ENVIRONMENTAL INITIATIVES

OVERVIEW: Under the theme of protecting communities from toxic chemicals, these are
several imtiatives building on the Admmistration’s environmental record:

b,

Double the pace of Superfund cleanups at the nation’s worst toxic waste sites, with
the goal of cleasing up two-thirds of the sites on the current priority list. {cost: $1.5 -
$2 billion)

2., A pew set of proposals to clean up and re-develop "Brownfields” to complement the
Adminmstration's previously anpounced tax incentive. {cost: (3400 million)

3. Safe drinking water for all Americans’ communities through implementation of the
recently enacted Safe Drinking Water Act reauthorization, and protection of drinking
water sources. (cost: 3800 mil}ion}

A, Expanding the community right-to-know progrant to collect and make available via
computer iocal information about toxic threats o air and water. (cost: $355 million)

5. An eavironmental crimes legislative proposal that would increase penalties for the
worst environmental offenders and strengthen the federal government's partnership
with state and local law enforcement. {cost: zera)

TOTAL COST:

Total 4-Year Cost for this agency-proposed agenda: 532,05 - 3.55 billion

The package summarized above is set out in greater detail in the following pages. To
construct an environmental package at lower cost, two alternarive packages may be
considersd: .

Alternative Package A: (cost: $2.9 billion)

»

Low end of Superfund range would be selected. (revised cost: $1.5 billion)
Brownfiglds same-gs above, {cost: 3400 million}

The scope of the right<o-know initiative would be limited to fewer cormmunities.
(revised cost; $250 miition)

The drinking water budget would be wimmed. (revised cost: 3750 million)

Environmental crimes, same as zbove. (0os{: nonsd



Alternative Package B: {cost: 31.5 billion)

. Erase the Superfund Backlog: provide sufficient funding o permit EPA to clear out its
current backlog of 70 Superfund sites which are ready 10 be cleaned up, but for which
funds have been unavailable. (New sites would continue to be added, however.) We
would also expand the Reagan executive order to give more environmental agencies
{in addition to EPA) authority to order cleanups. This proposal would end the waiting
for comimunitics with Superfund sites at which all preliminary assessmens and design

work has been completed but actual cleanup has been stalled*because of a tack of
funds. (cost: $500 million)

. Brownfields: Increase the EPA grant program o local governments for brownfields

site assessment and cleanup as discussed in item I, but at a lower level. {cost: 3243
mtillion}

. Safer Drinking Water Implementation as described in item I below, but at a lower
level and without source water protection.  {cost $400 million)

» Community Right<to-Know: As described below irmmAY. {cost: $355 million)

. The Environmental Crimes legislative proposal described-iten-¥

: I
Note: Both CEQ and EPA believe that the resources in thig akernative are 10¢ few, and too
thinly spread among proposals, to support a presidential initiative on toxics, specifically, that
will be cither credible or well-received among major constituencies. There are other
difficulties as well: the proposal to "clear the Superfund backlog” highlights the {act that we
have created a backlog by inadequate budget requests; the drinking water request is likely to
be derided by any constituency informed about the magnitude of the need.

L ACCELERATED SUPERFUND CLEANUPS (cost: $1.5 - $2 billion)

OVERVIEW: There are currently 1,387 Superfund toxic waste sites, Some 362 cleanups
have been completed, and at current levels of funding, a wial of 650 sites will be cleaned up
by the year 20G0. This proposal would increase the total number of cleanups by the year

2000 to some 900 sites, allowing us to say two-thirds of the current sites will be cleaned up
and the pace of additional cleanups doubled.

ak

The proposal:

Accelerate the Pace Of Cleanup. Set an ambitious new goal for Superfund: doubling

the pace of ¢leanup so that two-thirds of the existing Superfund sites are cleaned up by
the year 2000. '

. Issue an executive order to provide agencies with new authority tv make polluters
clean up toxic waste sites they created. By executive order, give Inerior, USDA and
NOAA new authority 10 make polluters clean up toxic pollution. which will boost site



¢leanups and clean water protection. {These agencies already tmust oversee cleanup at
many sites that are not on EPA’s priority list, but lack full authority, This would
modify the Reagan executive order delegating Superfund authority.)

Potenniol Negatives

The fight with Congress over reanthorization has generally been very positive for the
Administration in terms of our position that the largest polluters must pay their fair share.
However, the congressional leadership has scught to suggest that we take our position just to
be friendly to the ial lawyers as they say we have sought to do in other areas.

We have based this initiative on our estimates of the time and money typically involved in
cleaning up 2 Superfund site. Desgpite our best efforts at sampling and other work ©
determine the extent of contamination at a Superfund site, we do sometimes find levels or
types of contamination that take longer to remediate than origimally anticipated. Such
unamticipated circumstances -~ or other unexpected delays (severe weather, labor problems,
ete.) - could keep us from reaching the goal set out in this initiative. We do believe that
clean up will be completed or substantially completed on the additional sites covered by the
initiztive by 2000. _ )

As with other aspects of our "polluter pays” message, the executive order expanding
Superfund cleanup anthority may generate criticism from those companics who are liable at
particular sites, These are primarily mining sites mapaged by Interior, USDA, and NOAA
that mining companies have contaminated and abandoned.

I, CLEANUP AND REDEVELOPMENT OF BROWNFIELDS (cost: $400 million)

Numbers reflect combined impacts of a new EPA initiative and the President’s propoged
Brownfields tax incentive.

OVERVIEW: This ininative would clean up and redevelop up to 30,000 contaminated
brownfizld sites in 300 communities. Brownfields sites arc contaminated, abardoned,
propertics, ‘The contamination is not serious enough for EPA to list the site on its ranking of
the worst sites requiring cleanup, but serious enough that banks generally will not lend
money for redevelopment becanse of their fear of potential liability for the comamination.
Thus the site stays idle and remains a blight on our cities and commuaities. GAQ estimates .
that there are some 450,000 brownficld sites in the Untied States.  Of that number, EPA and
Treasury estimate that some 130,00 would be eligible for the brownfieids tax credit - a fair
estimate of the number of sites that are good candidates for redevelopment. This program
would, therefore, help clean up as much as 25% of the sites that are candidates for
redevelopment, This proposal will result in improved quality of life for 15 miliion
Americans living within 5 miles of at least one brownfield site. It would also create new jobs
in cleanup and redevelopment work, increase the local tax base; spur private-sector

investment. and discourage urban sprawl by enhancing preservation of “greenfields.” The
proposal includes:



. Enaconent of the Admimstration’s Brownfields tox incentive, announced in the Siuate
of she Union and later introduced in the House and Senate, 1o accelerate brownfields
cleanup (32 billion cost already budgeted).

. 3340 million EPA brownfields grants progrom; grants to cities for site assessment (up
10 $200.000 each) and clesnup (up 1o $500,000 each).

. $43 million EPA state voluntary cleanup program support: provides technical support
and needed expertise for states offering cleanup guidance to industry.

. $20 million EPA Worker Training Program to train ¢itizens living in brownfield

communities in cleanup technologies w create opportunity for employment at these
sites.

Potential Negatives

This proposal would only provide a marginal tncrease in sites (13,000, not 30,000) cleaned
up. The proposal "double counts™ the number of clean-ups that will resuit from the
Administration's announced $2 billion wax incentive {17,000 sites).

TH. SAFER WATER FOR ALL AMERICAN COMMUNITIES. (Cost: $800 million

over 4 years in addition to funding already inciuded in our budget. EPA, NOAA, Interior,
USDA. ‘

OVERVIEW: This proposal reflects the recently signed Safe Drinking Water Act's
expansion of EPA's drinking water program. The proposal incorporates a series of steps 1o
stop toxic pollution from entering our drinking water sources and other swreams and rivers,
while providing new resources to state and local governments fighting toxic pollution. The
proposal makes use of existing authority 1o make polluters clean up toxics that threaten our
lands and waters. Legislative proposals for reauthorization of the Clean Water Act would

advance these principles and strengthen protection against toxic poliution, especially from
potluted runoff.

» Mabking Poliuiers Clean Up More Toxic Threats to Lands and Waters, (00 cost)
Repiace the Reagan Administration Executive Order that limits agency authority to
compel polluters % clean up toxic waste sites that threaten our lands and waters with a

new Executive Order that expands the authority of In{eriar NGOAA, and USDA w0
compel poliuters to clean up.

. Protection for Drinking Water Sources. (3400 million) Congress has not yet provided
full funding for the Safe Drinking Water bill, which you signed earlier this month and
which contains proposals 1o strengthen the ability of EPA and state and local
govErnments o protect drinking water suppiies. This proposal would challenge
Congress 1o restore the money for communities to pratect their drinkang water, through
the Safe Drinking Water Revolving Fund that you proposed and provide additional



funding for communities to protect their drinking water sources.

. Protecting Communities from Toxic Mine Wastes, (3332 million} Dedicate a Hard
Rock Mining Reclamation Fund {DOI) and an expanded cicanup program to stop foxic
discharges from hundreds of mines and restore thousands of miles of rivers w0
productive use. USDA would also undertake refated activities.

. Targeting Farm Bill Resources to Reducing Toxic Cleanup. {cost none) The 1996
Farm Bill provided a number of opportunitics for USDA to work in partnership with
loczl governments 2nd soi} conservation districts on voluntary, comumunity-oriented
conservation projects. This initiative would direct USDA 10 focus those programs on
reducing oxic and agricultural pollution into Qur waterways, beginning with an efiont
to focus the Conservation Reserve Program on water quality goals. These efforts

should result in water quality protection efforts covering more than 50 million acres of
larxds nationwide.

«  State and Local Protection of Rivers and Beackes. (cost: $64 miilion} In order to
provide froni-line protection of rivers and beaches this initiative would have you direct
EPA and NOAA 0 ¢reate new partmerships with state and local governments to control
poliuted runoff, and 10 manage critical coastal zone areas.

Potential Negatives

The new resources for drinking water that may be viewed as an inadequate financial -
commmitment, when needs are estimated 10 be in the tens of billions of doliars. In addition;
other elements simifarly may be regarded 4s inadequate to the magnitude of the need.

V. HONORING AMERICANS' RIGHT TO KNOW ABOUT TOXICS (Cost: $355
mil}

OVERVIEW: Anncunce a broad initiative to enhance the Right-To-Know program. Under
this proposal, by the year 2000, EPA, the Department of the Interior, and NOAA will make
more local environmental information about the quality of the air and water -- which for
ordinary citizens can often be impossible to find - available instantly for all American
communmities. This information would be coupled with information about food and products
that present major risks {o families. This new service would complement the information
available from EPA's Toxics Release Inventory, which has been highly effective i informing
citizens about ¢chemical data from major manufacturing facilities in their neighborhoods,

« A Call for Expanded Rightto-Know Legistation. {cost: noney Cabinel agencies will
be directed to build on the suckess of our right-te-know laws 10 help families make
informed choices about the products they use. The Administration will work with
parenis, scientists, the business community, and the Congress to provide better
information to families, so that they will have the tools to protect themselves. This
initiative will include commeon-sense and cost-effective ways to meet the following
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objectives:

- Assist parents in assessing and avoiding ugique environmenal health risks to
children from products and chemicals;

v Provide information on the whole range of ¢nvirormental health risk from toxics,
including cancer, developmental, endocring, and reproductive risks; and

- Encourage informed consumer choices by providing indffoved information.

. Muking Right-to-Know Accessible to all Americans. {(cost: $250 million) By the year
2000, every American should have access to timely information about toxic and other
pollutants in their local air, land, and water through a comprehensive monitoring
sysiem with computer links 10 schools, libraries, community centers and home
computers in all cities with populations over 100,000,

- For the first time, set up a nationwide, federally funded, notwork to monitor key
health indicators in the air and water. Monitoring would provide families with
access to timely health-related dam (¢ make informed choices that directly affect
their health, without requiring private parties to report more. For example,
timely air quality information can mean the difference between hospitalization
and a heaithy day for an asthmatic child. Asthma is gow the leading cause of
hospitalization for young children in the United States.

e Expanding Right-to-Know About Water Quality. {cosn: 385 million) Federal
agencies now monitor water quality in only half the natton's rivers, lakes,
streams, and beaches. President Clinton is expanding the effort so that
commuunities across America have information about what are the sources of
pollution to their rivers, lakes and beaches.

- Increasing Availability of Right-to-Know Information. (cost: $20 miilion)
President Clinton is directing EPA t0 lead an effort to ensure that, by the year
2000, Americans have one-stop access 1o all of the environmental information
available. Seversl government agencies, like NASA, the Interior Department,
and the Commerce Department will bring together the information they slready
cotlect, so that citizens can get access through one place.

Porentiaf Negatives

Right to Know is criticized as increasing the paperwork burden fiacing indusitry in a manner
unrelated to real environmental risks, These concerns. however, should not appiy to an
approach that makes better use of existing reporting requirements and that focuses on vital
common public health resources. such as clean air and water.



Y. GETTING TOUGH ON ENVIRONMENTAL CRIMES {Cost: none}

OVERVIEW: This praposal would increase penalties for the worse offenders, strengthen our
partnership with state and local law enforcement agencies, and plug loopholes it existing laws
that allow environmental crimes to go unpunished.

[Hegal dumping of toxics and other environmental crimes are real crimes, and ow families are
the victims. Prosecutors, police, and investigators need better tools to protect our
communities from the toxic threat posed by environmental criminals. To address these
problems, we recommend the Administation propose a new  Environmental Crimes Bill,
which will strengthen community protection against snvironmental criminals. Hlegat dumping
of toxics and other pollutants is real ¢rime, and communities are the victims, Police,
prosecutors, and investigators need beder tools 10 protect our communities from the toxic
threat pased by environmental criminals, This bill will ensure that the assets of environment
crimimals can be secured even before conviction, and are used 1o restore the communities
they victimize. The bill would impose stronger penalties for the worst environmental crimes,
and strengthen our partership with state and local prosecutors. The bill will include
provisions t0:

» New authority for prosecuiors {0 secure the assets of environmental criminals, even
before conviction, when those assets are needed to repair the environmental harm that
has been done. Prosecutors should be able to secure the assets of environmental
criminals when they threaten our communities. Criminal defendants are often able 0
shield their assets from prosecutors, and communities are often at risk that the damage
done by the crune will remain vnrestored. Authorize prosecutors to get 2 prejudgment
order making placing criminal defendans’ assets within the control of the ¢ourt, to
make sure those assets are available to clean up the environment. Broader even than a
lien, this provision will allow prosecutors, after a hearing, to secure any of the assets
belonging t0 an environmental criminal and make sure the money is there © clean up
the environgent for victimized communities.,

. Impuose stranger penalties for the worst environmentel crimes, and suengthen aur
partnership with suate and local prosecutors with more tools and resources. Current
law has no provision for environmenta! criminals whose offenses result in death or
injury to the public, including 10 police and other law enforcement persommel, This
pragosat would enhance penalties for environmental crimes that result in death or
serious bodily injury to law enforcement personnel or the public;

. Qutlaw "attempts” to commit enviropmental crimes. There are no laws against
snempied environmental crimes, which hampers effonts to capture criminals before
environmental damage is done through "sting” operations and other undercover work.
This proposal will make it possible to conduct undercover operations and otherwise to
make an arrest betore toxics are released into the environment.

s Modify statutes of limitation to aflow addifional time for prosecution {not 1o exceed a
“oal of gight vears from the date of the violation) where a criminal tries conceals an



envigonmental crime. Current stanutes of limitations have no exceptions for those who
conceal their environmental crimes, with the result that some of the most egregious
environmemntal crimes cannot be prosecuted,

. Strengthen environmental law enforcement partnerships. Local law enforcement
agencies often lack the resources to support environmental crimes prosecutions or to
train their officers on detection and handling of environmental ¢nimes. This problem

“hampers joint federal-state prosecutions, and has been.made more urgent by the
government shatdown and other efforts to cut EPA’s enforcement budget and take the
environmental cop off the beat. This initiative would provide that state and local
officials would be able to receive an award of their costs in joint prosecutions with
federal authorities of environmental crime, and the cost award would be added to the
criminal fine the defendant would have 1o pay. The bill would sesk £1,000,000 in new
momey for training and support of state and local law enforcement officials.

. Assure restifution for victims of environmenital crimes. The authority of couns 10
require environmental criminals o provide “restiution” to communities victimized by
environmental crime should be clear. The communities that are victims of
environmental crime should the right to have their environment and natural resources
restored. The proposal would clarify the law to ensure that the courts may order
coavicted criminals to pay restitution for their crimes, by making payments 1o
remediate or restore the quality of the environment o the full extent that it is damaged
by an environmental <rime.

Potential Negatives

May be concern in industriai community about aggressive eaforcement.
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DEPARTMENT OF THE TREASURY
WASHINGTON, G.C, 20220

August 13, 1696

MEMORANDUM FOR GENE SPERLING
NATIONAL ECONOMIC COUNCIL

FROM: ERIC J. TODER ﬂ«%‘“

DEPUTY ASSISTANT SECRETARY {TAX ANALYSIS)

SUBJECT: Options for Treatment of Capital Gains
from the Sale of a Principal Residence

Attached, at your request, is a paper prepared by the Gffice of Tax Policy {OTP) regarding proposals
for the treatment of gains from the sale of a principal residence.

After discussing this paper with Depwty Secretary Summers, and further review of the details of the
Dole plan, we both agreed that a scaled back version of Option Z might be the best alternative. The
Dole plan is Option 2, but with an exclusion of $250,000 ($125,000 for single returns) instead of
$500,000 ($250,000 for singte returns) and an increase in the exclusion for houses held at least 10
years finstead of 15 years) up to a maximum of $500,000 instead of $1,000,00¢ for joint returns after
19 years {instead of 24 years).

Although it is not mentioned explicitly in the description, our understanding is that the Dole plan
would eliminate rollover, however, and therefore imnpose higher taxes on some bome sales. We
could propose a scaled back version of Option 2 (with an exclusion equal to or ebove the Dole

proposal, but less than our ariginal option), but with roligyer explicity rewined.  We are currently
preparing a revenue estimate for such an option.

Attachmen:
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August 13, 1996

Options Regarding Proposals for the Treatment of Gains
from the Sale of a Principal Residence

This memorandum summanzes our onginal proposal from last year (as modified carlier this
summer) and-two alternatives, More complete descriptions of each alternative are attached.

Gain can be deferred through the purchase of a new home of squal or greater value,

{One-time election for taxpayers over 55 1o exclude up to 125,000 of gain from the
sale of a principal residence.

The interaction of these two provisions can introduce significant distortions into taxpayers’
housing decisions, by encouraging younger taxpayers to continually "buy up” until they are -
eligible for the one time exclusion. In addition, slthough less than 4 perceat of home sales
result in gaing that are actually taxed, most homeownars are required to maintain detailed
records spanning many decades because of the potential for tax, Those paying tax are
generally in one of three categories: taxpayers moving from a market with high housing
costs to one with lower costs; taxpayers experiencing financial difficultics who sell their
-home to access the capital it represents; and older taxpayers moving to a less expensive
house or renwal propenty whose gain exceeds the $125,000 exclusion.

Yotion 1: Original F {
. Replace both provisions of curremt law with a $500,000 exclusion (indexed for

inflation), available once every two years. The maximum exclusion would be
$250,000 for taxpayers other than those who are married Hling jointy, .= - 5

The exclusion would increase by 350,000 per year ($25,000 for non-ioint returns} for
taxpayers living in the same home for at lzast 15 years, up to a maximum of 51
million (3500,000 for non-joint retumns) after 24 years.

L) Revenue joss {18596-2002): $2.4 billion

This proposal would resuit in significant simplification for most taxpayers selling a house.
Approximately 95% of all home sales involve a sales price lower than the $500,000
exclusion amount, thus these 1axpayers could be cenain that no tax 13 dus without even

computing the actual gain from the sale of the home., The proposal would also eliminate the
incentive for younger taxpayers to "buy up.” .

The proposal is intended primarily as 2 simplification and ratonalization of existing law, not
as "tax relief” for the small percentage of tixpayers who currenily pay tax on the saie of a
womz  Thus although the new exclusion would reduce the number of taxpayers paying tax
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on gains from the sale of homes from about 150,000 per year to under 10,000 per year, the
repeal of the rollover provision would result in a tax increase for approximately 2,000
taxpayers with large gains that exceed the proposed exclusion amounts.

. Replace the current exclusion for taxpayers 55 and over with a $500,000 exclusion
{indexed for inflation), available once every two years, The maximum exchusion
would be $250,000 for taxpayers other than those who are married filing jointly,

. The exclusion would increase by $50,000 per year (825,000 for non-joint rstums) for

axpayers living in the same home for at least 15 years, up © 2 maximum of 5i
rillion ($300,000 for non-joint retumns) after 24 years.

s (Gains in excess of the new exclusion could sizi} be deferred by purcizasmg a new
home.

° Revenue loss (1986-2002): $2.8 billion

By retaining the provision allowing rollover of gains, this alternative ensures that no taxpayer
experiences an increased tax liability as compared to current law, It would increase the cost
of the proposal by approximately $0.4 billion, and would somewhat reduce the simplification
aspects of the proposal by requiring rules governing the interaction of two separate
provisions for gains on the sale of a home.

. Increase current exclusion for taxpayers 55 and over o 200,000 per person {i.e,,
$400,000 for joint retums with both spouses age §3 or over, and indexed for
inflation).

» Retain current mi}over rules

» Taxpayers not using the exclusion would be ;;erzmthi to offset any tax that would
otherwise be due by contributing up to $200,000 per person ($400,000 for joint
returns, and indexed for inflation) into an IRA.

» Revenue loss {1996-2002): 81.4 billion

This altemative is primarily intended to provide a smaller amount of tax relief at lower cost
and to reduce the costs to taxpayers of purchasing replacement residences that cost less than
the previous residence. [t updates the onetime exclusion for taxpayers aged 55 and over for
increases in house prices since the provision was last changed in 1982, It also provides tax
relief for taxpayers who “buy down" by allowing them to invest the proceeds from the sale
of a home in productive assets, instead of providing them an incentive 1o buy continuaily
larger houses (o avoud ‘ax
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As a result of a change in focus, this altemnative would introduce new complexities into the
reatment of home sales and would not be 2 simplification of exisgng law in most cases,
While this proposal hay much lower revenue costs, the number of beneficiaries is
substantially reduced, Furthermore, unlike the alternatives discussed above, this option

would provide no relief to @xpayers who sell a home to access capital during periods of
financial difficulties.

The Jaint Committse on Taxation description of the Dole Plan tax reduction proposals
includes an exclusion for capital gaing on housing, The Dole proposal would atiow taxpayers
to exclude up to $250,000 ($125,000 on « single return) of gain from the sale of principal
residences. To qualify, individuals would have t have used the property as a principal
rasidence for at least three of the preceding five years, The $250,000 maximum exclusion
would be prorated for individusls foreed to sell their principal residences within three yezrs
of purchase. The maximum exclusion would be increased $25,000 per vear (812,500 for
single taxpayers) for each year the house was used as a principal residence beyond the temth
year, up to a maximum exclusion of $500,000. The proposal would apply to sales aftey

December 31, 1996, The dcsmpnezz of the proposal does no: mention rollover of gains so
that presumably it is retained as in option 2.



Comparison of Alternative Housing Gains Proposals

- Current Increase
Proposal, Age 55 Excl,
Cument Plus Retsin to $200/400
Benelits and Costs Proposat Rollaver +1RA Rollover
Benefits
Simptification ! .
{ifelime record keeping from roliovers Efiminated “Efiminalad /1 Retained
Computalion of basis, gain Eliminated /1 Eliminated 11 Cnetime elim.
IRC Code and regulations on sollovers Eliminaled Retained Retained
Additional complexitylregulations MNA, N.A. New iRA juies
rousing gislonions and problem cases
incentive for ¢ver more expensive houses {0 avoid lax  Eliminated ‘ Edminaled /4 Roiloves 1o IRA
Tax an sales by unemployed Eliminated /1 Eliminated 1 ~ Retaleed
incentive to delay untd age 5§ Eliminated 11 Eliminated /1 intreased 13
One-lime exemplion spoiled by 2nd marriage Eliminaled 1 Eliminatad #1 Eliminated /4
«-praximate Number of Mousehoids Affecied /2
Reduced racordkesping . 88%+olHH 8%+ of HH. 4%+ of H.H.
Tax reduction {per year) 127.000 127,600 14,000
Roliover into IRA 52,060
Tax increase (per year) 2000 Nong None
Hevenue Costs :
19496.2002 -$24 b -§2.8b -$14 b
1586-2402, omitting $1m ralchet -$185b :
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.* Lminalgd fof taxpayers under the st for this proposal,

-* 1 sumales of the numbers of households are approximations for comparison as ihis varies by year and is subject 1o

sampling error due {o smali numbers of obsesvalions.

:" wame households with one spouse under age 55 would have an increased incentive to defer sates until

voth spouses are eligible,
« «y special provision.
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NEW EXCLUSION OF GAINS ON SALE OF PRINCIPAL RESIDENCE

Current Law

Under current law, capital gaing from the sale;of principal residences are subject tc

taxaton. However, as the result of two spacml provizions, only a spall percentage of such
gaing are actually taxed.

First, taxpayers can posipone the t@ax on the capital gain realized on the sale of a principal
residence if they purchase another principal residence within a specified replacement period tha
begins two years before and ends two years after the date of the sale. To postpone the entire
capital gain from 4 sale, the purchase price of the new principal residence must exceed the
adjusted sales price of the prior principal residence. &

Second, taxpayers who have reached the zge of 55 {or whose spouses have reached the
age of 55) are eligible for a one-time exclusion of up to $125,000 of accumulated capital gains
tealized on the sale of principal residences. To elect the one-time exclusion, the taxpayer who
iy age 55 or oider must have owned the home and used it as a principal residence for a wotal of
at least three years during the five-year period before the sale. A taxpayer is eligible for the

exciusion only if the taxpayer and the taxpayer’s spouse have not previously benefited from the
exclusion.

Reasons for Change

Calculating capital gain from the sale of a principal residence is among the most complex
tasks faced by a typical taxpayer. By excluding from taxation capital gains on prncipal
residences below & relatively high threshold, almost all wxpayers should not have o keep
records for income tax purposes of transactions related 1o their house. Many taxpayers buy and
sell a number of homes over the course of their lifetime, and are generally not certain of how
much housing appreciation they can expect. Thus, despite the fact that 2s a result of i rollover
provisions and the §125,000 one-time exclusion, most homeownears never pay any income tax
on the capitat gain on their principal residences, detailed records of transactions and expenditures
on home improvements must be kept, in most cases, for many decades. To claim the exclusion,
many taxpayers must determine the cost basis of each home they own, and appmpnatciy adjust
their current cost basis for any untaxed gains from previous housing transactions. This requires
augmenting the original cost basis by expenditures on improvements. In addition to the record-
keeping burden this creates, taxpayers face the difficult task of drawing a distinction between
improvements which add to cost basis, and repairs which do not, The failure to account
aceuratzly for all improvements leads 1o errors in the caloufation of capital gains, and in some

cases, to an under-estimate of the value of improvements, and hence an over-estimate of the
capital gains on principal residences.

To postpone the entire capital gain from the safe of a principal residence, tHE porchase
price of a new home must be greawer than the sales price of the old home. This provision
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enCOUrages some axpayers ta purchase Jargsr and more expensive houses than they otherwise
would, in order to avoid a tax liability, particularly those who move from areas where housing
costs are high to lower cost areas.  Current law also may discourage some elderly taxpayers
from selling their homes, Taxpayers who would realize a capital gain in excess of $125,000 if
they sold their home and taxpayers who have a.lmady used the exclusion may choose to stay in
their homes éven though the home no longer suits their needs. By raising the $125,000 limit and
by allowing multiple exclusions, this constraint to the mobility of the elderly would be removed.

While most homeowners do not pay capital gains tax when selling their homes, cument
law creates certain tax traps for the unwary that can result in significant capital gains taxes or
loss of the benefits of the cument exclusion. For example, an individual is not eligible for the
one-time capital gains exclusion if the exclusion was previously udlized by the individual's
spouse. This restriction has the unintended effect of penalizing individuals who marry someone.
who has already tken the exclusion. Houscholds that move from a high housing cost area to 2
low housing cost area may incur an unexpected capital gains tax Lability, Divorcing couples
may incur substantial capital gains taxes if they do not carefully plan their hovse awnmkx;; and
sale decisions.

LR PR

Proposal

Married taxpayers filing jointly would be allowed to exclude up to $500,000 of capital
gains realized on the sale of 2 principal residence. The maximum exclusion for single taxpayers,
heads of households and married persons filing separately would be $250,000. For taxpayers
who live in 2 home for at Jeast 15 years, the maximum allowable exclusion would be increased
by 350,000 per year (525,000 for non-foint filers), up to a maximum of $1,000,000 after 24
years ($500,000 for non-joint filers). The exclusion limits would be indexed for inflation. As
long as the holding period requirements were satisfied; this exclusion could be used on gains
realized each time a taxpayer sold a principal residence.

To be eligible for the exclusion, txpayers. generally must have owned a home and used
it as their principal residence at some time during the two years prior to the sale of the
residence.  In addition, the exclusion will generally be-available only once every two years,
Taxpayers forced o move on account of 2 change in place of employment without meeting these
requirements would be eligible for the exclusion.

In the case of joint filers not sharing a principal vesidence, an excluston of $230,000
would be available on 2 qualifying disposition of the principal residence of one of the spouses.
Similarly, if a taxpayer who has not used the exclusion marries someone who hag used the
exclusion within the prior two-year period, the proposal would permit the newly-married couple
to exclude a gain on the sale of their principal residence of up w 3250,000.

This proposat would be effective for all sales after the date of announcement, Current-law
gmvismns allowing rollover of gains into 2 new residence and the one-time exclusion of up o0
$125,000 of gains for wxpayers age 55 and over would be repealed. Co
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Revenue Estimate:(in billions of dollars)

- Fiscal Years

1996 1997 1998 1999 2000 2000 1996-2001
New Exclusion * 43 Q5 D4 04 -04 2.0
of Gaing on Sale of
Principal Residence 2002 2003 2004 2005 2006 1996-2007  1996-2003
04 04 04 L4 04 ~2.4 -39
Depanment of the Treasury

August 3, 1996
Office of Tax Analysis
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NEW EXCLUSION OF GAING ON SALE OF PRINCIPAL RESIDENCE

Current Law

Under current law, capital gains from the sale of principal residences are subject to

wxation. However, as the result of two special provisions, only a small percentage of such
gains are actually taxed,

First, taxpayers can postpone the tax on the capital gain realized on the sale of a
prineipal residence if they purchase another principal residence within a specified
replacement period that beging two years before and ends rwo years after the date of the sals.
To postpone the entire capital gain from a ssle, the purchase price of the new principal
residence must exceed the adjusted sales price of the prior principal residence.

Second, taxpayers who have reached the age of 55 (or whose spouses have reached
the age of 55} are cligible for 2 one-time exclusion of up to $125,000 of accumulated capital
gains realized on the sale of principal residences. To elect the one-time exclusion, the
taxpayer who is age 35 or older must have owned the home and used it as a principal
residence for a total of at least three years during the five-year period before the sale. A
axpayer is ¢ligible for the exclusion only if the taxpayer and the taxpayer’s spouse have not
previcusly benefited from the exclusion.

Caleudating capital gain from the sale of a principal residence is among the most
complex tasks faced by 2 typical wxpayer, By excloding from taxation capital gains on
principal residences below a relatively high threshold, almost all taxpayers should not have to
keep records for income tax purposes of transactions related to their house. Many taxpayers
buy and seil a number of homes over the course of their lifetime, and are generally not
certain of how much housing appreciation they can expect. Thus, despite the fact thatas a
resuit of the rollover provisions and the $125 000 one-time exclusion, most homeowners
never pay any income tax on the capital gain on thelr principal residences, detailed records
of transactions and expenditures on home improvements must be kept, in most cases, for
many decades. To claim the exclusion, many taxpayers must determine the cost basis of
cach home they own, and appropriately adjust their current cost basis for any untaxed gains
from previous housing transactions. This requires augmenting the original cost basis by
expenditures on improvements. In addition to the record-keeping burden this creates,
taxpayers face the difficult sk of drawing 2 distinction between improvements which add
cost basis, and repairs which do not. The fallure 1o account accurately for all improvements
leads w errors in the caleulation of capital gaing, and In some cases, W an under-estimate of

the value of improvements, and hence an over-sstimate of the capital gains on principal
residences.

To postpone the entire capital gain from the sale of a principal residence. the
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purchase price of a new home must be greater than the sales price of the old home. This
provision encourages some taxpayers [0 purchase larger and more expensive houses than they
otherwise would in order to avoid 2 wx liability, partcularly those who move from areas
where housing costs are high to lower cost arcas.  Current law also may discourage some
older taxpayers from selling their homes. Taxpayers who would realize 2 capital gain in
excess of $125,000 if they sold their home and taxpayers who have already used the
exclusion may choose to stay in their homes even though the home fio longer suits their

needs. By raising the $125,000 limit and by allowing muliiple exclusions, this constraint to
the mobility of the elderty would be removed.

While most homeowners do not pay capital gains tax when selling their homes,
current} law creates certain tax traps for the unwary that can result in significant capital gains
taxes ot loss of the benefits of the current exclusion. For example, an individual is not
eligible for the one-time capital gains exclusion if the exclusion was previously utilized by
the individual’s spouse. This restriction has the unintended effect of penalizing individuals
who marry someone who has already taken the exclusion. Households that move from a high
housing cost area to 2 low housmg COSt ared may incur an unexpeczed capital gains ax

lability. Divorcing couples may incur substantial caz&z:ai gaing taxes if they do nez carefully
plan their house owrnership and sale decisions.

Proposal

Married taxpayers filing jointly would be allowed to exclude up to $500,000 of capital
gains realized on the sale of a principal residence. The maximum exclusion for single
taxpayers, heads of households and married persons filing separately would be $250,000.

For taxpayers who live in a home for at least 15 years, the maximum allowable exclusion
would be increased by $50,000 per year ($25,000 for non-joint filers), up 1o a maximum of
$1,000,000 after 24 yoars ($500,00C for non-joint filers), The exclusion {imits would be
indexed for infladon. As long as the holding period requirements were satisfied, this
exclusion could be used on gains realized each time a taxpayer sold a principal residence.

To be eligible for the exclusion, taxpayers generally must have owned a home and
used it as their principal residence at some time during the two years prior to the sale of the
residence. In addition, the exclusion will generally be available only once every two years.

Taxpayers forced to mdve on account of a change in place of employment without meeting
these requirements wouid be eligible for the exclusion. -

In the case of joint filers not sharing 2 principal residence, an exclusion of $250,000
would be available on 2 qualifying disposition of the principal residence of one of the
spouses.  Similarly, if a taxpayer who has not used the exclusion marries someone who has
used the exclusion within the prior two-year period, the proposal would permit the newly-
married couple 1 exclude a gain on the sale of their principal residence of up to $250,000.

This proposa) would be offective for all sales after the date of announcement, Tha

PR T R
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current-law one-time exclusion of up to $125,000 of gains for taxpayers age 55 and over

would be eliminated, Taxpayers would also be allowed to continue to roll aver capital gains
into a new residence as under current law.

Reven 3 i billtons of doll -
Fiscal Years
1986 1997 1998 1999 2000 2000 1996-20Q1
New Exclusion 0 -$0.3 -%0.5 -%0.5 -$0.5 -80.5 -$2.3
of Gains on Sale of '
Principal Residencs 2000 2003 2004 2005 2006 1996-2002  1996-2005
$0.5 -50.5 -$0.5 -$0.5 0.5  -S2.8 -$4.9
Departmant of the Treasury , July 3Q, 1996

Office of Tax Analysis
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MODIFICATIONS TO THE TREATMENT OF
GAINS ON SALES OF PRINCIPAL RESIDENCES

Under current law, 1wo special provisions govern the taxation of capital gains from

the sale of a principal revidence.  First, taxpayers can postpone the tax on the capitl gain

. realized on the sale of a principal residence if they purchase another principal residence
within a specified replacement period that begins two years before and ends two years after
the date of the sale. To postpone the eatire capitai gain from a sale, the purchase price of
the new principal residence must exceed the adjusted sales price of the prior principal
residence. Second, taxpayers who have reached the age of 35 {or whose spouses have -
reached the age of 55) are eligible for a one-time exclusion of up 10 §125,000 of aceumulated
capital gains realized on the sale of principal residences. To elect the one-time exclusion,
the taxpayer who is age 55 or older must have owned the home and used it as a principal
residence for a total of &t least thres years during the five-year period before the sale. A

taxpayer is eligible for the exclusion only if the taxpayer and the mxpayer's spouse have not
previoudy benefited from.the exclusion.

L]

purchase price of a new home must be greater than the sales price of the old home. This
provision sncourages some taxpayers o purchase larger and more expensive houses than they
otherwise would, in order to avoid a tax liability, particularly those who move from areas
where housing costs are high to lower cost areas. Both the taxpayer and the economy would

benefit if the taxpayer were free to invest a portion of the sales price in more productive

The $125,000 exclusion has not been increased since 1982, and does not reflect the
increases.in housing costs in the last 15 years. In 1982, the $125,000 exclusion was almost
double the median price of existing homes sold. In 1996, however, the $125,000 exclusion
is lower than the median sales price of existing homes in the west and northeast, and only.
slightly above the median for the whole U.S.  Thus, while many elderly taxpayers can
ulimately determine that they have no tax liability from the sale of a home under current
law, the erosion in the value of the exclusion has increased the number of taxpayers who
must engage in complex computalions uging house purchase, sale and improvement records
to determine whether any gain is taxable. By increasing the exclusion o a relatively high

level (and indexing the amount for future inflation), this record-keeping burden could be
eliminated for over 95% of homeowners over age 55.

In addition, the srosion in the value of the exclusion may giscourage some middle-

income eiderly taxpayers from selling their homes. Taxpavers who would realize a capital

gain in excess of $125.000 iF they snid therr home mas coaar 0 mmmge s e hompe pven


http:increasc~.in

tl

05/11796 13: 54 202 622 9280 GFC TA&X POLICY

2

though the home no longer suits their needs, Furthermore, current law may create traps for
the unwary that can:resuit in significant capital gains taxes or loss of the benefits of the
current exclusion. For example, an individual is not eligible for the one-time capital gains
exclusion if the exclusion was previously ytilized by the individual's spouse. This restriction

has the unintended effect of penalizing individuals who marry someone who has already
taken the exciusion.

Proposal

The $125,000 exclusion for taxpayers aged 55 and over would be increased. Married
taxpayers filing jointly would be allowed to exclude up to $400,000 of capital gains realized
on the sale of 2 principal residence if both spouses meet the age requirements and have not
previously used the exclusion. The maximum exclusion for single taxpayers, heads of
households, marnied persons filing sepamtely, or joint filers if only one spouse is eligible
would be $200,000. The exclusion limits would be indexed for inflation The proposal
would be effective for all sales after the date of amwwwemcm

If the exclusion described above does not apply (czthcr because the taxpayes fias not
reached the age of 55, or because the etection is not made) taxable capital gain which would
otherwise result from the sale of a house could be offset by making a contribution to a
qualified individual retirement account (IRA). For example, if a2 taxpayer who had
purchased a house for $100,000 sold the house for $150,000 and purchased a new home for
$130,000, the taxpayer could make a $20,000 contribution to an [RA, thus reducing the
taxable capital gain 1o zero. The maximum amount that could be contributed o an IRA

under this provision would be $400,000 for a married couple filing jointdy and $200,000 for
others.

R e Esti (i bili { doflars
Fiscal Years

199 1997 1998 1999 2000 2001 19962001

Modifications to the 0 -80.1 502 -30.2 %03 -302 -$1.1
Treatmens of Gains on

Sale of Principal Residence 2002 2003 2004 2005 2006 1996:2002 19962005
-$0.3 -%0.3 -%0.3 -30.3 -30.3 -$1.4 -$2.7

Department of the Treasury August 8, 1996
(Office of Tax Analysis



Options for Expanding Tax Benefits for Educational Savings Bonds

SUMMARY
This memorandum, prepared al your request, evaluates {wo options for expanding the

exclusion from taxable income for interest on Savings Bonds redeemed to pay qualified
educational expenses:

Broad option: Eliminate income limits and other restrictions,

Narrow option: Conform income limits and other restrictions to those used in
the President’s ttion tax credit and deduction proposal.

BROAD OPTION

For Savings Bonds issued after 1171797, when redemption proceeds are used o pay for
qualified educational expenses:

Remove income limits and age requirements and substitute an annual, indexed
cap of §5,000 per student on the amount of excluded interest;

Include room and board and books and supplies in the definition of qualified
educational expense;

Expand the definition of eligible educational institution to include certain
proprietary ingtitutions;

Allow grandparents to claim the exclugion with respect 10 bonds redeemed
pay the gualified educational expenses of their grandchildren; and

Exclude Savings Bonds from assets taken into account to qualify for Federal
student aid. '

Pros:

-

Removes the major ampediment to using Savings Bonds as a vehicle for
financing higher education.

Band holders would a0t be constrained by unceriainty as to what their
meome will be in the year of redemption.

The complexity of current rules is replaced with a simpler instrument
that potential savers can better understand



Cons:

“}
£

Increases Savings Bond sales relative to sales of regular Treasury
securities, thereby producing outlay savings.

Limits benefits 1o high-income taxpayers and others by placing an annual limit
on excluded interest.

Because savings bonds are more accessible o low-income people, this may
complement Admuinistrauon proposals ro increase access to IRAs and pension
plans.

Is inconsistent with the President’s approach of targeting tax cuts to middle
income families. The tuition tax credits and deductions, the IRAs for higher
education and other purposes, and the child credit all are constrained by
income Hmits.

Makes taxpayers’ calculation of excluded intergst more complex if multiple
taxpayers claim exclusions for the expenses of a single student.

| Increases the revenue loss of educational savings bonds by making it available

to high-bracket taxpayers.

Tax-exemption generally creates an inefficient subsidy because interest savings
to the borrower is less than the revenue Joss (o the Treasury.  (Bomesiic
Finance disagrees with this analysis as it applies to Savings Bonds.)
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Requires significantly greater administrative effort to ensure redemption
proceeds actuatly are being used to pay qualifying education expenses,
particuiarty if room and board qualify and if multiple taxpayers can claim
exclusions with respect to the same student. Allowing persons other than
students and their parents to claim the exclusion makes it easier for taxpayers
1o claim the exclusion for nonexistent students.  In negotiations with the
Department of Education regarding the wition and deduction proposals,
Treasury has emphasized the record keeping and reporting requiremests

necessary to prevent fraud. Treasury should not make a legislative proposal
with the same flaws,

Creates inequity by requiring working voung adults to pay living ¢xpenses out
of after-tax doilars but allowing students to pay for living expenses out of pre-
tax dollars.

Provides a jower rate of return on educational savings than génerally would be
experienced by savers taking advantage of the President’s IRA proposal. This
oceurs because IRAs can invest in otherwise taxable vehicles, which tend to
earn higher yields than tax-preferred instruments.

The Department of Education opposes the exclusion of Savings Bonds in-
Federal aid calculations.

Your respf}nse':
- Pursue this option Drop this option Let's discuss
NARROW OFTION

Conform income limits and other restrictions on the exclusion of interesi on Savings Bonds
to the Administration’s twition tax credit and deduction proposal.  Specifically:

Increase the income limits applicable at the time Savings Bonds are redeemed
1o match thé income limits in the proposal;

Conform the definition of eligible educational instiwtion to the proposal, i.¢,,
those proprietary institutions ¢ligible to participate in the Depantment of
Education’s student assistance programs would be eligible institutions:

Substitute the rule that the excluston cannot be claimed by any taxpayer who
a dependent of another for the age 24 purchase requirement;



Pros:

Mainiains consistency with other ax incentives proposed by the
Administration.

Cong:

-

These changes alone would not significantly increase Bond sales or improve
accessibility to education saving vehicles.

Your response:

Pursue this option Drop this option Let's discuss



Background: Current Law and Practice

Taxpayers can elect ta defer ax on all accumulated Savings Bond imterest unttl redemption.
Since 1990, f redemption proceeds are used for qualifying educational expenses by taxpayers
who mieel certain income lmits, the interest i3 exempt from tax.

The exclusion of Savings Bond interest when redemption proceeds are used to pay for higher
education was enacted in 1988, effective for bonds purchased after 12/31/8%. The Bush
Administration had made the proposal (including income Jimits) as pant of its FY 1989
budget, Neither tax-writing commitice sericusly considered the proposal; it was added o the
Senate version of the bill as a floor amendment by Senator Kennedy and accepted by the
conferees, in part because of its low estimated short-run revenue loss - 516 million over the
FY 198991 period.

To Himit the scope of the provision, its benefits are limited to taxpayers who have relatively
low incomes. (For 1995, the indexed phasg-out range was $63,450 - $93,450 for joint
returns.) [t was deemed completely impractical to impose income limits based on income at
the time of purchase because the tax return for the year of interest exclusion would have to
reference income in a prior 1ax year when records might not be available. The alternative
of a separate series only for'education was deemed unpractical because there was no way for
issuing ageots to verify the purchaser's income at the time of purchase.

The exclusion can only be claimed for the educational expenses of the taxpayer, his or her
spouse, or a dependent. In addition only bonds that are issued when the owner is at least 24
years old qualify for the exclusion. This rule was intended to prevent taxpayers from
evading the income limitations by having their dependent children own and redeens the
bonds.

The estimated revenue loss attributabile to deferral was estimated based on a projection of
about 31 billion of additional purchases of Savings Bonds per year. Revenue losses
associated with the exemption were largely outside the budgetary window used in 1988, No
inforrnation 15 available as to the amount of exemption actuaily claimed since 1990,
Qualitativive assessment by the Savings Bond Division at Treasury indicates little increased
interest in Savings Bonds from the existing education provisions.



SECOND TERM AGENDA IDEAS
11-23.96

I. EDUCATION AND TRAINING

A. School Reform

Challenge: The U.S. has the finest university system on earth, but cur public school system
“for elementary and secondary education.does not measure up to international standards — even
though we spend 3300 billion a year on K12, No mission of government is more important
to our children’s future, and no arm of government more desperately needs 1o be reinvented.

Minimum/maximum _attainable; Nothing would do more to expand opportunity for all
Americans and increase America’s long-term economic potential than to transform the public -
schools by raising standards for stadents, teachers, and schools; injecting choice and
competition; making the most of new technology in the classroom; and chalienging parents o
get more involved in their children’s education. On the other hand, the direct federal role is

small, the political opposition to change is fierce, and the magmwéa of the problem is
substantial,

. Besi-case scenario: Math, science, and reading scores rising by the year 2000.
" Standards, testing, and charter school and public choice laws in place in every stats,
Fivery school connected to the Internet. Budget deal secures federal funding for charter
school and other reform efforts, literacy, edugation technology.

* Worsgt-case scenario:  S¢ores stay flat. ‘Lots of talk about standards and reform, but no
real progress. Congress rejects federal initiatives. - Computers end up in-school ¢losets.

'« Most likely scepario; Slight rise in scores. Charter schools take off, along with some
private and public choice experiments, but with mixed results. Congress passes some
money for reform and technology, but not tutors. Pressure continues to build for
sweeping overhaul of public schools. National moehilization/attention to 3rd grade
reading on a consistent ‘systematic basis could make a noticeable difference.

Leoislative options:

1} Pugh a school-reform bill: An education reform bill weuld offer states and/or

' communities substantial incentives for reform. Any siate or community with a plan for
charter schools, public choice, high standards and testing, eic, could get funding. This
bill would give the President a too! besides the bully pulpit for reform. But it would run
two ohvious political risks: 1) Republicans would rerun the Goals 2000 debate over
federal intrusion; and 2) Kepublicans would insist on a private-schoo! voucher inftistive
as the price of passage. If the President is willing to sign a bill that includes an MSA-
style experiment on school vouchers in return for substantial new federal resources for
his own reform agenda, introducing a school reform bill might be worth i, {{ any
voucher experiment is going 1o gusrantee a veto, we should not try for f{ederal legislation,
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Use collepe aid as a stick to drive public s reform: Instead of looking for some
small new federal grant program to provide seed money for reform, we could try to make
our massive existing college aid progrems an engine for higher standards and more

-rigorous public schoel performance. For example, the President could say that by the

year 2000, every state must establish its own system of high standards and testing, and
every high school senior must pass a rigorous exam based on those standards in order o
graduate and receive federal student aid. We could make that a condition of the BOPE
scholarship -- as an alwrnative to the B average, or in addition to it. These reasures
would be controversial with some in the education commzzzzity (e.g., the Education
Depariment), but they would force states to get serious about standards, and might help
solidify bipartisan support for college aid over the long term.

National Effort on New Literacy:  One of our most concrete standards is the President’s
challenge for every child to read by the end of 3rd grade. . We could think of others --
¢.g., every child should be computer literate by the 6th grade, able t¢ do algebra by the

‘§th grade, able to find the U.S. on a map by the 12th grade, stc. But the general notion |

is that the President can make literacy for the 2lst century a major legacy. Our
legislative measures include:

. America Reads legisiation that would combine a $1 billion increase over five years
in National Service with an America Reads mandatory lcgzs ation that put 36,000
volunteer coordinators and reading specialists.

» Work Smdy\w legisiate that half of new funds go to public service jobs, with at
least 100,000 for tutoring young children.

. Technology Literacy Challenge —.in this year's budget agreement we won funding
for the first $200 million of cur $2 billion proposal. We will have to fight each
year in order to increase funding to meet 32 billion geal over five years.

Exscutive Action Options:

1)

2}

3

4)

Visit program in Cincinnati or New York City program in which the teachers union and
school boards are working together to streamline the process of geiting rid of

incompetent teachers. Sign a directive to the Education Dept. 1o develop guidelines for
such programs,

Issue an Education Dept. study of charter schools (or some other reform effort)

Conduct an audit of what selected school districts spend on adminisirstive overhead and
burcaucracy.

Foliow up on the internstional 8th grade math/seience test results announced this week by

making that test available w any school district that wants {o use it a3 a benchmark for its
students.
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Waive work study match for schools that use work study students for tutoring young
children. (This is happening)

Bully Pulpit Options

D
2
3

4

5}

7
8)

9}
10)

53

12)

Travel o 3 state legislatures over the next year to push for charter school legislation,
standards, etc.

Give radio address in December on school reform after Ohio and/or Penngylvania
legislatures pass charter school legislation,

Challenge governors at NGA winter meeting in February to work with business
community to develop acceplable method of assessment.

Identify with every reform effort we can find: -visit Mayor Daley to discuss his takeover
of the Chicapo schools; meet with General Becton and the new Board of Trustees here in
D.C.; mest with Mayor Giuliani about partnerships with parochial schools; visit a school
district that has just adopted school- uniforms; visit a charter school; ete, -

Deliver a tough speech to the NEA on the urgency of school reform -- for example, a
speech that criticized the Republicans over private school vouchers and teacher-bashing
but called for charter schools, public choice, teacher testing and/or getting rid of burned-
out teachers. Such a speech entails obvious political risks, and might not be worth the
pain it inflicted. " On the other hand, the slite press will not belizve we're mxous about
reform unless we are willing 10 stand up to the teachers unions.

Stronger calt for z‘eqmnng students to pass tests in order 1o pass from school to school.

Enlist t‘nc PTA in a national campaign to encowrage parents to take mspcnsxblilty for
getting involved in their chaidm s educatiorn.

Announce some kind of Presidential competition for school reform that wounld allow us to
spotlight 20 innovative districts.

Literacy events: Meet with coliege presidents to commit to use work-study for
commuaity service State of the Union announcement that 58 collepge presidents have
committed 50,000 work study students for tutoring young children op reading.

Declare the first Saturday of each month "America Reads Day" and call on localities to
apen up the schools on these Saturdays to hold monthly parent workshops and child

tutoring sessions.

Hold a tutoring session for DC kids with AmeriCorp volunteers and parents on the South
Lawn of the White House

inauguraﬁon: America Reads Day



13}  Call fer an end to forced school busing (7)

B. Universal College Pariicipation:

Challenge: A key aspect of the President’s economic growth plan is that higher education ins
key for opportunity for individuals, but also to creating the high-skilled work foree that will -
allow America to be the source of high valued added production and services that produce
higher paying jobs. Thercfore, the President’s legacy should be that he was the President who
made two years of higher education and lifetime learning 4 new national norm.

Minmmuom/maximum atiainabler

Maximum Altainabler Pass Hope Scholarship, $10,000 education deduction, keep
sipgnificant increases in Pell Grants, national service, work study: have President use tha
bully-pulpit to promote universal two years of college, and actually see a noticeable
increase in the number of people doing some college work. [An effort © replicate
Georgia Hope program in each state would be more profound legacy, bit would be far
more 2xpensive and make balancing the budget more difficult.

- Minimum Attainable: Lead national campaign on the importance of two years of higher

education; some edncazzon tax cut and increase in Pell Grants and national service to
show

Risk: That we stress the tax credifs as leading to more éai‘aega access -- ingtead of just -
helping familics ~ and that our entire effort is judged by the success of our-tax’ cuts.

-Larger national trends could overwhelm the impact of tax cuts. We need to define our -

mission more in terms of creating a new natmnal norm -« ag opposed to success at a
specific statistic,

Reascnable Attminable: Some education fax cut: steady increases in Pell Grants, work:
study, Direct Lending stays established. Key would then be whether the President could

communicate new national norm, and then look at benchmarks we could point to for
SUCCESS.

Possible Actions:

L

Lepislative Actions: HOPE, IRAg, $10,000 deduction, expand “ork study, $1000 honors
scholarships, increase Pell grants

Executive Actions/Bully Pulpit

. Develop Treasury Dept. campaign to use Rubin bonds to save for college,

. Advertize How IRAs and $10,000 education {i@ductlon can lead 1o tax-free
savings for college.



« - Meet with state legislatures and college presidents to hold down college costs,

* Major campaign 1o high schooiers {o graduate and use the first year of Hope
Scholarship.

C. Modernizing our Schools for the 21st Century: (some of technelogy area here overlaps
with Section A}

Challenpe., Getting our children ready for the 21t century means getting our schools ready.
Our sducation technology initiatives can be looked at ag part of an overall literacy initiative,
yet our educstion fechnology is also part of modernizing cur schools. This together with the
challenge to respond to the GAO report on education infrastructure and school construction
shows that there is a challenge to modemize our schools. Furthermore, schools of the futyre
must allow after school instruction and recreation 1o keep children out of trouble and on the
right track.

Maximum Achievable: Pass school construction for $5 billion and get full funding for §2
billion, and be seen-as leading national effort 1o get all schools modern and wired to internet.
It'is possible that here we could reach some universal goals: nearly all schools comm::i; a
high percentage of classrooms. It will be harder to have as major of an impact on school -
construction with only $5 billion to leverage over four years, yet if we raised ;mb}za attcnnon ’
enough, “the bullquipz{ ievcragc tmpact could be far more significant.

Minimum Achievable: Lead major national bully-pulpit on technological Literacy, give I:zzgiz
profile to CBO citizen efforts in this areas; Jead more Net Days.

Legislative Action:

, Pagsing ‘our school construction initiative, There are some rumors that thers could bc
some hlparhsan support for some type of Schoal Construction Initiative.

* Encrcase ?’uz’zéing for Tmﬁnei{xglcal Literacy Initiative

. Pass new After-School Initiative

-Execuiive Action and Bully-Pulpit:

. National Net Day Conference

» . Forcelul call on private seetor to work with local school districts and put in place
systems for donating and installing used computer equipment into classrooms.

v Work with Redstone CEQ group to develop private sector participation wath forceful call
on private sectar in each state to help wire every classroom in every school by a certain
date (just the running of the cables)
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»  Challenge States to Lead Efforts to Rebuild Schools

D. Training

Challenge. Movement from job to job is a vital challenge for the 21st century and America is

well-behind. We have a plan to consolidate the programs and move them {0 a more market~
oriented system.

Maximum Achievable: We could be scen ay consolidating the entire federal training programs:
turning it to a voucher with ane-stop application and one-stop information gathering, with
placement rate information accessible to make training a more market-oriented system.

Minimum Achigyable; Minor consolidation, but turn major dislocated program to vouchers.

Risk: There is risk frem the right and left. Unions ofien resist our reforms to revamp the
employment programs and on the other side, Republicans mays seek to use a major
consolidation effort es a plan o "block and cut” -~ seeking fo consolidate our major priorities
and cut overall funding with littie basic reform.,

Legislative Actions:

i} Propose Same GI Bill that failed in Congress last year.

2) Propose putting GLBill on Manéa:tory szdc and trying to pass if as part of the budget
deal.

33 Rob Shapiro has proposed that we apply the same rules to training that we do to health
, vare and pensions: - Firms should only be permitied to deduct the cost of training 50 long

as they make some form of iraining generally available to all permanent workers, not just
executives,

Executive Action & Bully Pulpit

1) Continue Corporate Citizenship push with stress on-the-job traming.

Recommended Strategy

Our goal in any budget deal is to accomplish as much of our education agenda as possible -
and will likely include some form of education tax cut. The President should use the bully
pulpit {and exeontive action where possthle) throughout the first half 6f 19%7 to build public
support for his education agenda. We should look for the areas where we have the best
chance of bipartisan support for legislation. We should stay focused on how much we can do
through the a broad national challenges on our key areas, We can get can&dez‘a‘i&le amount
done through mobilizing the nation,



il. ENDING THE PERMANENT UNDERCLASS

A, Welfare to Weork

Lepislative Action

b

3

Pass Welfare-to-Work Plan as Part of Budget Deal: We should work with House and
Senate moderates to develop a bipartisan welfare-to-work plan — based on our campaign

proposal - that can get enacted as part of a budget deal. We should be able 10 pass our
$400 million tax credit with Republican support, but the $3 billion for hiring incentives,
placement vouchers, and work money will only pass if we can convince Republicans that
it is tough-minded, simple, and aimed primarily at private sector placerment.

Softcning Immigrant and Food Stamp Cuts: Ouwr ability to soften the cuts we o;;posé(i in
the welfare bill will depend on our overall leverage in the budget debate, and on the

_amount of bipartisan support we can generate from affected mayors like Giuliani and -
. governors like Bush. Republicans should fee] vulnerabie afier-losing Florida and getting

clobbered in the Hispanic vote, but these fixes cost a lot of maney.

Executive Action / Bully Pulpit

.

2)

3.

4)

Presidential directive on Electronic Benefits Transfer (EBT): The welfdre: law requires - .
states 1o move to electronic’ delivery of waifa:e benefits. We are working on possible
ways to accelerate this trend.

Develop guidelines on delivery of welfare services by religious and charitable
organizations; The welfare law expands the ability of churches and charities to get \
involved in welfare reform. This is a controversial provision, but it had the President's « -
support, and could make a real difference in many communities where the church is the
only social institution still intact. We could develop guidelines similar to 'those on
religious expression in the schools. :

Launch national etition ¢ fare-tg-work: Under the welfare law, we will:be
working with the governors to develop a system of performance bonuses to reward states

_ for success in moving people from welfare to work. We will announce the rdles for that

competition. sormetime ia nad-1997, and start awarding money in the next fiseal year.
These performance bonuses are one of the President’s signature items in the welfare law,
They will lead 10 the first nationwide ranking of states on moving people from welfare ©
work, and could have an impact on the welfare reform debates that will be going on in
every state legislature next year.

Develop repulations for individual development accounts: The welfare law gives
Treasury the authority to develop rules that will enable states to help poor people set up
savings accounts, which will fulfill one of the President’s campaign promises from 1992,
Along with our microonterprise loan program, these new IDA accounts represent an
important philosophical shift toward empowerment instead of maintaining people in
dependence.
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Issue a report on-persanal responsibility contracty: At the President’s urging, the welfare
faw allows states o require ‘welfare recipients to sign personal responsibility contracts
that spell out their responsibilities for receiving assistance (e.g., staying in school, going
to work, no additional benefits for additional -children, ete.}. Ou their recent visit 1o
Nashville, the President and Vice President pointed out that 12,000 recipients in
Tennessee have already signed these contracts (and nearly 1,000 are'no longer on welfare
because they refused to sign them) We could issue a report on what Tennessee and
other states are doing. Over the next year, we could issue a series of reports andfor
manuals on good ideas states should adopt as they debate welfare reform,

Develop national anti-fraud registry; Each state will now keep track of how long its own

. recipients have been on welfare, but eventually we will need 2 central registry to keep

track of that information across state hines (and to enable one state to check with others
to make sure a recipient isn’t receiving aid in two places).

Award welfare-to-work and research money: We have 2 small appropriation for

demonstration projects and research and evaluation.” Soon, we should be able to give-
Goodwill Industries a $10 million grant for its welfare-to-work model program ia Florida
and Louisiana, which the President promised ciuring the campaign.

1 i - work: We have .
aaarly wnrkcd out the cie:tazis with Fred Grazzdy, the CEO of C}eodmii o have his

company staff the 800-number that Sprint has offered us for any employer interested in
hiring people off welfare, We’re also working with the governors 1o make sure we can
link employers directly to the welfare-to-work programs-in each state.

Announce plan by -Manpower Inc. to locate iob placement outlets in every major-city:

Manpower Inc., the largest placement company in America, is planning to expand into-

the inner city to help meet the new demand created by welfare reform. Manpower used

10 be a temp agency, but now 70% of its placements are for permanent jobs., The
President could make this announcement as part of our effort to promote our welfare-to-
work plan,

CEQ meeting at the White House, and gther CECQ efforts: The President should mest

. with g small group of commitied CEOs at the White House, and we should put a CEO in
charge of the recruitment effort (pe{haps the head of United Alrlines).

B. Child Support, Teen Pregnancy, Statutory Rape

Leaisiative Aclion

1

2)

We should continue to push our bill to make it a felony to cross state lines t¢ avoid
paying child support.

We should consider other ideas, such as calling on states to establish mandatory work
program that require deadbeats to work off the support they owe. 1n Massachuseits, (iov.
Weld has proposed jail time for serious offenders, and is looking at a proposal to let



cormumunities bar high school students who get pregnant or father a chlid from
participating in extracurricular activities.

Executive Action

1} We should be able to develop a few executive orders 1o carry. out the ¢hild support
provisions of the welfare law,

2y Under the welfare law, HHS is required to propose a plan carly next year on how o
: recduce {een pregnancy by 25%.

3}  Under the welfare law, the Justice Department is developing ways to help states crack
down on statutery rape. We will look at whether we can use Violence Against Women
funds for this purpose. '

B. Crime, Gangs, and Drugs [RAHM TO FILL IN] |
. Legislative Action

1} Pass Anti-Gang Bill: Our new anti-gang and youth violence bill will give prosecutors
greater discretion to try juveniles as adulls, fund juvenile gun and drug couriy, and amend the crime
block grant to hire more anti-gang prosecutors.

2} Victims Bill of Rights

33 Drug testing for drivers licenses

4} Cop killer buliets

53 Other anti-gun ideas, such as one gun a month

&) Keeping schools open late

» Executive Action
1) State prison drug testing guidelines
2} Youth gun report
¢, Other Ideas

. End public housing as we know it: Convert public housing into vouchers {perhaps with
time limits). Kaze run-down projects.

. Limit low-skill legal fmmigratione  Help improve the eotry-level job market for people
leaving welfare.

* Other community development: more empowerment zones, community development
banks, etc.

I, COMMUNITY/SERVICE [Ask Prince and Steve Waldman to {ill in.]
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lanuary 23, 1997

MEMORANDUM FGR DON BAER

MICHAEL WALDMAN
FROM: GENE SPERLING
SUBJECT: POLICY HBEAS FOR THE STATE OF THE UNION

*

This memorandum lays out {or you policy proposals submitted by the Departments of
tixe Treasury, Labor, and Commierce, the Council of Economic Advisers, the Small Business
Administration, and the policy staff of the NEC for consideration for the State of the Unian
addeess. | anticipate that over the next ten days — working in ¢lose concert with the Domestic
Podicy Council -~ the MEC will forward to you additional information to assist in the preparation
of the address, specifically key economic faets, themes, ancedotes, and suceess stories.

Scction | of this memaorandum provides the overall Famework that the coonomic team
would sugsest for the address.

Section 1 addresses in detail a zelect number of priority policy proposals within the
cantext of our suggested framework.

Scetion HI covers ather proposals which, if you are interesied, we could explore further.
Piease be aware that several proposals in this memorandum reguire vetting,

i OVERVIELW

The vvernll Tamewark of the State of the Union address, Trom the serspeative of the
ceonemic team, shoulid be prepuring America for the 21s vengary, When President Clinton
sook oftice, owr country was adrift an some of the key areas ihat we needed 10 be sirong i to
e the 218 century, '

A, WIHAT WE INHERITED: DRIFFIN FOUR KEY AREAS OF
REAINESS FOR THE 21st CENTURY

(13 Fiseal Seandness amed Besponsibility for g Strong Eeonomyr We lacked the fiscal
credibibity we needed 1o malntain our lesdership pasition in the workd ind 1o ensure that we
wore entering e Zist cortury on sebd footing and wilh i strong eeonmay.
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{2} Eguipping People for the 2ist Century: We lacked direction an eyuipping people
with the tools they needed — particuiardy education and wehnology skills - for the 2 1st century,

{3} Danger of Being Divided: We were losing our sense of conmmuuity ~ America was
i danger of losing its sense of family and conmunity and being sehict 1o division,

{4} World Leadership in Questionr Some were queshinning v feaduiship ode fnworld
peace and prosperity,

B THE PRESIBENT HASSTRENUTHENED IN ALL FOUR AREAS
AND WILL CONTINUE THIS IN THE NEW TERM

i Fiscal Soundness and Responsibilily for 2 Strang Economy

Thie President should eecite his record: deficit cut by 63%; inforest eates Brought downy
Pl million new jobs created; and the best delioit record of any mador economy i (he world,
Prospectively, ihe President should focus on balancing the budget, increaging savings, and
Fnproviag retirement secinity throuph entificment reform.

. 1z Prestdent shoutd émp?‘;asézc that be strongly supports balanciag the
budget. His langusge must be strong wnd must urge thet this he done now,

. He npposes the balanced budget amendment a3 a wiore diversion from the
nard choices that the Americai prople expect their feaders o make. With this
predicate, he can describe the balanced budget amendment ns a distraction from
getting the job done now.

. Under the umbrella of Savings and Betirement Security {or the Zig contury,
e Prestdent should focus on the Following mitiatives:

- Long-tersy entitloment refori oo Medicare and Snoial Seourity;
- Pension access and securily;

- Tndexed bonds: and

-- IR As.

. tssue ta consider: The Prosident coutd eighien the droma of the speech by
Jormuadly proposing u specific tmefrome for the hcdget vegotiotions,

. Issue w consider: Showld the Prosiclent meniion Sockad Svewsine us Ji svlaivs &
the Dafenrced buidier auiendnent?

. Tssue to connidees The Peosident cunld festivae the susse of Aingrtisen
conpieration il curreally evisis en Medicore savingy by specificadbe cldng the

T -




supportive commenis by Kovich and Arvcher of January 21

tssue o consider: Do we consider as one goal baltancing the hudger while
mereasing education?

Equipping People for the 2ist Centary

It Sour years. the Administration bag succeeded in showing that we could bring the
detien down while providing Americans withs the tools they necd for the Informanon-bused
economy ui all stages in tife. These inftistives include school-lo-work, intreasing Head Start by
$1 billion, Goals 2000, National Service, doubling job training, student foan refoim, income
countingent loans, and a new technology liemey imitintive.

P

The President should use the address as an ppportunity to act in a dramatic and
histerie way on education by promising an "Education Warks' campaign or a
National Education Mohilization to benefit Americans at alt stages of life.

The President can stress that the information age necd not be an era of divasion
where only a seiect few succeed. Instead, this new o creates opportunitics for
every chitd 1o have access (o education, techuology, and infonmation.

Qur challenge is to see that all 8-vear olds can read, alt 12-yeor olds are liteuate
an the Internet, all 18-year olds go w college, and all workers keep foarning new
skilis. To meet this challenge, the President should emphasize the intintives that
woukd constitute the "Education Works” campaign or a National Edueation
Muobifization:

- Nuw education standsards and secountability;
- The "America Reads” initiative;
- Universality of education techinalogy:

" FIOPE Scholarships to ensure tht college is aceessible (o uil;
o School construction,
ne Skitl graats; and

e wWorker training,
This section of the address shiould he sweeping in scepe. i should be framed ax
u eall to the Amurican peopic 1o empower thewselves and Giely fmifics aving (he

woly of educaiion and wechnniopy,

Issue to constder: The President's "education budget,” which he will be

Frrmediy wrveiling the next dav, shenilel be the most praminent periive of ihe

Stare of the Uniemr adddress, | recommend that he focus on this issue eves o e
axpense of other proposals,
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. Pussibie new ideax:

- Execuiive order 10 agengies promoting 0-3 leaming;

- Coilege presidents pledging work study students 10 tator for the
"America Reads” nitiative: and

an All 6th grade teachers geaing Intemet framning.

A fivinging Ameriea Togother: Community und Famdly

lit four years, the President has helped te bea? division i g connnry, He prevented
waues of aftinmative action and irimigration from splitting us, reconciled concerns of ceonotic
growth and environmient, made Family and Medical Leave the law, and addressed issues of
urime, tefevigion violenee, and tobacgo,

. Now the President will continue this effort of bringing Ametican communites
and families together through a Comprehensive Urban Work Agenda, by
focusing the Administration's encrgies on the Tollowing programs. We are not
recontmeiding "comprehiension” —~ bul how we can inake our initiatives bigger
by showing how they 13t tugether,

-~ Wellare«to-work:

- CEO challenge,;
- Family ang Modicl Leave;
s Community Reinvestment Act;
- Communily Develapment Financial Instifitions;
- BZACs; and
.- Brownfields initative,
. Environment amd Pubhic Health [niiiative
. Service: The President could cimphasize a bromd message on service, panticulatiy
focusing on e propesal encouraging high school students o condact public
STrvICE.
4, Tsternstionat Lendoershin

The President showed leadership and covrage on Bosnia, Hati, axd the Mideast, He
ook two maior stalied rrade pgreements and Desishied the job,  He shuwed that the Americm
economy is the eitvy of the waortd and thaot America is the indispensabie natien for proseting
peace amd expanding demosmey,

. N the President must sonnnue 1o lead for fair, (e st opon et for
wirtiiod Hoope; for NATG eolarguement; for progress in tise Bldeast) o vaw
Asia-Paciic profifomtion; mnd erere. Specifically, the Presidunt should paesls
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{ust track anthority for trade apreements.

: Issue (o considers How broad is sur intornativad economic messags and
where does it 7

. Issve w consider: The President should aveid uxing il term Ttast trock,
referving invtaad to sur cffors 10 open markets aud strengihen demacracies in g
mennar that belps Americon busingsses ond wir sconomy,

it PRIORITY POLICY PROPOSALS
A, Fiseal Soundness and Respansibility for a Streng Feonomy
i Balanced Budyet

Balnwed Budpet Amendment. Restoring the budget 1o balance does net mean
supperting @ balanecd budyet smenchnent (o the Canstitution. Such a paolicy would be
extrenwly dangereous 10 the stewardship of nur econpmy, 11 coudd undermine die sation's
greditworthiness, hoid emergency spaading measures hostage o » witHul minority, force
mnomalic across-the-board sequesteations, and not reduce speading by one cont.  Additionally,
i1 is almos1 certainty unenfurceable. {Treasury)

Z Savings and Retirement Security

Boosting Savings. Raising the national savings rate is necessary 1o increase investnen,
hoost worker productivity, and increase living standards for the future, While reducing the
deficit increnses national savings tevels, this Administration bay pursued addidonal measures t
enhance relirement soeurity,  The Prestdent has strengthened pension portability for workers
who ehange jobs, The Administration has also introduced infiation-indaxed socurities
taceurding lo Newsweek, “the safest bonds ever™), whiels are the first ULS, gavernment seeuritics
it proteet individugis” savings from the porils of infiation. Additionally, we plan o introduce
wn inflatonsindexed savings bonds in smalier denominations for the sversge individoal saver,
Looking fonvard, we will develop and bnplement additional intilatives including expansion of
IRAs s further pension reform, (Treasury)

Pension Simphification, While highliphting the achicvesnents the Administration aude
iy the first ters an peesion refonn - incloding esectmaent ol the Small Businesy Jobs Protection
Act which simpitied the ponsion system aind imade # cazier for empoyvers 1o set ap sed
mandein plas «« tie President could shalienge emplovers o make vse of wha wi've provided
e expaead covernge, particalarly o B and moderate-inennie workers for whom savings ig
Jintenh, Pids inchudes retining and aukimg defined bogefit plans more etfcesive for workers
wins ghange jobs; cstablishing detined comtribazion plang - including the sow SIMPLE TRAL
which can be extablished with 3 onc-pape fonn you do ot even have 1 send 16 the IKRS: helping
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warkers -- through matching contributions and education - use defined contiibation plans; and
helping workers with detined contribution plans better undersiand their fvesiment needs and
chaices, A relied chattenge would be to workers i {3} wderstand their retirement needs and
opportunities: {1} take advastage ef defined conbution plans where they are offered; and (il)
work with emiployers to make suee the dotlars eaplovers spend on pensions are speat fn ways
il are st in workers' interest, (Sefdman, Labor}

5. Equipping Peaple for the 215t Centory
i, Education

America Reads. To help parents, community teaders, and sducators across the country
make sure that sli children are reading independently by the end of the 3rd grsde, the President
has proposed the $2.75 billion "America Reads™ challenge. This challenge includes the Darents
43 First Teachers Chalienge Grant Fund! America's Reading Corps; & major expansion of Head
Start; and additional nrivate secior assistance. Tp facilitate this effory, the President has further
praposed (o dedicate at least half of new cellege work study {unds 16 communily service,
including 106,000 work study slots for reading wiors,

HOPE Scholarships, Last year, the Peesident propased 1o make 14 vesrs of education -
a1 feast two years of eollege -- the standard for all Amenicans. The President’s HOPE
Scholarship 1ax cut builds on his comprehonsive program to guarantee that a college education
iy both accessible and affordabie to all Americans a1 any time i thelr fife, B includes & 31,500
tax credit for collepe tuition, a $16,000 1ax deduction for all education and training, and Poli
Grant Scholarship increases for lower-income studonds,

Caollege Tax-Free Savings. The President could refer to boih the $1.000 tuition lux
deduction and the use oi IRAS for education expenses a5 two new ways for American funitics
w save Iax-frec for education. {Sperting)

School Construction.  Last July, the President announced an initiative designed 1o help
local communities and states rebuild the sution’s schools. The goat was 1w spend 35 billios over
four yewrs Lo spur $20 Bilien in schoal construction speading. The President mav be preparcd
to miroduce legislation within the next few weeks.

Bducziional Technology Inttintive. To ensase (il leachers and studems are as
cominriable with a compuiter as they are with the chatkboard. the President conddd propose the
fullowing: challenging Cengress 0 suppt the Adminisiration’s 32 billion Technology Lileragy
Chatienge Fund; asking for thy private secioe fa comunit 10 matehing ihe goverimient's
vestmient; sseill action by the FOU nz make wlecopnnanications aflordabie far our schouis;
arnd encouvaging reachers (o leans how o usa 1hese sew wols as well as parents and voluiteers
e piteh inoon NotDay, (Kalif)

g Grndde Teathers on the nterien, A sew cducatisnal technology iden g o challongs
ali fth grade twachers to beconme Hierate uas the Isternet by the sumuner of 1998, This will heip
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ta ensure that every 12-year old will be able (o log onto txe Inmernel. {Sperling)

Eseowive Ovder on 0.3 L eamning, The President could issog an Executive Order 1o all
(edural agencics instiucting them o doveluyp programs and policies that promoie -3 learning.
{Sperting)

" Armerics Rewds™ Collese Work Suudy Challenge. 1o the effort to seenat one million
volunfeers nationwide for the "Amerdica Ronds™ chatlenge, (he Prestdent has asked 20 college
presidents 1o plodge to dedicate o least balt of thelr new Work Stedy 51015 ta coliege students
who work as reading wors in public schools, This iniliative does not require any additional
furnding and will help thousands of young children jeam to read. We are currently trying to
determine the status of the coliege presidenty’ efforts. (NEQ)

Educauon Sundards. We fully sopport the prominence of Becretary Riley's and Bruce
Rued’s proposals for a reading test for 4th graders and 8 math test for 8th graders. {Sperting)

Compichion ol Sehool-ta-Work, Schoel-to-Work has alrcady successfulty enabled hais'a
mittion students from 1800 schools in 11 siates to prepare for mgh-skill, bigh-wage careers,
The Pregident can snnounce his intention, coained in the budget. 1o complete the phase-in of
schoal-fo-work in every state during the oext year. {Labor)

2. Worker Training

Skill Grants, The President should diseuss his proposz| 1o replace mmerous job training
programs with an integraled system that mintmizes red tape and maximzes individoal choice in
cach Jucal community. Unemployed and low-ingome workers would be able to got individual
SKill Granis to use as they choose for learning new skilis,

IExwension of Section 127, The President's budgel proposal contains an extension,
through the year 2000, ot section 127, the tax exclusion for employer-provided edugationsl
assistance. This program gives emplayees 3 fax break by allowing them 1o recaive educational’
assistance from thelr amployers without paving incone laxes on the expenditure, The
President's budget proposal also comtaing 8 10% tax credit for sinall businesses with gross
receipts of $10 mithaon or less shat provide educationa! assistance 10 workers, {Labor)

3 Techuntogy

Next Generstton nternet. The bsornot exemplifies why we need 1o invest i R&D, 113
oroating new cmtrepreneurial finos and huwdrods of thousands of highewage obs, and
wstablistung America as the tender in the Infornmtion ceonomy, Althongh the Tniernet s 0
soeusehidd annig day, govermnom invesiment in comper redworks hegan in 1989 more i
2% years apo. To canthne vestng iy our connomic futre. the Adminisirtion proposes i ils
hudge! 1o tevest $360 million over the next three vears in the Nest Geneation Inteeact -~ by
eonnecting universitivs sad incressing the speed of today's nlgraet by voe [rmdred 10 one
thensand times, {Kalb
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£, Bringing America Together: Community and Family
i. Welfare-to-Wark Initiatives

Yol Opoortunities Arcas Dsitiative. Recogaizing the special problams ol out-of-
sehoed voulh, especitdly ininner oity seighborhoads, the President's budget proposes $250
mithion per yoar in new compelitive geants concentrated in high paverty neighborhoads of
communitics o train and emiploy youtl in private gector jobs. {Labor}

Welturea10-Work Tax Credit. The President signed inte faw the Work Opporunity Tay
Credit ¢ WOTC) on August 20, 1996, which expands eligible businesses 10 include those who
ltire young adults Hving io EZ/ECs. Buiiding on the rew WOTC, the President hag pronosed a
ruw, wellare-1n-work tax oredit permitting employers to claim o 50% credit on the first 18,000
of wayer for Inng-term wellare recipients, to claim this credit for up @ two years, and o treal
ampioyer-provisied edueation, waining, health care, and dependent earg 45 wayes. The crarent
WOTC would also be expanded o cover adubis age 18+50 who are ne longer cligihie for food
stamps. These x incemives would supplement the President’s proposed $3 bitiion welfare-io-
work jobs wftistive. {Treasury}

Microlending. The Administitation could expand SBA's micreksan demonstration
progeam 1o assist more wellare recipients in obtaining the technical assistunce and capital
necessary to become seli-sufficient throuph starting a small enterprise a5 well as 1o assist micro-
enireprenesrs o hire those on public assistance, (SBAY

2 Family snd dedical Leave

FMLA Expansion. The fourth suniversary of the Prosident's signing of FMLA 15 the
drv atier the State of the Union, In Seprember, he sent to Capitol Hill 2 proposal 10 add 24
hawrs of addisional unpaid leave per vear (or a limited fist of gaira activities. including paceni-
teacher conferences and routine doctor visits for slder parents and clildren. There are aiso
proposals ta swerease the coverage of FMLA by fowening the threghold of covered companies
from those with 30 or more emplioyees to those whh 25 or more employees. This latter idea
could extend the law's coverage 10 10-13 miiion more peeple. The Preside cuuld reiterate fiix
support for his ntial proposal or tong e expanded idea. {Labor)

FivilA Vol Free Phone Number. On Jansary 21, CBS abed natiomaliv "A Chikiz
Wil A made-for-relovision movie (with @ eames sppaamnce by the Prosident) about FMLA'
semblive it e one Lanily. Pollowing the show, Q15 alved & 1 3second puliic serviee
sonuineensent of an 800 manbar {80093 FMLA L which the public coudd cail 1o access
mlormation about lhe FMLAL (hthe four bours (ollowing e mavie, over LI phone calls
werg made 10 the 80U nmber regarding FMILAL The President could potentially announye the
80T sunther agadn during is State of the Usion address, {Labor)

K £ mpninnly Devainpmans
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Community Reinvestment Act. The Administration reformed CRA regulations 1o
emphasize performance, not paperwork, and stood firm against efforts to eviscerate CRA.
During this Administration, nonprofit community groups estimate that the private sector has
piedged $96 billion going forward, whicl is more than two-thirds of all commilments made
since CRA's enactment in 1977. National banks supervised by the Office of the Comptroller of
the Currency made over $403 million in innovative community development investments in
1995, a 422% increase over 1992, leveraging an additional $1.6 billion in private and public
resources. And since 1993, hoem morigage lending to Atrican Americans increased by 70%,
lending 10 Hispanics is up nearly 48%, and lending in tow and moderate income neighborhoods
increased by over 25%, according 1o recent Home Mortgage Disclosure Act data, (Treasury)

Community Development Financial tnstitutions Fund (CDF1). Through grants, loans,
equity investiments, and technicat assistance, the CDFI Fund will help create a network of
community development financial institutions in distressed communities across the country. in
the Iirst round, 32 CDFIls received $37.2 millton. Another $13 million was awarded to 38
mainstream financial institutions for increasing their investment in community development,
The President's balanced budget proposal calls for over $1.6 bitlion for the CDF1 Fund.
(Treasury) . ’

Presidential Awards for Micro-Enterprise Development. Treasury has launched a new
Presidential Awards program for micro-enterprise development. which this fall will celebrate
innovative and outstanding programs that help empower low-income Americans. (Treasury)

Empowerment Zone Initiative: Round Two. The President could cite the successes of
the Empowerment Zone/Enterprise Community (iZZ/EC) initiative, and highlight the
Administration’s second round of EZ/ECs. The President has proposed a new tax incentive to
help spur the private sector to clean up and put back into productive use environmentally
contaminated properties in distressed communities, or Brownfields. This incentive, which costs
$2 billion over 7 years, is expected to leverage $10 billion in private sector cleanup investment,
and help clean up 30,000 Brownficlds sites. The new round of EZs and ECs will also include
over $1 billion in tax incentives, inctuding Brownfields, additional small business expensing,
private activity bonds, plus a 25% credit to all taxpayers who tnvest in venture capital fimds that
will invest in new and expanding businesses in low- and moderate-income communities. The
President could also note how applications and private co-investment in CDFEIs in the tirst round
was more than five times the amount of tunding available for federal co-investment -- and that's
why we're proposing increased federal co-mvestiment 1o meet he demand, (Treasury, Dimond)

4. Environment

Children's Environmental Health. To honor the President's August 1996 commitment (o
American families to provide expanded infonnation about toxic pollutants and 1o protect the
health of every American child from increasingly pervasive environmental threats, the
Administration could take twao rclated actions, First, Lhe President could issue an Excentive
Order on Children's Enviconmental Health, shich would recoguize and address the oftentimes
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graser impact that envirgnmental pailutants have upon the health of children, by comminting
the government 1o set bealth and safety standards tailored o protecting children and by,
coordinating arens where additional research is necessary, Sucond, the President could
challenpge Congress (o pass legisiation that would provide enhanced iabaling information w
assist families in makiog informed chotces about consumer products exposing children to wxic
chemicals, The NECand DIPC are currently working with several agencics on these possible
intiatives. {Holsiein)

3 Crime

Spectrum Allocation for Law Enforcement and Pablic Safety, Law enfbrecment nnd
guitlio satoty oflicials need additional specirom in the war against criime and for mpid responsces
o emergencies and disasters, The Administration bas identificd some speetram that would be
idval for their use, but has nol publicly announcad this. (Kalil)

i. intorastional Leadenship
i International Teade

Fast Vrack Anthority, This Adminisiration has a strong record of opening foreign
smavkets lor LS, usinesses, Through trade sgreemenis such as NAFTA, GATT/WTO, and the
LS. ~fapan Framework negotiations, exports have rizen by 34% supporting 1.4 million aew
she, We musi now seek, and Congeess should prant, fast track authority o initate sdditioal
“eade fibaralizing agreements. Gur goal is Lo remove all barriers 16 free trade throughout the
Wogtern Hoasisphere and APEC nations early in the next contury, {Treasury}

1, OTHER POLICY PROPOSALS
A Hudget

Fair Batanced Budget, One idea oo the budget front might be to sombine the goal of
buluncing the budget with a geal of ensuring that the poor do not bear the bront of the cuts. The
Prosiden: could propose that the Administraiion witl maintgin the vwin goals of a balaaced
budgul by 2602 and a poveny rate ceiling of perhaps 10 or 12 percent by 2002 a8 well, (Mazur

1. Servingy ol Retiremeny Security

Savings, Additienally, while the Administration wanls 10 encourage savigs. we limis
vensirihutions (o pension plang, and imoose o 1 5% suriny on excessive secumulations, We
shauld considor elinnnating the 153% surtnx. Further, snomalies in the wax oy ineaen ta the
combined ¢iTet o the penston surtay, the meome ax, ond the csate @ resulis 1 marginad ax
frre 10 exuess of YW (o wome individuals, These provisions especially disconrage savings by
the eldeily. (LA
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C. Tuxes

Taxpayer 13ill of Rights. The Administration has worked to provide targeted tax cuts,
stmplify the tax system, reduce papenvork burdens, protect taxpayers and improve the
operations of the IRS. We plan to enact incentives to invest in education, savings, family and
home ownership during this legislative session. While some advocate structoral tax reform, we
believe itis better to work with Congress to further simplify the current system, Already, we
have implemented the second Taxpayer Bill of Rights which strengthened the rights of all
taxpayers in their dealings with the 1RS {(could develop some examples here) and have plans to
introduce a third Taxpaver Bill of Rights during this next legislative session, (Treasury)

Tax Simplification. Currently, three-quarters of taxpayers have a tax form that could be
put on a postcard; the IRS could calculate their tax lability at negligible costs. While these
changes are little more than cosmetic, they could alter perceptions of the intrusiveness of the tax
system in individuals' lives. Treasury has prepared a number of low-gcost moditications to the
tax code which would simplify the process lor significant numbers of taxpayers. (CEA)

laheritance Taxes and the Step-up in Basis. One of the most significant distortions
associated with our tax system is the provision for the step-up in basts at death for purposes of
capital gains taxation. This provision is costly (roughly $30 biilion in foregone revenue in FY
1997) and leads to the "lock in" effect (the portfolios of elderly individuals are kept in their
estates). CEA raises the possibility of greatly reducing the estate tax in order to eliminate the
step-up in basis proavision. This proposal would require significant analysis. (CEA)

D. Warker Truining

Tax Incentives. The President could announce new tax incentives o induce employers
to subsidize training costs for dislocated workers. (CEA)

Training Nelwork on the Tnternet. The President could announce that the Department off
Delense, the Department of Labor, 20 of America's most advanced comipanies, community
colleges, and leading universities across the country are joining 1o creaie a Training Network on
the Internct that will make available for frec a catalugue of all of their training courses and
provide a plattform for making a host of ncw. ineractive training courses availabte conveniently
on the Intemet for a fee. (Dimond)

L. Technelogy

"Digital Laboratories of Democracy™. All over Ametica, local communitics are linding
new ways 1o sotve the chatlenges they face. For example, some cities are effering low-interest
rale morigages to police olficers who buy homes in distressed communitics. This increases
home-ownership among young police ofticers, adds a sense of stability and sceurity Lo the
neighborhiood, and altows officers to see signs of trouble before they become major problems.
Our challienge is 1o share ideas like this across America's local communities via a " Digital
I.boratory of Demacracy.” which would use new fivernet technologies 1o collect and
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disseminate the bost grasseoots sdens for selving the major challenges facing America today.
{Kalil

informution Soclety/Information Econgny. The President has talked about the
trunsition 10 an nformation society in gencral (orms, g he hag not tatked extensively abous the
range of ways in which these new techoologics can contribute (o our mations] goals, The
Piestdent couid direet his Cabinet (o report back Lo hum within 60 duys on a1 least five crestive
wavs in which they Intend to use information technology o corry out thelr mission more
eftectively und efficiently. This repost will be posted 1o the Tnierne! — so that we can gel the
bust icdeas rot only from the Cabinet, but froim the American peopte. One example of these
arentive eftorts is New York City's law enforecment officiale using compuiter-gencrated maps o
target resources to high-crime neighborhoods. Similarly, on the bealth care fromt, information
technelogy can extend quality care to rurat areas {Lelemedicing]), cut down en paperswork and
adwministrative costs {electronic claims), and allow people to make more inforimed decisions
{consuwser health information). (Kalil)

Children's Hospital Initiative. The Vice President bas been working on a private sectar
cornmitmient (o conpect at least one children's hospital in gach staie (o allow bed-ridden chitdren
o Interaey wads each other and with their teachers and olassmates, (Kahih)

Commercializing Environmenta! Technologies. The Rapid Cummercialization Inilintive
I8 an bueragency coopesative ventre - anueng Comneree, Energy, DOD, and EPA - tha
scerlerates the commercialization of mnovative environmental echoologies. The program
capitalizes on the 82 billion plus federal RAD fvestment in covironmenal rechnology by
conmecting the on-going fadersl environmental techinology programs together o bring
echnologies guickly to market. 1t is a key siep in developing 1he new technologies that will be
needed 10 meet continuing enviromnentsl challenges - such as those posed by global climate
change. {Commeree)

Bringing the Global Information Infrastruguire to All Americuns. Passage of the
Telecommunications Reform Act last year was a tremendous step forward in advancing the
promise of the Global iaformation Infrastructure (G, While implamentatia:r ot that
Tegislation will tead to increased competition, more choices for consumers, and new services
over the next geverst years, the Administration will continue 10 work with industry 10 ensur
shut all Ameoricons have access to the benefits of these technologies. We are already warking
ihrough the Tolecommumications and Information [nfrastruciure Assistance Program (TIHATP) o
sustre that the G can be used in meaninglid ways by those who have been traditionally
widerserved 10 our country, whether in the rural hills of Appalachia or urban core of South
Cemral Los Angeles, (Commeree)

E, Wolftre-tir-Work

Work Opportunity Tax Credit fov Mon-Profits. To assistUin the etiort 1o cremte new jobs
for those oy wellare who are hardest to employ. the President conld propose expangding ihe
WOTC so that non-prafit, privite sector erganizations that e cligible swelfare-1o-work
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participants can scll the $5,000 tax credit 1 forprofit firms and investors, This is an invesimen
i work snd opportunity that will pay rewirds to employers and investors and, more
importantly, to every person who is able to benefit from the rewards of a real puyeheck and the
dignity of work. This announcement would require amending the budget. {Dimond)

Americn's Ioh Vask Bepansion. Amwrics's Job Dok {AJBY IS the help-wanted page of
the 215t Centiiey - an Jilernet site that lists more than 600,000 jobs and allows jolrscekers to
search for approprinte positions. it fists fob openings from some of the nation's Sigpess
cinployers, imcluding 13M, and 15 one of the most visited sites on the Interacl, receiving
witlions of hits per monih. Job seekers do ot need 8 computer becsuse the Labor Depristimem
has wir agreement with community cotieges t have the site and is putting 1hem i all local
Employment Service offices. The Dresident could announce that A is expanding to also
inciude a skills-iraining scarch ceater so 1he public conld search for traming programs that i
their needs and speciically for Pollapproved programs. The AIB could aiso help to maich
welfare resipionts with jobs. Further, the President could challenge other larpe businesses 1o
follow IBM's example and Hs? their job openings on the Job Bank, (Labor)

Job Plucement. The President conld annouce that Manpower, the lucgest job placement
firns i1 (e voustry. has committed o apening innengily offices in major sities all aoress the
coumry; s snjor regailers and service praviders that hive entry-level workers arg foining w
help Hir trained workers who want 10 imove up 1 find new and better jobs throughout local
tabor markets, The President could then challenge other busincesses and private placement
agencies 1o follow sults if we want to captinue {o grow the cconamy with low inflation and
lower unemployment, the private sector must show the way in bettes conmecting job-seekers to
new iob openings. This does not cost anyong eise a job: instead, it provides gainful ;
employment, an-the-job-raining, and new camings and an increasingly productive warklorce tn
help spur demand and growth for s in every local region. (Dimond)

Sumnuer Jobs, The Mesiden: cauld encourage iocalities to target thelr summes jubs shols
o childien of wellare recinienis, This program gives participanis their st work experience
wind ranforees the skills they have leaened during the vear, {Labar)

LN Conpienity Bevefopmeani

Tax Inceniive for Baudty lovesimgnts in CDPLs. The President has proposed o new, 25%
tax credit for equity investments in CDFls, This 3100 midilon tax incentive is expected to
fovernge $400 miflion in private seclor nvestiment B community devetopment, {Troaswy)

Emmowerntan Comracting. Under the President's exccutive orders, businesses bidding
un feders! contracts will revcive centives o locate in cconomically disiressed greas,
PN . oyt
N HI

Pooling e Resale ol Conmity Developmeng Loans, Treasury and Commerce have
heyins aa effon 1o determine wheiher the govermuent €an hels pool compmuty developmom
hoans and reselt thont te privatg investors, s ativet recyaing a portion of avaiabie caphal ek
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into inner city summunity development, Just as we now have a tslly liquid secorsdary market
fur home mortgage loans, heiping make homeowership affordable for millions of Americans,
we should consider e possibilities Uiat o seeondary marke: {ovei in privaie placemenis) lor
community development loans would areate for communities tn need of capitl and fovestiven,
£Treasury)

Assisting the Unbanked. Last year. Congress ordered that aill foderal payments (except
lax ruftawds) be made cleciranically by 1999, However, there are approximately 10 million
Amgricans who receive Social Sceurity, veterans, or other government checks who do not have
bank aceounis and often rely on expensive check cashing services. Treasury is weighing
options o how to arrange for electronic Tunds transfor for these 10 million unhaanked. 1f we can
gol them into the banking systom for the first time, not ondy will it give them 2 more elficient
wiy to cash chocks and access other financial services, bt i may alse encourage people to save
and plan for their financial future. The Adminisiration will be working closely with the private
sector o cucourage financial mstitutions to develop innovative products that will hetp serve the
needs of these and the millions of other unbanked. (Ticasury)

Challunpg o the Non-Diepository Institutions. b the context of talking about our
community development/empowenment agenda, the President could ask the inancial services
regulators, Levill, Raines, Rudnin, and perhaps state secuniios and insurance regadatons 1o work
with the non-depository institution part of the industry 1o challenge them o find the sound
business nvesiments that are available in alf of pur communities. The President could ask thal
the group repost back 1o him by October 15 with recommendations on how to open these
antapped mackets 1o the 11 ranpe of fimmeial services. 1Twe are golng to do this, Bowever, il
needs it be carefully developed, and Rubin, Greenspan and Levitt need 4o be broughl on hoard,
Raines ardd Ludwig already like the idea. (BDimond, Scidman)

. Environment

“Parks 2000”, The “Parks 20007 conservation iniiiative harneases a range of community
and ¢ivic groups, corporations, the National Parks Foundation, state geveraments, and the
federal yovernment to upgrade our national parks and momnnents in both rural and urban areas
across the couniry. This effort could also include AmeriCarps, summer jobs srograms. and
youth organizations (o help restore the crown jewels of Americn’s naturad heritage. {Dorvai,
Med iy}

Protecting Communitics from Toxie Polhtion, Ag part of the Prosiden’s cosunitiment
10 protect eomumunitics from toxic pollution, the National Oeeanic and Aumospheric
Admibnisirgion (NOAAY Is committed 1o better dght-to-know for water guality - cstublishing s
rew nalional coastal watershed monitoring progean that will contingously mannor sites such ny
trrnshes mind regrention arcas and provide dain to redues the theeat of poliution. This will wark
i coninction witl inereased 2ftorts to nroteet the Great Lakes by working in parinership with
states asd comemuntities (o wedune (he Tlow of foxic substances nto the Great Lakes,
{{owwmeroy)

P U —

R

ik AR e e e 1 Mo wbosbma o s i e


http:n:llll1.ds

——

i —

b e e s ——

i Fasias i Burdon of Job Diglocation

fob Bislocaion Loans. The market is especially loathe 1o lend to individuals when they
e ynemplayed, As a resull, the President could propose providing government loans to the
unemploved. Loans to such people can be modelied afier our highly successlui studeni loans
(2. with an income-contingent option, gnd & write-odl after a cenain maximum period), It is
mperative that effective guaraniees of repayment be pul imo place -- through collateralization
of home equity, through the IRS, or, for rotired individuals, through direct deduction of
mayinenis from Soeisl Seeuity chiccks. (CEA)

Greater Plexibilite for IRA Use. The Administration could proposc thal we allow
anemploved individuals not only to willdraw cortain smounts without penalty, il 16 reinvest
thase tunds over three years following the unemployment episede. Greater Nexibility ol {RAs
would encotrage individoals 10 make greater use of themn, potentially increasing national
savings. while also promoting greater coonomic seourity, (CEA)

g Kl
. Crik

Tough Federal Eaforcement. During the second term, the Administration will continue
its strong anti-crime record. We will fight money faundering and other financial erimes both o
e and abroad 19 deny drug cartels what maticrs most -~ ticir profiss, in fhe Diture, narcotics
tesflickers will face tighter reporting restriciions on money remitters, blocked ussets, and fower
people willing te risk doing business with thern, They will also find it harder 1o mpon their
Hlicit shipments, Bui'ding an the success of Operation Hardline, which strengthened the
Soutliwest Border and increased tatal narcotics seizures by 29% last year, we will enhance our
narcofics inerdiction etiors across the rest of sur borders to stay a step shead of the traffickers.
(Freasury}

Gun Coutral and Ami-Temorism. ‘Freasury has taken innovative steps to preamnpt ilicht
sales of puits aivd explosives. Project Lead, o new software program, enables us 1o Ramify gun
trafficking palterns amd prosecute unawthorized dealers - especially those who self guns to kids,
Addidonally, the President eould cmphasize thas he wil! continuc 1o protect the Brady Law and
the Assaolt Weapons Ban from antaeks by special interests axd implement the Lacicaberg
Amendment which prohibits those whe comimit domestic violence crimes feom possesiing
hadguns, We are also actively studying the use of wagpants, or tracer elemenss, in explosive
nmaterials (o crack down on bombings and terrorist incidents. {Treasory]

i

. Inrernationgt 1rade

lulermationnl Financial Institutions, America’s globa! leadeship reaches buyond the
Sridy i 1o i international financial institutions it hetped to ereate, These insttutions, led
By Ui World Bank and IME, belp ensure a fair trading system, build new smokats, ol
sfepuand the globy) Dnancial system on which we alt depend, We must honor fully e funding
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commitments 1o these institutions, particularly where we have fallen behind, because it serves
otir pwh econornic sellvinterest to do so. The stabitity of the global economy s critically
important to L&, econuimie, pelitical and sccurity interesiz, and we need 10 engage and proviic
beadership in this arems, {Treasury)

Mexico. Mexico underscores the tmportance of the LS, renmining engaged globalty,
Two years ago, the President made a ¢ovrageous deciston to protect Aumierica’s ceonomic yd
national securily imterests by assisting Mexico during its Hauidity erisis. This week, Maxico
repaid the fingl installment of the loan - thice years abead of time, As » result of the
President's leadership, Mexico farestalled o prolonged recession, regained aceess 1o the
iternational capital markets and imported a record amount of American-made goods. ia
adkdition, his actions produced a profit for American taxpayers of $580 million and a
gorresponding decrease in the budget deficit, (Treasury)

Hoosung Small Busimess Exponts. Hecause most of our futuse job growth lies with
sruall business, the nends of small business exporiers are critienl, Currenily, only 12 percent of
UL, s businesses export, Our goal §s 10 double this number over die next 5-10 years,
Commerce, SBA, and Ex-lm have broupht federat rade promotion and finance programs
topether in g nationwide nctwork of 17 one-stop U.S. Expornt Assistance Centers to make them
more casily accessibie to the small business communily. The Administration is stresmbhining
government irade finance programs that assist small exporters 1o fulfil their export potential
and is developing innovating aew trade finance mechanisms, such as SBA's Export Express
program, to reach more small businesses and lenders. {(Commurce, SBA)

Promoting Free and Fair Trade, The Deparement of Commerce has developed a new
initiative by creating a Trade Compliance Center. Using the Internet o provide information and
guvernment assistance directly W businesses, this new Trade Compliance Center will help
American busingss gain maximam advantage from the 200 trade agreements mngd declarations
successTully concluded over the past four vears, The Center wili not enivexpand thy
guverpment’s ability to successfully open forcign markets, it will zlso increase our ability
assist U8, business in resolving trade disputes, and increase the deterrence value of UK, irade
snloreemant efforts, The Trade Compliance Center demongtrates this Administration’s
continiing commitment (e ensuring that foreign governments fully live up o their obligations
wider ernglionsdt low and veaty, (Commeree)

Fraiting Bribeev 1o Lovel the Ulaying Fioid for Our Conpanics Overseas. The
Adminisiration has lod the charge ngainst eikery and corruption overseas on several fronts, and
wear the pow yesr w¢ have made signiiioant propress. We will continge 10 waork (oward
Boplooniation of the fiest bomisphoric agreement eriimdnabizing bribery in all countries and
sunishing foreign enitios whe whe part i cormupiion, Comineree}

£ St Business Cirouth

ACE-Net. Only several thousand Hrms receive ventare capital each vearn, lenving many
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cutreprencurs in desperate need of capital to grow their small businesses. The Administration,
led by SBA and other agencies, has developed the ACE-Net system (the Angel Capital
lectironic Network) on the Internet linking small businesses seeking venture capital with
"angel” investors. (SBA)

Lxpanded Capital Access tor Underserved Populations. In October 1996, the President
arnmounced the nationwide expansion of SBA's Women's Prequalification Pilot Loan program,
which "prequalifies” certain women business owners for partially-guarantecd loans, The
President could announce that he simiarly plans to expand the Minority Prequalification Pilot
Loan program nationwide from the 16 sites where it is currently available. (SBA)

Contracting Agreement with the 13ig Three. Consistent with cfforts to forge public-
private parinerships, Adininistrator Lader will shortly sign a Memorandum of Understanding
with the Big Three automakers -- Ford, Chrysler, and General Motors -- to initiate a program
expanding opportunities for minority-owned companies as suppliers and contractors to the large
companies that are the traditional supplicrs of steel, plastic, glass, and other raw materials
purchased by the automakers. As many as 5,000 minority-owned companies. including many
firms in SBA's 8(a) program, will benefit trom this initiative. (SBA)

Access to Business Education and T'raining. The Administration can assist more
aspiring entrepreneurs by expanding the number of 3B A's Oue Stop Capital Shops, Women's
Business Centers, and Microlean intermediaries across the country. (SBA)

M. Heaulth

Long Term Care. While most of the discussion of the aged has {ocused on Social
Sccurity and Medicare, long term care remains a difficult problem as well. The President could
call for further improvements in the market for long tenn care insurance, including further
incentives for individuals 1o purchase such insurance, such as providing asscl protection, (CEA)

31 Billion Award for Eradicating HIV-AIDS. Unlike the historic "big government"
projects of the industrial era -- FDR's Manhattan Project or JFK's effort through NASA 10 race
the Soviets to the moon -- this ceuld be the first reward of this new age of discovery and
renewal. It will challenge enterprising scientists, researchers, immunologists and bio-techies,
universities and medical rescarch centers. and private investment. venture capital and lirms to
enter a noble competition to invemt, produce and deploy a sulticient guantity of etfective
vaceine to end the HMIV-AIDS eptdemic in the U.S. The reinvented role of 1he federal
sovernment is also clear in this new venture: to assure the essential economic and market
incentives (the prize) and regulatory canditions (FDA review, indemnification procedures) that
make this competivon passible; 1o support extending the frontiers of science in the process
(NIH funding, catalyzing venture capital and firm investiment, focusing attention); and Lo
develop and implement the most etficient public health immunization program (CDC) to assure
that HIV-AIDS will be eradicated once effective vaccines are discovered and produced.
{Dimond)
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N. Compliance with Lahor Regulations

Garment Initiative Next Steps. On August 2, the President announced, with garment
CEOs, unions and non-governmental organizations, an Apparel Industry Partnership that would
get back to him within six months {February 2, 1997) with recommendations on how to assuic
conswmers that their goods are made in compliance with minimum wage and child labor laws.
Tlrat group is meeting January 23 to finalize their reccommendations 1o the President. 1 they are
able to finish their recommendations in time, he could announce that they met his challenge and
describe the next steps. (Labor)

Internet Employment [Law Assistance. The President could announce that the Labor
Departiment is moving its customer service {unction into the 21st Century by providing “expert
systems" -- E-LAWS -- on the Depariment's Internet homepage. This service would inform
workers and small business owners about their rights and responsibilities under Department of
Labor regulations and statutes while also helping to increase compliance by employers as well
as free-up resources tor the Department to increase its enforcement efforts tn areas of more
serious non-compliance. (Labor) '

0. Corporate Citizenship

Ron Brown Award. Last spring, the President announced the establishment of the Ron
Brown Corporate Leadership Award to commemorate the outstanding public service of the late
Sceretary of Commerce and to celebrate those businesses that are most committed 1w ensuring
(hat the workplace is family- and worker-lriendly. {Commerce)

P. Privatization

To underscore the end of the era of big government, the Administration may seek
opportunitics to privatize various assets or services the government no longer needs toprovide.
Together with OMB, Treasury can develop a list of likely privatization projects tor inclusion in
the State of the Union. (Treasury)

Q. Natrral Disusters

National Mitigation Strategy. Qver the past four years, in the tace of serious challenge.
the Administration, particularly through FEMA, has built an extremely impressive record in the
area of natural disaster response and rebuilding, But at the same time, this has been terribly
expensive -- for individuals, busincsses, local economies, the federal government, and the
insuranze industry, FEMA has been trying to move communities toward a strategy that will
make them more disaster-resistant, and has put out a national mitigation strategy o help in this
eltort. ‘I'he idea is that communities themselves should understand that it is nol in their interest
10 over-develop fragite (or flood-prone) lands or 1o allow shoddy consuuction where proper
building methods aren't all that much more expensive. Communities also need to take natural
hiteards risk into account as they site and build public buildings and infrastruciure.




it uppears that the budges will, Tor the fisst tme, include money for pre-disaster
mitigation. The President could make a big difference in both how Direelor Wilt's eftonts arc
purceived and whai happens on (e ground by combining praise for what we have done on
response and recovery with a call for commuonities 1o kelp themselves by making themselves
niore disaster-resistant - before disaster sirikes, (Seidman)
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October 3G, 1997

MEMORANDUM FOR GENE SPERLING
FROMV: NEC Staff

SUBJECT: Potential New Policy Initiatives: Some Preliminary Ideas

This memorandum is a preliminary list of new policy initiatives for possible consideration for the
FY9% budget process and the State of the Unilon, We have tried to provide a fairly detailed
description of each initiative, including its objectives, current status, likely budgetary impact,
pros and cons, and suggested next steps. We will continue to refine this document, adding
several more initiatives and providing greater detail to those discussed herein.

Absent are a few of the larger policy items which will require separate memoranda, such as
entitlement reform.

Maost af the initiatives discussed befow fall under the theme of giving all Americans the toals
they need io succeed in the new economy in that they largely focus on education, training, and
communily empowerment. bviously, a number of these initiatives are only in the formative
stage.

There are also three attachments o this memo covering three of the specific policy proposals
discussed below: {1} a proposal for the development of high-quality instructional software for the
Learning on Demand initiative; (2} an “information society” initiative which uses technology ©
improve people’s guality of life; and (3} child care proposals.

6th GRADE MENTORING INITIATIVE

The NEC has undertaken o lengthy policy process, and recently beid n principals mecting, on an
initiative 1o reach out to low-income children by the seventh grade in order 1o {1) make them
aware of financial aid for college, and (2} provide intensive and sustained mentoring and
academic support through high school graduation.

At & recent principals meeting, there was general support for the concept of pursuing thesc goals
through strong partnerships between colleges and high-poverty schools, Consultations with the
education community have begun, and 2 decision memo will be finalized socon. An
announcement could be made in the State of the Union.



HISPANIC EDUCATION ACTION PLAN

At the President’s request, the NEC has developed an actton plan to improve educational
opportunities for Hispanic Americans {or limited-English proficient students generally). The
current draft plan, based on input from the Hispanic Caucus and constituency groups, includes a
number of administrative actions that agencies will take, as well as possible targeted investments.
The plarr would be released along with a report from a pancl of researchers that were named by
Secretary Riley last year to look into the Hispanic dropout problem,

IT'S NEVER TOO LATE TO GRAD-U-ATE

"The National Adult Literacy Survey, carried out in 1993 by ED/NCES, found that over 20
milion adults were in the lowest lovel of basic skills. Far these adulis -~ many of whom are
working at low paying jobs, have children, or are trving 1o get off public assistance - Goals 2000
and sehovol-to-work come 100 late and Hope Scholarships are out of their reach.

This initiative would commit resources to programs that help adults carn their high school
equivalency certificate, leam English, and/or learn basic skills. These are the credentials that
allow them to take advantage of college aid, ete. {This would probably involve funding for Adult
Education, possibly Even Start, as well as research and development in the area of adult literacy.)_)

J——

Pros: . Broad, positive goal that will help specific populations that tend (o be low-
incame and mmority.
. Addresses the needs of immigrants (Hispanic in particular), especially the
huge need for English classes.
’ Addresses the needs of the former welfare population.
Cops: . Not seen a5 a Wsu& - gven though it is.

DOUBLE PELL GRANT FOR HARD WORK ARND HIGH SKILLS

This initintive would double the Pell Grant for students who take # college prep curriculum in
high school and are in the top 10 percent of their high school graduating class. This rewards
students for merit, but by basing the award on Peli, i1 remains a means-tested schotarship, The
most fursding would go to students at the highest poverty schools (where more students are
eligible for farge Pell Grants). This would replace tw Presidenual Honors Scholurship proposal
that has been included in recent Administration budgets, but which has not sparked any interest
from the interest groups nor from Congress,

Prog: . Fits into theme of standards, accountability, personad responsibility.
. Cost should not be high because it is just the top 10% and 1hose already
~ e . Y
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eligible for Pell.
» Gives schools one more reason to improve their curriculurn, and gives
students a reason to take the tough classes.

Cong: * Might create specter of Federal government deciding whatis oris not a
“college prep” curriculum. (The proposal could leave that up to the
school, but there mught still be a fear of Federal intrusion).

CLIMATE CHANGE

35 Billion Climate Change Package. The President has commitied to a 35 billion package over
five years for tax incentives and R&D {o promote low-carbon technologies. The Treasury x
Department is already working en a possible package of tax incentives fo be included in the FY

1999 budget, and DOE has a proposal on the expenditure side,

We need fo make the fpllowing decisions:

. Year-by-year total funding level

. Split between spending and tax incentives
. Composition of tax incentives

. Composition of spending

* Pay-fors for the tax incentives

Because of the inter-relationships between these decisions, it may make mast sense to have the
NEC chair a staff-level working group that would include OMB (1)), Treasury {Sholtz and
Gruber}), EPA (Doniger and Gardner), DOE (Mazur, Reicher, and Romm), CEA (Frankel}, and
any other interested parties.

Our proposed schedule would be:

Working proup moetings Early November ~ |

Draft proposal discuszed with Sperling and other principals November 13 I R, u('\ ?*"\)”“
Options refined November 14-21 e
Principals mecting, H necessary November 24 _;

Memo o the POTUS November 26 '

]
This schedule is intended o provide enough time o include the proposals in the FY 1999 budget.
Boan and Kyoto, We face a serics of ussentially diplomatic questions - how to build a coalition
in favor of an approach that is aceeptable to us -- which will need to be discussed in oversight

mrectings and elsewhere, Bt the issucs are not of a fiscal or domestic policy nature, and
thergfore they do net scent to play dircetly into the budget or the State of the Union.

3
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Federal Energy Management. DOE i taking the lead on developing an Executive Order, as
well g5 other componenis of a Federal energy management initiative, T hev are working with
OMB, CEQ, DOD, and other relevant agencies,

LEARNING ON DEMAND

This tnitiative that would accelerate the development of a market for “anytime, anywhere”
computer-based education and training for adults. Although the Administration has an
aggressive strategy for improving K-12 education through the use of technology, we currently
have no counterpart initimtive for higher education and aduelt training. We think that It makes
sense 10 explore such an initiative, particularly given {a) the growing number of adults who
would like to acquire additional skills, but find it difficult to attend traditional campus-based
classes; and (b) the increased household penetration of personal computers, the Internet, and
other technologics.

To date, the NEC has held two inter-agency meetings. All of the agencies involved have been
enthusiastic; DPC has also been supportive, Below is a status of the specific items in the
initiative and a rough sense of the potential budgetary impact.

ing that may exist in current financial aid laws. No

Ixé TG .

doliaz‘s szohfcd Edu{:azwn sull eV i{:wzng it context of HEA reauthorization; not prepared to
make recommendations at this time. Education is moving towards granting experimental status
to the Western Governors University {Roemer's projoct).

G, ) L‘f

1o Sy quality in 1rg through grants to consortia o
mdustry, Bmve{sit:es labor unions, an{i &(}izwar‘e develogm’s pamcularly in areas such as basic
and remedial skills, We have proposed a new $75 million program in this area (see atmchmcm
413, . | /
Make the povernment a cutting-edge wser of technolouy-based training. Defense Department is
prepared to take the lead on this and will actually have their first public workshop on November'
3. This can prebably be done within existing budgets,

Invest in longer-term R&D o improve the “state~o{-the-art” for learning software and to conduct
cvaluation. OSTP should have fisal recommendations i o week, NS s prepared to fund much
of what we want if thoy pet the increase thoy asked for,

Expand “America’s Training and Education Network™ so that firms and workers can easily
discover iraining that meets thelr needs. Labor has a detatled proposal that builds on their "one-
stop” funding. They could use an additional $5 million.

Target the “working poor” technology- sarcer_developime



wh s

Labsor is still working on a proposal; they say that this may overlap with a “welfare to work”
initiative.

Encouragg dissemination of federally-sponsored computer-based training. Labor prepared to do

this as well within existing budgets.

Next steps. This could definitely be ready by the State of the Union or soon after the budpet roll-
out. The major prece that needs to be decided is the level of funding for a program that is
essentiatly a “challenge grant™ for higher education/training software. Kalil would rcc(}mmcnd
puiting the whole program at Education, although one could put the higher ¢d part
and the training portion at Labor.

TEACHER TRAINING FOR TECHNOLOGY

Almost all press and expert analysis of the President’s Educational{echnology Initiative

concludes that teacher training is critical to the success of the program™¥he President has also

expressed an interest in doing more in this area,
After talking with a number of leaders in the field, we have come to the following conclusions:

. Trying to provide meaningful in-service training to all teachers would be prohibitively
expensive. Assuming a cost of $3,000/teacher for two weeks of instruction and 2.5

million teachers - the total cost would be $7.5 billion. Alse, it is n"m)iear that the
infrastructure is in place to do this kind of training.

. Picking a grade (e.g., all 6th graders) would be seen as ashiirary

» It makes more sense to focus M since two millien new teachers will be
enterng the workforce next ten years. Obviously, we could do both {new
teachers, existing teacher work{orce), howeVer: atwe will get more

leverage from focusing on the new teachers a5 the national goal,

. Teaching teachers the mechanics of using technology 18 necessary, but not sufficient.
The more important part -- and the harder part - is curriculum integration and the new
styles of tcaching and lcarning that arc enabled by technology {e.g., praject-based
learning). Therefore, any new initiative we launch in this arca should address buth the
“content” and teacher training together.

. 1t rakes sense o build on our existing programs {e.g.. TLCE, innovation geants) as
oppeseid (o slarting new programs.

Option §: Expand Innovation Grants by $150 million/pear « make sure that all new teachers

5



-

-

are ready to teach using technology in four years

$150 mullion expansion of innovation grants - targeled to professional development, schools of
education, and curriculum integration. Unlike current challenge grant program, this would be
more targeted and strategic. This would require a change in the enabling legislation,

A. $£100 million would go to two-year, (average) $500,000/year grants to schools of
educution. Over four years, this would give grants to 400 schools -~ a large fraction of
the accredited teachers colleges. Schools of education could use funds to:

-

-

-

Acquire necessary technology infrastructure

L=stablish partnerships with local school districts to ensure that student-teachers
have the opportunity to use technology during internships

Provide training and stafl development for faculty

These grants would require matching funds from non-federal sources (the university, the private
sector, states, foundations} and a technology plan from school of education,

B. $£30 million would go to fund curriculum integration and other projects that will have a
national impact. For example “virtusl departments” focused on curriculum integration in
a particuiar discipline {¢.g., math, gcience, reading}. Virtual departments would:

e

r

P

.

-

Be composed of schools of education, university professors, and professional
societies -- with private sector partners;
Develop and disseminate instructional materiai that explains how teachers in

" particular subjects can use technology effectively to support learning objectives;

Evaluate existing commercial software, and help define user requirements for new
software;

Serve as a focal point lor increasing the quantity, guality, and orgamzation of
networked resources i g particular subject;

Manage online netwerks 1o providing on-going support for teachers in a particular
subject.

Option 2: Direct the states to spend the increase in the TLCF on teacher training — increase
TLOCF to 3600 million.

The Technology Literacy Challenge Fund is cuorrently budgeted to increase from $425 million in
our FY9E request o $500 million in FY99. We could increase TLCF 1o $600 miikion, and direct
the states to invest at least 173 of their TLCF allocation ($200 million) 10 teacher training.
Although this would attach some strings 1o what has been a formula program, this is not an
unreasonable request. Experts beliove that spending about a third of wtal ed tech budgets on
profissions] development makes sense.



What could states do with the $200 million if they spent if on teacher training? Assume that:

v Cost of two-week summer institute is roughly $3,000 per teacher.

. Non-federal (states plus private sector) match dollar for dollar.

’ This trains more than 130,000 teachers per year, or more than four pereent of the waching
workforce per vear (assuming 3 million teachers).

» Over three vears, one in every seven Kachers is trained -« making a “train the trainers”
scenario hikely.

. Note that we could do even more if teachers were willing to wave their right 1o 2 stipend.

Of the 83,000 cost for zgfl‘\;é weex summer mstitutd -~ $2,000 15 the teacher salary cost.

Next steps, We will have a more detailed proposal by the end of next week (November 7).,
Obviously, we need to work elosely on this with DPC, Education, and OVP. Kalil would
recommend {a) transmitiing the proposal to Mike Smith, Mike Cohen, Don Gips, and OMB; and

(b) convening a meeting at whatever fevel you feel is appropriate, @
2e ey

OVERALL R&D FUNDING

General Conclusions

¢ entire R&D budget, we should at least protect university-based
R&LD. University-based R&D has a high return on investment because: it is focused on the jong-
term R&D that industry will not do; tech transfer ocours through people (graduaies leave and

start new companies); and resulls are widely diffused because they are published.

Of the $75 billionin FY98 R&D budget, only $13.3 billion was university-baged R&D. Top

performers were: NIH (§7.5 billion); NSF (81,96 billion); Dol (81.34 billion); NASA (8800
million); and Energy (3600 million).

Of these budrets, Kalil belicves it 13 most important @ focus on NSF and RoD basic resgarch, for

a number of reagons, including,

¢ Congress always increases the NIH budget by more than the Adnunistration’s
request;

. Kalil assumes that the increase in funding for climate change research will result
i an increase in Brergy support for university research;

. NSF and Dol fund hasic rescarch across a number of important disciplines; and

. NSF would use 4 subsiantial portion of their increase to fund Presidential

priorities, such as Next Generation Internet, research on educational technology,
and a new research indtistive called Knowledge and Disiributed Intelligence.

I.ast year OMB made a decision that NSF couldn’t grow faster than NIH. Kalil thinks this neads

7



ta be revisited -- given that NIH is so much larger than NSF - and NSF covers a very wide range
of basic research.

- )  develoning proposs j  There 2 are aii sorts of cx{:xtmg new
Areas where: adéz:wnai R&{) ceaid be d{}:w, sw;:k as ﬂ:ncfro;za! genomics (using the results of the
Human Genome Project o solve specific diseases) and nanotechnology {manutacturing at the
molecular level). However, agencies are refuctant (o propose new ideas in the current budget
environment becausc they pereetve the budge! ta be a “zero-sum’™ game. A pot of money for
FY2000 would create incentives for agencics to be bold and imaginative,

Specific Issues

ora crnet: Kalil would like (o muke NG I 4 ﬁve—ycar imitiative as opposed to a
{i‘zz‘ca«year initiative -- and make sure that the money is “new.” Last year, some of the agencies
were not given any additional funding for NGI and merely relabelled exasting funds as “NGL”

Puabuse: Dol usually underfunds certain dual-use programs such as flat-paned displays and
advanced lithography -~ the tools used 10 make computer chips. Currently, the 1.8, has only 10
pereent of the market for lithography; it 1s imporiont that we maintain investment in this arca 1o
catch up.

Next stepy. Kalil can provide more detatled information on this, and plans to work with O8TP
and OVP, Podesta is also interested in gefting a more detailed write-up,

INFORMATION SOCIETY

The idea behind this inihiative is o promote different applications of information technology
{c.g., improving the quality of life for people with disabilities, digital librarics, a user-friendly,
on-fine government, etc.}). Part of this would also invelve additional social seience research ony
the impacte of information technology.

This idea has been discussed in our ielecom working group, but would obviously need the

participation of a much broader group of agencies. A longer memo {attachment #2) on this 1s
attached, but Kalil will continue to refing this proposal.

ONE-YEAR CAMPAIGN ON IIGUHER EDUCATION ACCESS

At some pointin the next several months, President Clinton could kick off o one-year campaign
to inform every family in America about the new higher education tax and grant ingentives. The
NEC is currently working on a detaited plan with the Treasury and Education departments.

8



The goal of this campaign would be: to heighten public awareness of new tax and grani
incentives 1o pursue higher education; to drive home the message that higher education is now
truly accessible o everyone who wants to pursue it; and {o reiterate that higher education is the
key to higher earnings over a hifetime.

Timine:
. Treasury will be releasing regulations and guidelines in coming months.
. Tax breaks, Hope Scholarship snd deductions {or past-four years will be avaxiabie when

people file their 1998 tax forms in April 1999 for college or classes attgnded 1 1998,
. Higher Pell grants will be available beginning in Plscal Year 1998,

Proposal:

. Announce a year-long campaign to highlight the increased accessibility of higher
education ard the life-long benefits of higher education.

. Follow-through with extenstve effort by White House, Education and Treasury 1o make
puhlic aware of new incentives to pursue higher education through such avenues as:

Developing plain-English parents’ guides with basic Q&A to the new tax
meentives and the array of new benefits that make it easier to attend college (e.g.,
{_ere generous Pell grants, improved student loans).

Targeting information carapaign at those NOT already planning on going to

college (e.g.. low-income families, people looking to imiprove or change careers).

= Mounting public awareness effort toward the end of this year t¢ ensure that
parents understand that only tuition paid in calendar year 1998 will he eligible for
1ax relief.

- Conducting events when Treasury or Education release any information about
new benofits,

- Hosting conference with financiad aid officers and student loan groups to ensure
that tax incentives are used widely and do not simply replace financial aid offered
by collepes.

e Holding press conference with student newspapers 1o broaden awareness of new
tax incentives and grants to make college more affordable.

ECONOMIC EMPOWERMENT/URBAN INITIATIVES

Housing Portabifity/Chodce. The package could include the following elements, among others:

[} Provide $20 million s the FY 1996 budg:,u 1o increase the number of Regional

Opportumiy Counseling sibes: ROC program, public housing

&
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authorities pariner with nonprofits to provide counseling to Section 8 certificate and
voucher helders, to ensure that they are aware of the full range of housing options. When
Section 8 {amilies are ready 10 move, they tend to search for housing in areas similar, and
in close physical proximity, to thelr original high-poverty neighborhoods,

Encourage the use of exception rents {i.¢., up to 120 percent of the “fair market rent™y as a
tool for opening up more expensive suburban housing markets.

Eliminate obstacles to portability of Section 8 vouchers,

Support voluntary efioris to establish and maintain integrated communities, through, for
example, pro~-integration mortgage loan funds.

Reduce racial disparities in mortgage loan denial rates through a partnesship with the
mortgage and real estate industries.

Expand the number of Homeownership Zones from six 1o about 20 (7). HUD provided
510 million in FY 97 and has requested an additional 350 million for FY 99. A major
purpose of the program is to facilitate construction of large, single-family developments
designed 1o atiract stable, middle-income families to, and retain them within, central
cities.

Implement Homeownership Vouchers. This initiative, already proposed in the
Administration’s public housing reform legislation, would allow recipients of Section 8
tenant-based assistance to use thelr vouchers and certificates for mortgage payments,
rather than strictly for rent,

HUD submitted these proposals as part of the cconomic empowerment group process; Parker is
following up with them in the hope of getting the housing choice and {air lending (see below)
packages in shape to be unveiled at a December race inihative event.

Discuss with Gene: Already done, follow-up discussion possible
Principals meeting: Probably not needed
Diecaston memo to President: May not be needed; if so, week of November 17

Urban Intercity Bus Facilities Redevelopment. A provision in NEXTEA would make intercity
bus factlities eligible for Surface Transportation Program doilars; this item is in the Senate
legistation but not the House bill, According to Transportation, these NEXTEA funds would
largely be devoted to bus terminals which are publicly-owned intermodal conters (where
individuals transfer from one mode 1o another) and have already received Federal and/or State

1
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funding, These are generally located 1n major metropolitan areas.

The Department of Transportation preposes to, in addition, make available approximately $50
mithon in 'grants and loans to spur redevelopment of bus terminals in smaller, older urban areas
and in rural regions. Attracting private investment (1.¢., in refas] establishmentg) in and around
the facilities would be an integral pan of the redevelopment cfforts.

Discuss with Gene; Week of November 140

Chitdhood Lead Poisoning Prevention Bonas Program. Under this performance-based
program, communities would receive bonuses for reducing childhood blood lead levels -- the
mitiative would be targeted to communities with a high prevalence of elevated blood lead levels
in children. The program might also reward communities for progress with regard to other home
health hazards such as rat infesiation. This initiative would create jobs in the lead hazard
evaluation and control field, as well as addressing a grave threat to children’s health.

Provide Additional Funds for Job-creating Projects in Urbun Areas. The Administration
would reguest new Economic Development Administration (EDA) funding dedicated to
infrastructure and other projects that will stimulate private sector job creation in especially
distressed urban areas,

Capital Access Program. This would be a national piket program under Treasury’s CDFI Fund
to test a model that has proven effective at the State level. The program, rather than providing
loan guarantees, would match loan insurance premioms put up by the borrower. This propaosal is
apparently in Treasury’s FY 99 budget request.

Ease Tax Code Constraints for Public-Private Infrasiructure Development,

. Raise the current ¢ap on “private benefit” from tax exernpt debt {e.g., from 10 o
20 percent); and
* ticrease the cap on transportation bond proceeds usable for non-transit purposes

from 3 to 24 percent.

These two proposals are inteaded to stimulate retai! and other spinofl development from transit
projects.

Discuss wath Gene: Week of Kovember 10

Residential Historic Rehabilitation Tax Credif. Establish a tax credit similar to the 20 pereent
commercial rehabilitation credit for renovation of owner-occupied homes in disadvantaged inner-
city historic districts, The provision should be tightly targeted, with the goal of stimulating the
purchase and rchab of homes in distressed urban areas, rather than subsidizing home
improvements lor individualg residing in middle and upper-income neighborhoods. This
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proposal 15 still in the preliminary stage.

Fair Lending/Fair Housing Initiative, This inttiative could include:

1) An examination of the impact of ¢redit scoring and rigk-based pricing on the axailability
of gredit/capital 1o lnwwer-income. and minerity individuals,

23 The banking regulators could also issue guidance on certain key credit scoring issues and,
possibly, on risk-based pricing;

3} A Presidential call to the FIMC and the Federal Reserve to obtain more data on reasons
for home morigage loan denials (OCC and OTS already colleet such information};

43 Collection of race and itncome data as part of the Equal Credit Opportunity Act/CRA
small business and small farm lending reporting requirement;

5) Strengthening civil penallies for lenders who violate the Fair Housing Act;

6} A Presidential request 1o the Governmenti-Sponsored Enterprises (GSEs -« Fannie Mae
and Freddie Mac) to retain fean deninl data for further analysis of lending patterns; and

73 Explore pre-application fair lending testing, as well as application testing of non-
regulated lenders (regulators have aceess to the data of lenders that fall under their
jurisdiction and are thus belter able o detect discrimination after the fact).

Michael Barr is leading an interagency fair lending working group which has made considerable
progress developing this package. Paul Weinstein and Parker have asked him to finalize the
proposals by the beginning of December if possible (see above), This would have little or no
budgetary 1mpact.

Discuss with Gene: Week of November 10
Principals meeting: if needed, week of November 17
Decigion memo to President: May not be needed; if needed, by November 21

Voluuntary CRA-type Provisions for Ner-Bank Financial Institutions. (iven that an increasing
percemtage of financial services business is now in the hands of institutions other than banks
{e.g., mortgage and other finance companies, mutual funds and insurance companies), it is
appropriate and necessary o explore methads of extending CRA principles to these entities, on at
least a voluntary basis, Caulion 18 required in this ares, since the issue 15 a political mineficld,
Secretury Rubin, for cxample, is apparently wary of action in this direction. This too would have
little or no budgetary impact.

Piscuss with Gene: Week of November 16
Principals meeting: Week of November 24

Voluntary Agreenent by Private Sector Vendars to Allow Targeted Entities {o.5., providing
Jobs, training or other yervices) in Distresseid Arcax te Purchase from the GSA Scheduales. An
informal estimate by (GSA suggests that entitics such as small businesses and community
development corporations in distressed arcas could realize savings of 13 10 30 percent on
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information technology and communications items by purchasing from the GSA schedules.

Discuss with Gene: Week of Navember 17

PENSIONS

Stmplified defined benefit plan. Ellen Seidman’s pengion working group has spent several
months developing a simplified defined benefit plan for small businesses, based on the SAFE
plan proposed by the Amgerican Society of Pension Actuaries (ASPA). The group was, however,
unable to reach a consensus (Treasury opposes, for what Parker views as legitimate reasons, even
the modified version crafted by the group). Ellen began an options memo for principals which
Parker will complete shortly.

Discuss with Gene: Weck of Mavember 10
Circulate proposal Week of November 17
Principals meeting: Week of November 24
CHILD CARE

See attachment #3,

PAID FAMILY LEAVE

This policy proposal would provide financial support to help parents stay home with their
newborn babies and get them off 16 a good start. This idea has not yet been discussed outside of
the NEC. The initiative 13 designed to strengthen our 0-3 agenda, and would:

" Build on the foundation the President has laid: The President pushed and signed the
Family Leave law (o ensure that parents stayed home after a baby was born would not
lose their jobs. The law has been a success, but as the First Lady pointed out last week at
the Child Care Conference, “iU’s hard to argue 1U's o realistic choice when it’s unpaid.”
The early childhood cenference laid the inteflectual basts and added urgency for
additional action, {MNote: Emipleyer provided paid family leave is extremely rare,
According 1o the latest 318 benefit survey, only 2% of enmployees at large, medivm, and
small-sized companies are eligibie for paid family leave)

. Complement Child Care Initintive: This proposal wonld go hand in hand with our child
care proposals resulting in a two-pronged approachs to heip parents do vight by ther kxds,
The child care initiatives are solid, but alone they are open 1o the charge that nothing is
being done 1o help parents who want to stay home. In an excerpt from an AP story last
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week, the first lady made this point; “the first lady said any program for improving child
care should include help {or stay-at-home moms. ‘We don't do a very good job in this
country, despite our rhetoric about farnily values, to create work and family situsttons
that permit more families to make the choice that they think s right for them,’ she said.”

As initially conceived, the paid family lcave would be administered through the Ul system,
which 1s well-positioned to acoept applications and send out checks, Several key vanables
would determine the cost of the proposal, including:

Covernge: About 4 million babies are bom cach year - an upper bound of coverage.
Coverage could Be narrowed by, for example, by phasing the benefit out at a certain or in
other ways, including a prior work requirement or receipt of other public assistance.
{Note: the Ul ratio 1s used below for illustrative purposes to give an idea of the range of
possible costs. Tying the benefit (o this ratio would ieave out families we would want to
help).

Duzation of benelit: The family and medical leave law is for 12 weeks, Paid leave of a
similar duration would be consistent. To keep costs down, six weeks 1s another
possibility to consider,

Amount.of benefit: The average Ul benefit is about $200.

Rough Annual Cost Range & weeks of $200 benefit 12 weeks of $200 benefit
36% - Ul ratio $1.7 billion 34
Half (illustrative) Z4 4.8
Assuming all 4 million babies 438 86

While run through the Ul systems, a higher payroll tax is not envisioned a8 the pay-for. An
alternative possibilily would use part of the money from the past revenue raisers that have been
rejected (rough estimate of about 327 billion over § available - proposals need to be rewscored
following passape of tax cut because of interactions), Funds wonld be transferred from Treasury
to the Ul system. (Note: the benefits could be use to extend cmployer paid keaves. Payments
would start after employer leave ends).




