
ENVIRONMENTAL INITIATIVES 


OVERVIEW: Under the theme of proteCting communities from tOXlC chemicals. these are 
several initiatives building on the Administration's environmental record: 

" 	 Doubl~ the pace of Superfund cleanups at the nation's worst toxic waste sites, with 
the goal of cleaning up two-thirds of the siles on the currel)tpriority lis!. (cost: $1.5 ­
$2 billion) 

2. . 	 A new set of proposals to clean up and re..ctevelop "Brownfields" to complement the 
Administration's previously announced tax incentive. (COSI: ($400 million) 

3. 	 Safe drinking Water for ail Americans' communities througb implementation of the 
recently enacted Safe Drinking Water Act reauthorization, and prOlection of drinking 
water sources. (cost: $&00 million) 

.4, 	 Expanding the community rlght~to~k:now program to collect and make available via 
computer local information about toxic threats in air and water. (cost: $355 million) 

5. 	 An environmental crimes legislative proposal that would increase penalties for the 
worSt environmental offenders and strengthen the federal government's parmersbip 
with state and local law enforcement. (cost: zero) 

TOTAL COST: 

Total 	4- '{ear CoS! for this agency-proJlOsed agenda: S3.05 - 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 alternative packages may be 
considered: 

Alternative Package A: (cost: $2.9 billion) 

• 	 Low end of Superfund range would be selected. (revised cost: $1.5 billion) 

to Brownfields samC--(lS above, (cost: $400 mi~[ion) 

• 	 The scope of the right-w·know initiative would be limited to fewer communities. 

(revised cost: 5250 million) 


• 	 The drinking water budget would be trimmed. (revised cost: $750 minion) 

• 	 Environmental crimes., same as above, (cost: none) 



Allemati.. Package B: (cost: $1.5 billion) 

• 	 Erase the Superfund BackJog: provide sufficient funding to permit EPA to clear out its 
corrent backlog of 10 Superfund sites wtrich are ready to be cleaned up, but for which 
funds have been unavailable, (New sites would continue to be added, howevcL) We 
would also expand the Reagan executive order to give more envirorunental agencies 
(in addition to EPA) authority to order cleanups. This proposal would end the waiting 
for communities with Superfund sites at which all preliminary assessmentS and design 
work has been completed but actual cleanup has been stalled'because of a lack of 
funds. (cost: $500 million) , 

• 	 Brownfield,: Increase the EPA grant program to local governments for brownfield. 

site assessment and cleanup as discussed in item 11, but at a lower level, (cost: $245 

million) 


• 	 Safer Drinking Water Implementation as described in item ill, below. but at a lower 

level and without source water protection. (cost $400 million) 


• 	 Community Right-to·Know: As described below~, (cost: $355 million) 

• 	 The Environmentai ~rirnes legiSlative proposal describeG-item-V", ---,
Note: Both CEQ and EPA believe that the resources in this alternative are 100 few, and too 
thinly spread among proposals, to support a presidential initiative on toxics, specifically, that 
will be either credible or well~received among major constituencies, There are other 
dlfficultie" as well: the proposal to "clear the Superfund backlog" highlights the fact that we 
have created a backlog by inadequate budget requestS~ the drinking waler request is likely to 
be derided by any constituency informed about the magnitude of the need, 

l. 	 ACCELERATED SUPERFUND CLEANUPS (cost: $1.5 • 52 billion) 

OVERVIEW: There are currently [,387 Superfund toxic waste sites, Some 362 cleanup. 
ru.ve been completed, and at current levels of funding, a total of 650 sites )Viii be cleaned up 
by the year 2000, This proposal would increase the total number of cleanups by the year 
2000 to some 900 siles. allowing us to say two-thirds of the CUrrent sires wilt be cleaned up 
and the pace of additional cleanups doubled. 

The proposal: 

.. 	 Accelerate the Pace Of Cleanup. Set an ambitious new goal for Superfund: doubling 
lh(~ pace of cleanup so that two~thirds of the existing Superfund sites are cleaned up by 
the year 200!} 

• 	 Issue an executive order to provide agencies with new authority to make polluters 
clean up toxic waste sites they created. By executive order. give Interior. USDA,and 
NOAA new aulhoriry [0 make polluters clean up toxic pollution. which will boost sire 



cleanups and clean water protection. (These agencies already must oversee cleanup at 
many sites that are not on EPA's prioriI.)' list. but 'ack full authority, This would 
modify the Reagan executive order delegating Superfund authority.) 

Potenmu , NegaJives 

The fight with Congress over reauthorization has generally been very positive for the 
Adm.inistration in terms of our position that the largest polluters must pay their fair share. 
However. the congressional leadership has sought to suggest that we take our position just to 
be friendly (0 !he niallawyers as !hey say we have sought (0 do in o!her areas. 

We have based this initiative on our estimates of the time and money typically involved in 
cleaning up. Superfund site. Despite our beS! efforts at sampling and o!her work to 

determine the extent of contamination at a Superfund site. we do sometimes fmd levels or 
types of contamination that take longer (0 remediate than originally anticipated. Such 
unanticipated circumstances ~~ or other unexpected delays (severe weather', labor problems, 
erc.) - could keep us from reaching the goal se( out in this initiative. We do believe that 
clean up win be completed or subsmmiaUy completed on the additional sites covered by the 
initiative by 2000. < 

As with other aspects of our "poUuter pay8~ message, the executive order expanding 
Superfwld clcarnlp authority may generate criticism from those companies who are liable at 
p.rticul'~ sites. These are primarily mining sites managed by Interior, USDA, and NOAA 
that mining companies have contaminated and abandoned. 

II, CLEANUP AND REDEVELOPMENT OF BROWNFIELDS (cost: $400 million) 
Numbers reflect combined impacts of a new EPA initiative and the President'S proposed 
Brownfields tax incentive. 

OVERVIEW: This initiative would clean up and redevelop up to 30.000 contaminated 
brownfield site:s in 300 communities, Brownfields sites are contaminated. abandoned, 
properties, 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 generaHy will not lend 
money for redevelopment because of their fear of potential liability for the comamination. 
Thus the site stays idle and remains a blight on our cities and communities. GAO estimates . 
that there are some 450,000 brownfield 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 thal 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 wiH result in improved quality of life for 15 miUion 
Americans living within 5 miles of at least one brownfield site. It would also create flew jobs 
in cleanup and redevelopment work. increase the local t{lx base; spur private-sector 
investment: and discourage urban sprawl by enhancing preservation of "greenfields." The 
ptoposal includes: 



• 	 Enactment of the Administration IS Br(}wnfieids tax incettJive. alUlOUDced in the Slate 
of me Union and later introduced in the House and Senate, to accelerate brownfields 
cleanup ($2 biUion cost already budgeted). 

• 	 $340 million EPA brownfieIds grants program,' grants to cities for site assessment (up 
to $200.000 each) and cleanup (up to $500.000 each). 

• 	 $40 million EPA sUIte volu/lUlry cleanup program support: provides technical support 
and needed expertise for states offering cleanup guidance to industry. 

• 	 $20 million EPA Worker Training Program to train citizens living in brownfield 
communities. in cleanup technologies to create opportunity for employment at these 
sites. 

Polential Negatives 

This proposal would only provide a marginal increase in sites (13,000, not 30,000) cleaned 
up. The proposal "double counts" the number of clean-ups that will result from the 
Administration's announced $2 billion taX incentive (17.000 sites). 

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

over 4 years in addition to funding already included in our budget. EPA. NOAA, Interior, 

USDA. 


OVERVIEW: This proposal refleelS the recently signed Safe Dri.nking Water Act's 

expansion of EPA's d~inking water program. The proposal incorporates a series of steps to 

stop toxic pollution from entering our drinking water sources and other streams: and rivers. 

while providing new resources to state and local govel'tllru!nts figbting toxic pollution. The 

proposal makes use of existing authority to make poUuters clean up toxies that threaten our 

lands and walers. Legislative proposals for reauthorization of the Clean Water Act would 

advance these principles and strengthen protection against toxic poUution,' especially from 

polluted run,off. 


• 	 Making PoUuterS Clean Up Mare Toxic ThreaJs to Lands and Waters. (no COSt) 

Replace the Reagan Administration Executive Order that limits agency authority to 
compel polluters tu clean up tox.ic waste sites that threaten our 1ands and waters with a 
new Executive Order that expands the authority of Interior, NOAA. and USDA to 
compel polluters to clean up. 

• 	 Protection for Drinking Water Sources. ($400 million) Congress has not yet provided 
full funding for the Safe Drinking Water bill. which you signed earlier this month and 
which contains proposals to strengthen the ability of EPA and state and local 
governments to protect drinking water supplies. This proposal would challenge 
Congress to reStore the money for communities to protect their drinking water. through 
the Safe Drinking Water Revolving Fund mal you proposed and provide additional 



funding for conununities to protect their drinking water sources, 

• 	 Protecting Communities from Toric Mine Wastes. ($332 million) Dedic.te. Hard 
Rock Mining Reclamation Fund (DOl) and an expanded cleanup program to stop toxic 
disd1.atges from hundreds of mines aod restore thousands of miles of rivers to 
productive use. USDA would also undertake related activities. 

-
• 	 Targeting Farm Bill Resources to Reducing Toric Cleanup: _(co,,: none) The 1996 

Farm Bill provided a number of opportunities for USDA to work in partnership with 
local governments and soil conservation districts on voluntary. community.-.oriemed 
conservation projects, This initiative would ,direct USDA to focus those programs on 
reducing toxic and agricultural poliution into our waterways. beginuing with an effon 
to focus the Conservation Reserve Program on water quality gools. These efforts 
should result in water quality protection efforts covering more than 50 million acres of 
lands nationwide. 

• 	 State and Local Protection of Rivers and Beaches. (cost: 564 million) In order to 
provide front-line protection of rivers and beaches this initiative would have you direct 
EPA and NOAA to <:reate new pannerships with state and local governmenta to control 
poUuted runoff, and t~ manage critical coastal zone areas. 

Potential Negatives 

The new resources for drinking water that may be viewed as an inadequate ftnancial 
commianent. when needs are estimated to be in the tens of biIHons of dollars. In addition~ 
other elements similarly may be regarded as inadequate to the magnitude of the need. 

IV. HONORING AMERICANS' RIGIIT TO K.'10W ABOUT TOXICS (Cost: $355 
mil.) 

OVERVIEW, Announce a broad initiative to enhance the Righ,-To-Know program. Under 
this proposal. by tile year 2000, EPA, the Department of tile Interior. and NOAA will make 
more local envirorunentai infonnadon about the quality of the air and water -- which for 
ordinary citizens can often be impossible to fUld - available instantJy for aU American 
communities. This information would be coupled with information about food and products 
that present major risks io families. This new service would complement the information 
available from EPA's Toxies Release Inventory, which has been highly effective in informing 
citizens aoout chemical data from major manufacturing facilities in their neighborhoods, 

• 	 A Call far Expanded Righl-/t>-/(nOW LegisiJuiQn. (COSI: none) Cabinet agencies will 
be directed to build on the success of our righl-tO~know laws to help families make 
infonned chokes about the products they usc. ~e Administration will work with 
parents. scientistS. the business community. and the Congress to provide better 
lnfonnation to families, so that they wH1 have the tools to protect themselves. This 
initiative will include common-sense and cost--effective ways to meet the following 
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objectives: 

ASSIst parents in assessing and avoiding unique environmental health risks to 
children' from products and chemicals; 

Provide information on the whole range of enviromnental health risk from toxies. 
including cancer, developmental. endocrine. and reproductive risks; and 

Encourage informed conswner choices by providing irupfO\'ed information. 

• 	 Making Righi-la-Know Accessible to all Americans. (cost: $250 million) By the year 
2000. every American should have access to timely information about toxic and other 
poUutants in their local air. land. and water througb a comprehensive monitoring 
system with computer links to schools, libraries. community centers and home 
computers in all cities with populations over 100.000. 

Por the fIrst time, set up a nationwide, federally funded. network. to monitor key 
health indicators in the air and water. Monitoring would provide families with 
access to timely health-related data to make informed choices mat directly affect 
their health. w~thout requiring private parties to report more. For example. 
timely air quality information can mean the difference between hospitalization 
and a healmy day for an astlunatic child. Aslilma is now !he leading cause of 
hospitalization for young chlld~n in the United States. 

Expanding Right-to-Know About Water Quality. (cost: $85 million) Federal 
'agencies now monitor water quality in only half the nation's rivers. lakes~ 
streams, and beaches. President Clinton is expanding the effon so that 
coinmunities across America have infonnation about what are the sources of 
pollution to their rivers. lakes and beaches, 

Increasing Availability of Right-to-Know Infonn.don. (cost: $20 million) 
President Clinton is directing EPA to lead an effort to ensure that, by the year 
2000, Americans have one-stop access to all of the environmental infonnation 
avaiJable. Several goverrunent agencies. like NASA, the Interior Department. 
and the Commerce Department will bring together the infonnation they already 
collect, so !~at citizens can get access through one place. 

Potential Negatives 

Right to Know is. criticized as mcreaslng tbe ,paperwork burden facing industry 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 
commo~1 public health resources. such as clean air and water, 



V. GETTING TOUGH ON ENVIRONMENTAL CRIMES (Cast: none) 

OVERVIEW: This prop<?sal would increase penalties for the worse offenders. strengthen our 
partnersnip with state and local law enforcement agencies, and plug loopholes in existing laws 
that allow environmental crimes to go illlpunished. . 

Illegal dumping of taxies and other environmental crimes are real crimes, and our families are 
the victims. Prosecutors, police, and investigators need better tools to protect QUI 

communities from the toxic threat posed by em·irorunental criminals. To address these 
problems, we recommend the Administration propose a new Environmental Crimes Bill. 
which wiU strengthen community protection against envitomnenta! criminals. Illegal dumping 
of toxies and other pollutants is real crime. and communities are tbe victims, Police. 
prosecutors, and investigators need better tools to protect our communities from the toxic 
threat posed by environmental criminals. This bill will ensute that !he assets of environment 
criminals can be secured even before conviction, and are used to restore the communities 
they victimize. The bill would impose stronger penalties for the worst environmental crimes. 
and strengthen our partnership with State and Io<:al prosecutors. The bill will include 
provisions to: 

• 	 M~'W authorUy for P'9secutors to secure the assets 0/ en.vironmental 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 to 
shield their assets from prosecutors, and communities are often at risk that the damage 
done by the crime will remain unrestored.Autborize prosecutors to get a prejudgment 
order making placing criminal defendants' assets within the control of the coun, to 
make sure· those assets are available to clean up the environment. BrQader even than a 
HI:n. this provision wiU allow prosecutors, after a hearing. to secure any of the assets 
belonging to an environmental criminal and make sure the money is there to clean up 
the environment for victimized communities, 

• 	 Impose stronger penaJties for the worst environmental crimes. and strengthen our 
partnership with state and local prosecutors with more tools and resources. Current 
law has no provision for environmental criminals whose offenses result in death or 
injUry to the public, including to police and other law enforcement perSOIUleL This 
proposal would enhance penalties for envirorunental crimes that result in death or 
serious bodily mjury (0 law enforcement personnel or the public; 

.. 	 Outlaw "attempts II to commit environmental crimes. There are no laws against 
attempted environmental crimes. which hampers efforts to capture criminals before 
environmental damage is done through "sting" operations and other undercover work, 
This proposal wi!! make it possible to conduct undercover operations and otherwise to 

make an arrest before toxies are released into the environment. 

.Hodify statutes of limitation to allow additional time for prosecution {not to exceerl a 
',1!;l1 ,-,f eH!:ht 'lear;; from the dale of the violation) where a criminal tries conceals an 



• 


environmental crime. Current stanues of limitations have no e:xceptions for those who 
conceal their environmental crimes. with the result that some of the most egregious 
envirQnmental 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 crimes. This problem 

, hampers joint federal-state prosecutions, and has been,made more urgent by the 
government shutdown 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 fmc the defendant would have to pay. The bill would seek $1,000,000 in new 
money for training and support of state and local law enforcement officials. 

• Assure restitution for victims of environmental crimes. The authority of courts to 
require environmental criminals to provide "restitution" to communities victimized by 
environmental crime should be dear. The communities that are victims of 
en'itronmental crime should the right to have their environment and natural resources 
r"'tored, The proposal would clarify the law to ensure that the courts may order 
cO:lvicted criminals to pay restitution for their crimes, by making payments to 
remediate or restore the quality of the environment to the full extent that it is damaged 
by an envirorunental crime. 

Potentiol Negatives 

May be concern in industrial conununity about aggressive enforcement. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, O.C. 20220 

CLOSEHQW 

August 13. 1996 

MEMORANDUM FOR GENE SPERLING 
NATIONAL ECONOMIC COUNCIL 

FROM: ERICl. TODER ~~ 
DEPUTY ASSISTANT SECRETARY (TAX ANALYSIS) 

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

Attac!u:d, at your request, is a paper prepared by the Office ofTax Policy (OIP) regarding proposals 
fot the treatment of gains from the sale of a princlpal residence. 

After discussing this paper with Deputy Secretary Surnm=. and funher review of the details of the 
Dole plan. we both agreed that. scaled bacl< version of Option 2 might be the best alternative. The 
Dole plan is Option 2, bllt with an excl",!on of$250,000 ($125,000 for single returns) instead of 
$500.000 (£250,000 for single returns) and an inere",. in the exclusion for houses held at least 10 
years (instead ofiS years) up to a maximum of$500,000 instead of SI,Ooo,Ooo for joint returns after 
19 years (instead of24 years). 

Although it is not mentioned explicitly in tha description, our understanding i, that the Dole plan 
would eliminate roUavet, however. and therefore impose hlgher taxeS on some home sales. We 
could propose a scaled back version of Option 2 (with an exclusion equal to or above the Dole 
proposal, bUl less: than oUr original option), but with rollover e~lir;hlY reU\incd. We are currently 
preparing a revenue estimate for such an option. 

Attachmer.! 
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August 13, 1996 

Options Re:arding Proposals for the Treatment of Gains 
from the Sal. of a Principal Residence 

This memorandum summarizes our original proposal from last year (as modified earlier this 
summer) and-two alternatives. More complete descriptions of ...:h_alt.mative are attached. 

Back'!Illlrui - CUnm\ l.i!w 

• 	 Gain can be deferred through the purchase of a new home of equal or greater value. 

• 	 One-tiine election for taxpayers over 55 to exclude up to $125,000 of gain from the 
sale of a principal residence. 

The in=tion of these two provisions can intn:>duce significant distortions into !Up.yen' 
housing. decisions, by encouragIDg younger taxpayers to continually "buy up" until they are . 
eligible for the One time exclusion. In addition, although less than 4 percent of home saJes 
result in gain. that are actually taXed, most homeowner. are required to maintain detalled 
records spanning many decades because of the potential for we. Those paying tax are 
generally in one of three categories: mpayers moving from a market with high housing 
costs to one with lower costs; taxpayers experiencing financial difficulties who sell their 
'home to access the capiUt! it represents; and older taxpayers moving to a less expensive 
house or ,enUt! property whose gain exceeds the $125,000 exelusion. 

Option 	1: Qriginal Proposal 

• 	 Replace both provisions of current law with a $500,000 exclusion (indexed for 

inflation)~ available once every two yean. The maximum exclusion would be 

$250.000 for taXpayer, other than those who are married filing jointly .. - . "" ... 


• 	 The exclusion would increase by $50,000 per year ($25,000 for non-joint retums) for 
taxpayers living in !he same home for at 1..., 15 years, up to a maximum of $1 
million ($500,000 for non-joint retUrnS) after 24 years. 

• 	 Revenue Joss (1<196-2(02): >2.4 billion 

This proposal would result 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 taXpayers could be cenain that no tax is due without even 
computing the actual gain from the sale of the home. The proposal would also eliminate the 
incentive for younger taxpayers to Hbuy up." . 

The proposal is intended' primarily as a Simplification and rationalization of existing law. not 
as ~t.a.x relief" for the small percentage of taXpayers who currently pay tax on the sale of a 
'lOroz: -::un >lLhou~ the new exclusion would reduce the number of taXpayers paying tax 
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on gain. from the sale of homes from about 150,000 per year to under'lO,OOO per year, the 
repoaJ. of the rollover provision would result in a tax increase for approximately 2,000 
taxpayers with Large.gains that exceed the proposed exclusion amounts. 

OptioD 	2; Orieinal PlQIlOsal Plus Retain Rollover 

• Replaoe. the cum::n! exclusion (or taxpayers 55 and over with a SSOO,OOO exeIusion 
(indexed for intlation), available once every two years. The maximum exclusion 
would be $250,000 for taxpayers other than those who are married filing jointly. 

• The exclusion would increase by $50,000 per year ($25,000 for non-joint returns) for 
taxpayers living in the same home for at least 15 years, up to a maximum of $1 
million (SSOO,OOO for non-joint returns) after 24 years. 

• Gain. in excess of the new exclusion could still be deferred by purchasing a new 
home. 

• Revenue loss (1996-2002): $2.8 billion 

By retaining the provision.allowing rollover of gains, this alternative ensures that no taxpayer 
experien... an inereased !aX liability as compared to current law. It would increase the eost 
of the proposal by approximately $0.4 billion, and would somewhat reduce the simplification 
aspects of the proposal by requiring rules governing the int<:raction of two separate 
provisions for gains on the sale of a home. 

Option 3; Expand One-time Exclusion and Allow RollOVer jmo IRA's 

• 	 Increase current exclusion for taxpayers 55 and over to $200,000 per person (i.e., 
S4()(),OOO for joint return. with both spouses age 55 or over, and indexed for 
inflation). 

• 	 Retain current rollover rules 

• 	 Taxpayers not using the exclu.ion would be pennJtted to offset any tax that would 
otherwise be due by contributing up to $200,000 per person ($400,000 for joint 
returns, and indCJtoo for inflation) L-ltO an IRA. 

• 	 Revenue 10" (1996-2002): $1.4 billion 

This alternative 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. It updates the onetime exclusion for taxpayers aged 55 and over for 
increa.es in house price.. since the provision was last changed in 1982. It also provides laX 

rcHef 	 for taXpayers who -buy down" by allowing them to invest the proceeds from the sale 
of a home in productive a$S:C:ts. instead of providing them a.n incCfluve to buy continually 
larger houses to avoLd '.aJ:. 
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As a "suit of a change in focus, this alte.rnalive wouid introduce new complexities into \he 
treatment of home sales and would not be a simplification of existing law in most cases. 
While this proposal has much lower revenue costs, the nwnber of beneficiaries i. 
sUbstantially reduced, Furthermore, unlil<c the alternatives discussed above, this option 
would provide no relief to taxpaye... who sell • home to acoess capital during periods of 
financial difficulties. 

HaYsID!! Gains Proposal in tbe Dole Plan 

The Joint Committee on Taxation description of the Dole Plan tax reduction proposals 
includ.. an exclusion for capital gaiM on bottsing. The Dole proposal wouid allow·taxpayers 
to exclude up 10.$250,000 ($125,000 on a single return) of gain from the sale of principal 
residence3. To qualify, individuals would have to bave used the propeny as a principal 
residence for at least three of the preceding five yom. The $250,000 maximum exclusion 
would be prorated for individuals forced to sell their principal resideoces within three years 
of purchase. The maximum exclusion wouid be increased 525,000 per year (512,500 for 
single taxpayers) for e3I!b year the house was used as .. principal residence beyond the temh 
Y=, up to a maximum exclusion of $500,000. The proposal would apply to sales after 
December 31, 1996. The description of the proposal does not mention rollover of gains so 
that presumably it is retalned as in option 2. 

.:,....... :.., 
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Benefits and Costs 

· 
,,

Comparison of AU.mative Housing Gains Proposals 

Benefits 

Slmptifreation 
lifetime record keeping from rollovers 

Computation of basis, gain 

IRe Code and regulations on {ollovers 

Additional complexH:ylregulatioos 


'"lousing dIstortions anQ probJem cases 

Incentive (Ot ever more expensive houses Co avoid lax 
Tax cn sales by unemployed 
Incentive to delay until age 55 
One-time exemption spoiled by 2nd marri~ge 

....,·PlOximale Number of Households Atfecled 12 

Reduced recordkeepiog 
Tax reduction (per year) 

Roliover inlo IRA 

fa" increase (per year) 


K.venue Costs 
'996-2002 

1996-2002:. omitting $1m ratchet 


,i l JllninatEtd for taxpayers undel the ~mil (or thiS proposal. 

,-, "=-­Current 
Proposal. 

Current Plus Retain 
Propo~~l_ Rollover 

Ellminaled "Elimlnaled 11 
Eliminated 11 Eliminated 11 
Ellmlnaled RetaIned 
N.A. N.A. 

• 
Eliminated ';; Eliminaled 11 
Etiminated 11 Elimlnaled 11 
Elimlnaled 11 Ellmlnaled 11 
Elimlnaled 11 Elimlnaled 11 

95%+ of HH 95%+ alRH. 
127.000 127,000 

2,000 None 

.$2.4 b ·$2.B b 
-$1.9 b 

, 
c, 

Increase 
Age 55 Excl. 
to $2001400 

:;+IRA Rollover 

Retained 
Onetime 'lim. 
Retained • 
New tRA rules I : 

• 

Rollover to IRA IRetained ,
Increased 13 ,
Eliminated 14 · 

,• 
~ 

, r•4%+ of H.H. 
14,000 
52.000 


None 


·$1.4 b 

--_. 

.' , $timale~ of the numbers of households are approximations tor comparison as this vanes by year and is subject to 

.ampling error due to small numbers of observations. 
:" -ome households wllh one spouse under age 55 would have an increased incentive to defer sates unUI 

ooth spouses are eligible. 
~ ~'Y special provision. 
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NEW EXCLUSION OF GAINS ON SALE OF PRINCIPAL RESIDENCE 


Cum:nt La\! 

Under current law, capital gains from the sale.;of principal residences are subject tc 
taxation. However. as the result of two special proviSions. only a ~ll1a1l percentage of such 
gains are actually taxed. 

First, taxpayers can postpone the tax on <he capital gain realized on the sale of a principal 
residence if they purchase ano<her principal residence wilhin a specified replacement period thai 
begins two years before and ends two years after the dale of the sale. To postpone the colin 
capital gain from a sale, !he purehase price of the new principal residence must exceed the 
adj\lSlcd sales price of <he prior principal residence. . 

S=nd, taxpayers Who have reached the age of 55 (or whose spouses have reached the 
age of SS) are eligible for a one-time e ••lusion of up to $125,000 of accumulated capital gain, 
rea!ized 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 0; 
at least three years during the five-year period before the sale. A taXpayer is eligible for the 
exclusion only if <he taxpayer and the taXpayer's spouse have not previously benefited from the 
exclusion. 

R!tlIsollS fcr ClJ!lnee 

Calculating capital gain from the sale of a principal residence is among the most complex 
tasJc.s faced by • typieal taxpayer. By excluding from wation capital gains on principal 
residences below a relatively high threshold, almost all taXpayers should not have to keep 
=ord. for income tal< purpo... of transactions related to 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 expeet. Thus, despite the fact that as a result'oI'tl!!:'mUover 
provisions and the S12S,{)(X) one~time exclusion, most homeowners never pay any income tax 
on the capital gain on their principal residences, detailed iecords of transactions and expenditures 
on home improvements must be kept, in most cues, for many decades, To claim the exclusion. 
many taXpayers must dete:nnine the cost basis of each 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. tn addition to the record­
keeping burden this creates, taXpayers face the difficult task of drawing a distinction between 
il'<1provcments which add to cost basis t and repairs wbich do not. The failure to aCCOunt 
accurau:ly for all improvements leads to errors in the calculation .of capital gains, and in some 
eases, to an under~$timate of the value of improvementS, and hence an over-estimatc of the 
c.1pital gains on principal residences. 

To postpOne the entire capital gain from the sale of a principal residence, Ih'C'porcha.s.e 
price of a new home must be greater than the sales: price of the old home. This Drovi~of: 
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encourages some taxpayers to purchase larger and more expensive houses than they otherwise 
would, in order to avoid a tax liability, pardcularly 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 nave already used the exelusion may choose to stay in 
their homes even though the home no longer suits their needs. By raising lb. $12.5,000 limit and 
by allowing multiple exclusions, this constraint to the mobility of lbe elderly would be removed. 

While most homeowners do not pay capital gains tax when selling their homes, current 
law creates certain tax \raps for the unwary that can result in significant capital gains taxes or 
loss of the benefits of the Cutmlt ...elusion. 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 a 
low housing cost area may incur an unexpected capital· gains tax liability. Divorcing couples 
may incur substantial capital gains taXes if they do not carefuUy plan their house ownership and 
sale decisions. 

Prop!!S,1 

Married taxpayers filing jointly would be allowed to exclude up to $500,000 of capital 
gains realized on lb. sale of a principal residence. The maximum exclusion for single taxpayers, 
beads of houscbolds and marded persons filing separately would be $250,000. For taXpayers 
who live in a home for at least 15 years, the maltimum allowable exclusion would be increased 
b}C $50,000 per year (52.5,000 for non-joint filers), up to a maJtimum of $1,000,000 after 24 
years ($500,000 for non-joint mers). 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, taxpayen. 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 wiU generally be' available only once every two year,. 
Taxpayers forced !O move on =unt of a change in place of employment without meeting these 
requirements would be eligible for the exclusion. 

In the case of joint men not sharing a principal residence, an exctusion of $250,000 
would be avallable on a 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 
e,c1usion 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 to $250,000. 

, nus proposal would be effective for all saJes after'the date of announcement. Current~law 
provisions allowing rollover of gains into a new residence and the one-time exclusion of up lO 

$125.000 of gains fot taxpayers age 55 and OYer would be rc:pealecL ,<, 
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Revenue Estimate'no blllloDS Qf dollars) 

Fiscal Years 

New Exclusion • .().3 ·0.5 ·0.4 ·0.4 .().4 ·2.0 
of Gains on Sale of 
Principal Residence m 100l 2llQi ~ ~ 1996=2002 \996-2005 

-<1.4 .().4 -0.4 '().4 '().4 -2.4 -3.9 

Deparum:nt of the T"",-,ury August 8, 1996 

Office of Tax Analysis 




SEW EXCLUSION OF GAINS ON SALE OF PRINCIPAL RESIDL"CE 

CurnntW 

Under current law. capii.al gains from the sale of principal residences are subject to 
taxation~ However t as the result of two special provisions. only a -small percentage of such 
gains are actually taXed. 

rll'tt. taXpayers can poS!pOtle the !:IX on the capital gain realized on the sale of a 
principal residence if they purchase another principal residence within a specified 
replacement period thai begiM two years before and ends two years after the date of the sale. 
To postpone the entire capital gain from a sale. the purchase price of the new principal 
residence must exceed the adjusted sales price of the piior principal residence. 

Second. taxpayers who have reached the age of 55 (or whose spouses have reached 
the age of 55) are eUgible for a one-time exclusion of up to S125.000 of accumulated capital 
gains realimi on the sale of principal residences. To elect the one-time exclusion. the 
taxpayer who is age S5 0, older must have owned the home and used it as a principal 
residence for a total of at 1east three years during the five.year period before the sale. A 
taxpayer is eligible for the exclusion only if the taXpayer and the taXpayer's spouse have not 
previously benefited from the exclusion. 

Reasons Iilr Cbanee 

calculating capital gain from the sale of a principal residence is among the most 
complex tasks faced by • typical taxpayer. By excluding' from taxation capital gains on 
principal residences below a relatively high threshold, almost all taxpayers should not have to 
keep records for income tax pulpOscs of transactions related to their hous.. Many taxpayers 
buy and sell a number of homes over the Course of their lifetime. and are genemly not 
certain of how much housing appreciation they can expect. Thus. despite the fact that as a 
result of the rollover provision. and the $125,000 one-time exclusion, most homeowners 
nov'" pay any income tax on the capital galn 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 exelusion, many taxpayers must determine the cost basis of 
each home they own, and appropriately adjust their current cost basis for any untaxed gains 
from previous housing transactions. This requires augmenting the Qriginal cost basiS by 
expenditures on improvements. In addition 10 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 accurately for all improvements 
leads to errors in the calculation of capita! gains. and in some cases, to an under-estimate of 
the value of improvements. and hence an over~eslimate of the capital gains on principal 
resjdences. 

To postpone the entire capital gain from the sale of a principal residence. the 

http:capii.al
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purchase price of a new home must be greater than the sales price of the old home. This 
provision encour.rges some taXpayers to purchase larger and more expensive houses than they 
otherwise would in Older to avoid a lax liability, particularly those who move from areas 
where housing costs an: high to lower cost areas. Current law also may discourage some 
older taXpayers from selling their homes. Taxpayers who would realize a capital gain in 
eXcess of $125.{)Q() if they sold their home and Ialtpayers who have aineady used the 
exclusion may choose to stay in their. homes ever. though the home rio 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 homcownen do not pay capital gains tax when seUing their hom... 
current law creates certain lax traps for the unwary thai can result in significant capital gains 
taXes I)r loss of the benefits of the current exelusion. 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 =trietion has the unintended effect of penalliing individuaJs 
who marry someone who has already taken the exclusion. Households that move from a high 
housing cost area to a low housing coS! area may incur an un..pected capital gains taX 

liabUity. Divorcing couples may incur substantial capital gains taXes if they do not carefully 
plan their house ownership and' sale decisions. 

Married taXpayers filing joinUy would be allowed to exclude up to SSoo.oooof capital 
gains reaJized On the sale of a principal residence. The maximum ..elusion for single 
Ialtpayers. head. of household. and married persons filing separately would be $250.000. 
For taXpayers who live in a home fo~ at least 15 years. the muimum allowable exclusion 
would be increased by $50,000 per year ($25,000 for non-joint fliers). up to a maximum of 
$1,000.000 after 24 years ($500,000 for non-joint filers): The exclusion limits would be 
ind...ed for inflation. A$ long as the holding period tequirements were satisfied. litis 
exclusion could be used on gains realiud each time. taltp.yer 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 
re5idence, In addition, the exclusion will generally be available only once every two years. 
Taxpayers forced to m(wc on account of a 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 residence, an exclusion of $250.000 
would be available on a quallfying disposition of the principal ,esidenee of one of Ihe 
spouses. Similarly t if a taxpayer who has not used the exclusion marries someone who has 
used the exclusion within Ihe prior two-year period. the proposal would permit the neWly­
manicd couple to exclude a gain on the sale of their principal residence of up to $250.000. 

This proposal would be effective for all .sale~ after the date of announcement. The 
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current·law onc-time exclusion of up to $125,000 of gains for taxpayers age 55 and over 
would be ellmin~. Taxpayers would also be allowed to continue to roll over capital gains 
into a new residence as under current law. 

Revenue Estimate lin billions of dollarsl 

Fiscal Years 

New Exclusion 
of Gains on Sale of 
Principal Residence 

o ·$0.3 

2!m lQQl 

·$0.5 

1Q!M 

-SO.S 

~ 

·$0.5 

2.QllQ 

·$0.5 ·$2.3 

1296-2002 1296·2005 

·SO.S -SO.5 -$0.5 -SO.5 -SO.S -$2.8 -$4.9 

Depanment of the Treasury July 30, 1996 
O(fice of Tax Analysis 
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MODIFICATIONS TO THE TREATMENT OF 

GAINS ON SALES OF PRINCIPAL RESIDENCES 


.Current..L!l:l! 

Under current law. two special provisians govern the !Wtion of capital gains from 

the sale of a principal reoidenc:e. First. taxpayer> can postpone the tax on the capital gain 


. ""Iiu:d an the sale of a principal residence if they purchase another principal residence 
within a specified replacement period that hegins two years before and ends two years after 
the date of the sale. To postpone the entire capital 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 55 (or whose spouses have . 
reached the age of S5) are eligible for a one-time exclusion of up 10 S 125,000 of aceumulated 
capital gains realiu:d on the sale of principal residences. Ta elect the one-time exclus.ion, 
the taxpayer who is age 55 or older must have owned the home and used it as a principal 
residence for a total of III least three years during the five·year period before the ,ale. A 
taxpayer is eligible for the exclusion.only if the taxpayer and the ta1<payer's spou,. have not 
previoUlly heoefited from,the exclusion. 

R..eaSOnli £Or Change 

To postpone the entire capital gain from the sale of • principal residence. the 
purchase price af a new home mUSt be greater than thc sales price of the old home. This 
provision encourages some taxpayer,; to purchase larger and more expensive houses than they 
otherwise would, in order to avoid a tax liability, particularly those who move from areas 
whem housing costs are h.igh to lower cost an::u. Both· the taxpayer and the economy would 
benefit if the taxpayer were free to invest a portion of the sales price in more productive 
assets. 

The $125,000 exclus.ion has not heen increased since 1982, and does not reflect the 
increasc~.in housing costs in the last IS years. In 1982, the $125,000 exclu,ion was almost 
douhletlt. 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 nonheast, and only. 
slightly above the median for the whole U.S. Thus. while many elderly taxpayers can 
ultimatc:ly determine thaI they have no tax liability from the sal. of a home under current 
law. the erosion in the value of the exclusion has increased the number of taxpayers whQ 
must engage in complex: computations using house purchase. sale and improvement records 
to determine whether any gain is taXable. By increasing the exclUSion to a relatively high 
level (and indexing the amount for future inflation), this record-keeping burden couid be 
eliminated. for over 95 % of homeowners over age 55. 

In addition, the erosion in the value: of the exclusion may discourage some middle­
income elderly taxpayers from selling their homes. Taxpa~er$ who Would realize a capital 
gain in excess of ,£125.{X.'Q if thcy ...old lhe,"- l;or'1C ~"'\ • ,,, ........ - ..... '\.~ ~ · ... e~· '>OfJ'j1' t'vt"n 

http:increasc~.in
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though Ule home no longer suits their noeds. Furthennore, current law may create traps for 
the unwary that can .result in significant capital gains taxes or loss of the benefits of the 
=1 exclusion. For example, an individual is not eligible for the one· time capital gains 
exclusion if the ""elusion waJ previously utilized by the individual's spuuse. This restriction 
has the unintended effect of penalizing individuals who !11arry someone who has already 
taken the exclUsion. ; 

The $125,000 exclusion for taxpayers aged 55 and over would be increased. Married 
taxpayer. filing jointly would be allowed to exclude up to $400,000 of capital gains realized 
on the sale of a principal =idence if both spouses meet the age requirements and have not 
previously used the exclusion. The ma::timum exclusion for single taxpayers, heads of 
households, married penon. tiling separately, or joint mer. if only one spuuse is eligible 
would be $200,000. The exclusion Hntits would be indexed for inflation The proposal 
would be effective for all saJe. after the date of announcement . .
. . 

If the exclusion described ahove does not apply (either because the taxpayer has not 
n:ached the age of 55, or because the election 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 individuni retirement account (IRA). For example. if a taxpayer who had 
purchased a house for $100,000 sold the house for $150.000 and purchased a new home for 
Sl30.OCO. the taXpayer could make .. $20.000 contribution to an IRA, thus reducing !he 
taxable capital gain 10 zero. The ma::timum amount that could be contributed 10 an IRA 
under this provision would be $400,000 for a married couple filing jointly and $200,000 for 
others. 

ReyenueJ1.s!imate !in billjons of dollars) 

Fiscal Years 

. l.222 1221 l2i1Jl l222 2000 1llill 1996·2001 

Modifications to the 
Treatment of Gains on 
Sale of Principal Resldence 

o ·$0.1 

~ ;mQl 

·$0.2 

lQQi 

·$0.2 

2lm: 

·$0.3 

~ 

-$0.3 

1996·2002 

-$1.1 

1996:2005 

·SO.3 ·$0.3 ·$0.3 ·$0.3 -$0.3 ·$1.4 ·$2.7 

Department of the Treasury August 8. 1996 
Office of Tax Analysis 
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Options for Expanding Tax Benefits for Educational Savings Bonds 

SUMMARY 

This memorandum. prepared at your request, evaluates two 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: Confonn income limits and other restrictions to those used in 
the President's tuition taX credit and deduction proP<'sal. 

BROAD OPTION 

For Savings Bonds issued after 1111/97, when redemption proceeds arc used to pay for 
quaHfied educational expenses: 

Remove incorpe 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 
educari.onal expense; 

Expand the definition of eligible educational instirution to include certain 
proprietary institutions; 

Allow grandparents to claim the exclusion with respect to bonds redeemed to 
pay the qualified educational expenses of their grandchildren; and 

Exclude Savings Bonds from assets {aken into account to quaHfy for Federal 
student aid. 

Pros; 

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

Bond holders would not be constrained by uncertainty as to what their 
income 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; 

2 

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

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

Because savings bonds are more accessible to Jow~income people, this may 
complement Administration proposals to increase access to lRAs 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 limits, 

Makes taxpayers' calculation of excluded interest 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~ex:ernption generally creates an inefficient subsidy because interest savings 
to the borrower is less than the revenue loss to the Treasury. (Domestic 
Finance disagrees with this analysis as it applies to Savings Bonds,) 
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Requires significantly greater administrative effort to ensure redemption 
proceeds actually are being used to pay qualifying education expenses. 
panicularly if room and board quaHfy and if multiple taxpayers can claim 
exclusions with respect to the same student, Allowing person...c; other than 
students and their patents to claim the exclusion makes it easier for taxpayers 
10 claim the exclusion for nonexistent students. In negotiations with the 
Department of Educalion regarding the tuition and deduction proposals. 
Treasury has emphasized the record keeping and reponing requirements 
necessary to prevent fraud. Treasury should not make a legislative proposal 
with the same flaws. 

Creates inequity by requiring working young adults to pay living expenses out 
of after~tax dollars but allowing students to pay for living expenses out of pre­
tax dollars. 

Provides a lower rate of return on educational savings than generally would be 
experienced by savers taking advantage of the President's IRA proposaL This 
occurs because lRAs can invest in otherwise taXable vehicles. which tend to 
earn higber yields than tax-preferred instruments. 

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

Your response: 

. Pursue this option __ Drop this option __ Let's discuss 

NARROW OPTION 

Confonn income limits and other restrictions on the exclusion of interest on Savings Bonds 
to the Administration's tuition tax credit and deduction proposal. Spedfically: 

Increase the income limits applicable at the time Savings Bonds are redeemed 
to match tb.e income limits in the proposal; 

Conform the definition of eligible educational institution to the proposal, i.e" 
those proprietary institutions eligible to participate in the Department of 
Education's student assistance programs would be eligible institutions: 

Substitute (he rule thal the exclusion cannot be claimed by any taxpayer who is 
a dependent of another for the age 24 purchase requirement; 
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Pros: 

Maintains consistency with other tax incentives proposed by the 
Administration. 

Cons: 

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 
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Background: Current Law and Practice 

Taxpayers can elect to defer tax on aU accumulated Savings Bond interest until redemption, 
Since 1990, if redemption proceeds are used for qualifying educational expenses by taxpayers 
who meet cerrain income limits, the interest is exempt from tax. 

111C exclusion of Savings Bond interest when redemption proceeds are used to pay for higher 
education was enacted in 1988, effective for bonds purchased after 12131189. The Bush 
Administmtion had made the proposal (including income limits) as part of its FY 1989 
budget. Neither tax~writing committee seriously considered the proposal; it was added to 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 Joss -- $16 million Qver the 
FY 1989-91 poriod. 

To limit the scope of the provision, its benefits are limited to taXpayers who have relatively 
low incomes. (For 1995, the indexed phase-out range was $63,450 - $93,450 for joint 
returns.) It 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 ~ year when records might not be available. The alternative 
of a separate series only for'education was deemed Impractical bocause there was no way for 
issuing agents to verify the purchaser's income at the time of purchase. 

TIle 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 preyeD{ taXpayers from 
evading tl',e income limitations by having their dependent children own and redeem the 
bonds. 

The'estimated revenue loss attributable to deferral was estimated based on a projection of 
about $1 billion of additional purchases of Savings Boods per year. Revenue losses 
associated with the exemption were largely outside the budgetary window used in 1988. No 
information is available as to the amount of exemption actuat1y claimed since 1990. 
Qualitntilive assessment by the Savings Bond Division at Treasury indicates Iitt!e increased 
interest in Savings Bonds from the exisiing education provisjons. 



SECOND TERM AGENDA IDEAS 
11·23·96 

I. EDUCATION AND TRAINING 

A. ScJlOQI l~erorm 

Challenge: The U.s. has the finest unIversity system on earth, but our public school system' 
"for elementary and secondary education. does not measure up to international standards - even 
though we spend $300 billion a year on K-12. No mission of goverrunent is more important 
to our children's: future, and no ann of government more desperately needs to be reinvented. 

Minimum/maximum attainable: Nothing would do more to expand opportunity for all 
Ameri~s and increase America's long.tenn economic potential than to transform the public 
schools. by raising standards for students, teachers, and schools; injecting choice and 
competition; making the most of new technology in the classroom; and challenging parents to 
get more involved in their children's education. On the other hand, the direct fedenll role is . 	 . 
small. the political opposition to change is fierce, and the magnitude of the problem is 
~ubstantiaI. 

• 	 Best~case scenario: Math, science~ and reading scores rising by the year 2000 . 
. Standards, testing, and charter school and public choice laws in pi_ in every state. 
Every school connected to the Internet Budgel deal secures federal funding for charter 
school and other reform efforts, literacy, education technology. 

'. 	Worst...... scenario: Scores stay flat Lots of talk about standards and refonn. but no 
real progress. Congress rejects federal initiatives.. Computers end up in·school closets. 

• 	 Most likely scenario: Slight rise in scores. Charter schools take off, along with some 
private. and.pubtic.choice experiments. but with mixed results. Congress passes some 
money for reform and technology. but not tutors. Pressure CQntinues to build for 
sweeping overhaul of public schools. National mobilization/attention to 3rd grade 
reading on a consistent 'systematic basjs could make a noticeable difference. 

Legistative options: 

.1) 	 Push Ii school-refonn hill: An education reform bill would offer states and/or 
communities substantial incentives for refoon. Any state or community with a plan for 
charter schools, puhlic choice. high standards and testing) etc, could get funding, This 
bill would give the President a tool besides the bully pulpit for reform, But it would run 
two obvious political risks: I) Republicans would renin the Goals 2000 debate over 
federal intrusion; and 2) Republicans would insist on a private-school voucher Initiative 
as the price of passage. If the President is willing to sign a bill that includes an MSA­
styl<~ experiment on school vouchers in return for substantial new federal resources for 
his own reform agenda, introducing a school refonn bill might be ytorth h, ff any 
voucher experiment is going to guarantee a veto. we should not try for federal legislation, 



2) Use cQllege aid. <Hi: a stick .. to drive public school reform: Instead of looking for some 
small new federai grant program to provide seed money for refomt) we could try to make 
Our massive existing college aid programs an engine for higher standards and more 

. rigorous public school performance, Fer 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 to 
graduate and receive federal student ald, We could make that a condition of the HOPE 
scholarship --.as an alternative to the B avcraget or in addition to it. These measures 
would be controversial with some in the education community (e.g,. the Education 
Department). but they would force states to get serious about standards, and might help 
solidify bipartisan support for college aid over the long term. 

3) 	 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 oould think of others, ­
c,g., every child should be computer literate by the 6th grade, able to do algebra by the 
8th grade, able to find the U.S, on a map by the 12th grade,etc. But the general notion 
is thal the President can make literacy for the 21st century a major legacy. Our 
legislative, measures include: 

.. 	 America Read.~ legislation that would combine a $1 billion increase over five years 
in .National Service with an America Reads mandatory legislation that put 30,000 
volunteer coordinatorS and reading specialists. 

• 	 Work Study .- legislate 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 our $2 billion proposal. We will have to fight each 
year in order to increase funding to meet $2 billion goal over five years. 

Executive Action Options: 

1) 	 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 getting rid of 

incompetent teachers. Sign a directiVe to the Education Dept. to develop guidelines for 

such programs, 


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

3) 	 Conduct an audit of what selected school districts spend on administrative overhead and 
bw'caucracy, 

4) 	 Follow up on the international 8th grade mathfscjence test results announced this week by 
making lhat test available to any school district that wants ,to use it as a benchmark for its 
students, 



5) 	 Waive work study match for schools that use work study students for tutoring young 
children. (This is happening) 

Bullv Pulpit Options 

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

2) 	 Give radio address in December on school reform .after Ohio andlor Pennsylvania 
legislatures pass charter school legislation. 

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

4) 	 Identify willi every reform effort we can find: .visit Mayor Daley to discuss his takeover 
of the Chicago schools;·meet with General Becton and the new Board ofTmstees here in 
D.C.; meet with Mayor Giuliani about partnerships with parochial schools; visit a school 
district that has just adopted school· uniforms; visit a charter school; etc. 

S) 	 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 andtor getting rid of burned­
<;>ut teachers. Such a speech entails obvious political risks, and might ""I be wortlf the 
pain it inflicted .. On the other hand, the elite press will not believe we're serious about 
reform unless we are willing to stand up to the teachers unions. 

6) 	 Stronger caH for requiring. students to pass tests in order to pass from schoo! to school. 
. 

7) 	 Enlist the PTA in a national campaign to -encourage parents to take responsibHity for 
getting involved in their children's education. 

8) 	 AnnOW1ce some kind of Presidential competition for school reform that would anow us to 
spotlight 20 innovative districts. 

9) 	 Literacy events: Meet with college presidents to commit to use work~study for 
community service State of the Union announcement that 50 coHege presidents have 
committed 50,000 work study students for tutoring young children on reading. 

10) 	 Declare the first Saturday of each month"America Reads Day" and call on localities to 

~pen up the schools on these Saturdays to hold· monthly parcnt workshops and child 

tutoring sessions. 


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

12) 	 Inauguration: America Reads Day 



13) 	 Call fer an end to forced school busing ('/) 

B. Universal College Participation: 

Qhallenge: A key aspect of the PresidenCs economic grovrth plan is that higher education ins 
key for opporrunity for individuals, but also to creating the high-skilled work force that will 
allow America to be the source of high valued added production and services that produce 
higher paying jobs. Therefore, the President's legacy should he that he was the President who 
made two years of higher education and lifetime learning a new national nonn. 

Minimum/maximum attainable:' 

• Maximum Attalnable: Pass Hope Scholarship, $10,000 education deduction, keep 
significant increases in Pell Grants, natioual service, work study: bave President use the 
bully-pulpit to promote universal two years of college, and actually see a noticeable 
incr",,;e in the number of people doing some college work. [An effort to replicate 
Georgia Hope program in each.state WOUld. he more profound legacy, but would he far 
more expensive and make balancing the budget more difficult.. 

• Minimum Atminable:· Lead natioual campaign on the importance of two years of higher· 
education; some education tax cut and increase in Pen Grartts and national· service to 
show 

• 	 Risk: That we stress· the tax credits as leading to .mote college access - instead of just " 
helping families - and that oW' entire effort is judged by the success ofOW"tax' cuts; . 

. Larger national 	trends could overwhehn the impact of tax cuts. We need 10 define our 
mission more in terms of creating a new national norm -- as opposed to success at a 
specific statistic. 

• 	 Reasonable Attainable: Some education tax cut: steady increases 'in Pen Grants, work" 
study. Direct Lending stays established. Key would then be whether the President could 
communicate new naqonal norm, and then look at benchmarks we cOuJd point to for 
success. 

Possible Actions: 

• 	 Legislative Actions: HOPE. lRAs. $10,000 deduction, expand work study, $1000 honors 
scholarships, increase Pell grants 

ExecYliy.~ Actionslaully Pulp!t. 

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

• 	 Advertize How lRAs and SIO.OOO education deduction can lead to tax~free 
savings for college. , 



• 	 .tvtcet with state legislatures and college presidents to hold down co,Hege costs, 

• 	 Major campaign to high s.chaolers to graduate and use the first year of Hope 
SCholarship. 

C. 	 Modernizing our Schools for the 21st Century; (some of technology area here overlaps 
with Section A.) 

ChaUenRC, Getting our children ready for the 21st century means getting our schools ready. 
Our education technology initiatives can be looked at as part -of an overall literacy initiative. 
yet our education technology is also part of modernizing our 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 modernize our schools. Fw:thermore t schools of the futt,J.re 
must allow after school instruction and recreation to keep children out of trouble and on tlle 
right track. 

Maximum Achievable: Pass school construction for $S billion and get full funding for $2 
billion. and be se<m« as leading national effort to get all schools modem and wired to internet. 
lfi. possible that here we could reach some universal goals: nearly all schools connected; 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 public" attention' 
enough, . the bully-pulpit leverage impact could be far more significant. < 

< 	 <Minimum Achievable: Lead Illl\ior national bully-pulpit on te<:hoological literacy. give IUgh 
profile to CBO citizen efforts in this areas; lead more Net Days< 

Legislative Action: 

• 	 Passing our school construction initiative, There are some rumors that there could be 

some bipartisan support for some type of School Construction Initiative. 


• 	 Increase Funding for Technological Literacy Initiative 

.. 	 Pass new After~School Initiative 

Executive Action and Bully-Pu1nit: 

• 	 National Net Day Conference 

.. . Forceful can on private sector to work with local school districts and put in place 

systems for donating and installing used computer equipment into classrooms. 


• 	 Work with Redstone CEO group to develop private sector participation with forceful call 
on private sector in ea.ch state to help wire every classroom in every schooi by a certain 
date (just the running of the cables) 

http:futt,J.re


• 	 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 
wel1~hchjnd. We have a plan to consolidate the programs and move them to a more market­
oriented system. 

Maximum Achievable: VIe could be seen as consolidating the entire federal training programs:· 
turning it to a voucher .with one-stop application and one~stop information gathering, with 
placement rate jnformation accessible to make training a more market-oriented system. 

Minjmum Achievable: Minor consolidation, but turn major dislocated prograM to vouchers. 

Risk: There is risk from the right and left. Unions often resist our refonus to revamp the 

employment programs and on the other side, RCpublicans mays seek to use a major 

consolidation effort as a plan to "block and \jut" -~ seeking to consolidate our major priorities 
and cut overall funding with little basic refonn. 

Legislative~.ctions: 

l) 	 Propose Same GIBillthat failed in Congress last year. 

2) 	 Propose putting GI. Bill on Mandatory side and trying to pass it as part of the budget 
deal. 

3) 	 Rob Shapiro has proposed that we apply the same rules to training that we do to health 
care and pensions: . Firms should only be permitted to deduct the cost of training So long 
as they make some form of training generally available to all permanent workers, not just 
executives. 

Executiye Action & Buny Pulgit 

1) 	 Continue Corporate Citizenship push with stress on-tlle~job training. 

E. Recommended Strategy 

OUf 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 buHy 
pulpit (and executive action where possible) throughout the first half 6f 1997 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 th:;: a broad national challenges on our key areas, We can get considerable amount 
done thrOl.:,gh mobilizing the nation. 



II. ENDING TilE rERMANENT UNDERCLASS 

A. Welfare to Work 

Legislative Action 

I) 	 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 
prop<>sa1 -- that can get enacted as part of a budget 'deal. We should be able to pass our 
$400 million' tax credit with Republican supp<>rt. but the $3 billion for hiring incentives, 
placement vouchers, and work money win only pass if we can convince Republicans that 
it is tough-minded~ simple, and aimed primarily at private sector placement. 

2) 	 Softening Immigrant and Food Stamp Cuts: OW' ability to soften the cuts we opposed in 
the welfare bill will depend on our overall leverage in the budget debate, and on the ' 
amount of bipartisan supp<>rt we can generate from affected mayors like Giuliani and 
governors like Bush, Republicans should reel vulnerable after, losing Florida 'and getting 
clobbered in the Hispanic v<:,te,' but these fixes cost a lot of money. 

Executive Action I Bully Pulpit 

I) 	 presidential directive 2n Electronic Benefits Transfer (EBD: The Welflire' law requires' , 
states to move to electronic' delivery of welfare benefits. We are working on possible 
ways to accelerate this trend. 

2) 	 Develop guidelines on delivery of welfare seni2eSby religioUS and charitable 
organizations: ~e welfare law expands the ability of churches and charities to get 
i!J.v-olved 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, 

3) 	 L.aunch national competition on welfare-to-work: Under the welfare law, we will: be ' 
working with the governors to develop a system of perfonnance bonuses to reward states 
for success in moving people from welfare to work. We will announce the'rules for that 
competition. sometime in mid-l 997. and start awarding money in the next fiscal year. 
These performance bonuses are one of the President's signature items in the welfare taw. 
They will lead to the first nationwide ranking of states on moving people from welfare to 
work, and could have' an impact on the welfare reform debates that will be going on in 
every state legislature next year, 

4) 	 Develop regulations 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 fulfiJi one of the President's campaign promises from 1992, 
Alang with our microenterprise loan program. these new IDA accounts represent an 
important philosophical shift toward empowerment instead of maintaining people in 
dependence. 



5) 	 Issue ./;\ reooa 9n . personal responsibility contracts; At the President's urging) the welfare 
law aUows stales to require "welfare recipients to sign personal responsibility contracts 
that spell out their responsihilities for receiving assistance (e,g., staying in school, going 
to work. no additional benefits for additional-children, etc.). On their recent visit to 
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 ne>;t year, we could issue a series of reports andlor· 
manuals on good id~ states should adopt as they debate welfare reform, 

6) Develop national antj{raud registry: Each state will now keep track of how long its own 
" recipients have been on welfare. but eventuaUy we will need 8 central registry to keep 

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

7) 	 Award welfare-to-work and (esearch money;, We have a 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 in Florida 
and Louisiana, which the President promised during the campaign, 

&) 	 Announce 80Q~number for employers moving poople from welfare to work: We have 
nearly worked out the details with Fred Grandy, the CEO of Goodwill, to have his 
C<)mpany staff the SOO-number that Sprint has offered us for any employer interested in 
hiring people off welfare, We're also working with the governors JO ~ sure we can 
link employers directly to the welfare-to-work programs in each state. 

9) 	 Announce plan by"Manpower Inc. to locate· job placement outlets in"overy 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 refornl. Manpower used 
to be a temp agency t but now 70% of its placementS are for permanent, jobs. The 
President could make this announcement as part of our effort to promote Ollr welfare-to­
work plan, 

10) 	 QEQ meeting at the White Hoyse, and other cgo effo!:l2: The President should meet 
with a small group of committed CEO, at the White House, and we should put a CEO in 
.cbarge of the recruitment effort (perhaps the head of United Airlines). 

B" Child Supportt Teen Pregnancy, Statutory Rape 

LegislatiVe Action 

I) 	 We should continue to push our bill to make it a felony to cross state lines to avoid 

paying child support. 


2) 	 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. In Massachusetts. Gov. 
Weld has proposed jail time for serious offenders, and is looking at a proposal to let 



• 


communities bar high school students who get pregnant or father a child from 
participating in extracurricular activities, 

Executive Action 

I) We should be able to develop a few executive orders to carry. out the child support 
provisions of the welfare law. 

2) Under the welfare law, HHS is required to propose a plan early next year on how to 
reduce teen pregnancy by 25%. 

3) Under the welfare law, the Justice Department is developing ways to help states crack 
down on statutory 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) :Eass Anti-Gang Bill: Our new anti-gang and youth violence bill will give prosecutors 
greater discretion to try juveniles as adults, fund juvenile 'gun .and drug courts, and amend the 'crime 
block grant to ~nire more anti-gang prosecutors. 

2)' Victims Bill of Rights 
3) Drug testing for drivers licenses 
4) Cop killer bullets 
5) Other anti-gtm jdeas~ such as one gtUl a month 
6) Keeping schools open late 

• 	 mcutive Action 
1) State prison drug testing guidelines 
2) Youth gun report 

C, Other Ideas 

• 	 End public housing as we know it: Convert public housing into vQuehers (perhaps with 
timl!. limits), Raze run-down projects. 

• 	 Limit low~skm legal immigration: Help improve the entry-level job market for people 
leaving welfare. 

.. 	 Other community development: more empowerment rooes, community development 
banks, etc. 

III. COMMUNITY/SERVICE [Ask Prince and Steve Waldman to fill in,) 
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MICMORANIlUM FOIl 	 DONBAEll 

MICHAl:L WALDMA!'I 


FIWM, 	 GEN~ SPEll LING 

SUBJECT, 	 POLICY Jl)EAS FOR THII STATE OF TilE UNION 

'This memorandum lays out for you policy proposals submitted by the Departments of 

Ib:.! Treasury. Labor, and Commerce, the Council of Economic Advisers, the Small Business 

Administration, and the policy staff of the NEe for consideration for the State nfthe Union 

address. I anticipate that over the next ten days - working in close concc:1 with the Domes.lic 

Policy Council ~~ the NEe will forward 10 you additional information to assist in the preparaliol) 

of the address, specifically key economic facts, themes, anecdotes. and success stories. 


Section I or this memorandum provides the overall rramcw01k thallhe economic tcam 

wO\lld suggcst for the address. 


Section 11 addresses in detail a select number of priority policy proposals within the 

cOlliex! of Our suggested framcworic . 


Section til covers other proposals which, if you are interested, we could explore further. 

Please be ;;wafe tIm! several proposals in this memorandum require vet~ing. 


I. 	 OVERVII,W 

'Il,C 0verall rr:xncwnrk of the Stiltc oritle Union address, from thc perspective of111..: 
economic team, should be prepadng Am!!l'fcujt)!' the 2 lsI r.:cntw:v. \Vhcll Presiden1 Cil1lon 
hlPK of1icc, our Cmtnlry was "drift on some of the key areas 11U11 we nccded to be: strung on to 1 

t:lIlCI' the :21 st cent,ry. 

I 
A. 	 WHAT WE INIJI~RlTEJ): IHUF'T IN FOtiH. KEY AHEAS OF 


HEAUlNE~S fOR TIlE 21~t CENTUUV 


(1) r~scal SI'lIl1dlleSS "nd Respol1sih:_lily for n Slrol\~ Ecol1olll):': Wc lacked the li.scal 

cl.:uibilily we IlClxJed :0 maint{!ln our ;~~;dcr"ilip ptHilil),j in the world ;11::1 !() ~11~tln: lhllt we 

'Xd'C CIJ!Crirlg lite :1! 5t cenlllry on soluJ ;~lj)!ing nnd wilh a SlIlH1J; ~c(\nn;n}'. 


> .> 



(2} Equipping People for Ihe 21st Century: We lackco dirccti<1t'i on t:4uipping pcupl~', 
\vith the tools they needed - particularly education and lechnology sklJls .- for the 21st century. 

(3) Danger 01 Being Divided: We were losing our sense ofcomtmmfl: "~America wns 
in danger of losing ilS sense of filmily nnd (mUlTIunit)' and being S\:b,lcct to division, 

(4) World Leadershil! in Qucstlon: Some were GlIcs!icn:ng UBi lead":,'~:lir 10k in \vOt id 
pcm:.;; and prosperity. 

H. 	 THE PRESlDENT HAS STl{I~N(;T.mNr:!) IN ACt FOUl{ AlU~AS 
AND WILL CONTINUIc TillS IN THE NEW TEnM 

1. 	 FiscaJ Soundness and Responsihility for a Strong I~conomy 

1-:;e Prcsid..:nt should recite his rccord: deficit cut by 63%; in!crest mtcs iJrought down; 
11 l1lil[jo)] new jobs cre<llcd~ and the best deficit record of any major ecollomy il] the \vor!d, 
Prospectively, l;)C President should focus 011 balancing tile budget, increasing s;;vings, and 
Flllprovli1g retirement SCCUrlt)' through cllliliemcnl reform~ 

• 	 111C Presidenl should emphasize Ihal he strongly supports ballmciug til(' 
btul;!C"t His !nrgurrge must be strong nnd must urge that this be done now, 

• 	 He f11}lmM.'S tbe balanced budget amendment as a mere divC'fsion from the 
hard choices tlllit the American peop{e expect their IC;1ders to mAke. With this 
predicatc, he can describe the balanced budget amendmcnt ns a dislra<;;tion fmrr 
gcttlng the job done now. 

• 	 UI;::!cr the umbrella of Savings and Retirement Securilj' fN :Ilc 21st u;nlury, 
:i:lt~ l'ref;ident sboLlIt.! focus on (he lollowing inilialilfcs: 

Long-ferm en1il1cIlH:111ICloIi1l or; Mc<iil.:<iI'C and $n(i,,! Sccllfiry; 

Pension fI;':CC~S and st;.:urhy; 

fl'1dexed hO:1ds; ant.! 

IRAs. 

I.~Stw III c(lIll:litll'r: The f'rc.,i;lCllt cmtld heigh/cn the (immn {;! the .,,!u!eeh hy 
formally propo.d/lg a ,'pr:cific IlfJle;/hmw lvr {fie hlj'~V:('1 m!gotiar/oJis 

IsSlIl' 10 eOIL~itk·r; Should rile I'rc,\idCnI mt:.l1fion ,','f)ciw' ,",";:clI!'iI,l' a.; i! rchift'S!(; 

Ihe hU/(ll1c<:d hlldg,H (7/!/I.'lulm,·nf? 

Issue to ('lll1l1idl'r: The 1'{f'.,ir/r:111 nwfd fI/tfl'fnlfe tlliJ 'i(;II~(: t;(hi,l/(:I'fj,wm 
{'OIlIJ(!I'fI/ iO/1 {hal (/1, n:l1l/,t' e.ri.\r~ (III ,Ikdicart' ,f< I"i!lgl' h.l' s{Jvdl'fcllifl' elfin>! (he 

'----,._- "'-'" ._.""---,,, '"""," ,- _. ',"" . ­
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supportive comments by KO.l'ich and Archer oj'JanuQ/:v 21. 

ls,~lW to consider: Do we em/sider as one gaai halancillg tIl(' hIi(~~e.1 H'lJiie 
increC1sing education? 

Equipping People for Ihe 21st Century 

In lour yenrs. the Adminislration 11:15 slicceeded in showing: ih:!l we could bring Ihe 
ddidl d,,\vi1 while provioing Americans \Vilb !he touls they nccd for the Inlorm:nioii~bnscd 
ewnomy at nil stages ill life. These initiativC$ include school~t()o<w0rr:.. inc:-cas:f:g Hcod Start by 
$1 l:ill!on, OO;\!s 2000. Nalional Service, doubling Job training, shldent loan reform, incollle 
cuntingent loans, and a ncw technology Iit~fl'Icy initintive. 

TIle President should Lise the address as an opportunity to act in a dramali.: and 
historic way on education by promising an "Ed\lc~tion Works" campnign or a 
National Education Mohiliza1ion to benefit Aml!ricans a! nil stages or life" 

The President can stress thnl the informatloll age need not be no ern of dlvlsion 
where only a select few succeed" Inslcad, this new l,!r:! creales oppOItunlfics 1<); 
every chitd to have access to educalkm, technology, and In[onnaiioll. 

Our challenge IS to see 111M nit a-year old<; Ci*.n read, "I! 12~yeor n~d$ ale tilCnlte 
on the Inlernet, all 1&-ycar olds go to college. and all w"rkers k-.:cj11carn:r~g new 
skills" To meellhis challenge, the President shnuld empl"1sizc the ill1ti.1tives lb,\! 
wmlld constitute the "Education Works" campaign or a Nationa! Education 
Mobilization: 

Nr..:w edllcatioll swmjards and accountability; 

The" America Read~" initintivc; 

Universality of educntion technology; 

HOPE Scholarships to ensurc that college is 3cccssi'JJe to ail; 

Schonl constnlction; 

Skill grants; and 

Worker training. 


TilL.; section of the aJ<Jrcss shou!d he sWCCP;Ph ;" scorx:. II ~h\lu!d he frrrncu ;IS 

u cal! to Inc American people 10 emp(1wer thCH1Sc!VCS ,nd ~heir I:mli!ks tlSI\1g lh(.: 
h)()ls ofcducatinn ;l!ld technology. 

l~~u..: to \'lillsldt:r: The j'resiticll/\ "l.!duca1iul1ll11dgllt," .vhich he will hl' 
/iwllwl{v IInvr:ditf}.! (II{' !le,tl d(~v..~hrlll{d he 'he mO,11 flmmil1(,!J! jJorlil,l! "/ f/I(.! 

."'(ll;! <!ii/,(: Unimr address, / rl'cu/Ilnwnd {hm he /f1C11S ON 11Ii., LI'.\/tr.: even ill II,,: 
e..rpl'I1XC' (!lnther proposals. 



PlIssible new idclI:>:: 

Executive order 10 agcncic.:; promoting O~3 Icarning: 
College presidents pledging work $tudy swdcni~ to tutor lor lhe 

"Amerle:) Reads" initiative: nnd 
All 6th grade tcachers getting !nh':!1')Cllrnir.ing:. 

,.t Bringinl!, America l'Hftelhcr; Community unt! FRlllily 

In lour ycar,;, Ihe PI :.;.~idcnt has helFed to hea: division ~n Ihls counny. lie prc\'cnlcd 
iS~lles ofnflirmative action and immigration from ;.plitting us, rcooncikd Com;Cl ns of cconomic 
growth 2nd cnvirOl1mCnl, lIIade Fnmily and Medical Leave Inc law, and l.lodrcsscu i:muL!s of 
crime, !dcv:slon violence, and tobncco. 

Now the President will con!inue this effort of hringbg American communities 
illid families together through a C(,mprehcnsh'c Urban Work A1!('nda. by 
focu::;.ing: Ihe Administration'S energies on the following programs, We-are not 
rccullill!cnding ''':ompf~~hcn$ion'' -- bu! how we t:.1n makc our initiative$ bigger 
hy showing how tiley fir Iogt!hcl', 

Wclfurc·to"work; 

CEO challenge; 

Family and Medical' Leave: 

Community Reinvc:slment Ad; 

Community Development Financial Institutions; 

E7JECR~ and 
Brownfield" iniliativc, 

EnvirlllllllCl1l and Publ:c Health inilialive 

:;en'iCt~: The Prcsidenl COllld clnplltl~ize a bro;;lf messnge 011 ;.cvice, pal1iculariy 
focusing on the proposal ellullll'tlgllli; high !'>chool sL.del1ls 10 ;:ill1ducl public 
service, 

The President sbowed leadership :lIld courage O!: Liosllia, Hail!, J~)d lhe M,de;)SL He 
lnok two major sta:;cd (rade agreements and Ilnished (he job. Hc showed 111<11 til" AIlli;ric<1i1 
economy is the cl~vy of' !he world rmd lll:l( Amedca is the indispcnsab)c Illlljo;1 lor rro:,;o{ing 
rC:1cc ,mti t:xpandillb (J,.::;:m:raty. 

N:}\\" 111<: PH~~ident oms! t:oniIllW:!O head !ti! nli)', (ICC ;-,11(\ open lr:Hh:: 1"(-I':l 

unllkd l~lll\'ll":; for NA"rn ",ntnr'!;,;c"en!; li.n l)f(l!;,I'CSS in lilc Mide;I~I: ,{>/ \l<;W 
Asia-I>l1dlk pfo;i!~n:l;,-'n~ ;lI1d l"(f'!.:. Spccilicalty. Ihc Prt:sidclll should pll~h 
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fast track authority lor trade agreements, 

Issue Lo consider. Hnw hroud is our inhn!aliol1/J/ economit.: mcsI'ogl3 find 
where docs it/it? 

(sillle to consider: 71w rn!.~hlenl should avoid n~illg Iht' ierm "J(I.~I Irm.Jr, " 
rr;fel'ying insteud 10 our ,,//fm.\ to opell marker- {{lid .\·,rel1glhcl! demnCl'at'i.;.s illll 
mOlIIW/, ihat hdps America/i hlni!lt'sses and 0111' ,'coJ/omy. 

II. PRIORITY POL,lCY PROPOSALS 

A. Fiscal Suundness ilnd Responsihility for a Strong Economy 

(_ na/anced 11!.dgl::l 

pallln:.:I..'tt Budgct Amcndment. Re.<;loring the budget 10 bahll1ec dot:s nOI mcnn 
supponing 11 baifl:lcct! budget >lmcndmel1110 the Crmstitut'On Such n ~)olicy would b:: 
.:.\lfl..!J11l.o'Iy dal1gcrnus 10 the slcw;lrdship of nur eCOf1Qmy, It e,luld undermine the nation's 
cr..:dilw0rt!1incss, ho:d emergency spending ::.casurm> bo;;;tngc;() n wiIIlltl minnri~y. force 
cl\1wmalic <!Cross-tile-board sequestrations, and nol reduce spending by one cent Additionally, 
il is almosl cel1i)inly unenforceable. (TrCfistlly) 

2. Savings and Retirement Security 

Boosting Savings, Raising tbe national savings rate is necessary to increase Investment. 
hoost worker productivity. and increase living standard!> for the future, While reducing the 
ncficit inc:-cn3esl1ation<!j snvings levels. 1l'1s Administmtion i;:,.s pt!f:'\ucd alidi,innallllCMMi\:S to 
enhance Miremenl sC~lIrity. The President has strengthened pensiQIl ponnbility IiiI' w\wh'rs 
who c:,;mgc jobs, The Administration hilS al:;n i,."troduc..:li innmi(ll1~indcxed ~-:cw'itics 
\,llctl;ding lu Newsweek "lite safes! bo;,d:-. ~vcr"). which;;re the. firSl U.S. gpve.rnmcnt SCCllrililC..<; 
that pr.)lect individuals' "avi ngs from the pl.'dls of inflalion. Additionally, \\ \.! pkm tn introduce 
:111 infl:ltl{w·indc.\cd savings bonds in smaller denominmions lor the avc:ag:c IJ\(:ividual saver. 
Looking forward, we will develop and implement additional Initiatives including expansion or 
IRAs Hnd f\mDcr pellsion reform, (Treasury) 

Pension Sin!p.jifictllion, While highligbting the: Achicve:r:ents {;1:! Adminislra!iol1 made 
il~ Ihe: fir:-.t :"C1; Oil P":I's;on tef(lI'ln ~~ inchlriing ell:n;tmt!!lt 01"1 11<: S1lla~1 BUS;'l\.!SS .lobs Prnh.!...::ioll 
Act which <;imrdilled lhe rCllsion system ;Hld made it Cn;;;i:"T for .:mployers 10 :'l't up ;Iod 
111<1il1l;:il1 pl:Il\~ --Illc I'l'c:;:iden\nl',Jld cha:K"l11;': Cl11il~OYC('S:o mub.: lISC o!"wk\: \VC'V...: plOvidcd 
II' .:-::pal 'd cnvcmg'-'. panicJI;;d~' for I,,\\'M ar:! IIlOdC'I"<llc-incnflH; work\.Ts jlJj" \\ hom !laving:; I:; 
~I i111":1 ;11. 1"1)1:. inclwlc..; n:laining a.lll mal-; in;:, deli IH.:d !JelleDI P;:;1l1S 1110l"\! e!'l\x"l 'W nH worker!l 
\\'jll' ,,;j;;mgt! .1"hs~ estab:l:;hi1l6 ddil1ct: :':ol'11nbll:iol1 phms M~ 1l1d!l('il1g til..: n:w sr~ll'LE lH.A. 
which C,ln he established with a olH:.pa);1: filfl)l you do not cvcn have to sCl1d \0 the IRS: helping 
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workers .- through matching contributions Jnd education - usc defined oonhibmion plUllS. and 
helping 'Norkcrs wito detined contr,bution pkl:1s better unocrsl,md their invc~hncl1t needs (!lid 
chOIces, 1\ rci.;!led chaf!cnge would be 10 workers to (i) understand lhelr rctin:mcnt 1)<:(:d5 and 
opportullities: (ij) {<,kc advllntage of uclincd conlrltmtlon plans when: (hey arc offered; and (1 ii) 
\V\Jt'" wilh employers tOl\)tlke sure the dollars employers spend on pensions <lTC spent in ways 
tll;ll '!le most in w,lrkers' interest (Se1dI11i11', Lan.,)r) 

B, EtlUipping People for the 21st C,,'ntury 

I. Education 

..'\merica Reads. To help parenls, community tenders, and educators aeross the country 
nwke sure thatHll children are reading ilidependentlY by [he end orllle 3rd grade, the Presider! 
h;·,~ proposed ihc $2.15 billion H An'erica Rt'ilds" chollenge. This challenge j;lclude~ (he ParenlS 
'!IS First Teachers Challcllge Grant Fund: America's Reading Corps; a major expansion of Head 
Still; ulld :ld{f:ional ~rivatc sedor w:;sislanc(.!, To l~ciHtatc tbi:') CffO!1, the President h:lS fu:ther 
pro[X)std to de~ictlte at least half ofnew college work slUdy funds to wmmunily service, 
induding 100,000 work study &1015 for rending tutors. 

IIOI)E Scholarships. Last year, thc President proposed 10 make 14 year;; of education .~ 
al. jenst two ye::JL~ of college~· the standard for nil Americans. The Preslrler:fs 1lOPE 
Scholarship lax cut builds on his comprehensive program!o guarantee that a college education 
is both acceSSIble ami "ffordable to all Americ;lns at any time in 111l.:ir 1;1<:. It illl,;ludc." n $1,500 
tax credit for colle£e {Uilion, n $10,000 ttl.': deduction ror nil educatIon and (mining, nnd Pcll 
Gran! Scholar.ship Increases for Inwel"~jncome stl:dcms. 

~9.lIcgc T~x-Frce Savings. The PrcsidcnI could refer to bOlh tJ1C $1 0.000 tuition lax 
deduction anc! the usc uf IRAs for educaticn expenses as (wo new waY$ for American fmniiies 
10 S~lVC trt.'"Arec lor etiUC<llion. (Sperling) 

School Construction. L:lst July, the President annollnced an initiative designed to help 
1\>\:,,11 commu:lilics rind st;!lc~ rebuitd the :mllon's schools. The goal was 10 spend $5 bi!JiulI {r\cr 
lo,'r j'C;WS [0 sj)lIr :'120 hil1inn In school construction spending, The Presidenl may bl.! prepared 
!o J!1lrod!1cC legislation wifhin the next few weeks. 

I~JLlc;(!i(mal Technology Initia1ive. To en"Ufl.! ihat !c:.dlcrs and ,,\lldcms <Ire as 
cmnfnrtablc witf~ a cOlllp:,!cr;(s tt-ey an.: wi:n the ;:n:d.:boara. lbe Prc!\_idl!I\\ c:wld propose the 
((!lIuwing: d.a'lcl1gi Ilg Congress 10 SUPPQr! the i\dminiSUlillon's $2 bi)1 ion T .,;t:hnolugy 1.i lerney 
Chalknge Fund; asking for the private se.:I!H 10 coll1!nil to m;)lt;hing ll1!~ goVt.:lillllcnt's 
-<vcSln\!.;n~; ;>,wj n :h:!ion :"y the l:CC It! lm,c wl\:C(lll\nhmic~tiolis afJordablc (;Jf om gehools; 
am! encouraging lcacheTs to lC3!'11 how 10 us,: Ihese new woJ::; ;IS wd! ,lS parellts and vohmlc...:rs 
(1- l}etr,;i1 ill on Nel!k),. (Kalil) 

"Ai; li,.ade Teachc!'s o'lli1e !11lernc:, ,\ ]Je\\· ecill1:nliollall('chlnl\lgy i(1c;1 I;;' hI "':\'<llkngl..· 
:1:1 (llh grade ~c:\I..:hel~ 10 ll;:cOJ11o; lilela{e lJill!",<lmc1'llct by lhe summer of 199K This will hclp 
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10 cnSun: Iha: every 12-y<:ar old will be able io log onto the ImcmcL (Sper!ing) 

[-"celli!\!...: O,dCf on O~3 Lc:.;rniult The Preside;)l cuuld issue rill Executive Order to all 
I(.'oemi age:,cic5 :nstt uc:ing them to devdllp programs :lnd policies that prolnOiC 0-3 learning. 
:S.pcllillg) 

"America Reads"· Collegs Work Smdy Chllllcn~ In :he: elTol1 to recruit one million 
vol:m!<X;fs nntionwid:.: for the "America R,:nds" challenge, lhe President has ,lsKCli:W ~0J1cgo.; 
P:CS!t!cnts 10 p!l'tlgc to detlic:llC at least Im!1 ofihcir new Work Study slols 10 college sLudellts 
who work as rending tutors in public schools. This initiative docs not require any additional 
funding and will help lhousnnds of young children learn t{l read. We are currently trying to 
deh~rmine lhe "taws aethe college presidents' eff0l1s" (NEe) 

Educalion Standards, We fully sUP/l0rt Ih\: prOll1ill<:nce of Secretary I{i Icy's and Bruce 
RcC'd"s propo~mls for a reading tC$t for 41h graders and n math lest for 8th graders. (Sperling) 

Completiun ufSehool-to-Work" School-to-Work h;:J.~ alrcurJy s\lcccss!\.Il1y enahled 11,11;;1 
million :,!udcnts from IJ!OO schools in J I S\<lleS to prepun! for lIigh-skW, big.h·Wilg..: cr.re..:r~. 
The I'r..:siu":;l! tall :mnouncc h:s intention, cOllwillC:d in the hlldgc:. !P CtH;\p!et>! Ihc phtl~;c-in 0:' 
St'hOo1··!tHVort.. in every state during til;: I1c:-:t yenr (L:lbnr) 

2, Worker Troinill~ 

Skill Grang, The l)re~;dcl1t should diSCUSS his proposal to replace mlmcrous job training 
pl'Ogr<lms wilh <In integrated system that minimizes red tape and maximizC5 individual ciwiee in 
each l'J~al community Unen\f>loyed :md low-income workers would be able tc get individual 
Skill GmTl\S to lise as they choo~e for (earning. new ~kills, 

C~lCnsion of Section! 27, Thc'President's budget prop(lsal contains an extension, 

through 'he yeat' 2000. ofsec{ion 127. the tax exclusion for employer-provided .,:h.!!.;atiol1;:.!1 
<l"sisirlllcc This program gives L-mployees a lax me;:.!\.; by allOWing them In receive c(lucntlCnal 
assistance from their employers wilnout payins income taxes on the cxpcndilun:. The 
President's budget proposal also contains a 10% lax cfecit fOf small businesses wllh gros,> 
receipts of $1 0 million Or less ;Jml provide edm.:utlonal a~SiS13l1eC 10 workers, (LIb!)!') 

I\cxl G.:ner;lIinn Intern'.!L The {Wernet e,\emplifh~\ why we nee(ll" ;llVI."~! il' R&D. 11;;; 
C",';!!:I:g ncl'! .:-nt:\Oprc\~etlrial ;inns alld bUl1dn:d5 oflhou<;unds ofhigh*wagc ," oils, <1:1d 
.,,;~l:;bli'<~l;llg ;\mc-rlca ilS the leader in the Illf;mU;11i\lll .,;COljnnlY, Although ~hc Intcfnl,;l i:;:l 

,l!,iu~(,!:hn\d n:)I\)<'; today, government inVCS!111Cill in c\lmputer r:.,;lw{ds hcgnn i'l 191)<). ml'r<:lhnn 

::'i years 'lg0. To conhl111C invc,ail1~ iii nur ...'Collomic lillurc" the Adminisif.illHlIl jll'Opo:;....S in il~ 
nudge! ,{J illv<:,11 $3DO million over the PC\! !hn.:c ~'t'a:-';; in the >.!CX[ (;encralioll Illternet .~ by 
t;)llnt:cting universities and incn.:asing the speed oftmlny's Internet hy one h~ll\drl:(j to une 
lboH<;.md times, (Kalil) 

- , 
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C. Bl'int,!ing: America Together: Community and Family 

1. Well(m:~lo·Work lniliarives 

YllUlh 0p')nllunllics Areas ll.ltwt;v..!_ Recognizing (1;(': ~pccial problclllS or oUl~of­

Schonl yuulh, f'_spt>cinJly in inner ;;:It>' lh:ighborhooas, the ftrcsidcnt'$ budget propOSt:5 $250 
million per year in new compclilive gr.lllt5 concentrated in high poverty neighborhoods of 
communities to train and employ }m:th in private: sector jobs. (Labor) 

_w.~_!rUlC~to-Work Tax Credit. The President signet! intu law the Work Opponunity '1'<1:\ 

Credit (WOTe) on Augus120, 1996, which expands eligible basincsses :0 indudc those who 
hire yotwg. adults livin£ In EZ/ECs. OuHding on the n:w wore, the !")rcsidenl has pWl')med a 

l1;;W, wei tarc-:'H"Drk tax credit permitting t:lnployc'<s io claim a 50% credit on ilie first $10,000 
.)f wage.'\ for Inng~term wet/lire recipien(s, !o claim this credit for up to two years, and to treat 
cmployer-provided educatIOn, training, hCll]lh care, and dependent can.: as WiJgc~. -hIe current 
\\'OTC wotliti ,jl;;" be exptt)fh:d (0 cover nuullS age 18·50 who nrc 110 longer digihlc fo; food 
~t;:mps_ The;..t; lax il1c!';Juivcs would sllpplcnlcJ'!t the f~re!lidenl's proposed $3 billion wclfarc-w­
\VoJrk jobs inftintive, (Treasury) 

Microlcnding. The Administration courd expnnd SBA's microJoon demonstratIon 
pro~ram to aSSist more welfare recipients in obtaining the technical assislance and capital. 
necessllry to become self-sufficient thmugh starting a small enterprise as well as to assist rnic['()­
entrepreneur;; io hire: those on public assistaf'\ce. (SBA) 

2. FamilY;(lnd Medicut LeaYe 

1'f\:11..1i. 1:"P;'I1"Ion. The fOllrth i1t)1)ivcrsary of the President's ~igning nf fM LA is the 
d,,:; afiCf the Slale of the Union. In Scplernbcr, he sent to Capitol Hill a pmposnllo add 14 
hOllrs of nddiliol1nl unpaid leave per year lor a limited lis! of c;.iru activilics. including p<lrcm· 
teach..:r conferences and routine doctor visits for older parents ano children. There are also 
proposals \0 increase the covenlge of FMLA by lowering the threshold of eovcred companies 
from rhose with 50 or more employees to {hose with 25 or more employees. '{'his laller idea 
coule. extend thc law's wvcrngc to 10-13 million more people. 'rhe Prcsi':::ni CI.hJtJ reiterate hiS I 
!'iu"pnrt fef his initinl pmpos:l! or tOtlt lil", expanded ~dea, (Labor) i. 

I
17lvlLA 'j'()11 Fr<."(' ['!JUlie Number, 011 J<l!iUJty 21, CBS aired nmidPally .,/\ CI1;ld'~ I,

\\'i<:I.'.'· ~~:l'.r0r-I~1;!visin~1 n1QvL: (\.~·ilh (I <';':Il1\;<.l appc;T,Hlce by tM:.; I'H:si{icl1t) fl~)mil ;;\;11.,1\'<; 
:;",iliv..; jlll;};!;";;11 l'!lC lhmily. ro:!owing lh:.: shu\\', CBS ::Jir<:d a I)·second public servin: 
:l'mulll11.;:CmCllI of :111 HO!) Ill.;lubcr ( I wKOU-9::;Q·FM LA} which ~hL publ ic COllin t:;ll! to ,Ieees:; 
illli)lma!iollll;\f1ulll~¢ Ft...1LA 1,\ lhe fOllr hllW':i. lollowil1g lLe nlPvio.::. over 2,OO{) phol1e (~;dls 
\\ ~'rt' mad,; 1;1 111.; :-:(;:1 lI11mbcr rcgnrding Fiv1 LA. 'I'll..: President ::ou1d poten!ially a!11101lrlCl: the 
NOn llwnh..:r ;1~;lin during his Stale or tile Union adtlr..:ss, (Labor) 
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Communitv Reinvestment Ac!. The Administration retormed CRA regulations 10 
emphasize performance, not pnperwork, nnt! stood tirm against efforts to eviscerate eRA 
During this Administration, nonprofit community groups estimate that the private sector has 
pledged $96 billion going lorward, which is more than two-thirds or all commitments 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 investment5 in 
1995, a 422% increase over 1992, leveraging nn actditioll<ll $1.6 billion in private and public 
resources. And since 1993, hoem mortgagc lending to African Americans increased by 70%, 
Icnding \0 Hispanics is up nearly 48%, and lending in low and moderate income neighborhoods 
illCfeaseo by over 25%, according \n recent Home Mortgage Disclosure Act dnt:\. (Trcasury) 

Community Development Financial Institutions Fund (CDFI). Through grants. loans, 
equity investll1ents, and technical assi5tance, the CDFI Fund will help create a network of 
community oeveloplllcnt financial institutions in distressed cOllllllunities across thc country. In 
the !irst round, 32 CDFls received $37.2 million. Another $13 million was awarded to 3M 
mainstream financial institutions for increasing their investment in community development. 
The President's bnlanced budget proposal calls ror over $1.6 billion for the CDFI fund. 
(Treasury) 

Presidential Awnrds ror Micro-Enterprise Development. Treasury has l<lunched rt new 
Presidential Awards progrnm for micro-enterprise development. which this noll will celehrate 
innovative nnd outstanding progrmns tbat help empower low·incomc Americans. (Tren5ury) 

!~mpowerll1ent Zone Initiative: Round Two. The President could cite the successes of 
the Empowerment Zone/Enterprise Community (EZI£C) initiative, nnd highlight the 
Administration's second round of EI'.JECs. The President has proposed a new tax incentive to 
help spur the rrivate sector to clean up and put back into productive lise environmentally 
contaminated properties in distressed communities, or Brownfield5. This incentive, which costs 
$2 hillion over 7 years, is expected to leverage $\0 billion in private seclor clennup 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, including Brownfields, mlditional small business expensing. 
private activity bonds, plus a 25% credit to :dlt[lxpayel"s who invest in vcnture capital fun<is that 
will invest in new and expanding businesses ill low- <lilt! nwdemte-income cot11l11unities. Thc 
President could :llso note how applications and rrivate co-investment in CDFls in the tirst rollnd 
WIlS more than live limes the amount of funding <)v[]illlbic for fc<ieral co-investment -- and that's 
wily we'I'e pl"Optlsing ilKl"eased fcderal CO-IiIVestl11Cn\ to mcet the dem'll1d. (Treasury, Dimond) 

Children's [l1vironmcntal I ka\til. To honor the President's Aligust I (Nfl c()1llmitmcllI to 
Amcrican ramilies lO rrovioe cxp:llldcd inlol"l11<1tiol1 about \o.xic pollutants and to protect the 
he,llth or every Amcrican child ti'olll incrcasingly pen':lsivc environlllcntal threats, thc 
Atlll1inistr',niull could lake two li.:l[ltcd ,ICiiuIIS. Fir~·a. tlte President coliid issue an I:Xcclltive 
Ol'der 011 Chi I lIn:n's I :nv; l'olll11cn!,11 1·1 c:dth. which II (lui d I·CCO!!.!ll zc alld addt·css thc uliellillllcS 
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~II.!.Itcr impact Iha1 c:lVironmcnta[ poiJulntllS have upon the health of children. by cOll1tniuing 
:he !;ovcrmnc))tto set hcallh and safety standards tailored to prOiccling children and by. 
coordinating areas where additional resean:h i5 necessary, Second, the PrC5idenl could 
challcnge Congress io pass legislation that would provide enhanced labeling information to 
assist j~lfnilies in making informed choices about consumer products exposing children to wxk 
chemicals. The NECand DPC are currently working with several agencies 011 thes\; possible 
illilialivcs. (Hulstein) 

5, Crimi! 

§,P-cctrum AlIncaH0/l for Law Enforo.::ment (lnd I'llblic Safc!\', Law cn!':n:cl11cnl ;md 
Illlhlic ~arct'j niTicial5 need additional spectrum in ~;lC war <1gains! crime and for rapid responses 
III <:nwrgencics nnd disasters. The Administration hilS identified S{):;,C sI)C'ctmll1 that would. be 
id..:n: for their tiSC, but has not publicly announced this. (K;\lil) 

I). International LCl\(lel'.sbill 

1, Inlemationall'rade 

Fa:it 'fra\;k Authnr::x. Tbis Adminislrit~ion h::5 a slr0rg record oi'npening foreign 
lIl<1rKcls J~>r US husincsses. Thrnugh (rade agreements such as NAFTA. GA'~'"r!WTO, and the 
U,S,~Japan Frmnework ncgotiations, ci..ports have ri$¢fI by 34% supnortlng IA million new 
joh". WI.! llUISI now seek, (md Coogrcs:; should grant, fast track authority 10 initiate addillO>iUI 
,1':1(le liberalizing :>grecments. Our goal is [0 remove <\11 barriers to free trade lhroughoullhe 
""estern Hcmisflhcre and APEC nutions cnrly in the next century, (Treasury) 

III. O"l'lllm POLICY PI!OI'OSALS 

A. IJudge/ 

F:lif Balanced Budget. One Idea on the bl1dgCt front might be to !;Plllhinc the gnu! or 
b" lancing [ite budgct wilh a goal of ensuring fhat the poor do not bear the bl'llnl of the cu!s, Thc 
!>rcsidcl1l wult! 11wpose that the AdministrHlion wit! maintain the twin gonls or a balanced 
hlldgtl by 2002 ,md il poveuy nne .:eiling or perhups I 0 or 12 percent by 2002 as welL (Mal'.ur) 

It Savings ollll Neliremu/f SC('1!)"fly 

Sa,,! 11~. Addltiunall 'j, v" h;:c the Administration wanls 10 encourage ::.avlllgs. we lim!, 
t:iHlIrioutiollS ill pco;loion pions, "rid impose 11 15% Slirlfl,{ on eXl;cssivc aceul'lh.I/ltiollS. Wc 
siwuld cOl1sider dimhalillg Ih.:: !5% !)ul1a;-;. Fun:'cr, anomal ie:; i 11 the tax I,ll\' II1Cal1 IJim Ill.:: 
c>ul1hincd I:f!i.:-:! o(t")C pen~;ol1 sHr;a.\, 11\.:: ineome 1:.;:\. and till': ,-';<lalc tax n;;<IIII:; i,llll:;c1,!ill;'! \:t.'\ 

J:l,C~ ill e.'\,;>..:S\ ufl)()'X, t()" ~!)l11e I1lci,·idl!:lk The~l! rl";lVisil)l):S especinlly diso:llragc ",;~\,'III!lS hy 
til..: elderly (U:t\) 
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C. Tuxes 

Taxpayer Bill of Rights. 'nle Adlllillistrutioll has worked to provide targeted tax cuts, 
simplify the tax system, reduce paperwork burdens, protect taxpayers and improve thc 
operations orthe IRS. We plan to enact incentives 10 invest in education, savings, family and 
hOl11e ownership during this legislative session. While some ndvocnte structmal tax reform, we 
bdicve il is better to work with Congress to further simplify the current systell1. Already, we 
Ilave imj)lemell\ed the second Taxpayer Ilill of Rights which strengthened the rights of all 
taxpayers in their dealings with tbe IRS (could develop some examples here) and have plnns to 
introduce a third Taxpayer Bill of Rights during this next legislative session. (Treasury) 

Tax Simplification. Currently, three-quarters of taxpayers have a tax form that could be 
put un a postcard; the iRS could crlJculate their tax liability at negligible costs. While these 
ch:mge~ are little more than cosmetic, they could niter perceptions ofttle intrusiveness of the tax 
system in individunls' lives. Treasury has prepared n number of low-cost modi tications to the 
tax code which would simplify the process ror significant numbers of taxpayers. (CEA) 

Illherilance Taxes find the Step-up in Basis. One orthe most significant distortions 
associated with our tax system is the provision for the step-up in basis at death for purposes of 
capitnl gains taxation. This provision is costly (roughly $30 billion in foregone revenue;n FY 
1997) and leaus to the "lock in" effect (the portfolios ofelder]y individuals arc kept in their 
estates). CEA raises the possibility of greatly reducing the estate tax in order to eliminate the 
step-up in bnsis provision. This proposal would require significant analysis. (CEA) 

D. W(Jrker Training 

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

Training Network on the Interne!. The President could announce t11m the Department of 
Dc tense, the DcpaJ1ment of Labor, 20 of America's most advanced companies, community 
wl1eges, and knding universities ncross the country arc joining to creme a Training Network 011 

the Inlernet thal wil1l)1ake availnble for free a catalogue orall of their training c()~rscs and 
plOvide a platform for making a host ofncll'. interactive training courses availah!c conveniently 
011\11C Internet fm <I fee. (Dimond) 

Techn(J/oKI' 

"Digi t<ll L<lborntol'ie;; of I)etllocrac\:". All ovcr A mCI ica, local C0Il1111ullities are ti nu i ng 
IKII' ways tn solve the cha.!lcnges they Cae<.:. For eX:lll1rle, sOllle cities. arc otfcl'ing l()w-interc~t 
rate !l1oltgages to potiel! orriecrs who bll)' homes in distressed cOll1l11unitics. Thi;; increascs 
tlOllle-ownership among yOllllg police oftieel'S. adds a scm co ofstahility ,md security to the 
II<.:ighhorll(1{)<i. :Ind allows officcrs to see signs of trollble bcfOl"c thcy hccol1\e mnjor problems. 
Our challenge is to share ideas like this anoss Alllericn's local cOlllillunities via a "Digital 
t ,.Iboratory of Dell1ocracy," which would 11~l! ncw t ntcl'llet technologies 10 cut lect and 
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disscmimlle the best grassroots ideas for solving the major ch;l!lengclI nH.:ill,!; Aillcrica todny. 
( Kalil) 

Iflfum::~!~.ion S~iely/lnfoml<i!ion Econo:ny, The President has talked about the 
lrUllsiliofl W tiP in!,prtnMion society in gencml terms, but he hl}!'( not la!ked extcn~ively about ihe 
nmgc o1'waY5 in which lh..::;c new lcdmologics can contribll!C to mlf nntionnl gO<l15. The 
Plt!srdcnt could direct his Cabinet to report back to him within ('0 days 01l?1 leas! five cn:ativc 
wavs in which they Intend to use infonmHion icchno!ot;Y 10 carry oul their mi!'sio/l more 
eflccthc!y and efliciciltly. This rcport will he posted 10 the 1!1lcmd - solhm we can get the 
b.,;st l<.kas not only from lhe Cabinet, but fi'mu the American p..:oplc. One example of these 
creativ,: clforts is New York City's law eniorcemenl officials using computer-generated mops \0 

tnrgcl resources to high-crime neighborhoods. Similarly, on (he health cnre front inlormation 
tcdmology can eX!\!l1d quality care to rural areas (lc!crnedidnc), cu1 dowl1 011 papc!"wOfk and 
administrative costs (electronic claims), und Illiow people to make more !!\fonhed dcct!'iiofl!'i 
(eonsumerheal!h infunnation). (Kalil) 

Children'S l-Iospi1allnitiativc. The Vice PH'.sident has beCll workillg Oi, a privaic scclor 
cOlnmitmem (n connect at least one .children's hospital in each slale (0 allow bcd-ridden ·chilnrt~ll 
iO lnt(;rnct Wllh each other and with their teIlchers and classmates. {Kalil} 

COlnmcrcializillg Environmenta] T;;dlno!ol.jies. The Rapid Commercialization Inili,lIiv~ 
l~ an lJUeragency cooperativc ventmc~· ,lllltlng Commerce. EncflJ,Y, DOD, and f!PA --lhal 
}.!cccicratcf. the commercialization ofinnovmive cnvimnmcl1tallcchnologies, The prog!'am 
capiraHu'S on the $2 billion plus federal R&D investmem in environmental h.'Chnology by 
cOllo<:cting the on~going. fedeml enviromncntal technology programs lo~cther to bring 
lechnologies quickly to market. it is: a key step in developing the new technologies that will be 
nced,:d to meet continuing environmentul challenges ~- such as those posed by global climate 
change. (Commerce) 

Blin14ing the Glob;!! InfOllTlation Infrastructure to All Amencans, Passag.e otthe 
TdccommuniCHtions Relonn Act last year was a tl';;meOOOitS step forward in advancing lhe 
promise or the GIQbBlln:ormation Infwstr\lcturc (011). While implcmcntatiu:·! nf lh<11 
legi:;jatinn WIll lead to increased competition, more Lhoiccs f0f C0nStllllcrs, '-Ilid II";W s.~rv:c<':;l 

over lile 11<'::\( s<,:vern! yc~rs. the Administration will (:ominue 10 work with industry I,) CI1S\liC 

lila! nil I\m<:rlcnns have aC(:CS5 10 the benefits of these tcchnolo,!;ics, \Vc arc already w('Irkill!? 
Ihrcugh the Tdccomm!1llications n:)d Infonn11fion Inrrtl5tnlcIUI'c Assistance Program ("1'111\1') 10 
,,'Ill>lHC thai ;ht: Gil can be used in mc"ningfu! ways by Ihose who have bCl:n Iraditionally 
umh:-l~el VL'd 1(1 our CUlilltry, wildilcr in !h;; mfal hills or Appala;:h:fj 0- Wb.1~1 core of $O\llh 

Central Lns Angd<':5, (Commerce) 

\\,q!'1\ OnL,{}rttl11it; Ta:o.: Creeit for Nf):;·I'rofits. To "ssi;;; in lilt' eHiJl110 I:H.:ai:: IlC\\' joh\ 
li)I' th(l~(.; 011 \\(;If:lfe who <11"<': IHlrdes1 to en'plny. the President CIHI!d propose .:.\.panding, iit;; 
W( lTe S( I that I\(1Il-pni fit. pdv;ltc sector ()rganirlllk)J's thill 'lire eligible we! ra!'C'ln~\\'ork 
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pitrlicipanlS can scll the $5,000 lax credit 10 fQr-profit firms and investors, This is un lnVe~lmCni 
in work and opportunity that win pay rewards to employers and investors and, more 
importantly, to every person who is able to benefit from the rew·.m:Is of a real paychcck and the 
dignity of work, 'l1lls announcement would require amending the budget. (Dimond) 

America's Job Bank Expansion. t\l1l\.:rjc.!'~ Job D:1nk (!\JB) is ,he help-wanted pngc of 
Ihe 21st CClllliry --:m Jnlernct silc tbat Ii;m more tban 600,000 jobs a:,d allowsjob-scekcr~ 10 

searth for :.lppropr;nte positions, It lists job openings from some DrIll!; na1ion's biggest 
l..'lIlploycrs, includ:ng 'BM, and is one oflhc 1110st Vlsitcd sites on the Jnlerncl. receiving 
minions of hils per montn. Job st-'t:/(crs do '~!1: need:'. computer because the Labor DepatUncfit 
llti~ an l1glccl11~nt with community colh::gcs to have the site and is putting them in all local 
Employment Service offi-ccs. The President eQuid announce that AJB is expanding to also 
include a skills-training search center so the public could search for training programs that 111 
their needs alld spt-'Cilieally (or Pcll-;lpproved programs. The AJB could aiS0 help to match 
welfare recipients with jobs. Further. the President could challenge other large businesses to 
follow IBM's: example and Ii!\! their job opc!\ings on the Job Bank. (Labor) 

Job P!tH;emeni. The Presiden: could announce Ihn: Mnnpower. the lurgesrjob plaeer:lcill 
firm in l~\C t;(hl!l:ry. has C(lO)l11inec 10 opening inner-cilY unices in Ili:ijor d!ic:; all ,It.:rnss the 
dJe mry; ;l;\d m:ljor n::tui!crs and ~cfvlce pnwiticrs th;lt hire entry-Icvcl work'-TS urc .'oining to 
help Ih,:lr lfilillcd WOrKers who wanl to move up to find new and better jobs dw::mghollt local 
labor markets, TI1<.: President could then ch~llIengc oiher businc.<;ses and privalc placement 
ag<.:ncies lO follow sui:: if we want 10 co.l(il1ue to grow the economy with low inflation and 
lower hnell1j1l;Jymcnl. Ihe private sC(;tor must show the way in bette!' connecting job~seekefS to 
new job opcn:ngs. This does not cOSt anyone else ajob: instead, it provides gainful 
employment, olHhe-job'lrnining, and new earnings and an increasingly productivc workforce to 
hclp spur demand and growlh for all in every local region. (Dimond) 

SlIIHnJ(:r .fobs, The I'rc.s:den: could encourage localities 10 largcllhcir "lImmel' ju;)<; slols 
on ..:h1Jol(:p pf \Vel farc reeipiCnls. 11,;:; program gives pnrticip,1nlS their IIr:H work c:'\pericm.:;e 
and r":·lnf()rt:.:~ Ihc skills they havc Icnrncd <hIring the y<'lif. (Llbor) 

~~~:~~i~~J~~~~~~:::~~~~ The PresidcJ!! has p:uposed a liew, 25%million lax inccntive is expectcd 10 
in priva!e setHW invcstment in cn't;lllllr.ilY development. (Trcaswy) 

Em:,owcr.!U:.oJl: Contracting. U"dcr Ihe Prcgjdcm's execlltivc orders, businesscs: bidrllllg 
un (cdcr;\1 Cf"lllr:lCl$ Will rn',,;ivc illC(.'nlivc~ to locale in ccoHomk:llly di:;ife"",'d ;'HTltS. 
(Tr>..'nsUlyJ 

1'!l111ill~ :.11:1 Rt.':wlt.: Ill' <"'\;1\1'1)111111: ! )Cvd\JI~~Il\:m 1.0':1'15. Tn.:lt!>l1rj' ;:Ild Commerce have 
h.."gl'1l all cf!0r1 10 d,;!l'mH;)C" whethcr the gnvernl11cnt can help pool cOllll1Wn!iY tlC"vel()pmCni 
j, ':IllS :l1"Id lesel! Ilh:m 10 privnlc inves\(lr.~. il\':! l"cc! n:<.:yc1 ing a port jon ot· avnllabi.,; t:aptlal oJ.c!.:: 
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into inner city community development. JUS! as we now have a fully liquId !'iccnndary lll11rkl!! 
fur home mO!1gagc loans, helping make hOllli.."Owncrship affordable for millions of Americans, 
we should consider the possibilities l>,;:t H;;cco;1onfY mark!;; (c\'e'l in private placemel1ts) for 
t:nmmunity dcvdopl1lcnt loans would crellloJ rOI communitl1.!S in need ufcapiwl and invcslmen:, 
(rn.:asmy) 

~~il1!! the Unbanked. Lasl yeal'. CCnigress ordered that all j~dcr:\l pay:ncnls (except 
lax n:llll1.ds) be IMde declfonic;lUy by 1999, However, lhcre arc- approximately 10 l11i Ilion 
Amcrkll'lS who rece:ve Social Sec!.Jrity, veterans, or olhe. government chcck~ who do nol helve !

. I 
honk act'oUnls and often rely on cxpensive check cushing services. Treasury is weighing 
optiQUS 011 hnw 10 arrange for electronic funds transter for tht.'SC 10 mi II ton unbtlt\ked. 1f \ve t.'ln 
gel them into till.:: banking system fur till,: !ir~l :ime, not o:1ly wi:! it give them n more cf1i::ient 
w;.y to cash ch ..,(kg and access other financial services, but 11 may also encour<lge people to savc 
and plan for their financial future, The Administration wit! be working closely \.\·ith thc privale 
seet()!" tc· encourage tim.ll1cial jlls(hutIOIl~ to develop il~nOv,HJVC prod,lc!s tbat will hdr' ~CI'VC tl'~' 
needs of these and (he millions ofother unbanked. Crreasury) 

~:11Ll11'-:!.lge to (~"c Non-Depositor:t lnstitutiolls' !n the CO:ltex: of t[llking ubuut uur 
lXJl»mullilY development/empowerment agenda, the President could ask the linuncial !<cryices 
reglltntors, Levitt, Raines, Rubin, and perhaps state securities and insurance regulacors to work 
with the non-uo.!pnsilor), instiHlljol~ PIi!1 "flhe industry 10 challenge them 10 find lhc sOHnd 
husincss inves1ments that arc available in <111 ofour communi!ies. The President could ask thm 
the group report back to him by October 15 with recommendations on how to open thc;;;e 
ulltapped m{trki::15 to the full range offin,!1)eial SerVlce$. If We are gn!l1g to do Ihis, !'Dwever, il 
needs In be carefully developed, and Rubin. Grecilspan and Levitl need to be bmtlghl on Ima:-d. 
Raines ,md Ludwig already like the idea. (Dimond. Seidman) 

H. Envirunment 

"Parks 200U", Tht! "PorKs 2000" conservation iilillntiv<.C harnc.'IseS a rangc of col11:mmity 
and civic groups, corporations, lhe Naliolllli Parks Foundalioll, state govcmmcnts, <lnd the 
federal govcrnmcnt to upgrade our nntionnl parks and monuments in both nlrfll and urba;) areas 
across Ihe cOiln:!}'. This erfor: could also include AmcriCo~ps, summer jo~)~ ~)rogri1lm, and 
youtb organi7.mions to help restore the crown jewel~ of Amcricn's natural heritage. (Dorval; 
McGimy) 

Pr()ICClim~ CommllOitics fro:n Toxi<: Pollution, As pari of the PH.:sid<.Cn(s COlllHlllll1l,:lli 

to prowc! communities from toxic pnllution. tlte National Oecanlc and At1ll05phcrk 
l\dmini$:ral~lln (NOAA) 1'1 committed In bc::c~ dg:ht-lo-know fur water qLali:y -- estabiishing H 
!)CW national eNslal walcrsncd mOf1.ltorirg. program tllilt wi!! con!ilwQtlsly lllil11ilOr site:, s\;"h liS 
b<.C;H.:hes :md r<.:cft:mion ancas find provide <i:Jla to reduct: Ihc Ihl'cat offXllluliol1< This will w())'k 
in <::ill1:'-nuitH wilL in<::'"c;\scd cflhr1s to proleC! I!::::: Grci1! LIkes hy workll1g i:1 rhl[!nC~';;!~ip Will' 
S!;lICS and collHl1uni!ics 10 f\.::dUl.:c the flow of IO.\.ic sub;;;al1c~~ ioto lh~ (jrcn1 !.;tkcs_ 
{Cnmmc~cl;) 
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Ea\'lll~ illU IJurd::YI ({Job Di:docoli(jrt 

:!.!In DIslOCation Luans. TIle Inarb.('t is especially IQathe to lend to individuals when thl~Y 
Hfe ~l1lemploycd, As a result, the President could propose providing govemmcnt loans to the 
unemployed. Loans 10 such people can be modelled aller our highly successrul student loall~ 
(e.g" with an inco)U<>contmgent option, and a v"rilc~oIT after a certain maximum period). It is 
imperative Lhui en'ecOve gUlIfanlecs Dr rcpay:ncnt be r~t into place -- through coliatcrali71l.1inn 
of home equity, through the IRS, or, for ;'crired individuals, f!'l·ougb di~ect deduction of. 
j'h'"!ymelll$ frorn Sodnl Security cl\(.'Cks. {CEA) 

pn:Uler Flexibilitv Tor IRA Usc, The Administration could prOllOse lll,'!l we allow 
Illlcmp!<lyed individuals nO! only 10 withdmw certain amounts without penalty, tJtit to rcinwsL 
{hose funds over Ihrc;: years following the unemployment episode. Greater Ilcxibility or IRAs 
would encourage individuals to make greater use of them, potentially incTeasing natiollal 
:.aving!>. \Vhill.! also promoting gl"Ctllcr ccunomic sL'Curity. (CEA) 

Tough Federal Enforcement. During the second tcrm, the Administralion will continue 
its 5trong anti-crime record, We will fight money laundering and other financial crimes both ,II 
IHJ-me and abroad 10 deny drug cartels wha: matters most •• their profits. In the future, narcotics 
traffickers will :hcc tighier reponing reslric.ions on money rcmiacrs, blocked <lsscts, n:.d fcwc:' 
people willing 1O fisk doing business with them. TIleY will also find il hardeT 10 import lhclr 
Blic:! shipments. Bui'(ling on the: success o(Operution llardlinc, which strengthened the 
$o.utb\Vf;!Sll1un(er ;md incrc>lscd total narcotics seizures by 291'/<} last year, we will enhance our 
narcotics i:)lcrdiclion etrOrtS !lCfOS5 the rest ofour borders to stay a step ahead of tile traffickef!i. 
(t'reasury) 

Gun Control and Anti-Terrorism. 'rrcasury has taken innovutive steps to plccmpt illicit 
sales oJ'gul1s and exp!osives. Proje\:l Lead. a new software progrmn. enable~ us 10 id~miry gun 
trafficking p;ntcrn~ anO prosecute: unulliliOrli'XU deaicrs·· cSj)e;:i;llly :11(15e wlln sci! guns to kid$, 
Additionally, the I'resident could cmph:.si:;>.; tlwl he will conti'me:o P:T,tec; :he Brady Law and 
Ihc A~;Sil\llt \'·...::11'0\15 Ban from m\<1c'..:s by ;;:x:c!,1i interesis 3:1:.1 implement thl.! LmtfCnocrg 
An)cnJmct'll which pmilibils those who con'11lit domestic violence crimes. from posses.'ling 
h;:ndgul1~. We (Ire al~o activ!.:l), studying the use 0; taggants, or Imcer c1eme11lS, in c,xplosive 
I1mlcl'i,,!~ to ct':lck down on hombings and Icrrorisl incidCllts.. (Treasury) 

Illh.:rr;rniol1n! Fill:lllCi:l1 Instil11linl1s. Amer;e:!'s gl(,hai kaJ;;:rship rCIlchcs heyo:'d the 
';:1<.1.: HI~·i;": to lile :'~\cnm\i')llHl j;nllilcilli il\slitulions il hdped 1(1 ;:rcnlc. ':"hef.~ inslilul1om;.lcd 
';;.' Ih..: W,;fh: ;i;ldk ;1'1(1 !1y1F. lwlp CIl$tlre a t:til·Iradillg s~ stl!l1l. huild nell' In:ll").;;;:lS. :111,1 
~;r"'<,·p.:!nllb.: t;ld1:d liilanci:l! SYS1-t:11l 011 which wc ,111 depend. We muc;[ ilopnr fully our flll1(ling 
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commitmenl'" to :hcsc iTlSiltuliufiS, p.1rtl<:ularly where we have faUen behind. because it serves 
onr own cconomic sclf·inh:.est to do w. The slabllity of the global economy is critically 
importanllO U.S. econmnic, political.md ~;:C!lrily interests, and we need to \:ngagc and provltic 
kildcrship in this urena, (T"casury) 

!,kxlr.;o. Mcxko underscores Ihe li11pOr1<lncc Qf Ih~ US, remaining engaged globally, 
Two ycars ago, the President made a COl!rageou~ decision to pro1ect Al11cric:J's economic :'md 
nalional ~ccurilY interests by assisting Mc.xico during ils liquidity cri~is. This wee\.;, M.:xico 
n . .'pald !he final Il1stnllmcm oflhe loal1··llnee years ahead of lime, As a resull nflhe 
President's leJdcrship, Mc.xico forestalled" prolonged recession, regaincd ncccss 10 thi.! 
international capilnl markets and imported a record amount or Amcricfln~madc goods, III 
addition, his actions produced:1 profit for American taxpayers of $580 million and a 
cnrrespo:1dillg decrcMe in the budget delidl. (Tre;)sury) 

Boosting Smull Business Exports, Because most ot'Qur future job growth lies with 
small busi!lc~s. the needs ofSlliall busim:ss exporters arc crilie;)L Curren! ly .. only 12 pcrcent of 
U,$. sm:1I1 bw,inesses cxport, Our go.'\l is to double Ihis nllmber over the ncx\ 5~1 0 ye·ars. 
Commerce. SBA, and Ex~lm have brought federa! trade rromotion and finance probrn!~lS 
logcther in a nationwide network of 17 one-stop U.S, Export Assistance Centers to make them 
mon; easily accessible to the small business community. The Administration is streamlining 
government trade finance programs Ihat assist small exporters to fulfil! their export potenfial 
and is dl!veloping innovating tlCW trtJde finance mechanisms. such as SBA's E:<port E.-:.press 
prngnun. to reach more small bu:;incsscs and lenders., (Comm.;rcc, SBA) 

~~Egmuling Frc\! and Fair Trade. Th-:: Dcpanmenl of Commerce has developed d new 
illitintivl; hy crenting n TTlldc Compliance Center. CSj'lg the Internet to provide information and 
gUI'cl"l1T11cnt :lssistance directly to bus:llcss,;s. this Ilew Trade L:ompliallcc Ce:lter will help 
Aillericnil busillcss gain maximulll <ldv:llllngc from the 200 trndc ag::ecmerls and declafrl:ions 
sucec::sfllUy 1;nnciuJed over the Il3St fOUT years. Tlte Center wi!; 110t ,m:yc:\;)11.nd rh~ 
g(;VCrn;~le!ll'S nbHity to sl1ccessfully open foreign markets. it wili ;:1:;0 incn::1sc OJ!' ab'lil)';n 
,l<;S;st U S. businci1~ in rcsolving trade disputcs, and increase tilc dctcrrt.:I1CC value ofU.$. IrnJc 
c"1lorcefl1cnt cOhn!';, The Trade Comrliance Center demonstr:1!cs- this Adl111Jt!~lraliO'l'~ 
c(lntilil!lng commitment to cnsming that li:)f::!ign govcrnmel1ts /lIlly live up t() Iheir oC!liga!:on~ 
Imder 1!l\";flMtiotl;!! la'N w,(\ Hemy. (Comnlercc) 

!:Jl!htipQ HlibcfY 1.0 Lcvcllhe l'I'1yinl! F·c:d i'Jr OJ!' COi1'P:ll1io::S OVCi'SCIlS. The 
I\dmini,;!ratirm h:lS Ie,! the chmgc :lptinsl h-'ibc~y ar.d corrupt'on o\'cr$C:1~ ('11 severnl n'onts, :ll1d 
mer lbc ]\:1'11 ycnr we have mnd:.: sign:ncam prog':"c1i:1. We wiil con:il11:c ~() work !(jwarc 

;,;,pICmCI1I:1linn urllJe titS! henlislilicrit: agrcc;,'cIY criminal'?;I':': brmcry in <III t.·(1I1Il!:ks ;\:h] 
punish:n!j foreign cn:llic" who l1Ikc part in corn1pllon, {Comllh:reci 

I,. Smull !illS/f)':.,!> (,'roW!!; 

ACE~NeL () ,Iy fi.~V;!fa! thousand linus receive vCl11ure capital carll :,';;,lr, k:wing many 
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I.:lllrCprellcurs in desperate need ofcapital to grow their small businesses. The Adlllinistration, 
kJ hy SBA and othcr agencies, has developed the ACE-Net system (the Angel Capital 
Electronic Network) on the Internet linking small businesses seeking venture capital with 
"<.lllgel" investors. (SBA) 

~pandcd Capital Access for Underserved Populations. In Octoher 1996, the President 
:ll1nOLlnCI~d the nationwide expansion ofSRA's Women's Prequnlification Pilot Loan progmm. 
which "prequalilies" certain women business owners for partially-guamnteed loans. The 
President could announce that he similarly plans to expand the Minority Prequalification PilO! 
Loan program nationwide from the 16 sites where it is currently available. (SB,\) 

~:ontmcting Agreement with the Big Three. Consistent with efforts to forge public­
private partnerships, Adlninistrator Lader will shortly sign a MelllOrandum 01' Understallding 
with the Big Three automakers -- Ford, Chrysler, and General Motors -- to initiate a program 
e;..panding opportunities for minority-owned companies as suppliers and contractors to the Imge 
wll)panies that are the traditional suppliers of steel, plastic, glass, and other raw materials 
J1urchased by the autornakers. As many as 5,000 minority-owned companies. including many 
firms in SBA's R(a) program, will benefit tj'om this initiative. (SBA) 

Access to Business Education and Training. The Administration can assist more 
aspiring entrepreneurs by expanding the number oj' SBA's One Stop Cnpital Shops, Women's 
Business Centers, and Microloan intennediaries across thc country. (SBA) 

M. Health 

LOllg Term Care. While most ofthc discllssion of the aged has focused on Social 
Security nnd Medicare, long term care remains a difficult problem as well. The President could 
call for further improvements in the market for long {enn care insurance, including further 
incentives for individuals to purchase such insurance, such as providing asset protection. (CEA) 

$1 Billion Award for Eradicating I-IIV-AIDS. Unlike the historic "big government" 
pl'Ujects orthe industrial cra -- FOR's Manhattan Project or .IFK's effort through NASA 10 race 
the Soviels to Ihe moon -- this could be Ihe first reward of this new age ofdi:-;covery and 
renewal. It will challenge enterprising scientists, researchers, immunologists and hio-Iechies, 
universities and medical research centers, and private investment. venture c,Jpital and lirl11S to 
enter a noble competition to invent, produce and deploy a surticienl quanlity or clfect!\'1.! 
v;H:cinc 10 end the I,ll V-AIDS epidemic in the U.S. The reinvented roll.! oflhl.! rl.!dcral 
O!0VL'l'lllllent is alsu ckar in this new ventlll'l,:: to assure thc esselltinl economic ,lllt! market 
ill~l.!r,tiws (the pl·i/.e) and regulatory conditions (FDi\ review, il1demllificatioll pmcedurcs) tl1:lt 
IlwJ..;e this cOlllpetition possihk; 10 support c:-.:tendin); the frontiers orscience in the process 
(NIH funding, catalyzing venture capitnl anti firlTI investment, focusing attention); and to 
lk\'clup and implemcnt the moSI efficient public henllh imlTIunization program (CDC) 10 assure 
that l-ffV~AIDS will be crndicaled oncc effeo.:tive vaccines nrc discovered and produced. 
(Dimond) 
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N. Compliullce wilh LlIhor Rcgulafjol/.l 

~,arll1entlnitiative Ncxt Stcps. On August 2, the President announced. with g<Hlllellt 
LEOs, unions and nOll-governmental organi/ntiol1s, <lnApparellndustry Partnership that would 
gd back to hiJll within six months (February 2, 1997) with recommendations on how to assure 
consumers that their goods are made in compliance with minimum wage and child labor laws. 
That group is meeting January 23 to finalize their recommendations to the President. If they arc 
able 10 finish their recomlllcndntions in time, he could announce that they mct his challenge and 
describe the Ilext steps. (Labor) 

Internet Employment Law Assistance. The President could annOUIKl' that the Labor 
Department is moving its customer service function into the 21st Century by providing "expert 
systems" -- 1:-LA WS -- 011 the Department's Internet homepage. This service would infoml 
wllrkers and small business owners about thcir rights and rc:;pollsibilities under Departmellt of 
Labor regulatiuns and statutes while also helping to increase compliance by employ~rs as well 
flS free-up resources for the Department to increase its enforcement efforts in areas of more 
serious non-compliance. (Labor) . 

O. Corpo/'{//c CilizellShip 

Ron Brown Award. Last spring. the President annOllllccd the establishment of the Ron 
Brown Corporate Leadership Award to commemorate the outstanding public service of the l:lIe 
Sccretary of Commerce and!O celebrate those businesses that arc mosl COlllmitted 10 ensuring 
that the workplace is family- and worker-fi·iendly. (Commerce) 

To underscore the end of the era of big government, the Administratiun may seek 
o[J[Jortunities to privatize various assets or services the government no longer needs to provide. 
Together with OMB, Treasury can develop it list of likely priV<llization projects for inclusion ill 
the Stale of the Union. (Tn.:asury) 

Q. Nulllml DjslIslers 

National Mitigatioll Strategv. Ovel' the past four years, ill tile Incc of SCI'intiS challenge. 
tile Administration, particularly through FI:MA, has built all extremely impressive record ill the 
area of natural disaster response and rebuilding. But at the same time, this has been terribly 
expensive -- for individuals, businesses, local economics. the federal government, and the 
insurance industry. FEMA has been trying \0 move C0I11I111lllitics toward a strategy tllm will 
make them more disaster-resiswlll, and has put Ollt a national mitigation str:ltegy In help ill this 
effort. Tile idea is thai c(lll1mLJJ1ities themselves should lInder~I<1nd th<lt il is not ill their inlelTSl 
to over-devc!op fmgili.: (or flood-prolle) lands m to allow shoddy conslllICli(l1l where proper 
building methods aren't all\h;1\ much m01"e expensive. Communities also need to take natural 
h:l.lard~ risk into account as Ihey sile and build public buildil1g~ and infrastrll<.;tllre. 

, 
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l! appears Ihtlt the budget will, rOT {he first time, inc;t;de money for pre-disaster 
mitigation. 11lc President could make a Dig cti!/crcnce in Doth how Director Wilt'~ crtons arc 
pcrCCiVL-tl and what happens on the ground hy (:omolning praise for what we h:we done on 
response :ind recovery with a cal! ClI" comll1:.::nities Lo help tncmse!ves by making thcmsclvc~ 
mure di;;Jsier-resls!anl .- before dis;\stcr slfikes. (Sddr!1an) 
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October 30, 1997 

MEMORANDUM FOR GENE SPERLING 

FROM, NEe Staff 

SUBJECT, Potential New Policy Initiatjvcs~ Some Preliminary Ideas 

This memorandum is a preliminary list of new policy initiatives for possible consideration for the 
FY99 budget process and the State of the Union, We have tried to provide a fairJy detailed 
description of each initiative, including its objectives, current status. Hkely budgetary impact, 
pros and cons, and suggested next steps, We wilJ continue to refine this document, adding 
several morc initiatives and providing greater detail to those discussed herein. 

Absent are a few oftnc larger policy items which will require separate memoranda, such as 
entitlement refonn. 

Most ofthe initiatives discussed helow fall under tile theme ofgiving all Americans file foois 
they need 10 succeed In flte new economy in that they largely focus 011 education, training, and 
communi~y empowerment. Obviously, a number of these initiatives are only in the fonnative 
stage. 

There are also three attachments to this memo covering three of the specific policy proposals 
discussed below: (I) tl proposal for the development ofhighwquality instructional software for the 
Learning em Demand initiative: (2) an "informatton society" initiative which uses technology to 
improve people's quality of life; and (3) child care proposals. 

6th GRADE ME],;TORING INITIATIVE 

The NEe bils undertaken a lengthy policy process, and recently held n principals meeting, on an 
initiative 10 n:ach nul to low-income children hy the seventh grade in order to (1) make them 
aware or financial aid for cot lege, and (2) provide inl~nsive and sustained mentoring and 
academic support through high school graduation. 

At a recent principals meeting. "here \\/as gcncml $UPport for the concept of pursuing these goals 
through strong partnerships between colh:gcs and high~povcrty schools, Consultations with the 
education community have begun, and a decision memo will be finalized suon. An 
announcement could he made in the State of the Union. 
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HISPANIC ~~DUCATION ACTION PLAN 

At the President's request, the NEe nas developed an action 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 tIm! agencies will take. as weI! as possible targeted investments. 
The plan would be reJeased along with a report from a panel of researchers that were named by 
Secretary Rilcy fast year to look into thc Hispanic dropout problem. 

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

The Natiolllli Adult Literacy Survey, carried out in 1993 by EDINCES, found that over.1Q 
million adults were in the lowest level of basic skills. For these adults -- many of whom are 
working at low payingjobs~ hl.lve children. or are trying to get off public assistance -- Goals 2000 
and school4o-work come too latc and i"lope Scholarships are out of their reach. 

This initiati ve would commit resources to programs that help adults eam their high school 
equivalency certificate, leam English, and/or learn basic skills. These are the credentia)s that 
aHow them to take advantage of college aid, etc. fl1tis Viould probably involve t~din~ 
Education. possibly Even Start, as wen as research and development in the area ofudult literacy.}--.... 	 ~--- ----- ~.. -., 

fulli: • 	 Broad. positive goal that win help specific populations that tend to be iow­
income and minority. 

• 	 Addresses the needs of immigrants (Hispanic in particular), especially the 
huge need for English classes. 

• 	 Addresses the needs of the fanner welfare population. 

CmlJi.: • 	 Not seen as a ~ainstream issue -- even though it is. 
~- '\ 

DOUIlU: PELL (;RANT FOR BARD WORK ANI) 111GB SKILLS 

This initiative would double the Pell Grant for students who take a college prep curriculum in 
high school and arc in the top 10 percent of their high school graduating class. This rcwnrds 
studenls for meril; hut by basing !he award on Pell, it remains a means-tested scholarship. The 
most funding would go to students at the highest poverty scnools (where more students urc 
eligihle for large Pell Grants). This would replace the Prcsidcmi"l Honors Scholarship proposal 
tbat has hcen included in recent Adntinistration budgels, but which has not sparked .my imcrc!>t 
from the interest groups nor from Congress. 

• 	 Fils into theme of standards, accountability, resOlml rc~pJ)oKibi!ity, 
• 	 Cost 1'hould not be high because it is just the top 10%1 and those already 

~ ---	 -""" 
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eligible for Pell. 
.. Gives schools one more reason to improve their curriculum, and gives 

students a reason to take the tough classes. 

~: • 	 Might create specter ofFederal government deciding what is or is not a 
"college prep" cUITiculum. (The proposal could leave that up to the 
sehool. but there might still be a fear of Federal intrusion). 

CLIMATE CHANGE 

$5 BilJioll Climate Change Package. The President hm; committed to a $5 billion package over 
five years for tax incentives and R&D to promote low-carbon technoJogies, The Treasury 
Department is already working on a possible package of tax incentives to be included in the FY 
1999 budget. and DOE has a proposal on the expenditure side. 

We need 10 make the following 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 most sense to have the 
NEC chair a staff-level working group that would include OMS (Tl), Treasury (Shoitz and 
Gruber), EPA (Doniger and Gardner). DOE (Mazur, Reicher, and Romm), CEA (Frankel), and 
any other i!lterested parties" 

OUf proposed schedule would be: 

Working group meetings Early November 
Draft proposai discussed with Sperling and other principals November 13 
Options refined November l4-2l 
Principals meeting. ifnecessary l'ovember 24 
Memo to the I)OTUS 	 November 26 

This schedule is intended to provide enough time to includc the proposals in the FY 1999 budget. 

Emili lind KY(Jw. We J~ICC a series ofessentially diplomatic questions -- how to build a coalition 
in favor oi'un approach that is acceptable to us -- which will need to be discussed in oversight 
meetings and elsewherc. But the issues um not or a fiscal or domestic policy nature:. and 
therefore they do not seem 10 play din.,'{:lly inl0 the budget or lhe State of the Union. 
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Federal Energy Management. DOE is taking the lead on developing an Executive Order. as 
well as other components of a Federal energy management initiative. They arc working with 
OMB. CEQ. DOD. and other relevant agencies. 

U:ARNING ON DEMANIl 

This initiative that would accelerate the development of a market for "anytime, anywhere" 
computer~haSt:d education and training for adults. Although the Adminis.tration has an 
aggressive strategy for improving K~12 education through the use oftectmoiogy, we currently 
have no countcrpan initiative for higher education and adult training. We think that it makes 
sense to explore such an initiative, particularly given (a) the growing number ofadults 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 technologies. 

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

Remove legal barriers to distance learning that may exist in current financial aid laws. No 
doUars involved. Education stjll reviewing in 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 project). 

Promote the development ofhieh:QualilY instructIonal software through grants to consortia 0 

industry, universities, Jabor unions, and software developers, particularly in areas such as basic 
and remedial skills. We have proposed a new $75 million program in this area (see attachment ,
#1). j 

Make the !!Qvcrnmcnt a cutting~edce user of te>;:hnQ1QlQ:'.~buscd tminim;. Defense Department is 
prepared to take the lead on this and will actually have their firs.t public workshop on November' 
3. This can probablY be done wichin existing budgets. 

1rlY~Sr in lQng~.R&D 10 improve thc "state-of~the~arl" ror learning solhvare and to conduct 
evaluation. OSTP should have linnl recommendation:.> in u week. NSF is nrcparcd to fund much 
ofwhat we want if they get the increase they asked fi,L 

Exppnd "America's Tn~jping gnd Education Network" so that finns and workers can easily 
discover training that meets their nc{.<Qs. Labor hZtici a detailed proposal that builds on their "onc­
stop" funding. They could usc an additional $5 million. 

Tarblct the "working DtlQr" for tcchnplQgy~bascd career dc:vdQI2!llCnt and lwinjou: QPPQl1unitics. 



Labor is still working on a proposal; they say that this may overlap with a "welfare to work" 
initiative. 

EncQuraec di:t~minatiQn of federally~sponsored cQmputer-based trainine. Labor prepared to do 
this as wen within existing budgets. 

Next steps, This eould definitely be ready by the State of the Union or soon after the budget roll­
out. The major piece that needs to be decided is the level of funding for a program that is 
essentially a "challenge grant" for higher education/training software. Kalil would recommend 
putting the whole program at Education, although one could put the higher ed part 7' • 

and the training portion at Labor. 

'l7-,.j-J -+ :> U eJ-\'
li ,/0- ~/! .TEACHER TRAINING FOR TECHNOLOGY 

Almost all press and expert analysis of the President's Educationa echnology Initiative ~ 
concludes that teacher training is critical to the success of the program. )resident has also 
expressed an interest In doing more in this area, 

After talking with a number ofieaders in the field, we have come to the rollowing conclusions: 

• 	 Trying to provide meaningful in-service training to all teachers would be prohibitively 
expensive, Assuming a cost 0[S3JjOO/teacher for two weeks of instruction and 2.5 
million teachers·~ the total cost would be $7.5 billion. AI,so, it is ~Jear that the 
infrastructure is in place to do this kind of training. ~) 

• 	 Picking a grade (e.g., all 6th groders) would be seen as~ 
• 	 It makes more sense to focus ~teachS since two million new teachers will be. 

~ring ilie workfor next ten years. Obviously. we could doooth (new~' 
teachers, c:xisting teacher workforce); however; a we will get more 
leverage from focusing on the new teachers as the national goal. 

• 	 Teaching teachers the mechanics of using technology is necessary, but not surficient 
The more important part ~- and the harder port -- is curriculum integration and the new 
styles oftcaching and learning that are enabled by technology (e.g., P~icct-based 
learning). Therefore, any new initiative \,:c launch in this area should address both the 
"content" and teacher training together. 

• 	 II makes sense (0 build on our existing programs (e.g., TLCF. innovation grants) us 
opposed to starting new programs. 

OptiOJl 	I: Expand lmuwaliofl G'ronls hy $/50 million/year - make sure Iltal aI/new teachers 
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are ready to teach using tecllnology infour years 

$150 million expansion of innovation grants -- targeted 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. 	 $ lOG million would go [0 two-year, (average) $SOO,OOO/year grants to schools of 
education, Over four years, this would give grants to 400 schools ~~ a large fraction of 
the accredited teachers colleges. Schools ofeducation could use funds to: 

Acquire necessary technology infrastructure 
Establish partnerships with lOCi'! school districts to ensure that student-teachers 
have the opportunity to use technology during internships 
Provide training and staff development for faculty 

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

R 	 $~O million would go to fund curriculum Integration and other projects that will have a 
national impact. For example "virtual departments" focused on curriculum integration in 
a particular discipline (e.g,. math, science, reading). Virtual departments would: 

Be composed of schools ofeducation, university professors, and professionaJ 
societies -. with private sector partners; 
Develop and disseminate instructional material that explains how teachers in 
particular subjects can use teChnology effeclively to support learning objectives; 
Evaluate existing commercial software, and help define user requirements for new 
software; 
Serve as a focal point t'Or increasing the quantity. quality, and organization of 
networked resources in a particular suhject; 
}"tanage online nelworks to providing on-going support for teachers in a particular 
subject. 

Option 2: Direct tlte states to spend the iucreuxe ill the T/~CF on teaclier traifting - increase 
TLeF to $600 millio". 

The Technology Literacy Challenge Fund is currently budgeted to incrcus!: from $425 million in 
our PY9S request to $500 million in FY99. We could increase TLCF to $600 million, and direct 
the states to illvest at least 1/3 of their TLCF allocation ($200 million) to teacher training. 
Although this would attach some strings to what lUIS been a formula program, this is not ml 

unreasonable request. Expert:: believe thllt spending about a third nftotal cd tech budgets on 
professional development makes sense 
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What could states do with the $200 million jfthcy spent it on teacher training? Assume that: 

.. 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 l30,ooO tC3chers per year, or more than four percent of the teaching 

workforce per year (assuming:3 million teachers). 

.. Over three years, one in every seven teachers is trained -~ making a "train the trainers" 
scenario likely. 

• 	 Note that we could do even more if teachers were willing to wave their right to a stipend. 
Of the $3,000 cost for ~POweek summ~~1ifiiiS $2,000 is the teacher salary eost. u 

Next steps. We win have a more detailed proposal by the end ofnext week (November 7). 
Obviously, we need to work closely on this with DPC, Education. and ~YP. Kalil would 
recommend (a) transmitting the proposal to Mike Smith, Mike Cohen, Don Gips, and OMB; and 
(b) convening a meeting at whatever level yOll feel is appropriate. 	 ~""'I 

~ aoou 

OVERALL R&D FUNDING 

General Conclusions 

If we are unable fQ protect the entire R&D buda,et. we shQuld at least orotect uniyersi!Y-based 
~, 	University~based R&D has a high return on investment because: it is focused on the long~ 
tenn R&~ that industry will not do; tech transfer occurs through people (graduates leave and 
start new companies); and results are widely diffused because they are published. 

Drth. $75 billion in FY98 R&D budget. onl~ $IJ,llillionYias university-base;! R&Q. Top 
performers were: NIH ($7.5 billion); NSF ($1.96 billion); 000 (51.34 billion); NASA ($800 
million); and Energy ($600 million). 

Of these budC&<lS, Kalil believes it is rnost immmant to f~\IS on NSF and DoD basic re$~. for 
a number of reasons, including: 

• 	 Congress always increases the NlH budget by more than the Administration's 
request: 

,. 	 Kalil assumes that the increase in funding for climate change research will re!>ult 
in an incrcase in Energy support ror university research; 

• 	 NSF and DoD fund bastc research across a number of important disciplines; and 
,. 	 NSr would usc a substantial portion or their increase to fund Presidential 

priorities. such as Next Generation Internet, research on educational technology, 
and rt ncw research inithltive called Knowledge and Distributed Intelligcnce. 

Last year OMB made a decision that NSf couldn't grow faster than NHL Kalil thinks this nceds 
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to be revisited -- given that NIH is so much larger than NSF -- and NSF covers a very wide range 
of basic research. 

Ktdil1hinks it makes sense to crcatu "wed~!.j" in the year 2000 R&D budg.elaod encourage 
agencies to spend calendar 1298 deyejQp1uc proposals for jt. There are aU sorts of exddng new 
areas where additional R&D CQuid be done, such asfimctfnnal genomics (using the results of the 
Human Genome Project to solve specific diseases) and nanotechnology (manufacturing at the 
molecular level), However. agencies are reluctant to propose new ideas in the current budget 
environment because they perceive the budget to be a "zero-sum" game. A pot ofmoney fo~ 
FY2000 would create incentives for agencies to be bold and imaginative, 

Specific Issues 

Ncxt Generation Internel: Kalil would like lo make NOr a five~ycar initiative as opposed to a 
three~year initiative - and make sure that the money is "new." Last year, some of the agencies 
were not given any additional funding for NOI and merely relabelled existing funds as "NGI.') 

Dyaj~u5e: DoD usually undcrfunds certain dual-use programs such as flat-panet displays and 
advanced Jit....ography -- the tools used to make computer chips. Currently. the U ,8. has only 10 
percent of the market for lithography; it is important that we maintain investment in this area to 
catch up. 

Next sleps. Kalil can provide more detailed information on this. and plans to work with OSTP 
and OVP. Podesta is also interested in getting a more detailed write-up. 

INFORMATION SOCIETY 

TIle jdeu behind this initiative is to promote difTercnl applications of infonnation technology 
(e.g", improving the quality oflife for people with disabilities, digital libraries, a uscr-friendly, 
on~Hne government, etc.). Part of this would also involve additional social science research on 
the impacts of information technology. 

This idea has been discussed in our telecom working group, bUl would obviously need the 
participation of u much broader group of agencies" A longer memo (attachment #2) on lhis i~ 
attached, but KaEI will continue to refine thi:;; proposal. 

ONE·YEAI! CAMPAIGN ON III(;IIEI{ ImIJCATIO:'i ACCESS 

At some point in tbe next several months, President Clinton could kick offa one-year campaign 
tn inform <'!:very family in America about the new higher education tax and grant incentives. The 
NEe is currently working on H detailed plan with the Trcnsury and Education departments, 
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The goal of this campaign would be: to heighten public awareness of new tax and grant 
incentives to pursue higher education; to drive home the message that higher education is now 
truly accessible to everyone who wants to pursue it; and to reiterate that higher education is the 
key to higher earnings over a lifetime, 

Timing: 

.. Treasury will be rcJcasing regulations and guidelines in coming months. 
.. Tax breaks. Hope Scholarship and deductions for past.four years will be available when 

people file their 1998 tax forms in April 1999 for college or classes attended in 1228. 
.. Higher PeU gnrnts will be available beginning in Fiscal YCar J99&. 

Proposal: 

.. 	 Announce a ycar~long campaign to highlight the increased accessibility of higher 
education and the hfe~!ong benefits: of higher education, 

.. 	 Fonow~through with extensive effort by White House, Education and Treasury to make 
public aware of new incentives to pursue higher education through such avenues as: 

:\0"' t 	 Developing plain-English parents' guides with basic Q&A to the new tax 
incentives and the array of new benefits that make it easier to attend college (e.g., 

L....Jn<lre generous Pell grants, improved student loans). 
Targeting infonnation campaign at those NOT already planning on going to 
college (e.g .• low-income families, peop]e looking to improve or change careers). 
Mounting public awareness effort toward the end of this year to ensure that 
parents understand that only tuition paid in calendar year 1998 will be eligible for 
tax relief. 
Conducting events when Treasury or Education release any information about 
new benefits. 
Hosting conference with financial aid officers and student loan groups to ensure 
that tax incentives are used widely and do not simply replace financial aid offered 
by colleges. 
Holding press conference with student newspapers to broaden awareness of new 
tax incentives and grants to lnake college more affordable-

ECONOMIC ICMI'OWICRMICNTIIJRIlAN INITIATIVF.S 

Housing PorfaiJili(r/Clroicf!. The package could include the following elements, zunong olhers: 

1) 	 Provide $20 million in the FY 1999 budget to increase the number of Regional 
Opportunity Coullscl~~;. UR'Jc r [he .B:2.£.Egmm, public housing -c.---.:__.. .~ 
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authorities partner with nonprofits to provide counseling to Section 8 certificate and 
voucher holders, to ensure that they are aware of the fun range of housing options. When 
Section 8 families are ready to move, they tend to search for housing in areas similar, and 
in close physical proximity. to their original high~pDverty neighborhoods. 

2) Encourage the use of exception rents (i.e., up to 120 percent of the "'fair market rent") as a 
tool f,)[' opening up more expensive suburban housing markets. 

3) Eliminate obstacles to portability of Section g vouchers. 
4) Suppon voluntary efiorts to establIsh and maintain integrated communities, througb, for 

example, pro~jntcgration mortgage loan funds. 
5) Reduce racial disparities in mortgage loan denial rates through a partnership with the 

mortgage and real estate industries. 
6) Expand the number of Homeowncrship Zones. from six to about 20 (?). HUD provided 

SIO million in FY 97 and has requested all additional $50 million for FY 99. A major 
purpose of the program is to facilitate construction of large, sjngle~family developments 
designed to attract stable, middle-income families to, and retain them within, centra) 
cities. 

7) Implement Homeowncrship Vouchers. This initiative. already proposed in the 
Administration's public housing reform legislation. would allow recipients of Section 8 
tcnruH-based assistance to use their vouchers and certificates for mortgage payments, 
rather than strictly for rent. 

HUD submitted these proposals as part of the economic empowerment group process; Parker is 
foHowing up with them in the hope of getting the housing choice and fair lending (see below) 
packages in shape to be unveiled at a December race initiative event 

Discuss with Gene: Already done, follow~up discussion possible 
Principals meeting: Probably not needed 
Decision memo to President: May not be needed; ifso, week of November 17 

Urban Intercity Bus Facilities Redevelopment. A provision in NEXTEA would make intercity 
bus faciliHes eligible for Surface Transportation Program dol1ars; this item is in the Senate 
legislation but not the House bill, According to Transportation, these NEXTEA funds would 
largely be dcvmcd to bus terminals which are publicly~owned intennodal ccnlers (where 
individuals transfer from one mode to another) aIld have already received Federal and/or State 
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funding. These are generally located in major metropolitan areas, 

The Department of Transportation proposes to; in addition, make available approximately $50 
million in grants and loans to spur redevelopment of bus tenninals in smaller. older urban areas 
and in rural regions. Attracting private investment (Le., in retail establishments) in and around 
the facilities would be an integral part of tbe redevc!opment efforts. 

Discuss with Gcne: Week of November 10 

Cllildhood Lead Poisolliltg Preventioll BOllas Program. Under this perfQnnancc*based 
program, communities would receive bonuses for reducing childhood blood lead levels -- the 
initiative 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 infestation. This initiative would create jobs in the Jead hazard 
evaluation and control fieJd, as well as addressing a grave threat to children's health. 

Provide Ad(titional Funds/or Job-creating Projects in Urhan Areas. 'lne Administration 
would request new Economic Development Administration (EDA) funding dedicated to 
infrastructure and other projects that will stimulate private sector job creation 1n especially 
distressed urban areas. 

Capital Access Program, This would be a national pilot program under Treasury's CDF[ Fund 
to test a model that has proven effective at the State leveL The program. rather than providing 
loan guarantees, would match loan insurance premiums put up by tlie borrower. Thi,s proposal is 
apparently in Treasury's FY 99 budget request. 

Ease Tax L"ode Constraints for Public-Private Infrastructure Devel{lpmen(, 

~ Raise the current cap on "private benefit" from tax exempt debt (e.g" from 10 to 
20 percent); and 

• Increase the cap on trunsportation hond proceeds uSHhle for non~transi( purposes 
from 5 10 20 percent 

These two propo5.'11s arc intendeu to stimulate retail and other spinoff development from transit 
projects. 

Discuss wIth Gene; Week of November 10 

Resideniiallli'flOric ReltabiJittUiOlJ Tnx Cn.ulit" Establish a Ulx credit similar to the 20 percent 
commercial rehabilitation credit 101' renovation or \Iwncr-occupled homes in disadvantaged inner­
city historic districts. The provision should be tightly targeted, with the goal of stimulating the 
purchase and rehab of homes in distressed urban arcas. rather than subsidizing home 
improvements for individuals residing in middle and upper-income ncighborhonds. This 

I 1 



·. 


proposal is still in the preliminary stage, 


Fair Lending/Fair Housing inililltive. This initiative could include: 


J) An exmninatiQn of the impact of credit scoring and risk-based pricing on tJJt~ ayailabiljly 
of@diUcapj!al tn IOWf'r-income.and miuQil1y individuals; 

2) The banking regulators could also issue guidance on certain key credit scoring issues and, 

3) 
possibly, oo..riJ;k,],as.s.d Itdcing; -
A Presidential call to the mlc and the Federal Reserve to obtain more data on reasons 
for home mortgage loan denials (DCC and OTS aireaqUQllect such information); 

4) Coliection of ruce and incomedat. as part o(the Equal Credit Opportunity AcliCRA 
small business and small farm lending reporting requirement; 

5) 81rengthening civil penalties for lenders who vio1ate the Fair Housing Act; 
6) A Pf(:sidcntiai request to the Government~Sponsored Enterprises (GSEs ~~ Fannie Mae 

and Freddie Mac) to retain Joan denial data for further analysis oflending patterns; and 
7) Explore pre-application fair lending testing~ as well as application testing of non~ 

regulated lenders (regulators have a.ccess to the data of lenders that fall under their 
jurisdiction and are thus oo.uer able to 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 (sec above). This would have little or no 
budgetary impact. 

Discuss with Gene: Week of Novembcr 10 
Principals meeting: If needed, week of November 17 
Decision mt:mo to President: May not be needed; ifneeded, by November 21 

Voluntary CRA-type Provisions for Non~Bank Finllllciallnstitutions. Given that an increasing 
percentage 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 nccc:-;sary to explore methods of extending eRA principle.", to these entities, on tit 
least a voluntary basis. Caution is required in this area, since the issue is II political minefield. 
Secretary Rubin, for example, is apparently wary of action in this direction. This too would have 
little or no budgeinry impact. 

Discu:;s with ()cuc; Week of Novembcf 10 
Principals meeting: Week of November 24 

Vo!mr((lry Agreement by PriVafe Sector FelUJors to Allow T(I(gelt~'1 En/We...· (e.g., PNH'it/il1g 
jobs, tminillg (}r otller .w!rvi('t!s) in Distre,'\set/Areas to Purch(1sejrom the GSA Schedules. An 

informal estimate by GSA suggests that entities such 8S sm.all businesses and community 
development corporations in distressed areas could realize savings of 15 to 30 percent Oil 
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information technology and communications items by purchasing froIn the GSA schedules. 

Discuss with Gene: Week of November 17 

PENSIONS 

Simplified defined benefit plan. Ellen Seidman's pensjon working group has spent several 
months developing u simplified defined benefit plan for small businesses, based on the SAFE 
plan proposed by the American Society ofPeosion Actuaries (ASPA). The group was. however, 
unable to reach a consensus (Treasury opposes, for what Parker views as legitimate reasons, even 
the modified version e;.raficd by the group). Ellen began an options memo for principals which 
Park(..'{ will complete shortly. 

Discuss with Gene: Week of November lO 
Circulate proposal; Week ofNovember 17 
Principals meeting: Week ofNovembcr 24 

CHILDCAI{E 

Sec attachment #1 

PAID FAMILY LEAVE 

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

• 	 BYild on the foundation the President has laid: The President pushed and signed the 
Family Leave law (0 ensure lhat parents stayed home after a baby was born would nol 
lose their jobs. The law has been a suc<:css, but as the First Lady pointed out last week at 
tht: Child Care Conference, "it's hard [0 argue it's a realistic choice when it's unpaid," 
The carly childhood conference laid the intellectual basis and addcd urgency for 
additional action. (NOte: Employer provided paid uunily Icave is extremely rarc. 
According to the latest BLS benefit survey. only 2% of employees at large. medium. and 
smal!~sized cOnip,;mlcs UfC eli~ihlc ror paid ntmily kave.) 

• 	 ~D[Jlplcmcnt Child Cure Initlmivt:: This propo5ul would go hand in hand with our child 
care proposals resulting in a two-prong,,"(i upproach to help parcn!s do right by their kids. 
The child care initiativcs arc solid, but alone they arc opell to the charge that nothing is 
being done 10 help parents who want to St::ly home. 1:1 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 for stay~at~home moms. 'We don't do a very good job in this 
country, despite our rhetoric aoom family values, to create work and family situutions 
that permit more families to make the choice that they think is right for them: she said." 

As initially conceived, the paid family lcave would be administered through the VI system. 
which is well-positioned to accept applications and send out checks. Several key variables 
would detennine the cost of the proposal, including: 

• 	 Covcrage: About 4 million babies are born each year ~~ an upper bound of coverage. 
Cov\~rnge could~ iiiirrowed 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 UI ratio is used below for illustrative purposes to give an idea of the range of 
possible costs. Tying the benefit to this ratio would leave out families we would want to 
help). 

• 	 Duration of benefit: The family and medicallcavc law is for 12 weeks, Paid leave of a 
similar dumtion would be consistent. To keep costs down) six weeks is another 
possibility to consider. 

• 	 Amount of b<;oetit: The average UI benefit is about $200. 

Rough Annual Cost Range 

36% - VI ratio 

6 weeks of $200 

$1.7 billion 

12 weeks 0($200 benefit 

3,4 

Half (illustrative) 2,4 4,8 

Assuming aU 4 million babies 4,8 9,6 

While run through the UI system, a higher payroll tax is n01 envisioned as 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 $27 billion over 5 available· proposals need to be rc~seorcd 
following passage of tax cut because orintcnlctlons). r:unds would be transferred from Treasury 
to the UI system. (Note: the benefits could be usc 10 cxtend employer paid leaves. Payments 
would start after employer leave ends), 
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