .other Departmental or White House 
stuff while others arc set aside, 

For examplc, Secretary Rubin met yesterday ..vith Representative Eleanor Holmes Norton 
to discuss the latest iteration of her tax plan. While the Secretary cannot recommend support. he 
and Delegate Norton came to an agreement that the Administration would continue to remain 
essentially silent on her new idea This was communicatcd to the other members of the DC 
group so that they could proceed accordin~!y. ~ 

Last year, Chairman Gingrich a.,<;ked a group ofCongre.')Smen to constitute task forces to 
address a series ofDC's problems. He recently shared with me his observation that the problems 
of the District were significantly more complicated than he had realized a year ago. Currently. I 
do not know ofany major prpposals coming from the Speaker. but we have good channels of 
communication. 

The two major new ideas currently under discussion are related to governance of the 
District (Charter Change and the Council Manager fonn of government) and Community Safety 
(Porticularly the Mayor's relationship to the police), Our posture is described below: , 



• 	 Govcmoncc - Carot Thompson-Cole has been participating as a member of the 
Federal City Council DC Agenda Project This group is looking at the historical 
antecedents of Home Rule in the District and will, m some point, make 
recommendations for change in the Charter or recommend that the District 
formally undertake a Charter Review:. 'Delegate Norton is particularly sensitive 
that this unelected group not overstep its bounds and has asked Carol to keep her 
apprised ofdevelopments, Both Senator Lauch Faircloth (R·NC) and 
Representative Charles Taylor (R·NC) have stated an interest in considering a 
City Manager form of government in the District Both men chair the 
Appropriations Subcommittees on DC in their respective chambers. There is 
considerable opposition to an imposed change in the form ofgovernment in the 
community, and we continue to monitor the situation. I do not believe that there 
is: anything inherent in the current Mayor/Council fonn that inhibits: good 
management of government. 

• 	 Community Safety~ The Financial Responsibility Authority has initiated a study, 
along with the City and Eric Holder the US Attorney, to determine what steps 
need to be taken to improve poHce prot~tion in the Disuict. This study was 
undertaken even before the recent poUce shooting. WhIte House Counsel Charlet 
Ruff was a~tive in this effort as DC Corporation Counsel and has maintained his 
invQI~ement at OMB's request. The Authority is being briefed by its consultant 
this week, and ( have asked to meet with them shortly thereafter to assess the 
situation. 

• 




• 
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D.C. 


February 19, 1997 

MEMORANDUM FOR THE PRESIDENT 
• 

CC: 	 ERSKINE BOWLES 

FROM: ANN LEWIS 

SUBJECT: COORDINATED OUTREACH PLAN FOR D.C. 

This memorandum suggests a coordinated outreach plan to accompany your plan for the 
District of Coiumbia. making the best possible usc of Presidentiai events, the other principals, 
and Cabinet and sub·Cabinet efforts: . 

. Tlte Four Priltcip,«is 

Events featuring yourself, the First Lady, the Vice President,. and Mrs. Gore win be the 
most powerful demonstration of your commitment - both to the community and to the media. 
For the first half of the year, we recommend that each principal commit to one D.C. event every 
two months. (During the summer. we would review this commitment and readjust for the fall as 
necessary.) This effort will require coordinated scheduling of events. and a regular review of 
events and invitations to ensure that we are making the best use of the principals' time. 

As we move forward, Carol Thompson-Cole will review requests. suggest events, and 
recommend priorities. Communications will work with the principals' schedulers to coordinate 
events. 

Preliminary suggestions include: . 

• 	 Participating in one of D.C. 's four Net Days. to be held every Saturday in April; 
• 	 Joining clean-up efforts in D.C. Parks around Earth Day, also in April; 
• 	 Having a principal present for one or more efforts by federal agencies (for 

example: NASA is working with D.C. schools, GSA is donating computers); 
• 	 An ice hockey rink in Southeast has been renovated for neighborhood use (it is 

important to hold sOme events in Southeast); 
• 	 A separate announcement of our school construction effort for D.C. (ConnicLec), 

ifwe are not ready to announce it by this Friday's event 



I. 


- 2· 


Cabinet fwd Sltl;~Cah;"el 

We will build on lhe work ttiat is already being done through, agency partnerships 
throughout the Di&t~ct. For example, the Department of Labor is helping the District to develop 
a school~to-work program. 

For" two weeks in March. after you announce your economic development package, we 
recommend asking members of the Cabinet to hold high.visibility events throughout D.C.?. 	 . 
making clear that this commitment is administration-wide and long-term. By packaging these 
events together, we can ensure maximum attention. 

In April, May. and June~ w!? will work with Cabinet Affairs to schedule high-visibility 
events that build up existing agency efforts and announce future commitments. 

Preliminarv events could include:. 	 . ' 

• 	 Announce each piece of technical assistari.ce in the D.C. plan with the appropriate 
Cabinet scc,ela!y (fo, example, HUD or GSA). 

4 Announce creation ofsummer jobs for D.C. youth (working with OPM. last year 
nearly 900 summer jobs were made available at the agencies; we expect more this 
summer); 

• 	 We may consider having you, as part of an upcoming D.C. announcement, ask 
members of the Cabinet to report on what they have already done in D.C" and on 
what mo'e they can do •• giving us the opportunity to highlight both in a report. 

Steve Silvennan ofCabin~t Affairs will coordinate agency activities and participation in 
events. 

D.C btle.raecm:;y Ta.,.k Force.. 

As you know. your interagency, task force holds monthly meetings in addition to smaller 
working group meetings on critical issues, and has accomplished a great deal. For example, it 
has provided summer jobs to D,C. youth at federal agencies, worked with HUD and D.C:s faith 
community under the leaderShip of the First Lady to increase home ownership, and worked with 
HUD and private businesses to open computer learning centers around the District. The Task 
Force should confinue to be a source of good ideas, 

We have begun regular meetings with representatives of Communications, OMB. Cabinet 
Affairs. and the First Lady's Office to generate and review events and ideas. 

http:assistari.ce
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TENT A TlVE CAU;NDAR: 


February: 

February 14 - First Lady spoke at Cleveland Elementary Sohool; challenged law firms to .dopt 
schools .: 

February 21 ~~ President announces DC Reads: initiative with First Lady and General Becton 

Mru:cb: 

March 7 -- President announces D,C. economic development package 

March 14-21 -- Cabinet members do coordinated D.C. events 

.
• 

April 26 [tentativej-- First lady joins Sidwell parents for "Christmas in' April," fixing up D.C. 
housing 

Participation in one ofD.C. 's four Net Days (to b. held every Saturday in April) 

Principals join clean-up efforts in D,C. Parks around Earth Day 
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THE WHITE HOUSE 

WASHINGTON 

February 19, 1997 

MEETING ON D.C. 
.0 • 

DATE: 	 February 20,1997 
LOCATION: . Cabinet Room 
TIME: 5:00 p.m. 
FROM: Erskine Bowles and Sylvia Mathc\\'S 

I. PURPOSE 

This meeting is bring you up to date on the status oftbe D.C plan including the details of 
the economic proposal, our response to other ideas regarding D.C .• and our outreach 
strategy. Attached are two memoranda, one on the status ofour D.C. proposal and the 
second on our outreach strategy. In this meeting, we hope to get your thoughts on both 
memoranda. , 

. II. BACKGROUND 

Earlier this week. you inquired about our policy, iegislative and politlcal approach 
regarding D.C~ Over the last \.\'cek, we have assembled the team and organized the 
prm:ess to intensify our focus on D.C. 

III. PARTICIPANTS 

Chief of Staff 	 Erskine Bowles 

Rahm Emanuel 

Sylvia Mathews 

Victoria RJldd 


OMB 	 Franklin D. Raines 

Michael Deich 

Ed DeSeve 

Carol Thompson¥Cole 


First Lady 	 Melanne Vcrveer 

Pauline M. Abernathy 


Vice President 	 Jim Kohtcnbcrgcr 



Treasury Secretary Rubin 
Mozelle Thompson 

NEC ,Gene B. Sperling 

DPC Bruce N. Reed 

Communi\:ations Ann F. Lewis 

Cabinet Affairs Stephen B, Silvcnnan 

CEA 	 Janet Yellin 

Leg. Affairs John I'Hlley 

Public Liaison Maria Echaveste 

IV. PRESS PLAN 

Closed press. 
• 

V. SEQUENCE OF EVENTS 

Bowles will open the meeting, and Sperling and Raines win frame the discussion of our 
plan, After a discussion of our plan, which will include a discussion of new ideas on the 
D.C. problem. ~ewis will briefly summarize our approach to outreach. 

VI. REMARKS 

None required, ' 

attachments; 	 Memorandum on Status of D.C. Plan from Frank Raines 
Memorandum on Outreach Strategy from Ann Lewis 



MOU SUMMARY FOR THE PRESIDENTS NATIONAL CAPITAL 

REVITALIZATION AND SELF·GOVERNMENT IMPROVEMENT PLAN 


CHIEF OF STAFF MEETING 


2.18.91 

SECTION I. 	 REAFFIRMATION OF HOME RULE 

SECTION II. 	 RESTATEMENT OF FINANCIAL RESPONSIBILITY AND 
MANAGEMENT ASSISTANCE ACT 

I. Financing. ' 

• Control Period 
• Balancing District Budget by FY1999 
• Borrowing Approval 

2. Management. 

• Establishment of Chief Financial Officer 
• Establishment of Inspector General 
• Powers of Financial Authority 

SECTION 111. DISTRICT GOVERNMENT BALANCES ITS BUDGET BY FYI 998 

SECTION IV. SUBMISSION OF LEGISLATION (BY ADMINISTRATION) 

SECTIONV. DISTRICTS CONDITIONS 

I. Medicaid. The District government will develop and submit to HHS plans for. 

• upgrading Medicaid Third Party liability staffing and system. capabilities 
• ensure that unsettled institutional c;:ost reports and audits witl be completed 
I' acquires a comprehensive management information sys.te;m 
• improving behavioral health service delivery 


Pensions. The District agrees: to: 


• 	 estabtish through collective bargaining replacement plans for teachers. police & 
firefighters, and judges not covered in plan transferred to federal government 

• 	 set a cost for the replacement plans not exceeding the sum available in the D.C. 
Budget and Financial Plan. in compliance with GASB Standards 

.. 	 transfer to the Federal government. or its Trllstee. assets and copies of books and 
records of retirement plans. and be responsible for errors and omissions 



3. 	 Intermediate·Term and Short·Term Lending. 

• 	 Finance deficit over 15 years continue cash flow finandng 
• 	 Certification by the District's CFO and IG that District lacks market access 
• 	 Approval by Authority that lending consistent with Budget and Financial Plan 

4. 	 Criminal Justice. 

• 	 D.c' Code amended for sentencing standards [this is sublect or disagreement] 
• 	 Pre~trail. Parole. and Incarceration taken over 
• 	 Trustee manages during 3-5 year transition from District to Bureau of Prisons 
• 	 Bureau of Prisons operates prisons for sentenced felons [other servIces stili being 

structured] 

5. 	 Economic Development. 

• 	 District cooperates in estabUshing Economic Development Corporation {EDC) 
under Federal Charter with predominantly Presidential appointments 

• 	 Establish publiclprivateJDClRegionaVFederal Joint Organizing Committee to begin 
work of EDC before legislation is enacted 

• 	 District shows progress in reforming zoning. permitting. etc. 
• 	 EDC authorized to issue private activity bonds 
• 	 EDC authorized to use of tax credits to stimulate economic growth 

6. 	 National Capital Infrastructure Fund. 

• 	 Governed by Board whose members are appointed by the following: I member 
each by the District Council. Mayor's Office. and Financial AuthOrity; 2 members 
by the Secretary of Transportation. 

7. 	 Personal Income Tax Administration. 

• 	 Administered by Internal Revenue Service 
• 	 District dtanges its Code 



Mareh 20,1997 

MEMORANDUM FOR SYLVIA MATHEWS 
JODIE TORKELSON 
FRANK RAINES 
ANN LEWIS 

'BRUCE'REED1' 
MELANNE VERVEER 
ELENA KAGAN 

FROM: MICHAEL WALDMAN 

SUBJECT: AN IDEA FOR DC-OUTREACH 
IN THE INTERN PROGRAM 

Attached is som~ material from a local group that places DC high school students in 
internships. This group was founded by, among others, Tom Nides (who as you know was 
Mickey Kantor's chief ofstafl) and John Rogovin (who until recently was frank Hunger's 
deputy at the Justice Department). 

If there is any way to place such students here ." and if this makes sense, especially, for 
our DC outreach ... I thinkthis would be a good idea. (We would be willing to do this in 
speechwriting.) 

cc: Ralun Emanuel 



TEL No. Apr 03.01 19'06 P,02 
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Urban A-/lianu ! 

'fovlldatioll, 1!lV. 


We must combine the touqhness,ot the serpent ana the 
softness of the dove, a tou~h mind and a tender heart. 

Hartin Luther King, Jr. 

As our nationts capital, Washington, D~·C. is II symbol or the 
American dream and home to those Who try to keep it alive. It is 
also home to some of the needjest and most economically 
disadvantaged children in the nation. PUblic schools struggle with 
dilapidated buildings, inadequllte facll,itics, and. overextended 
teachers~ More ominous 1s the absence of emplo~ent opportunities 
for students. 

Vice-President Gore reeently attended an ant1-vio~enoe forum 
sponsored by the Harvard school or Public Hoe-a1th at l.Te:(!arson 
Middle School in the District ot Columbia. Student after student 
expressed the sentiment that an employm'i!nt opportunity is the 
s~n91c mO$~ effective weapon in the tight against youth violence. 

The Urban Alliance FoundAtion, Inc. is a nonpro!!t group rounded to 
create long-'term $mployment opportunities for- ~conomlcally 
disadvantaged stUdents. We are committed to helping meet the needs 
of these young men and women as they ~truggle to become r.espongible 
Zldl.llts~ , , 

By placin9 hi9h school students in pa1d pOSitions in CiJovernnlent and 
tha private sector, .'e provide youtll with positive role models and 
mentors, expana their network of employntent resources, and offer' 
them ~n opportunity to prove to themselves and others that. they can 
make their ,own Arnar ic.:an dreams' come true .. 
Stude.nts ente.r the program during" their :ooophom(Jl't:!: year t working 
part-time during the school year and full-time during the SUIDm~rs 
until graduation. This long-ter~ component is critical to ensure 
that the student becomes a meaningful membe.r of the office and 
develops a lasLin9 commitment to work. 

students who seck to participate in this program are interviewed by 
tho Urban Alliance. and screen~d by' their teachers to ensure that 
they are nO,t under any disciplinnry· restrictloflo Grace Sammon, an 
educational consultant ..dth a ma::;tcrs degree In guidance and 
counselling t \lorks with the Urban Alliance staf! to meet re9ularly 
with both students and employers to·monitor the pr~ram and provide 
guidance wtlc:rt! necessary. , 
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T'ht; ; 

Vri>an Itl/iai\u 
fovtldation, Inc,.., 

Nineteen students ore currently placed ill public and private sector 
work environment.. Employers have been impressed with the 
enthusiasm and maturity of the students. Students respond to the 
challenge" ana opportunl ties presented by a job ".itl> energy and 
re~ponsjbllity_ rhe teachers at Anacostl~ High have reported that 
the students brin~ thiS energy back to the SChool wIth them and 
eagerly share their experiences with peers and teaf..:llt!:,t",l;> • 

. 
We are pleased 'io.~ith the success oC our initial Urban Alliance 
students. It ¥Ie a;e to continue to create employment opportunities 
(or students, hO","'f:'Jer I we 'Will need add:ltional financial supporl 
and employer partocipaUon. We plan to expand the program to 
twenty ... elght students this fall. 

We ~ould like to- see other private companies join the array of 
employers co:ttr:".ittec to serVing \his community by providirl'tl
revarding emplayme~~ o?portunltles to<economic811y disadvantaged 
sLudents. In addi;..ion. \Je hope that other governmeat agencies and 
offices will follo·... the lead of U.S Attorney Edt: Holdei' and the 
other public fig""es currently supporting our effort by placing 
Urban Alljance stud~nts in their QCrices~ . 

In addition, we re~y on private charit.able contributiollS and g:rants 
to pay students in 90vernment positions, and therefore .,i11 need ·to 
raise substantial funds. Funding one student in a government 
position for one year costs ~boul $5,000. 

We hope that you "ill be able to support us by offering 0 job 
placement or b;:; making a contriblJt1on~ 'l'he Urban All iance is an 
opportun; ty' for those ......ho are concerned about the District of 
Columbia to help build a more pOSitive future [or the city. To 
find oul more about the Urban Alliance, please call Andrew Plepler 
at (202) 616-36,1 or Gillian Karp Rogovin at (202) 326-7737. We 
look for\.lard to hearing from you. 

Andrew Plt.t{Jl €:::l: 
Thomas Nidcs 
Jeffrey Zlent. 
Bruce ChfJt"~fH.1urC 
John Rog-()vjn 
J>yla.1) Glenn 
Ad;)m Ga.) b. 
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'l1t'f~ ...."""'''PI ru.. AUlDn..stl<4<,,,., 

Public M<:1S!r 

COflgte$SWOIMn Eleanor Holtnc$ NortcA 

U.S. AttorncyErie R Roldct. Jr. 

Senator Cbristoplter J. Dodd 

Dole for PmiddH Campal,sn 

Corpo""'. Co"""'] Clwlcs l\uIl' 

Minority t.<adcr Rich.:,,] Cl<pbar4( 

Conpt:ssm:m TOOt\W M, Da,,;s 

House Judkiary Coiruuittee 
{~n John Conycnl 

Clinl0n"COTe Camp;1igti 

Senate Republican Polic)' Con11n1ncc 
(Maj. Leader 1'r<:11( l.,QU) 

rriyyte ·St'Stor 


Tho AdvIsol)' _ Company 


Akin. (Jump. s ... _ Hauer.t: l'el<! 


, American Airlines 


Aroe:riOiUl brael Public: 
Amlin C.mlll].... (AlP AC) 

Fannie: 'Mac: 

Creative Associates. 1nternational 

~p:rt'I". Peck" /I: (In:<n. P.C. 

The Advisory Board 

Claro BinShlUh and David Mkhaeli5 

leo and Ell," Wri"" 

Am<rican A1rllrw 

The luwan Rowar<;il'oundation 

•&fe Summer 'YO 

Laune Tisch SUSStfWt Foundation 

Mynle A. Karp 

1'he ~aumbU$Ch Foundatlon 

Gat)' GlnsberC and SU$s<1nn.:1 Aaron 

Tbc fanl'li¢ Mae foundoltlon 

Akin, Oump. St.1USS. Hauer &: "Fetli 

lillO, III<:. 

MawC¢'n end Marshall Cogan 

Bur50o-M.a.rstellar 

!il$t'b<r NeM>crs 

The Lee",,, Foundation 

Joseph and Henrietta E. UenTlilA Trust 

Balbara W. Goldberg aM Robert p, Tucker 

Pro Oono legal ""1_,,, bas bec:n provI<Iol by lenner It Bloc\: 


fro bono accounting assistance has been provldcd by KCUfiC:lh St:u &. ASSOf;;iates 
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TJle Urban Alliance' creatively U'!ks rhe business community 
with :,hc District's youth to provide mermingfuJ opportuni'ie:; 
for !tude't1ts hungry/or achance , tv succeed. 

Jim Johnson 
Ch.inn.n afm. Board and Chl.fExecutive Officer 
Fedc'ml National Mortgage Association 

'lhe Urban Alliance Foundation olfot's real hope to be a 
•gmuiru:ly t:ffet:tiw; velliclc.fcr di~adyanrtJged young people ta 
r~ali=e rlu:irfull pMmliaJ. 

leff Bc''''Kt-1J 
Chairman and Chief Executive Officer 
Horne Box Office. Inc. 

In G time ofIimited opportunilits for students in our 
,,,rmmmiry. rhe Urban Alliance provide.s tire foundation for a 
bctICT.tltfUrc-jobs, menrorrng. 4ttd mOSf impurt"tlrly Ilopf:. 

Brenda kichardson 
Executive: Director 
Ana('Qstia/Consress Heights Partnership 

SM~f()r..pr()fir iniriatives men as tile Urbmr Alliance /iU an 
cSSfJnrittl void It,ft by limited public funds (JrJd provid~ rhe rootl 
from wlridl re!ponsiMe parents tmd citizens will develop. 

EleanQr Iiohnc:s~NQrton 
U.S. COllgt'cS$\\,ornan 



THE: WHITE HOUSE 

WASHINGTON 

January 16, 1997 

MEM:ORANDUM FOR GENE SPERLING 

BRUCE REED 

FROM: 	 PAUL DIMOND R{) 

SUBJECr: 	 D.C. ECONOMIC DEVELOPMENT; 
COMMUNl1Y EMPOWERMENf 

cc: 	 Ell.EN SEIDMAN 
MICHAEL WARREN 
PAUL WEINSTEIN 

Recommendation: You should work out with Secretary Rubin and Director Raines how the 
Treasury's optionslrecommendations to the D.C. Worldng Group concerning economic 
development and conmrunity empO"""""'lt can be coordinated Ihrough a joint NFC-DPC 
process. 

Ba<:kground. The economic development part of the D.C. proposal was made genernl 
because there is apparently some disagreement how it should be s1ructured. Treasuty was 
concerned that • OMS's proposal for an EDC modeled after the PARe would pay attention 
only to new development in the "Downtown" and not pay auention to the high poverty census 
tracts. Treasuty is now worldng on a series of options, including a range of Ix incentives, to 
address their concerns. 

Issues. There are two major issues: whether to create an entity for the colllllDlllity 
erq>owennent effort (e.g., for census 1rnCts with 20% or more poverty and aQjacent vacant or 
industrial/warehouse tracts) sepamte from the EDC; and whether to include an apPlOptiate . 
challenge (e.g., private sector commitrnentsto invest $2 billioo and to connect 10,000 
residents to new job ~ lhroogh the local labor market in the locally developed strntegic 
plan and city/federnl commitment to getting rid of red tape on permits, etc.) as a condition for 
the flow of federnl investment There apparently is general agreement that the entity or 
entities to develop ~ strntegic plan(s) and to catalyze the on-going effort should include a 
majority of local private citizens, as well as city and federnlofficials. There should itlso be 
some review of the ptopOSed tax incentives and any othet investments to make sure that they 
complement what the President is already proposing for conmrunity erq>owennent in 1997 
(e.g., brownfields expensing, brownfields clean-up and redevelopment and I1YJTe rnpid 
Superlimd site clean- up with support from EPAIHUD, expanded IDB authority, increased 
expensing for business investment, CD Venture Capital tax credit, crrCEDI from lillO, etc). 

Discussion. It is absolutely essential that (I) there be" sepamte focus on the census tracts 
in D.C. with 20";;' or greater poverty and (2) a challenge be created to spur hoth private sector 
investment in the area and to connect local residents to job ~ lhrooghout the local 
labor market. That represents the clear consensUs of the intemgency conmrunity 



empowerment process that I coordinated for Launt and you last year and the POTUS and 
VPOTUS approved. This is also the clear lesson that we learned from our experience with 
the EZIEC challenge process: it is what we have proposed as the defining criteria for a 
second round of PZs. 

Put bluntly, if Detroit used the EZ challenge process to raise $1.6 billion in private sector 
commitments from its:region, we should not put a dime into a D.C. empowerment plan lUlless 
the loeally developed strategic plan generates (1) $2 billion in private sector commitments, and 
(2) a credible means backed by the region's employers and private job placement 
intermediaries to connect residents of the "7-One" to job openings throughout the local labor 
market. Stated differently, the particular package of federal tax incentives and incentives 
won't make nearly as much difference as they can if there is no such challenge process to 
jump-start private investment and job-linkage. In fact, such a challenge is what will insure 
loeal development of an innovative plan; iIDll it will provide a credible platform for P01US, 
VP01US, Secretaries Rubin, Cuomo, and Browner, and Director Raines, joined by major 
financial institution and co!]lOrate leaders to challenge the private sector throughout the 
region, if not also the nation, to commit right up-front to the S\rdtegiC plan. 

Without such a separate focus on the higher-povetty census tracts, any EDC will 
understandably be dominated by efforts to build on the substantial federal, office, 
enterrainment, university, and hospital portions of D.C. that quite rightly will make the 
Capitol a "shining" attraction for all Americans, all visitors from around the world, and all 
who live and work in the region. There may well be need for coordination between any such 
EDC "downtown-Capitol" focus and a community empowennent effort; and there are 
preconditions for success in both (e.g., safety and security of person and propenyl. But 
without a separate and clear focus on empowering the higher-povetty communities in D.C., 
they (and their residents) will get lost in the shuffle. 

Equally important, such a clear and separate focus on empowering the higher-povetty areas 
can also catalyze the EDC development for the downtown. If you doub! this synergy, just 
take a look at Detroit: Mayor Archer used the $1.6 billion private sector commitment to his 
EZ as a springboard to building huge support throughout the region for making Detroit's 
downtown a dynamic hub for the entire region - with two new sports stadia, GM moving its 
entire World Headquarters downtown, a new opern house, a new symphony hall, new 
restaurants and retail, and new market-rate rental and eondo housing, all right downtown. 

Just because the other three elements of the D.C. plan talk about restructuring the financial 
relationship and governmental responsibilities of the District and the federal government, don't 
let the economic development piece get dragged down into the old ways of thinking about 
economic development and community empowerment. 



MEMORANDUM TO D1STRlBUTION 

. From: Michael [)eich 

Re: DC Rollout Briefing Package 

Attached are draft Q&A < th . .lor e vanous elements ofthe DC
conunents, please .-mail fax (5-4639) h' plan, Ifyou'd like to provide 
fin.l ""pies Sunday nigh; and first thi~g°;L::.~them to me by 2pm SWlday, We'll distribute 
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C(..'- '~., 
EXECUTIVE OFFICE OF THE PRESIDENT rr.f. PRESIDENT HAS SEEIi 

• OFFICE OF MANAGEMENT AND 8UOGET 1-", • q1 
WASHINGTON, O.C. ~ 

THE DIRECTOR 

Mr. President: 

I have cleared with Leon sending you the attached memorandum concerning the qii'm'it! of 
Columbia on an expedited basis, The options have been vetted by Leon, Gene, d the Principals 
oftne D,C, Task.Force, The wording oftne memorandum is my responsibility, e still have 
time to include these proposals in the budget ifyou so choose, f 

q,
I am looking into the tax issue as you requested. ~~ 

"\ 

Frank Raines '\ 
~ 

" 



EXECUTIVE OFFICE OF THE PRESIDENT 


• 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON. D,C. ZD503 

THE OIAcCTOR 

December 21, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: Franklin D. Raines .$~ ­
~-=- ... 

SUBJECT: Restructuring Federal Assistance to the District of Columbia 

Introduction 

The principals represented on the Administf1!tion', 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 
budgets, 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 
restructuring the economic relationship between the federal government and the District, Although 
presented as a single package, the elements of this plan are separable and can be acted upon 

~ individually should you so desire, ' 

z:;.~ FjfS!, the stratei!)' eliminates the current static Federal payment and replaces is. witb an assumptiQll 
v;:;~-v >,gfPensioD ljabilities: an increased FederaJ cOntribution for Medicaid. and 'lake oyer Qfoourtl wi 

rj~~ prison funding A second element of the strategy creates an economic development initiative 
featuring Dis . - . ment co oration with capital grants and tax incentives similar to~ empowerment zones, Finally. Federal agencies wil1 target Increase tee niea! assistance to the 
District. 

Background 

The status of the government in the District of Columbia has varied enormously since the federal 
district was carved from tbe states ofVugjnia and Maryland in 1191, (Alexandria and Arlington were 
I.ter retroceded to Virginia,) The city has been governed as a federal department, a territory, and 
since 1974 under a limited~Home Rule charter, Under none of these arrangements has the District 
been able to maintain financial solvency for extended periods, if measured by the standards tbat 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 government providing a wide range 
ofservices and fueilities, To some extent this view was necessitated by tbe many dependent persons 
who heve been attracted to the nation', capit.l over the decades, Second, Congress and the 
surrounding jurisdictions have wanted to limit the ability of the District to impose taxes on federal 
facilities, favored organizations, and non-residents who work in tbe city. Finally, Congress haS 



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

The District is again in financial extremis. A financial control board has been estabfished to guide the 
city hack to solvenny and to refann the administration ofgovernment functions. While there has been 
extensive debate on the reasons for the financial crisis and its solution there has been little discussion 
of. radical restructuring ofthe status ofthe District. You were perfectly correct to point out the in 
between nature ofthe District as not quite. city, • county or a state. We are monitoring local efforts 
to create a charter review process that witt address a broader range of restructuring solutions. 

Member, 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 aftbe District. We have found unirorm cancem'itbout tbe 
furure oftbe city. '.' 

We have paid close attention to recommendations that have been made by the Mayor, the City 
Council. the Financial Authority, and some members of Congress to rearrange so~ of the 
responsibilities of the District government. These recommendations have focused on relieving the 
District ofthe financial responsibility for certain government function. and perhaps the admiliistrative 
respoOSJbility as weD. Advocates have argued that the District cannot manage certain responsibilities 
that have been given to the District by the federal goverrunent. They also argue that state 
government-type activities are too burdensome for a city to cany an its own. Functions frequently 

' mentioned are the pension programs for police, fire fighters, teachers and judges; the mental heahh
Isystem (both transferred to the District government after the Home Rule 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 burdensome functions, Some would have us equate the federal government 
to taking the role of the state government forthe 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 ~esidents. Others have focused on divining the federal intere~t in the 
federal district and allocating responsibility accordingly. Under this view the Federal government 
might consider taking on certain law enforcement functions. but would not federalize the District 
Medicaid program. 

We have heard other messages as well Some in the community would have us simply increase the 
federal payment to support all current District government activities, and some in Congress would 
prefer to see the District pare its activities to equal its revenue. Delegate Norton and the Speaker 
litvor a radical restructuring ofthe federal tax system in the District to provide powerful incentives 
for economic activity in the city to increase the attraction of the city for tax-paying residents which 
would eventually increase District government revenue, (Each of the non~contlguous federal 
territories has a special status under the federal tax code.) This memorandum does not address tax: 

2 




changes but we may be drawn into a tllX discussion as the Financial Authority, Brookings, and 
Congress finalize work now underway. ~~~ 

The task force has 'chosen to recommend to you a series of actions to rearrange the responsibilities 
ofthe federal government and the District government. The recommended approach is. hybrid of 
the Slate functions and Federal interests models. We make this recommendation with caveats, We 
believe that strict cnndjtjous must be met before the EMera) government takes::9!lAflY current District 
functions to ensure tbat fhl: lIlK"'YS(f will be successful. We believe that city officials must confront 
the imRQ;ttant home rule issues implicit in ceding parts of their current responsibilities. We also 
believe that adequate funding must he provided to enable federal agencies to carty out new 
responsibilities in a manner consistent with federal operations. W. also believe that taking on District 
functions "ill 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 chairman of the Control Board, a majority of the 
City Council and Delagate Norton to test their willingness to agree to the tough conditions we might 
insist upon ifwe endorsed their recommendations regarding District functions. The Mayor, the Board 
Chairman, the Delegate and a majority ofthe Council agreed that they could endorse a takeover of 
District fi mdjons with toyah condjuoos as long as the financial result was positive for the Ci!,Y, They 
agreed that they would express that support publicly should you choQse to move in that direction. 

In addition to the transfer of government functions we also make recommendations regarding 
economic development incentives and how fuderal progrnnis can he better targeted to meet the needs 
ofthe District. have" an interest in! ~~~~~~!~ 
role in ::: 

The folIQ\.ving recommendations will not resolve the governance, financial or management problems 
of the District. They amount to a renegotiation ofthe terms of limited home rule granted to the 
District almost a quarter of a century ago. If enacted. these proposals win give the Home Rule 
government a better chance to succeed. But the two century old conundrum of how the federal 
district should be governed wi![ remain with us 

Recommendations 

Ean 1of this Sectjon recommends that the Federal fjoyernroent directly assyme certain goycrnmental 
functions. such as pensions and criminal justice. in areas where it bas a clear interest. capability and/or 
responsibility. In exchange, the existing Federal payment of$712 million (a general purpose payment 
of5660 million plus $52 million for pensions) would end, and the Federal government would give 
up its right to approve the District's annual budget. 

For this proposed restructuring to be successful, the District win have to take some actions that may 
be very difficult politically, such as, legislaling higher sentences for criminals convicted in the District. 
For this reason, gur proPQsa~ wrndd ha'J8 thl FeseaJ. government ilUljrne new responsibilities .QllJy 
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afler the District had met its oblillations under a Memorandu!D..llfUnderstanding (MOl)) that we 
propose be reached between tbe Administration, tbe Fmancial Authority. the Mayor. and the C~uncil. 
Preliminary discussions with all oftbese parties, as well as Delegate Norton. indicate serious interest 
in this approach, together with a recognition that pursuing this path will require that further difficult 
decisions be made. 

Part nof this section recommends the creation ofan econpmic development cofljoratjon to provide 
the District with somt and tax~based economic development jncentive5. 

Part m recommends the Executiye Branch uencies provide more jmense technical assistance in areas 
like education. procurement. housing. tranaponation. and Medicaid that can make a real difference 
in the District>s success as acity, 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. 

Asshawn on Table I, the approach outlined here would cost the Federal Government ahwt $866 
million in FY98, about S154 million more than current payments /0 the District. Overfive years, 
Federal costs would be $5. 7 billion, about 12.1 hillioll more than the baseline. Budget savings to 
the Districl Government would be $818 million in FY98, or 5]06 million more than the current 
Federalpayment (savings /0 the District excludefunding for the economic development initiative, 
the Natiunal Capital Infrastructure Fund, andone-lime copi/al-improvement and construct/on costs 
at Lorton); five-year hodget savings to the District would he $4.483 billion ($923 million more than. 
with current payments). 

The restructuring plan proposed in this memo w.Il!!Id relieve the District of significant bud&et 
costs and administrative responsibilities, and end Con essionaJ micrornanagement ofthe . 
DistriCCS budget. Such actIons are necessary, but not sufficient, to met e IS n safe, 
attractive and prosperous city. In the end, the District's success witt depend on it own actions tol\ improve the management ofits resources, business climate, and quality of residential life, 

I. Federal Assumption ofCel1aju Governmental Functions 

Cutrent law requires the District to balance its 55 billion annual budget by FY 1999. In September. 
Congress approved an FY 1997 budget and multi-year financial plan that rellected a consensus among 
the Authority. the Mayor, and the Di'trict Council. The plan provides a good start at improving the 
District's fiscal condition, but lacks some of the hard choice, that will be needed to achieve 
sustainable budget balance and improve the District's long-term fiscal outlook. The District now 
projects its FY 1997 deficit at $85 million. Absent further measures. this deficit will likely grow in 
the out-years. 

Tbe 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 this., ~ 
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recommend that the Federal government directly assume certain goyernmental functions. such as 
pensions and criminal justice in areas where it bas a clear interest. capability and/or reSJ)ODsibility. 
In exchange, the existing Federal payment would end. and the Federal government would no longer 
approVll the District's annual hlIsiget Elements of this proposal could include: 

Option 1: Have the FedeJ'lt1 government take over the District's pension plans for law 
enforcement officers and firefighters, teachers and judges. Prior to 1979, the Federal 
Government was responsible for these three pension plans and financed them on a pay-as-you-go 
basis. In 1979, the District ofColumbia Retirement Act (Act) ll1!tlskrred to the District responsibility 
for both the plans and their associated $2.7 billion in accrued unfunded liability. The Act authorized 
the Federal Government to pay the District's retirement system $S2 million annually for 2S years. 
In 1979, the estimated present value ofthis payment stream was $646 million, weU below the 52.7 
biltion unfunded liability. 

Since 1979, the District government and participants have made contributions to the retirement 
system that have more than covered the costs ofbenefits that accrued in each year, but thaI have not 
boon enough to preven, the unfunded liability from growing to its current level ofabout $S.4 billion. 
When the Federal payments authorized by the Act end in 2004, the District will be required to cover 
the full cost of the remaining unfunded liability. 

Under this option the Federal government would assume both financial and admjnistrative 
responsibility for these pension plans These plans bave an accrued liability of $8 8 billion' the 
District government WOUld transfer to tbe Federal Goyernment or its designee $3.4 biJIiQn jn 
associated pension assets, lea~ing the Federal Government to assume the $5 4, billion unfunded 
. .. . The existing assets will be used first to make benefit payments. Actual Federal outlaYI wguld 

not be required for many yean;. This would be done by having the District transfer the existing assets 
and responsIbility for plan administration to a third party trustee. Fees of the trustee would come 

om the earnings on the assets. 

While the details ofthis option still must be worked out, we expect that the MOU would require that 
(I) the existing pension plans would close upon assumption by the Federal Government and that the 
District would establish new plans for its current and future employees; (2) • third-party Trustee, 
likely an independent contractor," be appointed to administer the plan and invest the pensIons asset~ 
(3) there be a determination ofhow to treat current employees who are partially vested under the old 
system; and (4) adequate employment records be provided by the District Government to the third­
party trustee. 

~ APProv~ option 1 _Disapprove option 1 

Option 2.. ,HAve the Federal government assume responsibility for parts of the District's 
criminal justice system. There is a tong precedent for special Federal involvement in the District's 
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criminal justice system, including having the u.s. attorney prosecute all serious crimes in the city, 
Under this option, the Fnderal govenunent would provide full funding for tbe District'. Court System, 
take over the District's Lorton fiwility. and assume responsibility for setting the standard fur 
sentences for crimes in the District and incarcerating its sentenced felons. Through these actions the 
Federal Govenunent would help to improve the District's criminal justice system and thereby would 
enhance the effectiveness ofthe District as the Nation's capital. 

Option 2a, Have Ihe Federal Government rund the District Court System. Given the 
budget limitations under which it operates, the District Court System works weD. The 
Department ofJostice believes that the System would work better, however, iiit 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 Courts (the 
Judiciary branch). 

~ Approve option 2a ~sapprove option 2a 

Option 2b: Have the Bureau of Prisons (BOP) a ..ume .... pon.ibility for Lorton and for . 
ilttal'(eratiog the 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). DOl believes that tbis option could be 
successful llIlb: under the following conditions: tbat the Federal government would set the 

~ standards for sentences for District crimes. that there be a 3*5 year phase-in period and that 
( the DOl's Bureau ofPrisons (BOP) be given sufficient management flexibility. In addition, 

.. , legislation must address issues of parole and community corrections. 

~ • . Renovate Lorton and Provide New Facilities to House Inmates Adequately. 
Absorbing Lorton prisoners would increase the BOP population by roughly 10 
percent. The BOP system is already seriously overcrowded in its higb and medium 
security facilities like Lorton. Accordingly, it could absorb Lorton inmates only after 
Lorton had been renovated and new capacity had been constructed (partially on 

I (Lorton'S extensive unused property and partially at other locations} One-time 
i renovations at Lorton and the new prison construction would cost $300 million in 

1998 and $900 million over 3·5 years.. 	 . 

• 	 Hiring Flexibility. Current Lorton staffwould have to reapply for positions and meet 
BOP standards. 

• 	 BOP Flexibility ill Absorbing District Inmates. BOP', general goal is to bouse 
inmates as close to home as is operationally possible" However. to maintain order. 
to meet the security needs oflnrnates, and to disperse District gangs and"crews,'" the 
BOP will need the ability to transfer a significant number of inmates to BOP prisons 
throughout the nation. No commitments would be made regarding maximum 
distances from the Difitrict or the concentration ofDistrict inmates in specific Federal 
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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 85 percent of their 

i1 
·~ senten<:eS. There are two possible approaches that could be 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 tho .. 
\ 'District felons sentenced and paroled in accordance with statutes and legislation 
Y. vl'- applicable to Federal prisons. Alternately, the District could achieve conformity by 

IS­~ ,;,:: ceding to the Federal government its sentencing authority over relons. 
~/ 

~~ • • 
ts,~ 

Rely on Federal Community Corrections Operations. The District's Community 
~ Corrections operations, reportedly fraught with mismanagement and employee 

/ misconduct, would be phaaed out. As District felons become the responsibility of 
~- .!r­ ~ BOP, they would be released through Federally controlled community corrections 

1S~~ ~SWDs 

~/' • 	 Absorb District Parole Board Functions into the US. Parole Commission. The U.S. 

Parole Commission would he responsible for all District felons with sentences subject 
to provisions of parole. This would mean an extension of the U.S. Parole 
Commission (and it' approximately 50 employees) beyond scheduled termination date 
(2002 unless tennin.ted earlier by the Attorney General). 

• 	 Use phase-in period to keep reSPOIl~7bilityfor outstanding lawsuits and court orders 
with the District. A number oflawsuits are pceding against the District's Department 
of Corrections (DOC) regarding, among other trungs, conditions of confinement, 
medica! treatment and sexual harassment. There are also court-direeted population 
caps. The District must maintain responslbi!ity for the defens.~ ofand liabUi!y'from 
these lawsuits. Federal1iability should he based o!l1y upon actions taken after the ( 
Federal government takes responsibility for the inmates, 

• 	 Until all of the above changes. are made, Lorton wi/l"continue to have major 
problems, which will became Federal guvernment problems under this plan unless 
a separation is maintained during the transition period. Accordingly, it is essential 
10 appoint a receiver responSible to the Control Board to oversee the D.C. 
Department 0/ Corrections during a transition period ofcapital construction and 
renovations, chmtges in sentencing systems, and resolution 0/ lawsuits and court 

'" 	orders. 

~Approve option 2b _Disapprove option 2b ~i.cuss 

Option 3. Decrease to 30 pereeot the District's share of costs associated with its Medicaid 
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program. Total FY98 costs for the District's Medicaid program will be roughly $880 million. Under 
current law, .the District will pay 50 percent ofthese costs, the maximum amount that any State must 
pay. Like many States, the District believes that the Medicaid matching rale does nol take into 
aocount its high poverty rate and the health needs of its urban population. Unlike States, however, 
the District cannot spread tbe cost ofan urban Medicaid program across a broader economic region. 

Current law allows States to require tbat localitie. pay up to 60 percent of the non-Federal share of 
Medicaid expenditures. Thus, in States with a 50 percent share ofMedicaid costs, localities can pay 
up 10 30 percent oftotal Medicaid expenditures. Currently, 14 States, including Califomia and New 
York, require local funding ofat 1east some portion oftbe State's share of Medicaid payments. New 
York City, for example, pays 25 percent of the cost ofMedicaid expenditures in the City; non""ity 
residents subsidize roughly halfof the non-Federal share ofNew York CitYs Medicaid program (note, 
however, that New York State does collect a portion of State revenue from the city--par! ofwhich 
may implicitly pay for the State contribution). The District does not have access to such Stale 
subsidies. 

Under tbis QPticlL tbe federal Goyernment would take on the role ofbQth tbe Federal and "State" 
governments for the District. and pay a total of 70 percent of total Medicaid expenditYres in the 
District (<;QlI)Il!!fCdto the current 50 percent federal sharel. Changes in the Federal share would be 
conditioned on the District improving the management ofits Medicaid program. Other options for 
controlIing costs and assisting the District with its Medicaid program could also be explored. This. 
option would coS! $176 million in 1998 and approximately $1 billion over five years, 

~Approve option 3 ~isapprove option 3 _-,Discuss 

Option 4. Ease taspayer burdens and improve collection by having IRS collect D.C. income 
taxes. Having the IRS collect District income taxes benefits the District by reducing its costs and by 
increasing its collections through more efficient adrrun1stration. It would also reduce burdens on 
District residents by reducing the number offonns that need to be filed. Having the IRS collect these 
taxes would require both new statutory authority <at both the Feder.1 and DC level), and added 
budget resources for the IRS. The IRS has indicated that it is ,,';Iling to assist in this way. 

~Approve option 4 __Disapprove option 4 _Discuss 

Option S. Have the Federal Government make available fioancing for lome or all of the 

District of Columbia accumulated deficit. This financing of $400 to $500 million would <.arty 

standard Treasury interest rates: .nd would be repaid by the Distrid over no more tban ten 

years from District resources. The Treasury is currently financing the deficit on a short·term basis . 


. Some means must 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 the 10ans as 

soon as practicable at lower tax-exempt interest rates. 

~ Approve option 5 _Disapprove option 5 _Discuss 
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Option 6. Create a National Capital Infrastructure Fund (NCIF). Th. NCIF would pay for 
infrastructure projects that benefit not only District r.sidents, but also commuters. Eligible projects 
would include: I} road and bridge capital costs (including local roads and bridges and the local match 
for Federal-aid road and bridge capital projects) and 2} transit capital expenses. The District would 
determine from the list of eligible expenditure, how best to spend the funds. 

Th. NCIF would receive funds from two ,ources. First, the NCIF would receive an annual 
appropriation from the fueleral surface transportation trust funds (in addition to the formula funds now 
going to the District). In addition, the NCIF would be authorized to accept payments from 
nontaxpayers (e.g., payments in lieu oftaXes from universities, hospitals, nonprofit organizations and 
other non.taxpaying entities in the city that benefit from District services; or payments from regionil 
entities that might wish to support infrastructure projects th.t 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 co.ts (including the local match for federal-aid road and bridge 
projects) and $51 million per year for its share of the Washington Metropolitan Area Tnmsit 
Authority's (WMATA) capital expenditures. (The District will also spend $123 million annually for 
its portion ofWMA TA's operating expenses, however, the NCIF 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 (RTF) because it would increase the District's share offunds 
and enable RTF funds to be used for local roads. 

~pprove option 6 _Disapprove option 6 __Discuss 

U. An Economic De.velopmcot Incentiye ProlOlm 

Option 7. Create an economic development program to improve the economic viability of the 
City. Under this option. the Administration would propose legislation to establish an economic 
development corporation (EDC) for the District. The EDC initially would be autonomous from both 
the District and the Federal government, and would operate like a public autho~ty. The Board of the 
poe would he a££ointed jointly by The President and the Mayor. . 

The EDC would formulate a strategic economic development plan for the District, and would make 
recommendlfions for the use of various financial incentives that would he provided by the Federal 
government( The goals of the EDe would include building local economic markets, developing 
strategi~s to n~District residents to job creation. and assisting the District in fostering regional 
econonnc strates,ks. ' 

We are currently developing the list of incentives that would be available to the EDG. Thc·••»>ill 
[!:Quire new JUgiSlatWR aDd vtiU be similar in nature to those available in empowennent ljloes. In 
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1998, these incentives would COS! $25 million in discretionary funds, and $60 million in tax benefits. 
The five year cost would be $125 million in discretionary funds and $260 in mandatory tax benefits. 

'-.J Approve option 7 __Disapprove option 7 _Discuss 

m. Technical Assistance by Federal Departments 

Option 8. Increase the intensity and raise the profile of technical assistance to the District 
Government (and non-profit groups, et ••) provided by Federal departments in are•• like 
education, procurementt housing, transportation, and Medicaid tbat can make a real 
ditTerence in tbe District's success as. city. The agencies have been engaged in this process 
quietly over the past two years. We recommend that this activity be increased in IntensitY' and liven 
a higher pro6J~ petbaps eYen with inyolyement Qftbe First Lidy and the vice President., 

Examples ofactivities that eould be undertaken are: 

'II The Department of Education would continue efforts to help the District account for and 
manage Federal and local education funds, support reform efforts to raise aehiev.m.nt, and 
help the District utilize the substantial programmatic flexibility allowed in use of Federal 
funds. 	 . 

• 	 The Department ofDefense and OMB's Office ofFederal Procurement Policy could improve 
the District's procurement operations. 

• 	 The Department of Transportation could provide technical assistance to improve 
transportation planning and management ofthe District's highway construction program. 

• 	 HHS could assist with the apparent major managerial and cost problems in the Districtts 
Medicaid program, 

'II JIUD could continue its assistance in the areas of public housing and home own~jp. ~ 
'II Labor could provide assistance in implementing its training and other programs. 

The main 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 pubJic may raise 
the likelihood for success over vested interests. 

~APProve option 8 _Disapprove option 8 
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Federal Budgetary Impact of DC Proposals 

FY 98 (mllllct Eive-year1mQ8ct 

Crimina' Justiee (discretionary): 
Lorton Facirlty operations· 

Capital improvements to Lorton Fucilitles (one-tirne) 

High and Medium Security Construction at Lorton 

Oistdct Court System operations 


Economic Development Initiative: 
Discretionary spending component 

Tax benefit component 


Unfunded Pension Liability (mandatory): 
Annual payments to District's pension plans 

Med;.,.id (mandatory): 
Decrease District's share of Medicaid payments to 30% 

National Capital Infrastructure Fund [Non-add) 

Total, Proposed Federal Resources 
Discretionary Spending (see Note 1) 

Mandatory Spending 

Tax benefits (mandatory) 


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

Net New Federal Resources' 

605 
176 
80 

220 
129 

85 
25 
60 

337 

176 

[931 

1,203 
630 
513 
60 

(1,049) 
(660) 
(52) 

(337) 

154 

2,519 
934 
so 

820 
6115 

285 
25.' 

2BO 

1,863 

1,001 

[4651 

5,Sa8 
2,$44 
2,864 

260 

(5.423) 
(3,300) 

(260) 
(1,863) 

24S 

Addendum: 
Total bud~t savings to the District Government {See Note 2) 818 
fnc~ase in budget savings to District Government (i.e,. 106 
savings net of current Federal payments) 

Nate 1: Table does not include any additional resources given to IRS to administer the District income tax system. 

Note 2; Budget savings to the District Government exclude the costs of capital improvements and 

construction at Lorton as well as the economic development initiative and the National Capital Infrastructure Fund. 

Also, nO' effects from IRS collection of DC income taxes are included, 


.. $7 million is included (or parole functions. 
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