DEPARTMENT OF THE TREASURY
was;}amsrnn.ﬁa. 20220

Fung 26, 1997

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN
"DEPUTY SECRETARY SUMMERS

FROM: KARL SCHOL.
, DEPUTY ASSIS SECRETARY (TAX ANALYSIS)
SUBJECT: EITC and Child Credit Stacking Order in the Finance Committee Bill

There is a lot of cenfusion about what was done in the Finance Committee on the EITC and
child credit stacking. We believe that Chairman Roth and others in the committee misstated the
content of the EITC change Thursday mghz We weere told that families could take half the child
credit, then take the EITC, and then recewe the remaiung portion of their EITC. What in fact
was done is have families ¢alculate half ﬁzezf‘ EITC, then take the child credit, and then take the
other half of the EITC. This zizscrepancy makes a major, unfortunate difference in the
progressivity of the proposal, .

Stacking the child credut before the’EITC, as we propose rather than after the EITC, would
cost roughly $10 billion more over § years. Adopting the “halfway" measure that we prefer (half
the child credit first) would cost in the nengﬁerhaod of $6 bilbon more. The halfway measure
that vwas adopied by the Senate Finance ‘Committee will cost roughly $2.5 billion more,

A couple examples illustrate the impontance of this issue.

, .

0 A two-parent family with two children making $20,000 would have a standard deduction
and personal exemptions of $18,500 in 1999, and taxable income of $1,500, This family
would pay $225 of income taxes. They would pay $1,53¢ in payroll taxes and their
employer would pay another $1,530 in payroll taxes on their behalf. Thesr EITC would
be $2,300, There are three peiz}ﬁ to make from this example:

>« First, the Senate Finance C;emmzitee s measure that stacks haﬁ' thtz EITC E)eff}re the
: child credit ensures that thns famuly receive 11k edit.
the alternative measure (stackmg half or all 1he cizxié credit before the EITC) the
family would receive $225 of child credit,

- Second, the stacking orcfezr%{}f* the child credit only affects families who have positive
federal tax habifities. Tworparent, two-chiki famities, for example, will only start
paying taxes in 159% whenitheir incomes exceed $18,500. Stacking order is no
longer an issue when the combined value of the child credit and EITC is less than the
amount of federal tax izabzizzy For the two-parent, two-child example, this oceurs at
roughly $2% 500 of 1 income.




« The stacking order debate is not about families on welfare. It is about how we
want (o treat working fmhes with children who have incomes betweea $18,000
and $28 000 of i income.

«  Third, families with i incorne between $18, {}f}f} and $28,000 pay more in payroll and
mcome taxes than what ihey would get from the EITC and child credit, even when
stacked the way we would like. Tbe family in the example given above pays $225 in
federal income taxes and 53 060 in ernployer- and employee-paid payroll taxes.
They would receive a $2, 3{3{3 EITC and possibly a $225 child credit.” The analysis
does not account for otb.cr major taxes such as federn! excise taxes on alcohol,
tobacco, and gasoline, or state and local sales, property and income taxes,

0 A two-parent fazm!y with two children making $25,000 would have a stzzzéaré deduction
and personal exemptions of $18, 500 in 195%, and taxable income of $6,500. This family
would pay 3975 of income tazses They would pay $1,912.501n paymii taxes and their
employer would pay another $1 9}2 50 in payroll 1axes on their behalf, Their EITC
would be 31,042

- Stacking the child credit after half the EITC, as in the Senate Finance Commitiee
bill, the family would get a chxki credit of $454,
!
- Sracking the EITC after half the child credit, as we thought the Senate Finance
Commttee was going {0 do) would generate ¢ child credit of $500,

- Stacking the child credit before the EITC, as we would like 10 see happer, would
generate a child credit of $1,000.

- This family would pay $4,800 in federal income taxes and the employer and
employee share of payroll taxes. Their combined EITC and child credit Gf
stacked the way we would like) would be §2,042. Again, 1ax payments for these
families sharply exceed what they would receive in credits.
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The EITC and Taxation of Low Income Workers
@ | , .
EITC recipients and other low income workers are taxpayers. About 85 perccri of EITC
payments offset the Federal tax burden of low and moderate income families. This figure
does not reflect the myriad szate; and local taxes paid by these workers.

The EITC and child credit am zx}z weifa{e In fact, a child credit, like the EITC would
help workers stay in the labor force and off of welfare, by increasing their take-home pay.
The EUTC 15 currently the only credit designed to offset high marginal tax rates inherent in
the soctal segurity and weifareﬁ systems; as such, it is a cornerstone for welfare refomm.
Drckert et al, (1995 estimated that EITC increases between 1993 and 1996 would induce
$16,000 families to move from welfare to the workforce, saving $2 billion per year {(net of
the ingrease in EITC payments to these families),

H
Uniike welfare, the EITC hatps low and moderate income workers without a special
buresucracy. If there were no, lEITC, nearly aff EITC recipients would still file a tax retumn
(either because they would be required 1o {ile, or because they would want to obtain a
refund of withheld taxes), and IRS would still have 1o venfy therr income and family
status. A partially refundable chlld eredit would give workers an additional helping hand
without any additional bureaucfracy

Many workers and familieg are still struggling to make ends meet. The EITC reduces
some of the economic pressure faced by these families, but there is more to do 10 ensure
that full-time workers do not raise their children in poverty.

- The poverty rate for families with children grew by nearly half from 1979 to
1993. Even after two years of reductions in the poverty rate, 16.3 percent of
families with children still lived in poverty in 1995,

- Between 1979 and 1992, the real carnings of men without high school degrees
declined by more than 23 percent. Among male workers with high school degrees,
real earnings declined by 17 percent.

~ Payroll taxes, faced by EITC recipients and other low income workers increased
five times between %933 and 1990.

- In 1986, working famxiaes with children could receive the EITC if their income
was below $28,495 (325 078 for workers residing with just one child). In
conirast, median zncame for a family of four in 1996 was about $31,000 {and
median income for a {amz ly of three was about $43,000). The EITC helps
taxpayers with incomes wei% below the median level, who would benefil
substaniially from additional tax cuts.

Office of Tax Analysis
June 20, 1997
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TO: BRUCE REED ! ’ﬂ"“*[‘“ - BE.

. i
FROM: MARK MAZUR \f\-ﬂ'-l-.m,,(w o 2, &zk"}%mﬁ% PO

SUBIECT: TAX OPTIONS TO PROMOTE CHILD CARE Padion;  +

In the note Cynthia Rice sent you yesterday, she mentioned that [ would develop some
information on tax subsidies for chuld care What follows is a short descripiion of the existing
dependent care 1ax credit (DCTC), 1hr@e aptions to expand this credit, two other options 1o
promote the provision of child care, atzd the tax credit for FICA taxes that Cynthia descnbed.
Note that all revenue estimates ﬁr&semeé are just guesses and that Treasury would have to
provide current estimates for any preposals that were deveiepe{i Please let me know if you wish
to discuss these further.

Dependent Care Tax Credit. A taxpayer may claim a non-refundable income fax credit for
eligible employment-related expenses related to dependent care. Eligible expenses include those
for the care of a cmldnndmi or 4 dlsab}ed dependant or spnuse Eligible expenses are

: ) ats. The credit rate
depends on income, with a 30 gercem credzz rate  for those with ad;uszed grogs mcome i‘JeIow
$10,000. The credit rate is reduced with income, 5o that those 4 'S OVOL S i

20 percent credit ratg.

In 1996, about 6.2 mi ; expected to claim the credit at a total cost of
about $2.8 brlix}n (axmg&.ciesm.m_&éi) The Ei} percent credit rate is not very meaningful,
because those with incomes below 310,000 generally do not have sufficient tax liability to claim
the non-refundable credit. But gbout };’4 of the total number of households claiming the credit
have credit rates over 20 percent {and !sc; have AGI below $28,000},

Those claiming the benefits of !ihc credit are skewed toward the higher end of the income
distribution, because {1) higher ¢ moome households have enough tax liability to benefit fully from
the credit; and (2} higher income hou se!wids tend to spend more on eligible dependent care
expenses. About 13 percent of the wtai tax berefit goes to taxpayers with AGI below $20,060
{about 45 percent of taxpayers}, ai)out 46 percent to taxpayers with AGI between $20,000 and
350,000 (abowt 35 percent of all lax;}ayers} and about 41 percent to taxpayers with AGI over
$50,000 {about 20 percent of all taxpayers).
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Possible (iptions to Promote Child Care.

{1) Make the existing Dependent Care ’l"iax Credit (DCTC) refundable - The existing DCTC i
non-refundable, meaning that taxpayers w?;z;se‘mcome tax liability i3 less than the credit do not
receive the full benefit. Making the DCTC refndable would make it sinilar to the Earned
Income Tax Credit (EITC): taxpayers Wiﬁ’} low pax liabilities would receive a check from the IRS
for the amount by which the credit claamed exceeds their tax fiability. This would increase the
value of the DCTC to low-income famllnes which is why child care advocates invariably bring up
this proposal. However, the propossl has two drawbacks associated with it. First, making the
DCTC refundable would lead to comparisons with the EITC. The comparisons would almost
certainly focus on reported error rates, Wi’iii:h sre around 25-30 percent for the EITC.
Congressional Republicans (including Sezzaims Roth and Nickels) have been trying to cut the
EITC for years, and proposing a new reﬁ,znéabic tax credit may lead to increased attacks on the
EITC. Second, refundable tax credits (except the EITC, which is grandfathered under budget
rules) generally require annual appropriations for the refandable portion. 1f taxpayers have to wait
until Congress appropriates sufficient funds to cover the refundable portion of a tax eredit, the
delay could interfere significantly with th{:ir planning.

Treasury estimates the revenue z:e!s; of this proposal at around $4 billion for 19982002,
The Joint Committee on ’Z‘axazzg}zz {3CT) estimated a much smaller amount last year
(around 172 the size of the ’i’re&sary estimate)}, but it is likely that new JCT estimates
would be much closer 1o '{reaswy S

(2) Increase the maximum amount of elxgtble dependent care expenises to $3,600 for one
dependent and $5,400 for two or more dependents (Senator Roberts proposaly. This would
increase the tax credit that could be claimed by taxpayers who spend more than the current limit
on eligible expenses {32,400 for one éwé{zdem and $4,800 for two or more dependents). The
proposal would disproportionately benefit those with higher incomes, since that is who spends
more than the current law lisut on dependent care expenses.

Treasury has not estimated the rev%enuc cost for this proposal. However, glmost any
revenue target within the 1998.2002 budget window could be met by choosing a different
maximum and/or phasing it ovef' & number of years. For example, the limits in the
Roberts proposal could be aciizevcd by increasing the maximum $300 per year for 4 years
{8150 per vear for taxpayers with e:xpenses for twa or more dependents).

{3) Change the AGI range over which the 30 percent credit rate dechines to 20 percent. The
phasedown range was set in 1981 and hasfmt been adjusted for inflation. Overall price levels
have mcreased by sbout 70 percent since then, and a simple increase for inflation would change
the credit rate phasedown range to $17,000-345,000, This proposal would benefit those with low
and middle incomes by providing these fan‘uhes with a higher credit rate. (Taxpayers with AGI
over $45,000 would continue to claim the' same 20 percent credit rate as under current law.)
Over half of current DCTC climants would bmeﬁ} from this proposal.

"




Treasury estimates that this proposal would cost about 32 billion over 1998.2002. This 7"}
revenue cost could be reduced i the changes to the phasedown range occurred in steps. {

{4} Provide a non-refundable tax credit for firms that construct, expand, or renovate child care

facilities. The credit rate and maximum annual credit could be chosen to meet a revenue target,

Senator Kohi has a similar proposal thatéwoaié allow firms to claim a fax credit for up to 50

percent of the cost of building, reﬁovazmg, or operating child care centers, with s credit hmit of

$150,000 per vear. Excluding eperatzzzg costs from expenses allowsble for the credit keeps the

revenue cost down and ensures that the creciit i5 targeteé toward capifal costs that may be difficult

for firms to finance, f-

JCT hag estimated the revenue cost of the Kohl proposal at $2.6 billion over 1998.2002

{but note that the Kohl proposal is not available for years after 1999, reducing its overall w
revenue cost). Limiting the credit to construction, expansion, and renovation expenditures rm{
should reduce the revenue cost to well below $1 billion for 1998-2002, ..‘f-

{3) Permit taxpayers 1o exclude from i meome amounts of loan forgwen by certain entities. Under
current law, loan forgiveness is generaliy counted as taxable income in the year that the loan is
partially or wholly forgiven. This provision, included in the Administration’s FY 1998 Budget,
would provide an income tax exclusion for income generated by forgiven loans, if the party
forgiving the loan is 2 government or a charitable orgamzation. The intent of this provision is to
provide a financial incentive to enter public service professions, by allowing conditional
forgiveness of loans without adverse tax|consequences. Child care providers appear 1o fit the
broad classes of employment that would qualify for this special tax treatment. The main difficulty
in making this proposal work is to find chamab!e organizations, universities, or governments that
are willing to make loans to people who want 10 become child care providers and are also willing
to forgive a portion of the loans as the horrowers enter the designated profession.

i ” W"“
The revenue cost of this proposal would-be minimal {or even zero} because it appears that g: for
only a clarification of the propcsai is needed 1o ensure that child care workers are gligible. .
S

{6} Expand the Welfare-to-Work tax creézt The Administration’s FY 1998 Budget proposed a
50 percent non.refundable income tax crcdxi for employers who hire long-term wellare recz;}zezszs
Up to $10,000 in wages would be eizgzbie for the credit, with wages defined broadly to include
health insurance, child care, and training expenses This proposal would provide an additional tax
credit for the emplover share of FICA taxes that would be paid to long-term welfare recipients,
This proposal appears to be duplicative afzhe tax credit already proposed by the Administration
and could easily distract attention from zhe larger wélfare-to-work tax credit. If there is a chance
that the Administration will be snccessi’aﬁl in having its proposed welfare-to-work tax credit
enacted, this add-on credit probably should not be pursued.

ce: CRice, EKagan, PAbernathy, PWeinstein
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LOCAL INITIATIVES SUPPORT CORPORATION
733 THIRD AVENUE, NEW YORK, NEW YORK 10017 Q/
P

PAUL S. GROGAN, PRESIDENT
TEL: (212) 455-9822
FAX: (212) 682-5929

Ty bk o o
March 23, 1997 EAA _of ,6“ _(’NJ(- 42x c,mlr{f

Bruce Reed

Domestic Policy Advisor to the
President of the United States

1600 Pennsylvania Avenue, N.W,

Washington, D.C. 20500

Dear Bruce:

Thank you for your meeting with the Enterprise Foundation, Habitat for Humanity, the
National NeighborWorks Nelwork, and mc March 14,

AL that iime, we discussed a special opportunity to creale additional Low Income
Housing Tax Credit authority to rebuild/replacc public housing. The Housing Credit

would accelcrale and inject private market discipline into the redevelopment process.

Enclosed i1s a one-page proposal developed by LISC and Enterprise for how this might
work. We hope to follow up with you soon on this.

Sincerely,
Paul 8. Grogan

Enclosure



March 25, 1957

Supplemental Low Income Housing Tax Credits
for Public Housing Redevelopment/Replacement

The redevelopment of public housing is a national need to which Low Income
Housing Tax Credits would bring new investment, private seclor discipling, and state
patticipation. However, Housing Credit authority is currently very limited ($1.25 per
capita), and would have to ho mnercascd significantly (o approach meeting a demand that
already cxceeds availability by three o four times, even without regard (o public housing

ngeds.

To fosier the redevelopment and replacement of distressed public housing,

supplemental “Publie Housing Credit” authority would be enacted over and above regular
Housing Credit authority.

L.

3.

The supplemental Public Housing Credits wauld be authonzed ot & volume
equal to 25 cenis per capita nationwide, Public Housing Crudits would be
distributed among states based on their relative shares of the nabion’s public
housing stock.

The states weould allocate these Public Housing Credits according 10 o new
subsection of their Qualified Allocation Plans.

A. Public MHousing Credits could only be used fo rebuild or replace public

housing, not to add to the net stoek of public housing.

. Preference among projects for state aliocations would be based on: (1)

relative redevelopment necds, and (2} the exient to which the housing
will be developad as part of a comprehensive redevelopment strategy
serving a range ol mcomes and involving residents of the public
housing and surrounding communitics.

. Unused Public Housing Credils could be carnied over for one year and,

if still not uscd, would be relurned to a national pool for redistribution
to those states that have used at [east 90% of their avatlahle Public
Housing Credits.  This eational pool redisiribution would be
redistributed based on the ¢ligible states” relative share of the nation’s
public housing stock.

Below-market federal Joans could be used withow redueing the amount of
Public Housing Credits available to a projeet.

Redeveloped/replaced public housing would have to meet regular Housing
Credit tenant ncome and rent requirements for al least 30 years. All other
regular Housing Credit reguiremaents would also apply.
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NATIONAL
EMPLOYMENT
OPPORTUNITIES
NETWORK

1850 K Strect, N.W., Suite 450, Washington, D.C. 20006

(202) 778-8136 FAX (202) 778-8087 INFO LINE (800) 669-6161

“Ser]” JrP[LcJ

\Ub

s
December 9, 1993 /#D ﬁﬂs}’)

ruce Reed , Fb(L/
eputy Assistant To The President

or Domestic Policy

he White House .

R 2N
600 Pensylvania Ave, NW BE - N
ashington, DC 20500 =0 e QA

reel- _yhe e
ear Mr. Reed: — .
_)’:C- IA}"JIL\LE A \\H\C..-
As a member of the Working Group on Welfare Reform, I ©Pnr

hought that you might find this- news_clip-interesting. As part <%~
f their plan to reform welfare, the State of Virginia is =N N

ffering incentives to employers to hire people receiving AFDC. e
n addition to the state subsidy the businesses involved are ..
aking "a federal tax credit”. This is just another example of ’TL““

he Targeted Jobs Tax Credit (TJTC) assisting in the placement of pren A
he structurally unemployed. A

Vo 'f"-S‘TC‘
At NEON, we are pleased that states like Virginia and (abb§ﬁ
isconsin are taking the initiative to reform welfare and assist 5
hose who face barriers to mainstream employment. It is through nyx

ederal programs such as the Targeted Jobs Tax Credit that the
tractarally uneuployed will ko abkle to break froo nf dependence
bn the government. We believe that programs like TJTC, as part
of the reform of the welfare system will be helpful in getting
people off of welfare and into the workforce.

Sincerel

Joseph E. Dennison
Executive Director

enclosure

[\ JOE\PRIV\40CORJOE . 002

A Nationurde Network of Employers, Communily-based Agencies, and National Organbiaations
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‘Alexandrla. Hospital Takes Lead

;é Jobs Start V. Program to Move Mothers From Welfare to Work

L.;w

- Hy Steve Bates.

‘I Wanlsngron Post Stest Wy

" Alexandria Hospita} has agreed
3 provide e first five jobs in an
Giperimental mwogram that could
take as wany. ag. 1,090 Virginians
off welfare by giving them full-time
work, Gov. L. Douglas. Wik%fzr an-
mounced yesterday.

v Wikder chalienged other %’lrgzma
busidesses to provide jobs to single
suothers and allow them (o break
[tee of poverty and dependance on
the. government, The salaries will
raage from $15000 to $18,800 a
V@AY,

Cn"We want a3l of Virginia's chil-
d’ien o prow ap in families where
having a decent job is the nomm, not
the exception,” the governor said at
a-news conference in Alexandria.
“Many of sur social probiemse—
school fallure, enme and poverty—
are reducsd when people have
jabs .

w The initlative, approved fast
mont by the U5, Pepantment of
Health and Human Services, places
‘Wirginis ameng the growing num-
bér of states thal are testing meth.
ods 1o curl weifare costs and jobe
jesshess, Wisconsin officials hope to

I

ehiminate existing welfare programs
this decade, and President Clinton
has pledged 1o push 3 simbar effort
pationwide,,

Wilder, 3 Democrat, said he
hopes that Republican Gov.-siect
George F. Allen will continde the
four-year project when he takes
office next montk, However, Allen
spokastman Ken Stroupe said the
governor-glect is not commitied to
de s0.

Allen “i3 going to be izking a
¢lose look.at every aspect” of hu-
rnan services, Stroupe said, “I'm oy
£OIME {6 comment on any specifics
of Wilder’s plas.” Adien campaigned
on a platform of reguiring most welb-
fare reciplents 1o work asd elimi
nating their benefits after two
years,

State officials said the program
may not reduce the number of peov-

ple on welare because of the bn-

pact of the recession. About 74.000
Virginia families’ receve Ald to

Famikies Witk Dependent Chidren.,

if the program s seccessiul, offi
cials said, they will asic the federal
government to anthorize ds expzw
sion,

The progrem., whjch wilf be vol-
antary for welfare recipients, wili

“Will use some of 18 %iia;’e saving

begin bnmediarely, Thihe ntany
existing job training programs; of
ficials said, this one wiil irain people
for whom iobs siready have been
wentified. Partcipants must be paid
at teast $7 an hour,

Alexandria Hospital officials -aasd ™
the five jobs they are providing wil)
be, clerical positions in admissions,
nuesing and a clini, Lt, Gov. Donald
5. Bever Jr. said yesterday that his
Fails Chureh Volve dealershiy sldo
will pariicipate in the program, and
Wilder said be expects some of the
state’s “leading corporstions, For-
tune 500 companies,” to offer iobs,

“f think Ut within 100 days we'll
have 1,000 jobs available ” ssid How.
ard M. Cullum, Wilder's secretary of
heaith aml hmnzm semce&

PR

w subsidize 20 percent of exch
worke?’s salary for the first year of
empioymenz ané 10 percent w the
second vear, The program is spen
enly to women who have rev::ewgd *
Aid to Families With Bmﬁdcaz

" Children for at least two yedrs, |

whose children are school-aged; sd |

who have 2 high school éiplm ar.

the equivalent.

13
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THE WHITE HOUSE

WARHINGYTON

Jurie 14, 1994

Edround §. Phelps

Russell Sage Foundation

112 East 64th Street

New York, New York 10021

Dear Dr. Phelps:

Thank you for your letter enclosing a copy of your
working paper on a2 Program oo Low-Wage-Employment
Tax Credits. 1 find your rescarch at the Russell Sage
Foundation interesting.

I appreciate your taking the time fo share your work with
me.

ruce Reed
Deputy Assistant to the President
for Domestic Policy



RUSSELL SAGE FOUNDATION
1121 East 641 Strect
New York, New York 10421

EDMURD 8. PHELPS
Visiting Scholar

Mr Bruce Regd
Deputy Assistant to the President
for Domestic Policy
The White House
Qld Executive Office Building, Rm 216
Washington, DC 20500

Dear Mr Regd:

It occurred to me that you might find refreshing a different voice on the
subject of "welfare’ and jobs,

So 1 enclose the working paper coming out of my work in this area
during my year here at Russell Sage. (The framework for the analysis was
developed in my recent book Structural Stumps, though the paper goes farther
in bringing in some of the effects on wages, employment, etc. of worker
disadvantage with respect to education or potential )

Of course, 1 would welcome any constructive comments you may have.

Sincerely,

Ui Gty —

Fra.. LSF #55

FAX: (212) 371474
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RUSSELL SAGE FOUNDATION
Working Paper #55

A Program of Low-Wage-Employment Tax Crediis
To Pull Up the Emplovawnt and Wapge Ratex of the Disadvantaged

Edmuind 5. Phelps

May, 1994

Russcil Sags Warking papers 2sve mxt been mviewsd by the Foundsiion,  Coptes of working papecs aee avaitable [rom e suthor, and
nay mi be repeduced without  permasion. :
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visit the Clinton Presidential Library's Rescarch Room.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

-

PRUFT

SECRETAHY OF THE YREASURY ’ U,a«-
MEMORANDUM FOR ERSKINE BOWLES A 'Y,
: CHIEF OF STAFF , - :
. TRR‘WHiTE HOUSE . | et wmﬁq
‘ I S e i Vo
FROM: SECRETARY ROBERT E. RUBIN @ e Ccf‘\.
SUBIECT: Strugture and Agenda for Tax Task Force

We suggest that the Administration’s position on the structure and agenda for the Tax Task Force ‘
should include the following main points:

1. Membership. We upderstand the Task Force will include approximately 12 representatives
{equal numbers frora Majority and Minority) from the House and 8-10 from the Senate (similarly
equally from Majority and Minority). We suggest the Administration’s 3-5 representatives should
be: Deputy Secretary Sumsners, Acting Assistant Secretary Lubick, and Assistant Secretary
Robertson from Treasury, and Deputy Director Lew and Associate Director Minarik from OMB.

2. Agenda. The Task Force members should seek to reach prompt agreement on its agenda
and objectives. We suggest the agenda should begin with an itern-by-item review of the major
tax proposals which have been offered by the Administration, Majority Leader Lott, and Minority
Leaders Daschie and Gephardt. (For this purpose, an imtial draft “side-by-side” comparison of
the principal proposals is attached.) The objectives of this exercise will be (o familiarize the Task
Force members with the various tax proposals, determine areas of broad agreement, and identify
areas of disagreement, for the purpose of facilitating--not supplanting--the normal commitiee
Process.

3. Timing, We estimate the Task Force process may take approximately two 1o three weeks.
Again, 1aking into account the Task Force's work, the normal committce process should go
forward in the usual way. ¢

Attachrment
ce:  Larry Summers

Don Lubick
Linds Robertson
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‘Comparison of Tax Incentives in Major Proposals for FY1998
Updatad: February 24, 1997 5:00PM

Administration Proposals Senate Democratic Senate Republican Leadership Package (Lott)
Leadership Package .
{Daschle)”™ Affordahle College Act American Family Tax
(S.1) Relief Act (8.2
Tax credit for depeadeat children®: Nomrefundabile No Provision No Provision” Nonrefundable credit of $500 for
srexiiy for each dependont child yoder age 13, Fully each child under age 18,
phased-in amount {by 2000] is $500, phased-oux for Phaseout, -Beginaing at AGI of
filers with AL butweess $60,000-$75,000. Creditis $75,000 (3110,460 for jaint
siacked shead of the BITC. weturnsd, of 825 of condit for ench
Syr.: (846.7b) 10yr: {SOR0bY $1,000 of additional AGL Credit
is uedt indexed for 1flation
Credit is stacked after he BITC
5y {$109.08) 0w (199,06
BOPE Scholarship Plan and tuition tax dednction” Simitar exvept credit is refundabic. B No Provision No Provision

HOPE Plan! Nonrefundably credits of up to §1,500 per |
" yesr por sudéot for the first two yeass of post. ’

secondary sducation. Stadents st ba ar Jesst hatf-
time ststus, Taxpayer claims the Iesser of maximamn
eredit or tition and required fees actoally peid, ie.,
mat covered by sy scholenbip or von-federn! prant.
Foll ox other federa! prants reduce the allowabls cradit,
A "B-* aversge iz reqpiized Lo be sligible for the second
year cradit; drog falons are ineligibis, The cradit
phases out for taxpayers with modified AGY of $80,000
te $100,000 ($50,000 - 70,000 if single); phase-out
threshodds and the maxious cradite are indexed,
Effective for payments made ax or sfter 171797, for
edttcation commencing an o sfier ¥ 197, Tuition tax
deduction of up to §5,000 per year (310,000 after 1998)
per tsxpayer. For aay one studect sither aradit or
deductiog can be used for tuition and required fees ned
coveeed by student sid with the HOPE Plan’s AGI

phsse-out yanges.

Aleo, expand income sxchasiqn for forgivanass of
fertain student loans,

5yr.: (336.2h) 10 yr. (§87.80}

avexage nile based on kigh schocl
record, $1,500 credit for full-tirme

8750 credit for part-tixae balf-time

students, Effoctive for taxeble years
beginning after 1997, -

(Please refer to 19,222, for

continuad edusation incentives)
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Administration Propesals

Senate Democratic
Leadership Package
(Daschle)™

Senate Republican Leadership Package (Lott},

Affordable College Act
{5.1)

American Family Tax
Relief Aet (8.2}

IRA Pruvisions™ Double (by 2000) current low income
thresholds and phase-out ranges for deductible [RA
contributions, [ndex thresholds and contribulions for
inflation, Create new back-loaded [RAs subject w
income limits, and permit copversion of deductible IRA
amennts e back-loaded BRAs with income taclusion
(spread over 4 years for pre- 1999 conversions). Add
execptions o 10% early withdrawal ex (or qualified
post-socondary education expenses, first home purchase
and longdenm wemployment. Expansion of penalty-free
withdrawals for medical costs. Expressly permit IRAs o
vest in qualified State roition program instramests.
Incotne tax-free sod penalty-free withdrawads from back-
loaded IRAs after § vears. Penalty-froe withdrawals for

Lspecial purposes permified within 5 year peried. (No. |

special provisions made to eliminate incoms Hmits for s
spouse of 8o sctive participant in an employer-sponsored
retirernent plan) ’

Sy (85.5b) 10y ($20.50)

IRA Proviskons: Raise snnual
eontribution Hmits for single and joint
filers. Permit spouse of setive
partictpant in an employer-sponsored
retiremment plao 10 roske 8 deductble
IRA sontributipn without regard 1o the
income hmuts, Index tuesholds and
contributions for inflation, Penalty-free
withdrawals for education and bome
purchase. Expansion of penalty-free
withdrawals for madical costs. (Does
ool create back-loaded ALY

esii o # ]

dedy

1232000 ’i’bcoenmbuﬁm would ¢ g

i an A maintsined by goverpment.
selcoted coniractor that would offer 2
fimited choice of inveshments,

Nonrefundobly tax credit for IRA

2 {41 r e
and role-in individiea
it 3 335,

Allow deferral of up 10 $400,000 of
capital gains when proceeds from farm
seles go o RA

Pension Frovisions: Modifies nies for
1996's pension simplification to
includs provisions io Admigistration’s
proposal requining § percent autotmatic
enployer contribution for employees
participsling tn small business plan end
in plens using the 401(k) safe harbor,
and adding multiemployer provisions,

See Education Tuvestznent
Acvonais {21

[RA Provisions; Increase
ineome thresholds and pbase-out
renges for joint and single filers.

! ingome fimi
Jor deductible JRA comributipny,
{Prior 1o tepeal, permrit spotise of
setive participants in employer-
spansored retirement plans ©
make a doducble IRA
coniribution without regard to the
weome thresholds), Allow
withdrawals for special purposes
{gualified business start-up
LXpLases, jong-lorm

anemployment snd educstion

expenses) 1o be {ncome fox free
and exempt from the 10% carly
withdyswg] tax, Creste new back-
losded IRAs withou! income
Henits, wnd pormlt conversion of
dedustible IRA smounts inlo
back-londed IRAs with income
inclusion (spread over 4 years for
pre-1 999 conversions). Allow
withdrawal of conmibutions from -
back-loaded IRA 8l eny time
withowt ineowie tax or 1% early
withdrawal tax, allow withdrawial
of earnings te be income tax free
and exempt from 10% carly
withedrawal tax if nRer age 59 172
(and after 5 years following initjal
contribution), desth, disability or
if for a special purpose.

Syr: (332,78 10w (§112.70)
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Administration Proposals

Senate Democratic
Leadership Package
{Daschle)™

Senate Republican Lesdership Package (Lott).

AfTordable College Axt
{S.1)

American Family Tax
Relief Act (8.2}

Pension Provitions {vent.}: A number
of proposals were inchuded at the
request of other members (&g,
pevmanent sxompioo of vatelocsl
government peasion plans om non-
discriminstion rules, favter vesting of
401{k) mstching contributions, Hinits
on plan investment in employer stock,
new rules on spousal benefits and
benefits in divorce, new transfer rudes,
and prohibition oa pcnsmwwu!
syl capcls).

4.

gt

R

Welfare-to-Work Tax Initiative; Employers would be |

pcrmzzzesd 2 50 Wmm%zmﬁ:ﬁmﬁ%&ﬁ%af
“Ewoges paid 1o certain long term Wellare redipients and
could claim this credit for up to two years. Wages would
nclude amounts paid by the eroployer for employer-
provided educstional assistanee, health care, and
dependent care assistance. This credit would be
available tbrough September 30, 2000. The present |
WOTLC would be expanded to include as an cligible
group adults [8-$0 years old who are subjors to the time
limits for Food Stamps under the Administration’s
legislative proposal Io amend the Welfars Act of 19945
Syr.: (80.6b) YO vr.: {80.6b)

No Provision

Ho Provision Neo Provision
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Administration Proposals

Benate Dermocratic
Leadership Package

Senate Republican Leadership Package {(Lott)

forced 1 move without meeting thess reguinmments (for
£xample, beesuse of madical retsons o s change in
place of erpployment) would be eligibls or 8 pro-reted
exchision, The eifective dute would be Jamaary |, 1997,
with tnsition reliel . .

Sy ($1.553 10w (52.45)

remvested in unother such investment
within sb¢ months. Increase asset size
lirmt for smal busipess exclgsion to
$3100 million sod ibersiize other

of loases on the sale of smelf busioess
stock W $305,000.

MNote: Sepator Ford®s sliding acale
capited puins proposal: For assets
beld more than one year, sdditionsl 2
percent decrease in current 28 percent
rate for each yoor the asset is held; for
assels held more than eight years, the

rate is 14 persimt,

provisions. Inerease limit oo deduction | -

(Daschie)™ Affordable College Act American Family Tax
5.1) Religf Act (8.2}
. Caplial Galos PFrovidons
Esclusion on saie of printipal residence: The current Provision shmilar 1 Administyation No Provisios 54 perosst exclusing of aet long-
roliover provision apd cne-time exchasion of up proposal but includes extending the term gains for individuals,
$125,000 of galns oo residences would be replsced by exclusion @ tenant-stock holding in elfsative 171797, Collestibles
an exchusion of up o $500,000 {$250,000 for nonjoint | cooperative housing corporations. seligible for exclusion but rotain
Gilars). The home would have to have been owoed snd muociay reve of 28%,
ouzupied as a principal residenve for at keast two years. | Rollover provision atlowing deferral of Cihersise, o tate
during the five years prior 1 the sale, The exsluvion sale of & qualified senall businessor sepenled. Index basis of stock
would be avallabie only cose overy two years. Taxpeyers | parinership investment if proceeds and agible property for nasets

pucchased after 1273196 and

1 held duoe yours, Inoroase asset

size Lot for small business
extiusion o $100 million and

-} Hoeralizeiother provisions.

Prosades alternative sate of 28%
{or corporationa. Capital {osses
on residences dedoctible,

By (8300b) 10y, ($129.3h)
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Administration Proposals Seaate Democratic Senate Republican Leadership Package (Loa)
Leadership Package
{Duschle)” Affardable College Act American Family Tax
{8.1) Reliel Act {8.2)
Estabiish 1.0, Tax Ineentive Program: No Provision Ne Provision No Provision

D.C. jobs eredis; 40 proent subsidy 1o businesses in
B.C. on first £10,000 of eligible wages {wciuding
eyspiover-provided headth care, dependont care,
educational ssnsiance) to WOTCoeligible employees or
any D.C, resident living i a8 census tract with povery
rate of 13 peroeat or more. Eruployee wages must be less
than $28 500,

Additignal $20,000 of Sec. 179 expensing: Businesscs
raust be focaled within census fracts that have & poverty
rate of at jeast | 5§ percenl W be eligible,

Employmentiiraining granls for tax exempt

. grganizotions; Would be _;svailgbk%a—gmaﬁons that

hire economically disadvantaged D.C. residents or
provide job placement assistance to welfare recipients.

Allocated 1ox credits ta lenders o finance buildings ond
squipment end to imvesiors for eguity imvestments

Tas-exempt bond owthority: Expend emerprise zone
faciiity boads by making thesn available to gquatified D.C,
businesses within census wacts with a1 least 15 parcent
poventy rate, Compared to EZ faesdity bonds, businesses
mary count any resident of D.C. 10 comply with 3§
perceni residency reguiraments, 83 million per bormower
cap would be raised to $15 willion, and a broader range
of busicess property can be financed,

3 yr: ($0.3b3 10 yr.: (30.30)
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Administration Proposals

Senste Democratic

Senate Republican Leadership Package (Lout)

9 202 6220534

Leadership Package
(Daschie}” Affordable College Act American Family Tax
- (5.1 Relief Act {8.2)
Sealf business extate tay relief: Addresses liquidity Estate tax exeraption for first $900.000 | No Provision intrease unilied estate and gifl tax
problem of soall busivess swners by fncreasing o of value of & “qualified family-owned creditio Sim, by 2004, Frmily-
32 Sm the amouit eligible for special iterest rate on business interests™ that exceed S0 owned business exclusion up o
deferred estale txes. Expands the types of business pereent of the value of decedent’s £1.5m where value sxaeeds 50
interests eligible 10 defer estate taxes, and maves other estzte. This exempiion is in sddition to percent of decedent’s estate.
simmplifviag changes. the unified credit, which exempis Exciusion is in addition 1o unified
5 yr. {$G.70) 10 vr: (81 5D} 3600 000 of property fromn the estals teeddit, Additonnl exclusion for
. or gift tae Adse, liberalize cumeat fow 50 pereent of value in excess of
regarding special use valuations for £1.5m. for qualifying esiates, 30
£Stae LAX PUIPOSEs year instaliment payment plan for
certain businesses. No fnterest on
portion of estate tax {on the frst
Slm. 1o vabue) extended under
Se. 6165,
§ \ 3 . 5 yT: ($)1B.65) 10 y1: (366.9b)
fxpansion of Empewerment Zone/Euterprise No Provisian No Provision ! No Provision

Community (EL/EC) program and Brownficlds
elean-up tax bacentives. EZEL expansion: {3}
Second-round designation of 20 new EXs and 80 mow
BCys; (1) designate 2 additional firsst-round E2s; (i)
Hberalize current EZVEC tax-exempt band pravisions
and gualifying busisess definition.

Second.roaund tax incentives -~ Cuulifying businesses in
EZs eligible for wmx-exempt bond Snancing outside the
current-law Staie volume cap, incressed §179 expensing,
sud brownfield clean-up incentive for additional acreage.

‘Cualifving businesses i ECs eligible for surrent-haw

BZ/EC ax-exernpt bonds aad brownlield cleas-up
incemtive.

Brownfield Clean-up Ipcentive”. Curvent deduction for

- expenses incurred (o slean-up brownfitlds in targeted

geogssphic areas (sl and second-round EZsECs,
census tracts with 20% or higher poverty and contiguons
industrisicommenciol ereas; 76 previously annousoed
EPA Browndield pilot projectsy,

5 yrs (32,30} 10 v {$3.8L)
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Adsinistration Proposals

Senate Democratic

Senate Republican Leadership Package (Lott}

Appreciased Stock to Private Foundations:
5 yr.: (80.075) 10w {30.07b)

Leadership Package.
(Daschlg)” Affordable College Act American Family Tax
{S.1) Reliel Act (5.2)

9. Tazx Credit for Eguity Inveatment In Community Mo Poovision NoProvision No Provision
Development Finsacial lnstitution (CDFT): A iy '
credit fug 1o 25 percent) for equity investments in
qualified CDFLs. Copped amount of eredits (5100
million) 10 be allocated by the COF] Fund (eflective date :
1198},

Sy (80.030) 10 yr.; {30.0%b)

) Toll Statute of Limitations for Iacapacitated Na Provision No Provasicon Ng Provision
Tuapayery,

5 yr.: (80.06b) 10 yr- (30.7b)

11. - Allow Foreign Sales Corporstion (FST) Berefita for | No ?zwis;m Mo Provision Ne Provision
Computer Software Licenses: )
SYT'($Q"&E}} 2{}?1:: ($l‘5b) - bt e P W A b b e w4 P AL R U pe, L

127 Extension of Sec. 127 through December 31,2000: | The exclusion would be made The exclusion would be mede - | No Provision
The Administration proposed extension through permanent. Dipeets the Dept. of Labor, | pestrunent and the provision
VA3 142000 of the exclusion Fram employees’ taable in soosultation with Treaswry o Himiting the exclusion &
incame of vy 10 $3,250 per yeer of sducational expenses | conduet o study of (his provision. udergraduate covrses would be
puid for by thelr employer pod refnstatement of the repenied retronctively,
exclusion for graduste courses, Also, reinstate Syr.: ($3.3b3 18 yr. (3R.0bY™
rewoactively the exclusion (or graduate education. The )

Adsmingstration elso propused 2 new 10 percent raining
exedit for srnafl businesses,
Syr.: {$2.4b) 10w ($2.4b)
13, Extend for One Year the R&E Tax Credit No Pravisien No Provigion No Provisien
3y ($2,1b) 10yr.: (52.18) S R T R

i, Extend for Gae Year the Orphan Drug Tas Credit No Provision No Provision No Provision

: S yr.: {30.055) 10 yr.: ($0.05b} __

15. Exiend WOTC for One Year No Provision Na Provision Neo Provisten
5 7. {50.4b) 10y {50.4b) . '

6. Extend for Gne Year Dedyetion for Contributions of | No Prowision No Provision N Provision
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Administration Proposals

Senate Democratic

Senate Republican Leadership Package (Lott)

Sy (80.6b) 1B v ($1.6b)

. Leadership Package
(Baschley” Affordahle College Act American Family Tax
{8.1) Relief Act (8.2)
R Modily Phase-out of Puerio Rico Economic-Aetivity | Mo Provision Ne Provision No Provision
Tax Credit : ’
5 yr.. ($0.45) 10 yr.: {§3.9b)
18.  No Provision Thbe Children's Headih Coverage No Provision Na Provisicn
Act: Refundabie credit covering %%
of child’s health insurmice preminm,
. phased-oul for families with income
‘above $75,000. Credit available for
childien ineligible for Madicaid or
employer provided plans,
19, No Provision Deduction for Student Loan Deduction for Stadent Eoan | No Provision
interest: Above the line deduction for | Latereat: Bame oicopt $2,500 ‘ .
, intevest paid after 1273197 fortax - - |-eonual it iichading interest il b A
e TR TET T payer and spouse, Phase-culs: $70k o loans for dependent’s
smgle filers, $100k joint. edusstion. Effective afier 1996,
. Phinse-outs: $45%-$65k dngle
filers, $65%-$85k joint.
Syr.: (30.7b) 10 vr. ($1.58)
20. Mo Provisian No Provision | Tax-free Withdrawals from No Proadsion
’ i State Tuition Plans; No ax ’
would be owed on sy portion of
b withdrawal mede from a
qualified state haition plug for
qualified higher education
expwases, which would inelude
tuition, fees, room, board,
bocks, Effective after 1996,




Administration Proposals

Senate Democratic
Leadership Package
(Daschle)”

Scnate Republican Leadership Package (Lott)

Aflordable College Act
(S.1)

American Family Tax
Relief Act (8.2}

2. Mo Provision

Mo Provisten

Bob Dole Edueation
Tnveatmaent Acoounty:
Noodeductible contributions of

up 10 31,000 per vear per child

undey the age of 18
Distributions used for Mgher
edueation expenses exciaded
From ipetane, 193 perent penalty
for cther distributions, Effective
aftey 1996

5yro{31.8b) 10 yr.: (85.6h)

No Provision

-

22 Mo Provision

No Provizion

Exclusion of Federal Work
Study Payments: Paymeats
exchuded from gross incoe
after 1996,

Syr.: (30.4b) 10 yr.: (1.0)

No Provision

) Mo Proviston

Creatlon of Performunse Stock
Gptiony: Applicable whers over 50
percent of options sre svatlable o
noohighly compensated employocs.
Opion price must be less than fair
axarket value ot fme of grant. Neo
icome is yeoognied on wxercise if
sharey are held for one year and there is
& 50 persent exclusion of capital gaing
on seie of stock.

Mo Provisica

Ne¢ Provision




