Diecember 9, 1996

MEMORANDUM TO ERSKINE BOWLES
FROM: Gene Sperling and Chris Jennings

SUBJECT:  Medicare Budget Meeting Summary

The following is a sumunary of the substance of and reaction to lust Tuesday’s Medicare
briecfing we gave fo the budget group. Attachud to this memo is a copy of the walk*ﬁzmzzgh
document we used during the presentation.

Medicare Briefing

The briefing served to remind the principals where we ended up in this year’s FY97 budget
proposal relative to the Republicans.  In short, CBO scored our palicy to achieve 3116
billion: in Medicare savings over 8 vears {roughly $124 billion off of the OMB baseline)

and scored the Republicans at around ${68 billion over a comparable time pericd.  Both of
our proposals were ostimated to extend the life of the Trust Fund to about 2006, We
achieved the 2006 date from z combination of traditional Part A savings and the transfer of
financial liability of tn excess of 100 home health visits to the Part B side of the program.
The Republicans praposal strengthened the Trust Fuad through higher Part A savings in the .
G.year budget window, but they also assumed significantly greater {and probably policy and
politically unrealistic) savings in the 2003-2006 budget window,

We also reminded the principals that the debate was not just over aumbers, but alse of
significant differences in structural reforms (e.g. the Republican preposals to eliminate
cerlain protections against overcharging by doctors, to establish Medical Savings Accounts,
andd to rely on arbitraniy-imposed budget caps} In short, while we also want 1o modernize
the Medicare pregram and provide for more private plan eptions, we fear that the
Republican appreach would segment the bhealthy from the sick and would structurally
damage Medicare,

We then reviewed how the environment around the Medicare issue has changed. The
most significant of thuse changes are: (1) Since we lost 2 year of savings, the Trust Fund
will require more Part A savings {8160 billion) over 5 years o extend its life for 10 years:
(2} the shorter budget window will require additional Medicare savings to gt to balance; |
{3) Private sector health care growth rates have been declining and there is cvidence that
Madicare’s growth could be ent back to similar levels withaut excessively hurting
providers; {4) the Medicare actuary is scoring even greater Part A savings {from about $60
billion o sbout $RE billion) for our home health ransfer pobey, which means we will not
have to have ag many paiful fraditional Part A cuts as we otherwise would; and {5) even



with the home heaith transfer, our current budget would now only extend the Trust Fund to 2005,

Principals’ Reaction to Numbers

With perhaps the exception of the CEA, there was widespread agreement that whatever
Medicare budget proposal we produce should be significantly less than the Republican 6~
-year 3168 billion savings number. Most {in particular Leon, John Hilley, Ron Klain, and
Donna Shalala) seem to want to hover around our old $124 billion number, with interest in
increasing the savings number directly related to its ability to help push back the Trust
Fund exhaustion date to 2000. Frank Raines wag of course nervous that numbers in this
range may make it difficult (o reach his 2002 Medicare balanced budget savings targe! of
between $38 and $44 billion.

H

Home Henlth Transfer

There was an extensive discussion about owr significant reliance on the home health care
transfer o extend the Trust Fund to 2006, This was underscored when everyone realized
that more than half (380 hillion) of the $150 billion in S-year Medicare Part A savings from
our current budget would come from the home health transfer.

1t was understandably hard for evervone to conceptualize how our §-year $124 billion
savings package of Part A and Part B ¢uts strengthened the Trust Fund to 2005, Everyone
understood after we walked through how our old 6-year 3124 budget translated into 2 3
year savings of aboutl $92 billien, of which about 370 billion comes from the Part A side of
the program and about $22 from Part B. [$70 billion (of traditional Part A cuts) + $80
billion {home health transfer) = $130 biilion over 3 vears or a Trust Fund exhaustion date
of about 2005],

There was alse some discomfornt surrounding the fact that our transfer of $80 billion in
liability to the Part B side of the program was excluded from the calculation of the Part B
premium. The Part B premium is caleunlated on the basis of its eguivalence to 25% of
program cosis; many policy experts will argue that a transfer, which is effectively ignored
{or the ealeulation of premiums, is therefore little more than a "giramick." While there was
not that much attention to this policy last year, everyons acknowledged that our policy
would get much more scrutiny and criticism by the Republicans, the media, and others
during the upcoming budget debate.

While evervone accepted we were gomg 10 be onticized, there was alse sn understanding
that we did not have any more altractive options.  Sume fell more combortable with the
proposal when they understood that the Republicans achieved their 2008 exhaustion date
only because they ussumed much larger and wnrealistic out-year s, Second, in the Fall of
1993 virtually every House Republican voted for the samce home health policy (hefore 1t
was later dropped in Commitice.) Morcover, Republicans had also conuistently supported
additional #ransfers of Part B savings inte the Part A side of the program.  In addition, in
the absence of a wansfer, much more significant tradittonal culs -~ over and above those
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called for by the

Republicans -- would be necessary. And lastly; if we included the transfer in the
caleulation of the premiums, premiums would increase by about 310 a month in 2002,
Although this would be about $10 less than the Republican premium we vetoed, many
{including Leon) thought that such a premium increase would be quite noticeable. There
was also a discussion that this might be something we could go to later in the negotiations.

Follow-Up Wark

We concluded the meeting with a directive to develop about 5 options*:

Sh.

Use our current proposal as a base package. (It should score in the $124-3130 range
over 6 years, produce about $32 billion s savings in 2002, and extend the Trust
Fund to about 2005

Amend the base package to increase Part A savings by about $10 billion in order to
attemnpt 1o extend the Trust Fund exhaustion date to 2006, through some additional
managed care cuts. The target range for the 2002 savings would be about 335
billion.

Amend the base package to include the Health Security Act version of the high
income {390,000 single/$115,000 couple) Medicare premium and farget its savings
{plus some sdditional savings, if necessary) to extend Trust Fund exhaustion date to
2006, Again, the target range for the 2002 Medicare savings would be about $35
billion. ‘

Amend the base package to attempt to rcach $44 billion in Medicare savings in
2002, (This is Frank Raines’ high range Medicare savings number, and probably
cannot be achieved without o much higher Medicare savings number than the
Republicans proposed carlicr this year.) This package might include the home
health care transfer to be in the Part B premium calcudation.

Amend the base package to get about $38 billion in Medicare savings in 2002,
Deeper Part A cuts are envisioned, which would push back the insolvency date to
about 2007, However, they might be offset by some additional benefits, which
would assure the pet Medicare aumber was sdequately below the provious ’
Republican proposal.

Do the same as sbove, but include an option that assumes that the home health
transfer is included in the calculation of the Part B premiuni.

We should have the gbove packages scored by the end of the week and available for &
principais’ review probebly around Monday, December 16th.



The savings associated from the 25% Part B premium extension, which has been

assumed in every package we every introduced, could be redirected to the Part A

- Trust Fund. We are asking that the savings from the Part B extension provision be
scored for every package above, so that we can tell whether the amount of savings is

significant enough to push out another year of life for the Trust Fund. (Republicans

previously advocated redirected savings from Part B premiums to the Part A

PIOgram.}



¥HE SECHETARY OF MEALTH AND SUMAN SERVICES
wASHINGTON, DL, $361

MEMORANDUM FOR THE PRESIDENT

FROM: Donna E. Shalsla }‘2 %LQ./(—-‘

Teday, 10 million--14 percent—of children are uninsured. Ninety percent of all uninsured
children coms from working families. Addressing the needs of these children requires a multi-
dimensional approach:

«  increase insurance coverage through Medicaid by reaching thosc eligible but not ¢nroiied;
. guarantes twelve month eligibility for those children already enrolled in Medicaid;
. enhance partnerships with the states and private sector to help provide insurance for

children: and

. expand access to community based care.

THE CHILDREN’S HEALTH INITIATIVE

Our goal ought to be to improve the insurance and access needs of half of the 10 million

uninsured children. Because there is no single reason why these children are uninsured, no

- single solution effectively and efficiently addresses the problem. We also know that enroliment
in insurance does not ensure access to quality care.

We must fulfill the promise of our existing prograrns and build upon innovative state programs
for uninsured children. We must also allow states and communities to tarpet efforts that begt
meet the needs of their children. Qur initiative does nof include federal subsidies to families with
uninsured children because subsidies are generally costly, may require very high subsidy levels
ta attract the currently uninsured into a program, and may inadvertently substitute for employer
subsidized insurance. The overafl investment is almost $12 billion over five years, of which $4.7
bithion has no scoring implications. The specific provistons and costs for the initiative to address
the important health care needs of our nation's children are discussed below {see attached chart).

i. Medicnid Initiatives

A. Work with states te fulfill the promise of Medicaid for childven whe are already cligible
under current Iaw, An estimated 3 million children are currently eligible for Medicaid but not
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enrolled. Qur proposal assumes that up to two-thirds of these children could be enrolled into
- Medicaid with enhanced outreach and other efforts targeted at enrolling eligible children. Full
enroliment of all Medicaid eligible individuals has been a challenge since the enactment of

Medicaid, and this challénge will continue ss the new welfare reform bill is implemented. We
misst; '

. eliminate barriers to effective enroliment of eligible children through managed
care and other Medicaid state programs;

. streamline eligibility by enhancing the federal/state partnership and providing
best-practice maodels and other technical assistance to states;

» increase coordination with other federal programs (day care, Head Start, school
health, community health centers, food stamps, WIC) to improve outreach and
enrollment; -

I increase collaboration with foundations and insurers/managed care organizations

to identify innovative ways to improve enrollment;

s develop public informsation campaigns to inform the public about opportunities to
enroll in Medicaid; and

. encourage state use of 1115 authority to expand Medicaid coverage and
entroliment,

This initiative will caver an additional two miltion children. This off-budget proposal will
increase the cost of the Medicaid baseline by $4.7 billion for FY 1998-2002.

B. Extend contfinuous coverage for children sge 1 year and older. In 1990, Congress
required continuous eligibility for pregnant women throughout their pregnancy and for three
months postpartum, and for infants through the first 12 months of life. This proposal will
provide states with the option to allow continueus coverage to children for one year after
eligibility is determined. Doing so will guarantee more stable coverage for children and benter
continuity of health care services. In addition, it will reduce the administrative burden on
Medicaid officials, heaith care providers, social service providers, and families who are required
to refile paperwork for children’s cligibility determination.

This initiative will cover an additionat 1.25 million children. This proposal is estimated to cost
$3.5 biilion for FY 1998-2002.
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. State Demonstrationy

Provide funding for states to support innovative paz:tzzerships to insure children not
stherwise qualified to receive Medicaid or employer sponsored benefiis, Numerous states
have joined forces with insurers, providers, employers, schools, corporations and others to
develop innovative ways o provide coverage 1o uninsured children, We ought fo provide
matching funds to expand the number of states participating in such programs and to increase the
number of uninsured children who have access to such programs, States will be given wide
latitude in program design but will be requires! fo assure the receipt of critical services including
wellchild care and other related services t0 reduce childhood morbidity and mortality. To
manage costs, programs may include cost-sharing, managed care, and competitive bidding..

« , Under this program, States will be encouraged to enhance efforts to enroll eligible
children in Medicaid and to expand coverage to other children by creating new

opportunities for insurance coverage thereby creating a seamless system of care for
children in their state.

* For children not otherwise eligible for Medicaid, States will estabiish income guidelines,
eligibility eriteria including limits on access to employer-subsidized insurance, benefits,
copayments and premiums up to the full cost of the program. States may limit coverage
of iterns and services under the project, but will be required to assure the receipt of
critical services including well-child care and other related services to reduce morbidity
and mortality.

* Ewvaluations will be conducted on the effect of these efforts to learn sbout: (1) access to
health care; {2) changes in health care msurance coverage; (3) costs with mspect to health
care; (4) benefits, premiums and cost sharing.

This initiative w:ﬂ cover an additionat 1.5 million children per year. 1t is estimated to cost
$750 miilion per year, for a total of $3.75 billion for FY 1928-2002.

ITi. Safety Net Initiatives

Enhance access to care through school health centers and consolidated health centers
(CHCs). We will provide increased targeted funding for CHCs 1o enhance and expand services
to working families and their children, including children enrolied in day care, Head Start
programs, and schools. To strengthen the safety net of community-based providers in urban and
rural areas, these funds will be directed to communittes with high levels of uninsured children,
including BEZ/EC communities. Funds will be used (o increase CHCs capacity to serve uninsured
children and their famities and to better meet the needs of those in thelr community whose
insurance coverage is fragmented or incomplete. In addition W increasing their own capacity,
CHCs will serve as a focal point for marshaling public and private community resources directed
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at child health and, with their partaers, taking steps to mesh child health and related services into
local integrated systems that serve children and their families.

We will also provide corimunities with the option of serving their children through school health”
centers, This effort will provide children with comprehensive primary care services including
diagnosis and treatment of acute and chronic conditions, preventive health services, mental

health services, health education and preventive dental care. School health centers will also be
encouraged to link to other appropriate programs, including Healthy Start, state Maternal and
Child Health, Head Start, Community Schools, and Empowerment Zones/Enterprise
Communities. We will encourage programs to develop billing systems to collect third party
payment and participate in a community-wide health care delivery system. -

Tiis initiative will serve an additional 250,608 children per year. The cost of these programs to
the discretionary budget will be £25 million per year, for a total cost of $1235 million for the FY
1998.2002,

| look forward to working with you to fulfill our promise 1o children by making health care more
affordable and accessible through these efforts.

Attachment
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Children’s Health Care Coverage Initiatives

5 Year Cost

Coverage by Cest in FY 02
End of 2000 (FY 98-02)
1. Expanded Medicaid
Outreach (eff-budger)
66% Success Rate 2 million children $1.5 billion $4.7 billion

2. Enhanced State
Partnerships

1.5 million children

3750 million

$3.75 biilion

3. 12 Month Eligibility
Option

1.25 million
children

$1.1 billion

$3.5 billion
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4.75 million
children

$3.35 billion

$11.95 bithion
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THE WHITE HOUSE
WABHINGTON

December 23, 1996

MEMORANDUM TO THE PRESIDENT
From: Gene Sperling

Subject: Fintal Budget Memos

Anached are option memos designed 1o get your final sign-off on the remaining
budget decistons needed for OMB o put your FYI1998 budget in final form. We are
working on resolving remaining Medicaid issues, but this will not be easy and could take
away savings in 2002. We will be working on this further today.

Attached are the following:

1 Raines Overview and Final Decision Memo: Frank provides you with an
' overview of where we are and recommendations for resolving outstanding
1ssues and appeals.

2} Medicare: You still need to give us your final word on whether you want o
include a Medicare high income premium as part of your Medicare package. 1
have writicn you a confidential pro/con miemo that summarizes the
discussions so far.

k3! Children’s Health Care Initiative: What type of children’s health care
initiative do vou wish to propose? Attached s an option meme that Chris
Jermings has written. Secretary Shalala’ memo on this topic is ingluded in
the final section. '

4) Summers Tax Decision Memo: The Treasury Department has inchuded an
option memo that generally reflects the recommendations of the rest of vour
gconomic team.

5 Shalala Memos: Secretary Shalala sent you memos on child care and
children’s health issues. While these issues are summarized i other memos, |
thought you would want to read her views yourself.



NOTES FOR YOU TO CONSIDER
1. RAINES MEM®O:

Trigger: Remember that you do not have to make this decigion uniil we sce the
CBO numbers, but vou simply want to ensure that your decisions now are consistent
with the trigger you might wish to propose later.

Welfare Reform: The OMB memo includes the final package on welfare, that
includes an improved 18.530 year old food stamp provision ~ with tougher work
search requirements that will make it easier to defend. You should know that both
Bob Greenstein and Stenholm support the 18-50 proposal we have included.

Child Care: The OMB memo states that all of the child care options are expensive,
Because of the costs of the health care initiatives and because of any Medicaid
modifications we may have to make, you may find that 31 is indeed something we
cannot afford. As you know, however, Secretary Shalala, as well as some of your
advisors do support a Dependent Child Tax Credit. There is 2 memeo o you from
her included in the lagt section.

International Affairs: While everyone is supportive of the 150 settlement, both Dan
Tarullo and Sandy Berger feel strongly that a message needs to be sent that State
needs fo take seriously a management overhaul that would create outyear savings.

Hard Roack Mining R@%aities: I just wanted to flag this for you and make sure that
vou are comfortable with . The Vice President’s concerns about using funds for
reclamation is addressed.

2. TREASURY TAX MEMO: Your cconomic team met with Leon on tex issues and most
of your economic team is in agreement with the Treasury recommendations.

Effective Date: You heard the pros and cons and we simply need your decision.

Section 127: Treasury recommends g 3 year extension. We did call for permanent
extension over the summer, but 3 years shows a special commitment while not
hurting your 2002 number,

Expiring Provisions: Treasury recommends extending the R&E tax credit and
others for I year. In the past, we left oul such expensive extenders on the notion that
we would work with Republicans 1o include them. After last year -~ where we
never {ully covered the cost of the extenders -~ your economic team feels that we
need 1o put them in this year,

Tax Simplification: Treasury recommends that we do not propose our tax
simplification package as part of our budget proposal. Your cconomic advisors
support this is because there are elements in the package that could be used o
mischaracterize your budget, so we feh it would be beiter as a separate initiative
since it did not have any real budget impact.



EXECUTIVE GFFICE OF THE PRESIDENT
GFFICE OF MANMAGEMENT AND BUDGET
WASHINGTON, D4 20503

THE DIRECTOR - {}cgémbcr 23, 1896

MEMORANDUM FOR THE PRESIDENT

FROM:  Franklin D. Raines W

SUBJECT:  Wrap-Up of Final 1998 Budget Decisions

The memorandem summarizes briefly the decisions you have made thus far and seeks
guidance on the few remaining open issues, including the effective date of your tax proposals,
resolution of the six Cabinet appeals, and a handful of smaller issues. We also highlight several
pfo;:asa}s that we did not discuss in our budget meetings with you last week. We need decisions
prior to Christimas in erder to complete the work necessary for the budget to be printed and
released shortly after your State of the Union address.

OVERVIEW

‘Although our receipt and spending estimates are not yet final, we estimate that using
OMB assumptions, your 1998 budget will reduce the deficit from $128 billion in 1997 10 $118
billion in 1998 (assuming the tax culs are effective July 13 to a $3 billion surplus in 2002. (A
table showing the deficit path and savings by category is attachied.) The $301 billion in gross
spending cuts over this period are made up of 3143 billion (47 percent) from diseretionary
programs, $100 billion (33 percent) from Medicare, $22.5 biltion (8 percent) from Medicaid, $21
billion (7 percent) from other mandatories, and $14.5 billion (5 percent) in reduced debt service.
These savings result in a cut in discretionary spending of 11 percent in real terms and mandatory
real growth of 14 percent.

Even with large cuts in discretionary programs, the budget protects your priorities.
Priority spending in cducation and training, the environment, science and technology, ¢rime, and
drug control grows $6 billion faster than inflation in 1998, 1999, and 2000, dipping only slightly
below inflation in 2001 and 2002. Spendmg on discretionary pﬁz:;m;cs grows three percent in
real terms over five years.

Your budget also includes $16.3 billion over five years to remedy the food stamps and
immigrant provisions that were attached to welfare reform and $235 billion in net tax cuts, most of
which encourage people to invest in education.

We have resolved all agency appeals with the exception of the six who brought their
appeals 1o you last Thursday (discussed below). This spending, including our proposed
resolution of the six pending appeals, has brought total 1998 discretionary outlays sll the way up
to the statutory discretionary outlay cap of $546.5 bitlion. (Actually, we spemt more than aliowed



under the cap, but made room for the additional spending by moving some savings proposals
from the mandatory to discretionary side of the budget.)

TRIGGER

Measured against our sstimats of CBO's baseline, your budget will reduce the deficit
from $133 billion in 1998 to $55 billion in 2002, requiring a policy to trigger additional cuts in
2001 and 2002 to eliminate the deficit if CBO's economic and technical estimates are more
accurate than OMB's. The deficit path in your 1997 budget required 2 trigger of $71 billion in
2002. 1t is possible that the actual CBO baseline could be higher or lower than our current
gstimate, As discussed on Friday, while most of your advisors believe you should broaden the
base against which an across-the-board trigger would apply, this is 2 decision you can miake after
the CBQO numbers are released,

MEDICARE

- You asked us revise the Medicare savings stream in the budget to reach $100 biifion over
five years (versus $98.5 billion), We will work on a final configuration of policies that achieves
$100 billion in savings over five years and $138 billion over six years, We are waiting for your
decision on whether o inciude an income-refated premivm in the Medicare package. If you
decide to include the same premium that was in the Health Security Act, we estimate it would
save $5 billion over five years. (There is a memo following this one fully deseribing the pros and
cons.) -

MEDICAID

On Friday, you decided on a Medicaid proposal that reduces disproportionate share
{DSH) spending by $15.3 billion and uses a per-capita cap (o save another $7.2 billion. We will
work over the next few weeks 1o address the concerns about implementation of the DSH savings.

In addition, we talked about eptions to imprave children’s health coverage. Thereisa
memo following this one laying out two options. ’

WELFARE REFORM

On Friday, you decided on a welfare reform package that includes $16.3 billion in food
stamp and imimigration restorations. The core feature of the immigranis package is to exempt the
disabled and children from the 581 and Medicaid bans, The feod stamp package removes the
shelter deduction from the cap and re-indexes the program in 2002,

In addition, the package includes a new 18-50's proposal that toughens work requirements
and expands work slots 2nd wage supplementation for this group. In response to yous concermn
that the work requirements be rigorons, we dghtened the sanctions for those who refuse offercd



work. All 18-50' will be limited to 6 months of benefits in any 12 month period unless they
participate in a qualifying work activity. Persons who {ail to comply with the work requirements
will lose eligibility for the longer of the six months or the State’s relevant sanction, This penalty
is significantly more strict thdn the underlying Food Stamp employment and training program.
We also strengthened the standards for valid work activities {e.g., work slots must be 20 hours a
week, which cannot be entirely dedicated (o job search).

We also added $270 million over five years to create an additional 400,000 work slots, to
give real force to the time limit. Almost all individuals subject to the time limit who are unable
to find employment would be offered & work slot and forced to make the cheice of living up to
the responsibilities of accepting food assistance or becoming ineligible for the program.

On Friday we also discussed options to expand Federal assistance for child care. All of
. the options we have reviewed thus far - making the dependent care tax credit refundable, and
increasing the Child Care Block Grant to reach certain populations - are very expensive.
Making the tax credit refundable costs $4.9 billion over five years and $1.4 billion in 2002,
Using the Block Grant 1o reach half a million more children would cost $3.5 billion over five
years and $1.5 biflion in 2002. Scaling the Block Grant up further to reach one million children
with a smaller subsidy would cost $4 billion over five years and $2 billion in 2002, Given that
we are now carrying a very small surpius in 2002, we do not recommend including any of these
options in the 1998 budget. ’

REVENUES

On Friday, we discussed with you the effective dates of the tax credit for dependent
children and the incentive for education and training. Our current estimates include effective
dates of July 1, 1997, for the largest tax cut proposals - the $500 tax credit for children and the
education tax incentives. OMB and Treasury recommend that the provisions be effective upon
enaciment, and that we use July 1, 1997, as the effective date for budget purposes.

, The arguments {or the eardier effective date were that these proposals are central to the
middle-class tax cut, and that we want to deliver the largest possible tax cut to households in

April of 1998, Also, with a July 1 effective date, the pro-rata child tax credit would be 50

percent {8 months out of 12) of the planned $300 first-year phase-in credit, or only $150.

However, the January 1 effective date produces a substantial net revenue Joss in 1998
{$8.7 billion, compared (o $0.3 billion in 1997, and $3.2 billion in 1999). Also, because the
budget will not be published until February of 1997, those who would have benefited from the
education tax cuts as of January | will not have known of the provisions when they signed up for
schooling or training. In any event, the date we display for budget purposes does not prevent us
from urging immediate enactment of these provisions with an early effective date,
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The July 1 effective date reduces the $8.7 billion revenue loss by about $6.6 bitlion.
Currently, the 1997 deficit is $128 billion and will be $124 billion in 1998 with the Tanvary 1
effective date. If we use the July 1 effective date, the 1998 deficit will drop to $118 billion,
giving us a larger cushion against Jast-minute estimating changes. Even with the later effective
date, your combined tax proposals will produce a net tax cut of $2.1 billion in 1998 alone,

DECISION -~ Revenues
Propose tax cuts effective as of January 1, 1997 .

Propose tax cuts effective as of July 1, 1997 (Recommendation})

SPECTRUM

In response to the Vice President’s questions regarding the timing of spectrum sales, ws
have reviewed the current status of scoring differences between OMB and CBO.

We are currently slaiming the proceeds of an auction of the analog spectrum that the
broadcasters will retumn after they convert to digital spectrum. There is a general agreement ¢hat
the conversion from digital to analog spectrum will not permit the return until 2006, a year later
than previously expected. Savings are scored in the year an auction takes place, and we shifted
the sale date from 2002 to 2003 (o preserve a three-year gap between auction and transfer,

If the auction is held in 20072, there will be a four-year rather than a three-year span
between the purchase of the spectrum and the availability of the spectrum for use by the new
purchaser because of the delay from 2005 to 2006, If we move the auction back to 2002 so that
the savings can be realized ip that year, even our scoring will refiect the fact that the price will be
reduced, and the $17 billion that we are showing for 2003 would fall to approximately $14
biltion, \

Given CBO’s history of conservative spectrum scoring, they will prabably argue thata
four-year fag between the auciion and the return makes the entire auction impragtical (primarily
because of the uncertainties of technological change between the auction date and the time at
which buyers can use the spectrum). At 2 minimum, they will show extremely low proceeds. If
CBO assigns sone of these proceeds to 2002 and our OMB balance requires spectrum savings,
we run the risk of having CBO characterize the budget as not even balancing under OMB
assumptions. We will continue to pursue technical discussions with CBO to get a better
snderstanding of how they might respond if we move the sale back to 2002, For now, we
anticipate that if we use the spectrum sale in 2002, it will be solely for the purpose of reducing
the trigger. :



DEPARTMENTAL APPEALS

Department of Education. For student loans, the recornmended settiement includes
making our college opportunity program even more generous by cutting in half the origination
fees paid by needy students, Our settlement also reduces the level of cots imposed on banks and
guaranty agencies, The revised 1998 budget proposal weuld result in bark cuts only somewhat
Targer than those included in the vetoed reconciliation bill. These changes to the student loan
program have no deficit impact in cither 1998 or 2002. The 1997 budget did not change the fees,
and had somewhat lower costs to the banks.

On the discretionary side, the recommended settlement provides another 381 million over
the Jast offer, and brings total Education Department spending to $28.0 billion in 1998, plus the
Pell Grant increase of $958 million, for a total discretionary increase of 10.5 percent over 1997,
With the additions! 381 million, we; ' '

» increased bilinguat education by 350 miflion, for a 50 percent increase over 1897
{overall, we increase the bilingeal/immigrant program by 35 percent over 1987);

> added $29 million for assistance (o school districts with high concentrations of
Federally-connected students, for a total of $658 million; and

» added $2 million to ensure full funding for training and testing teachers, for a total
of $17 million.

DECISION -- Education

Accept recommended settlement Other

Department of Health and Human Services. The recommended settlement provides
$34.4 billion for HHS programs, $100 million more than the comparable 1997 level. The
recommendation includes $170 million to bring NIH up to $12.9 billien, an fncrease over 1997
equal 1o one-half the rate of inflation, This is the same treatment given to the National Science
Foundation. Within the 3600 million we provided to HHS in our last offer, OMB will work with
HHS and the NEC to ensure that funds are reallocated to better match your priorities.

Below are some areas where the NEC thought you might have some cancems, As we
work out the final details, please let us know whether there are any areas you would like us to
protect: :



{$ in millions) 1997 enacted 1998 proposed

CDC (total): ' 2,304 2230
Diabetes 23 33
Immunizations 468 430
Breast cancer 140 ‘ 142

Ryan White 996 1,015

Healthy Start demos 96 -

DECISION -- Health and Human Services

Accept recommended setflement ~ Other

Department of Housing and Urban Development. The recommended settiement
increases spending on HUD programs from $19.4 billion in 1997 10 $25.7 billion in 1998. Most
of the increased funding reflects renewal of contracts on existing subsidized housing.

Secretary Cisneros appealed to prevent outvear spending cuts in two programs —~
homeless assistance and the Community Development Block Grant. The recommended
settlement spends an additional $450 million to maintain homeless programs at the 1997 level
through 2002. CDBG is not similarly protected; it is straightlined in 1998 at the 1997 Jevel, cut
10 percent in 1999, and maintained at the 1999 level through 2002, Protecting CDBG a3 well
wonld cost another $2 billion over five years and $500 million in 2002.

DECISION -- Housing and Urban Development

Accept recommended settlement ‘ Other

International Affairs, In 1998, the recommended settiement provides $19.2 billion, 5 .
percent more than 1997, for international programs. OMB’s original recommendation for the
out-years included flat funding (excluding anticipated completion of arrears payments to
international organizations and multilateral development banks and the phase-out of Newly-
Independent States (NIS) and Central European programs).

To keep up with inflation and demonstrate a strong cornmitment to maintaining the
posture of LS, foreign policy, the Secretary of State has requested spending growth of 3.5
percent over 1998-2002. We propose to settle this issue by providing for ont-year increases (at 2
2 percent rate or slightly below projected inflation) in funds for key foreign assistance programs
{humanitarian spending, development assistance, non-Middle East economic support funding and
foreign military financing) and by retairning higher funding levels for NIS and Central Eurape
through 2002, assuming that these funds are likely to be needed for other intemational purposes.



UN, Arrears. In addition to providing for regular United Nations dues and peacekeeping
assessments, our original mark included $30 million to make a partial payment of international
organization (JO) and peacekeeping arrears in 1998, Ambassador Albright has requested an
additional $53 million. She would use $50 million as partial payment of peacekeeping arrears
and the additional $53 million to pay off all arrears specifically owed to the United Nations
proper, which she considers a priority, My recommendation is to add $3 million, permitting the
priority U.N, arrears to be paid and deferring the pcacekecpmg arrears to be paid from the $1
billion advance appropriation for 1999,

DECISION - International Affairs

Accept recommended seftlement ' ~ Other

Depariment of Transportation, Our last offer reduces total Departmental budget
authority from $36.7 billion in 1997 to $36.0 billion in 1998-2002. Budget authority falls
between 1997 and 1958 because the Federal Aviation Administration will be collecting
substantial new user fees in 1998 to support its programs, In the aggregate, we propose the same
amount of funding for DOT in 1998 that they received in 1997,

In its appeal, DOT asked for $4.8 billion in higher spending on ISTEA programs —
highways, transit and rail; ovr last offer maintaing !l of these programs st 1997 enacted levels,
Under the recommended settlement, the 1998 budget would include an ISTEA reauthorization
that provides contract authority at the DOT appeal level, but would impose an obligation
limitation at the level of OMB's last offer, thus freezing total obligations for surface
transportation at 1997 levels through 2002. As we discussed last week, this would reiterate our
support for higher spending in principle, but would not actually fund the higher levels at this
time.

DECISION -- Transportation

Accept recommended settlement : Other

Department of Veterans Affairs, Our last offer provided funds to keep veterans’
medical care even with 1997, The recommended settlement provides VA medical care with $550
million more than 1997 and 314 billion more over 1998-2002 relative to the out-year path in your
1997 budget. These levels match VA's appeal for medical care in full. They also:

> Allow VA 1o refain all coliections from privale insurance carriers and user {ees
charged 1o veterans 10 support the health care system, an innovation YA has
wanted for years that will give the Department an incentive to collect more.



> Provide a 3.2 percent increase in medical care program level relative to 1997, a
larger incréase than the Departinent received a year ago., '

> Allow VA to}{:bminuc serving all current users, including all higher-priority
veterans plus approximately 193,000 lower-priority veterans who now use the
systent,

DECISION -- Veterans Affairs

Accept recommended seitlement Other

JUDICIARY

The proposed 1998 budget transmits the Judiciary’s budget request to Congress without
change, as required by law, but includes a “negative allowance” of $117 million, The allowance
reduces Judiciary 1998 spendding growth from 11 percent to 6 percent, a rate equal to the
Judiciary's annual growth for the past five years and roughly the 1998 increase for the
Department of Justice. (The combined growth rate in 1998 for all officss in the Executive Office
of the President will be less than four percent, excluding the one-time transfer from the White
House Comraunications Agency.) As you know, Judge Amold objects to the negative allowance,
which was last included in your 1995 budget, in any amount. Removing the segative allowance
from the budget would cost $117 million in 1998, and $540 million over five years.

DECISION -- Judiciary

Include negative allowance (Recommendation) Other

FEDERAL EMPLOYLEE PAY

* The current 2.8 percent pay raise for civilian and military personnel in 1998 {which rises
to 3.0 percent in 1999 and thereafter) is financed within agency budgets. Raising the 1998 pay
raise to 3.0 percent would cost $247 million in 1998, $358 million in 2002 and $1.6 billion over
five years, :

A higher pay raise would either have to come from agency budgets {and reduce their
program levels) or be added to their budgets and increase the deficit. The Defense Department
strongly obicots to a higher pay raise in 1998, which would cost them $88 million in 1998 and
$600 million over five years. John White believes that the current pay raise achicves
comparability; in addition, Defense would strongly object if the cost of the additional pay raise
reduced Tunds for other prioritics. Other departments would raise similar concerns i we
increased the pay raise and asked them to absorb it within their current funding levels.



BECISION -- Pay
Keep pay raise at carrent 2.8 percent (Recommendation)
Proposc 1998 pay m%se of 3.0 porcent

(a} Provide additional funding to agencies

{b) Require agencies to absorb increase

FOR YOUR INFORMATION
Fu‘néing for Smaller Agencies and Selected Individual Programs

There are 2 number of small programs and agencics that we did not cover in our sessions
last week. In several cases, even though agencies did not appeal, we thought it appropriate to
make seiected increases, generally based on your priorities and pubizc statements. Car
recommended settlement levels are deseribed below.

Coast Guard Drug Funding. The NSC would like to increase funding for Coast Guard
(CG) anti-drug activities beyond that provided in OMB’s last offer, even though the Departrent
of Transportaiion did not appeal this level. The last offer would increase the CG's drug law
enforcement funding by $47 million, or 14 percent, over 1997, Those added funds would allow a
43 percent increase in aircraft flying hours for the CG's drug interdiction programs, and would
support “Operation Steel Web,” which targets high threat areas around Puerto Rico and the
Eastern Pacific - an area QNDCP has identified as “high priority” for increased surveillance.
Sailing hours by CG boats/ships would remain fixed in 1998 and 1899, The Coast Guard would
add 45 stafl positions to its intelligence collection unit, and 28 positions to its interational
training detachunent. Finally, new drug sensing devices would be purchased, ‘

The recommended settfement would provide no funding beyond the increase already
agreed to for CG drug interdiction activities, The proposed 1998 budget includes an increase
over 1997 enacted of nearly $600 million for all anti-drug efforts, including a $98 million, or 10
pereent, increase in drug interdiction activities by Customs, the Immigration and Naturalization
Service, and the Coast Guard. Defense Department drug control activities are even at 1997
Jevels (excluding one<time P-3 aircraft refurbishment), NSC is concerned that if the one-time P-
3 costs arc included, the budget will show a speading decrease in'1998. We recommend against
z further increase becavse operational program levels are actually increasing. If additional
funding is provided for anti-drug programs, we recommend that the resources be directed to
ONDCP's Speaial Forfeiture Account, and allocated at their discretion.

Defense Counter Drug Program (SOUTHCOM). ONDCP has asked to add $80
million to the Departiuent of Defense counterdrug program to fund a new initiative to interdict
river and air traffic in South America, as proposed by the U.S. Southern Command, This



program has not yet beea reviewed or approved by the Defense Department or by the Joint Chiefs |
of Staff. Therefore, the recommended settlement provides no new funds for this initiative,
However, we have given the ONDCP sufficient flexibility to use its Special Forfeiture Account
atotal of $175 million is available in 1998 -- to review and develop the SOUTHCOM proposal,
privr to consideration for funding in the 1999 Defense budget.

Next Generation Intermet. Over the sunirner you announced a Next Generation Intemnet
initiative, This was initially designed as a five-year, $500 million program, but to avoid having
to find such significant offsets, only the $100 million for the first year was announced. Spending
in 1998 will be offset by reductions in six agencies, The NEC and OVP staff have argued that
we should include five years of spending in the budget, but will setile at three years, They
believe it is important to have a three-year presentation to gamer commitments from the
university and private sectors, OMB has several serious concerns about program design and
accountability, and would like the policy to be better developed before we make a long-term
cotnmitment. OMB has included two years of funding in the current budget proposal.

- National Science Foundation. The recommended settlement provides an increase of one
half the rate of inflation for 1998. That amounts to $50 million, and is the same treatment given
to the National Institutes of Health, .

Community Development Financist Institations, OMB, Treasury, and the NEC
support a recommended settlement that provides total CDFI spending of 31 billion over
1998-2002, ‘

Tempuorary Emergency Food Assistance Program (TEFAP). OMB and NEC support
a settlement that adds $43 million for TEFAP/Soup Kitchens food purchases to the $160 million
‘provided in the welfare reform bill,

Libraries. The settlement adds $22 million to bring the Library budget even with 1997, a
level consisteat with your statements.

Non-Health Mandatory Proposals

The proposed budget includes a number of new non-health mandatory proposals that we
have discussed at the staff level but have not yet raised (o your attention. Including reproposals
from last year, non-health mandatory savings reduce the deficit by $11.6 billion in 2002
(including a portion of the revenues from spectrum auctions). Given that our current policies
produce only a small surpius in 2002 of $2.8 billion, we need to retain these proposals (o
eliminate the deficit in 2002, However, we wanted to alert you 1o the new proposals,

Agriculture Market Transition Payraents, The 1996 Farm Bill replaced income-
support payments that varied by market prices with fixed annual payments to producers through
the Agriculture Market Transition Act {AMTA). Under the Farm Bill, if a producer who enrolls
land intc the AMTA drops out of the program, such as by entering the land inlo the Conservation
Reserve Program (CRP), the payments that would have gone to the producer are not saved, but

0



are redistributed (o inerease payments to other producers. Under this proposal, if a producer
leaves the AMTA program, the funds that the producer would have received are permansatly
deducted from the total pool. This approach is consistent with how the CRP has operated upder
the old farm program structure, in which income-support spending was reduced when producers
retired their cropland through the CRP. This proposal saves $865 million aver five years and
£210 million in 2002.

. S51 Benefits Administration Fees. As part of the S81 Program, the Social Security
Administration (88A) administers State supplemental payments at a State's option. For those
States that choeose to have SSA administer these payments, OBRA 1993 established & per case
fee for SSA's services. Recovenies from the fee fall short of S5A’s costs to administer the
program by about $70 million annually. This proposal raises the fee to collect the full costs to
SSA, and saves $360 million over five years and $90 million in 2002. ,

VA Home Loan Program. When VA takes possession of properties resulting from
defaulted veterans loans, the homes are uitimately sold to the general public. VA finances these
properties through its vendee loan program, charging fees that are lower than those offered 1o
veterans, This provision would raise these general public fees to 2.25 percent, (he same up-front
funding fee that the general public pays for FHA loans. This proposal saves $133 million over
five years and has the support of the Department of Veterans Affairs,

‘Aliens Labor Certification User Fee, In an effort to protect U.S. workers, the
Employment and Training Administration (ETA} of the Labor Department administers a program
designed to determine the admissibility of aliens to work in the United States. In 1996, ETA
spent $60 million to process about 178,000 certification and attestation applications filed by
emnployers seeking to hire alien workers. The National Performance Review recommended
. charging employers a user fee for these services. This proposal saves $228 million over five
years and $62 million in 2002,

Hardrock Mining Royalties. This proposal would authorize a 5 percent royalty on the
gross proceeds derived from hardrock mining on public lands, beginning in 1998, No receipts
wouid be collected in 1998 during preparation of the regulations, but revenues on 1998
production would be collected in 1999 and 2000 such that annual royalties would average $35
million. Revenues would be deposited into a fund for reclamation of abandoned mining sites.
This proposal saves $175 mitlion five years and $33 million in 2002,

The Administration last proposed a mining royalty in the 1994 budget. The royalty was
much highet -~ 12 percent -- than the one proposed here, and the revenues were not dedicated to
reclamation. Moreover, the royalties were proposed in conjunction with other proposals
objectionable in the West -« the BTU tax and grazing fees -- neither of which are in the 1998
budget.

Power Marketing Administration Pensions and Healih Benefit Costs {Western,
Southeastern, Southwestern nad Bonneville), This is not a proposal to sell PMAs. By law,
the PMAs are required to recover the full cost of producing and transmitting power. Curvently,

H



the PMAS recover only a portion of their employee pension and heaith benefit costs. The 1998
budget will propose that the PMAS increase their rates to customers to recover the portion of
pension and post-retirement health costs not now recavered. This proposal saves $164 million
over five years and $44 million in 2002.

Ginnie Mae Servicing Fee. This proposal would subject to competitive bidding the fee
eamned by Ginnie Mae mortgage-backed securities issuers servicing FHA and VA mongages
underlying Ginnie Mae secunities, This change would reduce borrower costs. The reduction in
costs and corresponding increase in Ginnie Mae fees would generate savings of $230 miflion
over five years and $40 million in 2002. HUD did not appeal this proposal.

Other Hems of Interest

Interest Rate Increase for SBA Disaster Loans, You asked in a recent briefing about
the interest rate on Small Business Administeation keans, T wanted to clarify our response.

The proposed 1998 budget retains current interest rates on all SBA business Joans. The
interest rate on SBA disaster loans, however, increases from the current maximum of 4 percent
-t¢ the Treasury’s cost of borrowing {currently about 6 percent), Households that do not qualify
for a loan at the higher interest rate would be eligible for grants from FEMA. Should you wish to
keep the imterest rate on disaster loans at current isvels, the cost of SBA’s disaster loan program
would increase by $71 million in 1998 and $87 million in 2002,

Boston Harbor, Since you committed to spending $400 million to clean up Boston
Harbor, we have succeeded in convincing Congress to appropriate $375 million. The
Massachusetts delegation is pushing very hard for us to repeat to $100 million per year
commitment for two more years.

It remains somewhat unclear how much of the cost of the treatment plant remain to be
funded. Our position has been to fund up to the $100 million level again, provided that the
remaining costs justify the commitment, There has been substantial discussion between White
House Legislative Affairs, EPA, OMB and the Massachusetts delegation about the appropriate
funding level. EPA originally suggested $35 million, which OMB raised to $50 million. EPA is
now reviewing project costs 10 determing whether a higher funding level can be justified, and we
will 2dd the necessary resources as appropriate. Our objective is t complete the commitment
that you originally made without embarking on a longer term and potentially expensive
additional commitment.

District of Columbia. We are working with the interagency task force on proposals
regarding the District of Columbia for inclusion in the budget. Discussions are being held with
affecied departments and with D.C. officials. We expect o submit a decision memorandum to
you in time to include in the budget. The proposals will likely decrease the deficit in 1998 and
decrease the surplus in 2002,

Atiachment
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OMB BALANCE IN 2002 WITH 6 YEAR MEDICARE AND MEDICAID
{in billions of dollars)

1897 1998 1999 2000 2001 2002 18802

OMB current SEIVICES....vrvrinreeenine 126.2 123.6 128.0 121.2 106.3 102.3

CBO base (OMB guesstimate)........ 130.0 135.0 140.0 145.0 150.0 160.0
Presidential spending proposals.. 0.0 1.5 24 27 2.0 0.8 ¢.4
Presidential proposals and other ) _
tax cuts and increases, net........, 0.3 2.1 2.6 52 - 7.8 7.4 25.1
PHOTIHES et irie s veen s s rn st sressaesas — 1.8 2.3 1.8 -0.2 -3.5 2.0
Defense... —— -8.8 8.8 -18.5 -23.8 -28.7 -85.6
Other NONGETENSE ..ovrocrererrrre - ~1.5 -5.9 8.4 -18.2 -22.8 -56.8
Welfare reformM....omrormirrinrsnns 1.4 2.8 3.0 3.3 3.1 4.1 163
SSIregulationS ..o e 0.3 0.4 0.6 0.6 0.6 0.6 2.8
Medicare {6 year goal) ..c...c.. .., — -3.4 ~11.0 -21.8 -28.1 -38.7 -99.8
Medicaid (6 year gcai) ................. — 0.2 -1.6 ~41 1.3 8.7 -22.5
Spectrum... — ~2.1 -%.8 -3.8 -8.3 7.3 -21.3
Other mandatmzezs ....................... 0.3 1.0 1.6 1.9 0.6 -4.3 0.8
DD SBIVICE. . ceerrnvearirrernsernorans 0.1 0.1 0.7 2.0 4.4 -8.2 ~15.4

Resulting OMB deficit/surplus(-)...... 128.0[_117.3] 1107 80.4 31.9 3,1

Resulting CBO deficit/surplus{-}....... 131.8 128.7 121.7 104.2 78.7 54.7
Required Higger...cum e inaien B — e e -18.0 -53.8 ~72.8
Debt s8It e iiesinever e T —— — 0.4 2.1 2.5

Resulting OMB deficit'surplus{-}...... 128.C 117.3 1107 80.4 12.5 -58.9

Resulting CBO deficit/surplus(-)....... 131.8 128.7 121.7 104.2 56.2 -1.2
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THE WHITE HOUSE
WASHINGTON

December 23, 1996

MEMORANDUM TO THE PRESIDENT
From: QGene Sperling

Sublect: Medicare High Income Premium: Prog/Cons

At tha close of the last meeting, you had settled on $100 billion over five vears for
Medicare and $138 over six vears, but you had pat given us a final decision on whether or
not to include a higher premium on individual filers making over $90,000 and couples
making over $115,000 -- less than 3% of recipients. As you recall, most of yvour advisors
expect that such 4 means-tested premium increase would be in a final agreement. The
question for decision therefore, is whether it should be something that we open with in our
initial budget or something we are willing to agree to at the negofiating table, Because of
the sensitive natwre of this memo, we are holding this memo very tight. 1 have tried o lay
out the most complete and fair statement of the pros and cons te help you consider vour
decision.

GESTURE ARGUMENT:

Supporters Feel it Would Be an Important Gesture: Rubin, Sperling and others
believe that a high income premiwm increase would send an important signal to
opinion leaders, Republicans and moderate Democrats that you are taking &
leadership role toward bipartisanship, They feel that a high income premium increase
- still allows you to say that you are protecting 97% of recipients while at the same
time breaking an important bartrier by allowing for some premium increase,
Rubin feels that this has been a major {ssue as he has done major editorial board
meetings.

Opponents Argue that $138 Billion is enough of a Gesturer Some of vour other
advisors including John Hilley and Leon Panetta have argued that moving to $138
billon over six years will be enough of a gesture that you do not also need t¢
include a premium increase at this timme, They argue that the 3124 billion was a
well-known number and that going $14 billion higher will be noticed. Furthermore,
some feel that the gesture rationale is overstated and that using a premium mcrz:ase
tc aitain it has too high a risk for unsure benefits.



IMPACT ON DEMOCRATS:

Opponents Argue that It Will Hurt us with Daschle and Base Democrats: While
Raines says that Bonior has come out for means-testing, John Hilley has found that
Daschle feels that key members of the Democratic Caucus will not like a high
income premium proposal because Medicare premiums were s bright line issue for
Democrats and that we should not do anything &t the beginning of the session that
might fracture that consensus, especially when we will need their solidarity later,

Supporters State that High Income Premium Inerease Will Help Keep Support
of Blue Dogs and Moderate (Breaux-Chafee) Democrats. The moderate budgets -
- Breaux-Chafee and Coalition budgets -- have heavy means-testing in their
proposals and, and while we will not be anywhere near their level of means-testing,
we would do much to show them our seriousness to them having at least 1 small
high income pramium increase. Those who are for it, argue that once the President
comes out for premium increases on upper-income individuals, average i&cmocrattc
members will be hard-;msscd io object.

CATASTROPHIC-CARE REDUX REACTION?

Opponents Fear Catasirophic-Care Reaction: Opponents, including Leon, argue
that these premium increases hit many of the higher income seniors who led the
catastrophic revolt several years ago. Even though our HSA income premium
increase affects only 3% of recipients, this could still mobilize a izack-iash by those
who are among the most powerful and organized of the seniors.

Supporiers Feel Issue Not Amalogous: Proponents argue that our proposal only
affects the top 3% -~ much less than affected by catastrophic; that we still leave in a
subsidy even for the well-off; and that there has been no sign of major opposition to
this so far even when Republicans had far higher means-testing proposals.

BEST STRATEGY FOR NEGOQTIATIONS:

Opponents State that We Should Save to Give Away at the Table: Opponents
argue that we need to save as many of our chips as possible so that we have as
much to give away as possible at the table. Breaking the premium bamier in our
opening bid, gives away a significant chip before we have even made it to the table.

Supporters Feel that Helps: Supporters acknowledge that we are giving up
someiliing pre-negotiations, but feel that it helps ¢reate an environment that gets the



Presideat to the table with moderate support, while leaving much 10 negotiate on
because the HSA premium increase is so smali,

FLIP-FLOP or PRESIDENTIAL: LEADERSHIP?

Opponents argue that we will be instanily hit for "flip-flop” - with Republicans
saying that we have right away admitted that we did need premium increases all
along. They will contend that we have given up a clear bright line position that we
ook all through 1995-1996 -~ and that this reflects a pattern of us changing

positions right after elections. Furthermore, some gontend that by stressing that we
gre only raising premiums on the top 3% or couples making over $115,000, we will
fock ourselves mnte a "class-warfare argument that may make it difficult to agree to
more of a2 premium increase as part of 4 deal. Indeed, Republicans will point out that
a high income increase is excassively higher than $268 a couple for those affected.

Supporters Say Presidential Leadership: Supporters argue that we will be
criticized no matter what we do, but that taking a clear step towards them will be
seen as Presidential leadership towards n bipartisan agreement. Supportors contend .
that we can defend against a flip-flop argument by stressing that it is only on the top
3%, that & high income premium increase was in the HSA and Puiting People First,
and that we always said that we were not philosophically opposed 10 it. Furthermore,
the President can appeal to the public that he is making a change as a means of
breaking out of last years gridlock.

HELPS WITH HOME HEALTH CARE TRANSFER:

Supporters State that Helps with Home Health Transfer: Advocates of the high
income premium increase also feel that we can better justify not applying the
premium to the home health transfer if we can say that we are concerned about the
impact on low-income recipients, but that we are parfly compensating by having a
high income premium increase. Shalala, Rubin and Raines feel that it gives them
more to point to when fending off Congressional criticistus,

Opponents Feel that This is a Stretch: Opponents feel that it will be wo
complicated to explain to people that we are transferring a portion of Medicawre to

Part B, not applying premiums generally but trying o partially compensate for that
omission by ratsing premiums on one small group of high income people.

RECOMMENDATION:

Inctude High income Premium

Do Net Include High Inceme Premium



CHILDREN’S COVERAGE EXPANSION OPTIONS

There are currently about 10 million uainsured children in the nation, 3 million of which
are eligible for Medicald but are not enrolled, Within the balanced budget constraints we
face, we have developed two options for your consideration.  (Both of these options assume
that we de not fund the last year -- FY2002 -~ of the workers™-in-between-jobs initiative
and reject more traditional Childrens® subsidy/tax credit approaches that could lead to
substitution of Federal dollars by employers and/or states.}

Option 1:

Option 2:

Decrease the number of aninsured kids by about § million - $3.4 billion
{31.9 hillion in the budget table} in FY2002 and abeut $12 billion
{$7.3 billion in the budget table) over S years. 3 complimentary policies:

{A) Mcedicaid outreach — adding between 1.2 million childrea,

We would start work with the Governors at the Pebruary NGA conference to
develop new ways to sign-up the 3 million Medicaid cligible, but currently
unenrolled children. {This could inelude ad campaigns innovative enroliment
techniques, 11{5 waivers, ete) Since there is no way to mcasum‘ﬁcw
effective this would be and because it would make no sense to uml&%fally
require outreach (because Governors would view it as an unfunded mandate),
this probably should be an exscutive (not legislative) initiative that could be
scored at little or nothing on our FY98 budpet tables and current baseline.
{& 33% success rate -- sbout 1 million kids « would cost about 3750 million
in "02, $2.4 over the 5-year budget; a 66% success rate - about 2 million
kids -~ would cost about $1.5 billion in *02 and $4.7 billion over § years.)

(8} Enhanced sinte parinerships - adding about 1.5 million children.
This proposal, projected to cost about $750 million in *02 and £3.75 billion
over 5 years, would provide Federal matching funds to build on recent state
successes {Like Pennsylvania) in working with insurers, providers, employers,
school corporations and others in developing innovative ways to provide
coverage to children. Regipient states would have wide latitude in setting up
benefits and copayments and would be held accountable only on the basis of
fowering the number of the uninsured and childhood: morbidity/morality
raies,

{C) State option to assure 12 months of coverage nuce Medicaid elipible
- ghout L.25 million children. This proposal, estimated to cost about $1.1
billion in "02 and $3.5 billionn over § years, would extend continuous
coverage for children for 12 months, It would reduce administrative burdens
on states, families and health care plans who now have to determine
eligibility onn a monthly basts.

Decrcase the number of uninsured kids by about 2.5 millioa - about 52
billion (3750 million (o $1 billion in the budget table — il you don’t count
vatrench) in FY2002 and abeut 36 bitlion ($3.5 -84 billion in the budpet
tablc} over 3 years. This eption would drop either package B or C above
and would likely assume a lower Mezdicaid outreach success rate.
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THE DEPUTY SECRETARY OF THE TREASURY
WASHINGYON

MEMORANDUM FOR PRESIDENT CLINTON

THROUGH: SECRETARYRUBIN ® & {2
#

FROM: DEPUTY SECRETARY SUMMERY;

SUBIECT: Tax Issues in FY 1998 Budget

This memorandum reviews seven tax issues in the FY 1998 budget for your decision.

1, Eifective Date for Tax Cuts.  The proposed tax cuts -~ especially the child credit and the
tuition credit/deduction — will have a large revenue effect in FY 1998 if they are made
refroactive o January I, 1997, This occurs because the gap between the assumed date of
enactment (August 1} and the effective date doubles up revenue cosis for FY 1998 to include
both those claimed retroactively for tax year 1997 on returns filed in 1998 and those claimed for
tax vear 1998 through withholding in 1998, Delaying the effective date of the ¢hild credit and
the fuition credit/deduction to July 1, 1997 would save approximately 36.1 billion in FY 1998
{$3.1 billion for the child credit and $3.0 billion for the tuition creditdeduction) and $6.7 billion
int fiscal years 1997-2002. But this would also mean that the tax benefits would be much smaller
in the first year, The child credit for 1997 would be only $150 (instead of $300} and the tuition
credit/deduction would apply ealy to costs incurred after July 1, 1997, instead of costs for the
entire year.

RECOMMENDATION:  Delay the effective date of the child credit and tuition
credit/deduction until July 1, 1997,

Approve July 1, 1997 Effective Date

Retain Januacy 1, 1967 Effective Date

Other

. - a n.idl. Inaspeech last
summer, }ou prz}poscd pcrmaneni exzenswn of tfze mx cxcmptmn fw cmployer provided
cducational assistance {Section 127} and a new 10 percent tax credit for education assistance
provided by small businesses, Permanent extension costs 1.8 hillien in Fiscal Years 1997-2002
and $834 million in 2002 alone. Limiting the proposed exignsion in the budge!l to 3 years would
reduce the 1997-2002 cost to $2 billion and FY 2002 cost te zero. A 3-year extension would still
place employer-provided educational assistance on a higher footing than other incentives you
have strongly supported and previously sought to extend permanently, {Sec item 3 below).
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RECOMMENDATION:  Extend Section 127 for three years and propose the new 10 percent
tax credit for educational assistance by small business for the same time period.

Approve 3-Year Extension
Extend Permanently
Extend for Only One Year

Other —

3. Qther Expirize Provisions.  Other tax incentives that will expire in 1997 include the research
atid experimentation (R&E} tax credit, the orphan drug credit, the work opportunity tax eredit
{WOTC), and the deduction for contributions of appreciated stock to private foundations. The
FY 1997 budget document included language that supported working with Congress to achieve
the “revenue-neutral” extension of these incentives, but did not include costs of extension within
the budget 1otals.  This year, maintaining credibility may require explicitly inchuding at least a
one year extension of these incerntives in the budget. Failure to do so, especially in light of the
longer-term extension of Section 127, could upset supporters of these incentives (the high tech
community for R&E; Congressman Rangel and urban/low income constituencies for the WOTC)
and, in the case of the WOTC, would be bard to justify in light of the proposed three year
exgansion of the WOTC to new categories of welfare and food stamp recipients. A one-year
extension of all the expiring provisions would cost $2.7 billion in Fiscal Yeors 1997-2002. Most
of this cost {$2.1 billion) is for the R&E Credit.

RECOMMENDATION: Propose extending the R&E tax credit, the work opportunity tax
credit, the orphan drug credit, and the deduction for contributions of appreciated stock to private
foundations for one year past the current expiration dates.

Approve 1-Year Extension
Support in Concept, But Do Not Include in Budget

Other R

4. Equitabls Tolling, You requested that an “equitable totling” proposal to extend the statute of
limitations for tax refund claims be included in the FY 1998 Budget. The issue ts what effective
date 10 use.  Compared to an option that would provide retroactive reliet for all pending claims
al a cost of $550 million over the budget period, making the proposal prospective anly (i.e., for
taxable years ending after the date of enactment) would cost about 385 million, An intermediate
effective date Hmiting retief 1o claims for which the statute of limiation expires afier date of
cnactment would cost $400 million.  Delaying the effcctive date would still deliver the message.,

- bt would not henefit some taxpayers who are currently tigating,
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RECOMMENDATION:  Make the proposal prospective.
Approve Making Prospective -
Make Fully Retroactive

intermediate Effective Date o

5. Tax Simgplification. The theme of simplification of administration for taxpayers and the IRS
is timely and important to improve the lives of both, We have designed a package of close 10 70
itemns designed to be revenue neutral, Most are not of great significance individually, but the
totality is consequential. Generally they are non coniroversial and about 40 are accepted from
prior Congressional packages. An illusirative table of the major ones is attached.

RECOMMENDATION: Include a general statement in the budget that Treasury will release a
revenue neutral package of simplification proposals for enacunent this year, including a new
Taxpayer Bill of Rights 3. Avoid cluttering the budget document with an extensive listing of
minor proposals.

Approve Statement in Budget

Defer Entirely to Post-budget

Other

. Expatriatic re Tax. We proposed to tax unrealized gains of wealthy persons who give
up iiaezr U. S cmzensh:p Our proposal was accepted by the Senate last suimer, but the House
prevatled in a conference with a much weaker version. Pan of the reason for the House version's
success was that JCT scored the revenue raised from their proposal higher than ours, We are
confident that our method of scoring is accurate. A reproposal sow that the House version is law
would raise $0.4 b, in 2002 under our estimate from last year, but would lese $0.1 b, under JCT
seoring, CBO will use JCT and our reproposal will have virtually no chance of passage,

RECOMMENDATION. Do not repropose, Wait one or two years to see our experience under
the enacted version.

Approve Omitting from Budget
Reintroduce 1996 Proposal

Othor
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7. Est Sefiware. During the summer we tried very hard to get the Congress to amend the export
teade incentive of current Iaw, which covers movies, recordings, cic., to include export of
software that enables the purchaser to produce the same intangible product. Including this item in
our budget would fulfill a position we ook (not publicly announced)}. The revenue cost is 390
mm in 2002 and $340 mm for the five year period ending in 2002,
RECOMMENDATION. Include proposal in budget.
Approve

Disapprove

Other
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HIGHLIGHTS OF SIMPLIFICATION PACKAGE
Proposals already announced by the Administration

Exclusion for Capital Gains on Sale of Principal Residence replacing existing law
rollover of basis to succeeding residences

Equitable tolling of the Statute of Limitations for taxpayer under disability (part of
new Taxpayer Bill of Rights)

Require Average Cost Basis to determine gain from sale of a portion of holdings of
substantially identical securities

Interest on extended payment arrangements on estate 1ax atiributable to closely held
business assets would be made non deductible but at 1 lower rate

Determining the classification of workers as employees or independent contractors

{proposed by Treasury last vear afler last year’s budget)-permits waiving of back years'

liablity for taxes due because of misclassification if taxpayer corrects prospectively and

atlows Tax Court to resolve such issues as independent arbiter, also on a prospective

basis for good faith errors; enable IRS to provide simplified guidance to prevent errors,
Selected illusirative new proposals

Taxpayer Bill of Rights 3-a set of 10-15 proposals continuing the popular TBOR 2 signed
last summer, including equitable tolling and independent contractors described above and

A consistent regime of reasonable cause penalties
(iobal interest netting of interest on under and over-payments
Innocent spouse protection expansion for liability of errant spouse on joint refurn

Carporate alternative minimum tax reform to eliminate the tex from smail corporations
with gross receipts under $15,000,000 a year

Increase standard deduction for dependent filers to climinate {iling for 2.4 currently
taxable dependents

Simplify rules applicable to tax free real esiate swaps that now require complex 3 party
arrangements to permit rollover by direct sale and reinmvestment, but limit reinvestment

to similar properties {protecting common middie class residential rontal properiy}

Simplificd Rules for Child Dependency Exemption{subjoct 10 revenue cost)
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MEMORANDUM FOR THE PRESIDENT
a5 E)E{I 20?714
SUBJECT: A Rehundsble Child Care Tax Credit :

For the first time in American history, this country will have a seamless system for
supporting child care expenses. By making the Child Care Tax Credit refundable, every
working family in America will have access to some child eare support.

Currently, the Child Care Tax Credit provides essential child care support for millions of working
families with employment-refated child care expenses. However, the credit is not availablé-for
working fanulies who have no federal income tax liability. By making the credit refundable, the
tax credit wanld be available for the first time 10 all working famihics with children. The new
group consists of low wage earners who pay 20 percent of their income for child care, 3
disproportionate share of their income when compared to higher income families who pay only six
percent of their income, By the year 2002, Treasury estimates that refundability would benefit
over two million low wage working families who have Iittle or no tax hiabifity. Most of thess
working families have incomes below $30,000 and would receive an average benefit of £500-600
annually toward their child care expenses,

Using 2 tax mechanism to provide child care assistance i3 both goad policy and good politics,

The Child Care Tax Credit is enormously popular. Since families sce the results on their income
1ax returns, it is one of the most positive benefits they know they are getting from the federa!
government. Ask any famuly that uses the credit, and almost inevitably they will be able to tell you
how much help they received toward thetr child care expenses.

The Child Care Tax Credit has long enjoyed bipartisan support. In the last two decades, the U.S.
Senate has voted ta make the credit refundable several times. President Bush proposed making
this credit refundable and child care organizations and women's groups strongly support it.
Further it is anticipated that the Republicans will propose significant tax cuts for the wealthy. As
a result, # will be difficudt as a result for them (o argue against ae Adiministration 1ax proposal to
help bard-working low income families with sigaificant child care costs.

Making the tax credit refundable helps low Income working families get ¢hild care assistance
without gomng through the welfare line. While the welface reform law {The Personal
Respossibiiny and Work Opportunity Reconciliation Act) authorizes $20 bitlion in federal child
care funding over six years, mosi of the funds will be nceded 10 support welfare families moving
to work, leaving fittle voom for assisting working poor famifies, We expect that the credit will be
used argely by working families who de not recetve direct subsidies. Using the tax code to seeve
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these famifics is an equitable and nonstigmatizing approach that complements the Adminsstration’s
initiatives -~ Earned Income Tax Credit, minimum wage, health care portability and Family and
Medical Leave - for working families,

At a time when we are devoting significant attention and resources to families receiving welfare,
this would be a visible source of help to working families who are not on welfare but are
struggling to stay in the labor force. For the first time in history, all working families with child
care expenges would receive some federa! support.

~

: Donna B, Shalala .



THE WHITE HOUSE 'Q77 IO 14048148
WASHINGTON
January 13, 1997

MEMORANDUM FOR THE P IDENT

Caf “RESIDENT H5S SEEN

FROM: . GENE SPERLING - beti-91

SUBJECT: Balanced Budget Amendment Strategy

The NEC and your top pblitical and legislative advisors met last week to map out the

- Administration’s strategy for the Balanced Budget Amendment. The following recommendations

reflect the consensus of the group, but we wanted to make sure you feel good about the strategy.

I1.

HI.

[v.

Oppose the Amendment, While Laying Out a Clear Message of Being the Leader on
Balancing the Budget. The consensus of the group was that we should fight the
amendment, but ensure that we lay out a message that makes clear that you are leading
the fight for actually balancing the budget. The NEC will work with your
communications and political advisors to determine the cxact wording of such a message.

Strong Public Statements by Key Members of Your Economic Team. While your public
statements should focus on fighting for a balanced budget, key leaders of your Economic
Team will make strong public statements opposing the amendment. Secretary Rubin will
appear as the lead Democratic witness testifying the amendment in the Senate on January 17.
We will also look for opportunities for Director Raines to make public appearances opposing
the Amendment. These statements by members of your economic team will help make clear
to outside groups and our allies on the Hill that we are unified in opposing the Amendment.

You Make Calls to Swing Members. John Hilley has provided you with a list of swing
Members that we recommend you call as soon as you can, consistent with your prep for the
Inauguration. The calls are important not just for influencing their positions, but also for
groups to know that we are taking key steps to defeat the amendment. At the same time, we
are not rccommending that you go out of your way to make strong public statements
opposing the Amendment at this time. Such statements might overly antagonize the
Republicans, who would gear up for a larger fight, and heighten their rhetoric. We
recommend that you save your public statements for now for stressing the importance of
balancing the budget.

Internal Plan. We will continue to develop our Balanced Budget Amendment strategy in
our principal budget strategy group. Barbara Chow, in John’s shop, will lead a legislative
working group to work on legislative strategy and coordinate message with allied
members. [ will also be asking the NIEC to help Barbara co-lead this group and

coordinate outreach with gﬁand constituents,

DECISION: I"rocecd Discuss Further
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Community Health Centers.
nvestment: At least $25 gillion. Coverage: lIucreases services/not coverage.

THE WHITE HOUSE
WASHINGTON

January 15, 1997

AL ’%S DENT HAS S$5En

MEMORANDUM TO THEMDENT 0 eu )

FROM; {hris Jennings and Nancy-Ann Min

SUBIECT: Children's Health Investments and Medicaid Update

You recently asked Gene Sperling for the status of your children’s health care zmesﬁneais What
follows is a summary of your policy and a brief review of the likely reaction to ym.zz Medicaid
and health 1m’estmcnzs from advocates, the Hill, and the Governors.

Uninsured Children and FY 1993 Budget.

There are currently about 10 million uninsured children in the nation. Your budget includes a
new S-year. $8.3 billion investment o cover uninsured children. 1t includes ali major initiatives
outlined in Secretary Shalala’s attached memo 1o you. We believe that these proposals, in
combination with your Workers Between Jobs Health Initiative {which will extend coverage to
700,000 children annually) and the | million children (aged 14-18) who will be added o
Medicaid during your second term under current faw, will cover between 4 and 3 million
uninsured chitdren® by the end of 2000,

Speaifically, your FY 1998 budget includes four new initiatives explicitly designed to expand
coverage and/or services (o children: :

{1 Suppaort for Innevative State/Private Children’s Coverage bExpansions for Populations
Above Medicaid Eligibility Line.
Investment; $3.75 billion. Coverage: About 1 million children,
Indireet Investment; $1.1 hillion Coverage: About 400,600 (These indirect numbers
are the result of the actuaries’ assumption that Medicaid eligibles will be enrolled when
they apply for the state innovation proposal outlined above.}

{2} State Option to Extend Medieaid Coverage To 12 Months Without Eligibility  Re-
DBotermination,
Investment:  $3.¢6 bhillion. Coverage:  About 1 million children,

{3) Qutreach to the 3 Million Medicaid Eligibles Not Enrolled.
Investment: None. Puture bascline.  Coverage: Now Usknown. Perhaps 1.2 million.

Support for Increased Access to Services thwu;,}z School-Based and other

T it



Medicaid and Health Investments: Likely Reaction to the FY’98 Budget .

While the public may embrace your proposal 1o expand coverage to children and workers in-
between jobs, the base Democrats, the Governors, the advocates, and providers will not
accessarily share such enthusiasm, They will be displeased about our $22 billion Medicaid
reduction and our use of a per capita cap and disproportionate share (DSH) payment cut to
achicve this savings number. Not surprsingly, all of these groups claim that the baseline has
come down so far as te no longer justify more savings. They also fear that any savings number
will only increase during negotiations. .

Our response to these groups will be three-fold: (1) Our $22 billion reduction actually works out
o a modest 39 billion savings number after the Medicaid and welfare improvements are netted
out; {(2) Our retention of the .per capita cap is primarily a budget safeguard that assures that out-
year spending does not rise too gquickly; and (3) Supporting a fiscally responsible per capita
approach is in the long-run interest of the program (as protection against future moves to block
grant it).

In general, we believe that the Blue-Dog Democrats and the Republicans will be relatively
receptive to your Medicaid propesal. The Blue-Dogs will like it because it is fiscally responsible
and consistent with their past policy. The Republicans will like #t because they will think they
can simply tighten up the per capita cap’s index to achieve more savings. They wiil also like it
because it gives them cover with their Republican Governors,  (In short, the Republican
Leadership does not want fo have a block grant fighty they do want to blame us, however, for the
need o stick with a per capita cap.) [t remains unclear how both these groups will respond to
your heaith investments. They will probably wamt to see how muech room they have to operate
under the new CBO bascline and how much steam your proposals pick up before being either
overly supportive or critical.

We will keep vou apprised of developments on the Hill with regard 1o the proposal to expand
goverage to children. In brief] Senator Daschle and Congressman CGephardt are pushing for a
fairly expensive and difficult to administer tax credit; Senators Kennedy and Kerry are
advocating for a costly subsidy program; and Senators Rockefeller and Chafee appear to be
guietly working on more modest. targeted approaches. Tomorrow the Democrats are scheduled
to hold a press conference on Kid's Health Initiative.

Because of the interest in tax credits/deductions by the Leadership (and perhaps some
Republicans), we will write you a separate memo on the strengths and weaknesses of this type of
approach. Ewen though there may well be insurmountable administrative and structural problems
{e.g., the amount of substitution of private and state dollars that takes place with higher subsidies
and tax credits/deductions). being overly critical of any kids’ investment proposal seems unwise
until after the Congress has locked in on an investment number for a kids coverage expansion,

* There will be double.counting or overlap in a number of our policies. We helicve, however,
that our future Medicaid outreach initiatives {which are not now scored in the bodget) will
make it possible for oy te eredibly claim that your policics will expand coverage to about §
million children. Having said this, sinee there appears to be an increasing aninsured
problem, coverage of 5 million mere children may not represent half the uninsured children
in 2000, Thercfore, while many will infer we are poing to atddress "half™ of the preblem, we
may want 1o avoid specifically stating it oursclves antiVunless we get outside validation for
doing so.,



Children’s Health Carc Coverage Initiatives

Coverage by Costin FY 42 5 Year Cost
Eud of 2000 (FY 98-02)
1. Expanded Medicaid ‘
‘Outreach (off-budget}
46% Success Rate 2 million children $1.5 billion $4.7 billien
2. Enhanced State 1.5 miilion children | $750 million $3.75 billion
Partaerships
3. 12 Moanth Eligibility 1.25 million $1.1 billion $3.5 billion
Option children
Tuotals 4.75 million $3.35 billion $11.95 billien
children




THE WHITE HOUSE
WABHINGTOR

January 16, 1997 T T
MEMORANDUM FOR THE PRESIDENT o
FROM: GENE SPERLING
cC: FRANK RAINES, BRUCE REED, JOHN HILLEY

SUBJECT: Child Health Investments and Medicaid Update

As you have recently inquired about our child health investments, 1 asked Chris Jennings and
Nancy-Ann Min to provide you with a summary of the child health care initiatives in our FY98
budget. Secretary Shalala’s memo is also attached.

Child Health Initiative. Your budget includes a new 5 year, $8.5 bilhon investment to
cover uninsured children. I includes all of major initiatives outlined in Secretary
Shalala’s memo to you. Chris and Nancy Ann believe that this new initiative will cover
between 4 and 5 million uninsured children by the end of 2000, when combined with your
Workers Between Jobs Health Initiative.

Medicaid, Lven though your children health initiative 15 likely to be popular, base
Democrats, governors, liberal health advocates, and providers, are likely 1o be less
enthusiastic about your $22 billion Medicaid reduction which uses a per capita cap and
disproporttonate sharc {DSH) pavment cut 1o achieve the savings. On the other hand,
because it will be viewed as fiscally responsible, moderates are Hkely 10 be relatively
receptive to your proposal as a responsible way to protect the Medicaid guarantee.

While we don’t want to give out exact details on our budget at this time, you can establish
that vour proposal will meet the following 4 principles:

1. Proteet the fundamental puarantee of Medicaid, recognizing its importance
to our core values -- protecting health care for children in poor familics, the
disabled, and safeguarding health care for millions of middle class famulies
with family members in aursing homes,

[

Must have a real long wrm budget safeguard that ensures that sulyear
spending does not nise too quickly, and overall entitlement do not grow out
of control.



3. Provide more coverage for uninsured children. [When we decide to talk
shout details of our budget, we could let groups know that our $22 billion
reduction actually works out to 2 modest $9 billion savings after the
Medicaid and welfare improvements are netted out)

4. Provide states with the flexibility 1o meet their unigue needs, while covering
more people and ensuring the integrity of the individual guarantee of solid
Medicaid health benefits.

Leon, Erskine, Chns Jennings, Nancy-Ann Min, and [ did a conference call with

governors this week, and Chris, Nancy-Ann and [ met with the AARP yesterday. In both
conversations, strong concerns were raised about reports that we were including a

Medicaid per capita cap. Without confirming details. we stressed our belief that inclusion
of a responsible budget safeguard would help protect the individual guaranice because ‘
with no budget constraint, it could open the door to Republicans seeking to re-propose. a
Medicaid block grant.
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MEMO FOR ERSKINE BOWLES : e INETLoa 1 He
J}/%‘{a& ‘
FROM: GENE SPERLING ,
RE: Why the budget deficit is projected to rise in FY19 T P&LJ e

’V/Qwi.,a,/e,«sm.e_. W=

The Administration’s FY98 Budget will project that the deficit will be higher in FY97 than
in FY96, and then decline, although it still may be higher in FY98 than it was in FY96.
OMB will have the actual deficit projections shortly, but we know there are several factors
that account for the FYS7 increase:

1.  Anomalies in the Calendar. Due to anomalies in the calendar, there were only 11
months of 881 and veterans benefit checks in FY96, while there will be 12 months in
FY97. As aresult, we expect to spend about $3 billion mere in FY97 than in FY96,

2.  Lower Receipts of Savings and Lean Asset Sales This Year. We expect that
receipts from the sale of Savings and Loan assets will be more than $4 billion lower
this year than fast year.

3. Fiscal 1996 Was The Last Year To Pay Increased Taxes Uader OBRAS3. The
top 1.2% of taxpayers who {aced increased income tax lHability under our 1993
Economic Plan were allowed 1o pay the increase in their 1993 taxes over FY1994.
1996 This factor accounts for about a $3 billion change in receipts in FY97,

4, Cautious Projections of Reccipts. We have been relatively cautious in projecting that
the large increase in tax revenues in FY 1996 will continug in the fiture,

Possible Q & A
Q:  Why will the budget deficit increase this year?

Aroe For several years now we have known that the deficit would likely rise in fiscal
1997 relative to fiscal 1996. For instance, in 1993 right after enactment of the
President’s Economic Plan, OMB was slready prediciing an increase in the
budeet defion n FY1997.

. The Republican budget plan last year also projected the budget deficit would
increase m FY97 compared to FYO6,

¢ There are several very technical reasons for the increase.  For example, we will
mail out one more month of 881 and vetlerans benefit checks tdus year than lagt

What is important i3 that the Presdent has a credible plan to balance the budget
by the vear 2002 while cutiing taxes and protecting Medicare, Medicaid,
gducation aud the cnvironment.
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MEMORANDUM FOR THE IDENT x‘
FROM: HELEN HOWELL 7ﬁ/£..

SUBJECT: Recent Information ltems

We are forwarding the following recent information items.

Bill Daley memo to Erskine Bowles on management reforms at Commerce. Daley
proposes that the Department: 1} Suspend trade missions for 90 days, and develop rules
g to determnine when and where missions will go, the criteria for selection of companies to
h participate, and who makes those decisions. Erskine wowld like to see this accomplished
in a shorter time period. Perhaps a 60-day suspension, and the adoption of rules within
3 days: an& Reduce the number of political appointees in the Department mainly
within the Special Assistant and Confidential Assistant categories, as well as by

‘%" rearganizing the International Trade Administration (reducing the number of divisions

o from four to three). Erskine noies that if Daley doesn 't reduce the number of political
okgﬁ ’ '

/3

slots by 30, Congress probably will, and he stresses the need to focus on an overall
reinvention plan io both save the Commerce Department, and more effectively wtilize i1,

Sperling momeo on child healtl investments and Medicaid, Child health, Your
budget includes a new S-year. $8.5 billion investment to cover uninsured children. Chris
Jermings and Nancy-Ann Min believe i will cover 4-5 mitlion uninsured childres by the
end of 2000, when combined with your Warkers Between Jobs Health Initiative,
Medicaid. Although your child health initintive is likely 1o be popular. base Democrats,
governars, liberal heabth advocates and providers will be less enthustastic about vour §22
billion Medicaid reduction which uses a per capita <ap and disproportionate share
pavment cut to achicve the savings. However, your proposal will protect the guarantec of
Medicaid. previde more coverage for uninsured children. provide states with flexibility,
and have a budget safeguard that ensures that outyear spending does not rise w quickly.
Leon, Erskine, Cheis, Nancy-Ann, and Gene have started discussions with the governors
and the AARP. Cene includes a Sec, Shalala memo, and one by Chris and Nancy-Ann.

% Emanuel follow-up on varioas questions, Lefter from Sheldeon Hackney, Kahm

believes we should seek Hackney's assistance on repclhing out {0 historans, Cabinet
Repart note about Brady Law. You highliphted the two cases involving domestic
: violence. Rahm will publicize these i vou’d hike. but urges caution. “We cannot afford
. %i{} make this issue more volatile with police groups than it siready is right now.” Eff
\ Segal memo. Rahm and Bruce met to discuss Elf's memo. and plan to meet with Eli and
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MEMORANDUM FOR THE PRESIDENT

FROM: Franklin DD, Raines o
SUBIECT:  DECISION REQUESTED - Mechanism for Reachin g a Balanced Budget under
BO Assumptions

At our budget meeting last week, we discussed with you the various mechanisms we are
considering to cnsure that the Congressional Budget Office (CBO) will score your budget as
achieving balance by 2002 using their own economic and technical assumptions. On January 28,
CBO released their baseline deficit projections, which in 2002 are $66 billion higher than the
baseline deficit OMB projects. Under OMB projections, your budget produces a surplus of $17
billion in 2002, which means the mechanism will need to produce an additional $49 billion in
policy savings in 2002 to balance under CBO projections. Since we have already decided to use
a broad-based mechanism that cuts both discretionary and mandatory programs, the purpose of
{his memorandum is to address the narrower question of whether to include Medicare and
Medicaid in the mechanism. -

Description of the Trigger Mechanism

We will design the trigger mechanism in the 1998 budget to ensure that CBO scores the
budget as reaching balange in 2002, To obtain CBO scoring last year, the 1997 budget was
designed 10 reach balance with a “trigger on™ of additional resources in 2061 and 2002 i OMB
proved o be correct, While we again will have to propose a similar “trigger on” to obtain CRO
scoring, we have made a concerted effort to avoid any impression that the "real” Administration
budget is anything less than the full budget based on OMB scoring.

Unlike last year, when the budget contained proposals designed to reach balance under
both OMB and TBO assumptions, this yea’s budget will contain only proposals designed to
reach bualance under OMB assumptions. In fuct, while we requested the CRO baseline in
November, it was not provided to us unti) January 28, after we sent the budget to the printer, We
will describe the trigger in o separate technical document submitied to CBQO for scoring after the
budget is relensed, and we will publicly deseribe the OMID budget as one that “triggers of T
certain respurces shown in the printed budpet as necessary to reach balance under CRO
ASSUMPHONS.

We are sonsidering two primary options. Under both options, the tax cut sunset and the
diseretionary cuts begin in 2001, in order fo gencrate sufficiont outlays in 2002, The mandatory
and non-Soeial Security COLA cuts hegin 1 2002,
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. Option 1 applies an across-the-board cut of 2.2 percent to all Federal spending (except
Social Security) to reach balance under CBO assumptions,

. Opiion 2 exempts Medicare and Medicaid from further cuts, bringing the across-the-
board cut in diserctionary and other mandatory spending ugp to 3.8 percent. The one
exception to the across-the-board cut is tn non-Soeia! Security COLAs. Because the 3.8
percent cut is greater than the amount of the COLA (2.7 percent), we would have to limit
the COLA cut to 2.7 percent in 2002, ‘

An alternative approach o COLA programs would be to phase in the COLA savings over
two years, leaving half of the COLA in place in each year. We would still deseribe it as
an across-the-board approach, with a phased-in ehimination of one COLA. The across-
the-board reduction in discretionary and other mandatory outlays would still be 3.8

percent,

Under bath options, the major tax cuts sunset -~ that is, they begin in 1998 and stop in
2001, {The major tax cuis are the child care tax credit, education incentives, expanded IRAs, and
the distressed areas incentives.} Republicans are positioning themselves (o use the tax cut sunset
as evidence that the 1998 budget is not credible. Although we used the tax cut sunset in the 1997
budget, we were starting a year carlier and the tax cuts were in effect for four years: now the
trigger would Hmit the tax cuts to three vears if CBO is right,

You were asked in your press conference earlier this week whether your budget will
include a net tax cut, You answered correctly that the budget will include a aet tax cut; the §98
billion in tax cuts and 376 billion in revenue-raisers net to a $22 billion tax cut. Your critics may
argue, however, that with the mechanism, the budget actually includes a net tax increase due to
the tax cut sunset. (The $22 billion tax cut in the printed budget, minus the $29 hillion over two
years in the tax cut sunset, could be viewed as & $7 billion net tax increase under CBO
assumptions.}

Pros of Including Medicare and Medicaid
' A

. The larger the base of spending to which we apply the trigger mechanism, the smaller the
percentage we have to cut in 2002 1o reach balance uader CBO's baseline. four
mechanism produces the additional $48 billion in savings by cutting all Federal spending
{except Social Sccurity) and mrming off the tax cuts, the percentage across-the-board eul
in 2002 would be 2.2 percent. [f we narrow the base by excluding Medicare and
Madicaid, the cut in alf rematning spending rises ta nearly 4 percent. The smaller the
percentage cut, the mare oredible §t will be,

. The limited nature of the trigger mechanism allows us 1o inelude more progriuns af lower
risk. Besause the Grinnm-Rudman-Hollings (GRH) sequester was supposed (o elininate
the deficit, with potentially large sequuesters, it wags designed to protest gertain programs



-- primarily low-income programs - from potentislly enormous cuts, Thus, the original
GRH exempted Social Security, Food Stamps, 851, and the BEITC. While it did not
exempt Medicare, it capped the Medicare sequester at 2 percent. The Budget
Enforcement Act of 1990 raised the cap on the Medicare sequester to 4 percent,

The additional Medicare cuts are smail. Under Option 2, the 2.2 percent Medicare cut
produces about %35 billion in additional Medicare savings in 2002, comparad to the $34.6
billion in Medicare cuts in 2002 in the printed budget. This is a 14 pereent increase in
Medicare savings in 2002

The more programs we include in the mechanism, the smaller the contribattion gach
individual program makes to achieving balance in 2002, For example, if we exempt
Maedicare but not Medicaid, our ¢ritics may argue that we are unfairly cutting low-income
programs. If we exempt both Medicare and Medicaid, they will argue that we are
allowing the burden of deficit reduction to fall on the remaining low-income programs
{Food Stamnps, the new welfare block grant, and 881, etc.).

Cons of Inclading Mcdicare and Medicaid

Using a mechanism that cuts Medicare and Medicatd creates a precedent that will allow
the use of such a mechanism in the (uture, for purposes other than balancing the budget.

Many Congressional Bemocrats, who think the Medicare and Medicaid-savings policies”
in the budget are too farge, will not like exposing those programs to further cuts, Based
on this concern, Leon Panetta argued strengly against further cuts to Medicare and

. Medicaid.

If we remove Medicare and Medicaid from the mechanism, the across-the«board cut rises
from 2.2 percent to 3.8 percent. Both cuts are substantially smaller than the one used n
the 1997 budget to balance under CBO assumptions,

Recommentdation

On balanee, 1 think thar the advantages of a broad base - ang that includes Medicare and

Medicaid -~ outweigh the casts. Frankly, those who wish to eriticize the budget will pot hike the
rigger mechanism no matter how carefully we craft it. A broad trigger that we believe wiil
never be used {because our deficit projections will be more accurate than CBG's) will be casier
1o defend than a mechunism that implies we have made careful choices about what to exempt and
what Bl (o exempl :

Gene Sperting has atizched a separate memo indicating the recommendations of other

mienihers of the economic e,


http:purpos.es

Option 1: Include Medicare and Medicaid in the mechanism to reach balance under CBO
assumptions {Recommendation)

Option 2: Exempt Medicare and Medicaid from further cuts in 2001 and 2002
COLA reduction in 2001 only
COLA reduction in 2001 and 2002 (hulf in each year)

Discuss further

A ———iiii 1

Attachment



THE WHITE HOUSE
WASHINGTON

February 3, 1997

MEMORANDUM TO THE PRESIDENT

From: Gene Sperling

Subject: Economic Team Recommendations on
Spending “trigger” .

Two Options on Spending Policies fo Reach Batance Under CBO: Attached is a memo from
Frank that fays out the two options under consideration for the policy steps (previously called
triggers) that we will need 10 announce on Thursday to show how our budget will balance under
CBO. As Frank mentions in the attached memo, we are all in agreement that we should publicly
describe and defend our bidget as the OMB budget and defend why our past record makes clear
that we have every reason to believe our assumptions are accurate if not conservative.
Nonetheless, we have all agreed that on the day we announce the budget we will also
announce the specific policics we will implement 0. show.how our budget will balance under the
CRO baseline. (We will not keow until later how CBO will actually score all of our savings).

Agreement on Reductions Across Wider Base:  As discussed in prior meetings with you,
everyone has been in agreement on two things concerning how & show balance under CBO:
One, we should suspend the tax cuts, and (wo, that our reductions in spending policy be across
a broader spectrum of savings than our last balanced budget proposal. In that balanced budget
plan, our spending cut "trigger” affected only non-defense, non-priority discretionary spending.
Because all of the extra "euts" were on such a small base, it led 1o severe outyear cuts in non-
defense, non-priosity spending in the outyears.

This year, evervone i3 in agreement that the base that should be cut should be
signtficantly broader. 'This approach ensures that the cul to any particular program will be
relatively small - in the 2.2%-3.8% range. It will be far easier for your Cabinet and Economic
team to explain that if and only if the highly accurate OMB assumptions did not occur, we
would only have to ask for a few percentage points cut from cach program to make sure the
budget was in balance. Nongtheless, you sheould realize that there will be same downsides 1o
this brouder approach. Defense spending and progeams such as Head Start, WIC and mandatory
programs fike, SSI ad food stamps will sow be subject 1o an acrosy-the-board cut,



Recommendations on Whether to Include Medicare/Medicaid In Base for Across-the-Board
Cui:  The main policy choice we are presenting to you is whether or not we should include
Medicare and Medicaid in the base to be eut.  If Medicare and Medicaid are included in the
across the board cuts, the percemtage across the board cut is 2.2%. Excluded from the cuts, the
across the board is higher at 3.8% (In both of these options, adjustments are made (0 ensure that
benefit programs are oot cut by more than the COLA).

Most of vour advisors including mysell believe you should include Medicare and
Medicaid in the across-the-board cut, because we believe i is casier to explain such a small
percentage cut and because we do not have to explain why we spared Medicare, but not §81,
food stamps or veterans. Frank, Esrkine, Bob Rubin and myself all favor this approach. John
Hilley is ambivalent (a slight prelerence for excluding Medicare and Medicaid}, but is fine with
the recommendation to include Medicare and Medicaid in the base for the trigger. Nongtheless,
I want to make sure you are {ully aware of the downsides of such inclusion.

For example, Leon Panetta was sirougly opposed to such inclusion of Medicare and
Medicaid, fearing that Democrats would fear we would be encouraging across the bosrd
Medicare cuts in future budget negotiations. Furthermore, Republicans - and some of the elite
Media -- will assume that the acrpss-the board cuts will happen, and will add them to our saving
tofals. Therefore, some will refor to our Medicare cuts as $143 billion and not $138. Likewise,
Medicaid will alse be $3 billion higher. Some will also feel that the relative advantage of having
a 2.2% cut compared to a 3.8% is not worth the political costs of including Medicare and
Medicaid. Such people feel that 3.8% will sound virtuaily as small to average voters as 2.2%.

Under either option, our strategy will be to not acknowledge that such cuts will ever have
to take place but to insist, that 1) we believe the record shows that our assumptions will be right
and our budget and tax cuts will be implemented: 2) that if we are wrong, we will have a
expedited procedure 10 work with Congress 10 come up with new, specific savings.
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MEMORANDUM FOR THE PRIGIDENT  /

FROM: GENE SPERLING
JACK LEW
SUBJECT: Report on Budget Mectings

Fellowing up on your budget mecting last week, we spent much of this week in meetings
with Hoeuse and Senate budget staff, both Democrats and Republicans, to explain our budget
proposals on a broad range of issues and to begin to explore the areas of disagreement between
us in preparation for meetings with the members and our budget team after the congressional
break.

While the meetings were very preliminary and did not launch any true negotiations, they
have been very positive and helpful. In each ares, there have been suggestions about aiternative
approaches that warrant congideration, and we agreed to take back these ifems for analysis and
further discussion next week. Overall, the meetings have been as productive as preliminary
gonversations can be, On both sides, work on numerous follow up iterns will hopefully frame
the discussions for members and the full budget wam when the principal leval mestings resume.
We will have a much better sense of how much propress we are really making when those
meelings begin the week aftor next. '

The meetings this weck covered Medieaid, expanded health care coverage for kids,
welfare, and the defense and international components of discretionary spending. MNext week the
meetings will cover Medicare, non-defense discretionary spending and other mandatory issucs
{such as specinim),

Admmstration participation at the meetings has been Himited to ourselves, White House
Legislative Affairs, and White Hous¢/OMB policy experts in each arca. Congressional
porlicipation in all but the health sessions is limited to budpet commitee staff. For the health
micetings, the authorizing conunittess bave also been represented. All of the meetings have been
kept contidential and there have been no substantive leaks.




The highlights of the meetings are briefly summarized below: '

- Republicans - particularly Dominict’s staff -- have sought to frame the issue in 2
way that puis a stronp onus on.us to justify any new program or benefir
expansions, nonctheless, the Republican staff was clearly concerncd that they are
voloersble on kids health. They made several alternative suggestions to expand
coverage which we al‘:‘:?f)ii(‘)Wil‘tgﬂi}) on 10 discuss further with them. Even ifthe
specific suggestions tum out not to be productive, the direction of the
conversation was encouraging.

@ - There 15 an encouraging openness o discussing legal imnngrant sestorations,

Opposition 1o the food stamp restorations appears {0 be much deeper from
Kasich's people, particolarly on Welfare-to- Work issues mvolved and whether
otir money shouldn't come laler because TANF has funds now, and concern over

the creation of new programs on top of TANF. Uy taux wf\!ﬂb& M-&Q\W S

s Scnate Republicans are more supportive of cur Medicard per-capita cap than the
Democrats; yet it is also clear Republicans will be uniikely to give Medicaid
expansion for children’s coverage without a Medicaid budget constraint,

-~ There 1z support from Republicans for cur Welfare-to-Work tex credit,

[—

- Defense spending in the out years appears to be bounded by our budgel, which is
grenter than the congressional level from last year’s budget resolution. It will be
difficult to reconeile their desire for higher spending in the short torm on
congressional adds with our desire 1o fund a long term defense program. When
we discuss non-defense discretionary spending next week the very difficult issue
of total discretionary spending will be joined more fully.

O the technical question of how o score defense outlays, which will be crucial to
producing a declining deficit in FY 98 under the new CBO baseline, we made
gpood progress and agreed o OMB/CBO wechmical megtings with the budget
COMMItees.

\7 On foreign affaies spending we had o very vseful discussion on the UN and MDR

) arregrages. While they in ne way accepled our proposud levels, they devoted a
good deal of time to pursuing technical questions abowt how to guarantee that
tunds allocated for arrcarages might be “fenced” both (o ensure that reforms ase
accomplished and fo epsure that appropristors did not reallocate the reseurces,

\/ The 1ssue of "hirewalis”™ within discretionary spending will be o sigmificant issue.

: We should keep quiet on this and werk internally 1o see if this can or cannot waork
1o our advantage.
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MEMORANDUM TO THE PRESIDENT >
From: Gene Sperling

Subject: On Children: A Big Statement

This is the memo [ have always wanted to write to you. It may be more from the heart
than from the mind, but | like to think it 1s from both.

I need to stress that this is not an NEC memo and the 1deas here have not been vetted or
gone through a process. | have discussed this memo only with Erskine, and he told me he thought
{ should simply send i {o you as s personal memo.

L. AIM FOR A MAJOR STATEMENT: Confront the moral gap between our ideal of
apportunity and the desperate conditions for the poorest of poor children,

You have an opportunity to make a compelling statement to the American people. Not
just a swift tactical move on the budget, or ong that impresses opinion leaders with your
leadership, but the type of statement that Presidents are long remembered for.

‘There are no perfect recipes for a great statement. Yet, one recipe is whon a President
makes the nation come face to face with a morat gap between its timeless ideals and the harsh
realities of a particular moment in history that contradicts those ideals.

Certainly racial discrimination is one of those harsh realitics. Both Keanedy and Johnson
are remembered for the moments where they used their platforms as President 10 foree the nation
to direetly confront its contradictions between racial discrimination and our belief in the equality
of all people. At this moment in time, the deepest contradiction in our national character is
hetween our belief in equal econommic opportunity based on individual hard work and merit, and
the deplorable conditions of children in the poorest urban centers (and rural as well) of our
nation. The American value is certainly one of equal opportunity and not of cqual results. While
we maintain a decent safety net so that peeple do not starve. we rightly allow and even encourage
significant differences of wealth and fortune because we belicve in giving people the opportunity
to fail or succeed based on their hard work and individual meril. The stain on this ileal that
ereates the gap between our wWead and our reality, is the incredibly poor opperunities of the
poorest of our urban (and often rural) children,



For the children born inte the most hopeless crime-ridden arcas - where there is a lack of jobs,
and health care and quality education -- the promise of opportunity is a false one,

Many people in our society have addressed this issue. But surely neither Nixon nor Ford
nor Carler nor Reagan nor Bush ever used the Presidency to directly force the nation to grapple
with this fundamental gap in our values. You have addressed this in a myriad of ways, from the
EITC to our efforts to provide universal health care.

But I believe the step that will stir the conscience of the nation, and be remembered as
such -« is a direet speech to the American people that solely focused on our belief that every
American child should have a fair chance to make it; that the reatities of our poorest urban
centers now make that promise unreal for millions, and that you are willing to tell the nation that
we have a moral imperative to direct our national will and our national resources to perfect the
nation - no matter how difficult the choices. - .

Ii. THE OUTLIRE OF THE STATEMENT:

You should deliver a natonally televised address to the nation on the moral
imiperative for us to commit ourselves to making the American ideal true for even the poorest of
poor children, while anmouncing a {ull-scale effort 10 move us there. This should be largely 2
tough challenge to parents, businesses, charches, government officials on their role.

But what will make i real and lasting, is 1o at the same time lay cut politically bold steps
to take usg there,

1. A Pro-Children's Budget: State that our first obligation is to take care of our children: the
way to do that is 10 balance the budget with a pro-children's budget. Pro~children because it saves
{or their future, but pro-children because it invests in them and in repairing this breach in our
values. We can save more for our children's tomorrows; while taking bold steps 1o save a current
generation of children today,

2. First Job is to Balance the Badget and Take Bold Action on Children:
To take care of our childron we must focus on the four stages.

Stage 1: 0.5 Larly learning, posiitve love, nutrition, health care, child support. two
parents, and pre-school are the ingredients for allowing each child 1o enter school ready to
leamn,

Stage 2: Elementary Schools: Salety in the neighborbood, wugh standards, individual
wtoring and mentoring, access to education techaology

Stage 3 12-17; Hope and high expectatons: Pell grants awarded 1o poor children in 6th
grade. Ong suillion mentors; community schools that are open and give eens a safe place
1o learn ofter school hours. Safe school and vouth anti-viclence initintives.



Stage 4: True College Opportunity: Dramatic increase in Pell Grants: strong college
opportanity agenda.

3. First Step is to therefore pass a balanced budget that makes dramatic steps to help
children. We can then vote for tax cuts later if that belps us reach the first goal.

4. Say clearly that this nations budget prioritics go too much fo people who don't need
ther, and too liitle to the poorest children. Particularly, we need to look at whether too
much is going to elderly Americans whe don't need it and too little to poor children whe
desperately need our help,

5. Make Clear that the Tough Cholces to Make this Stutement are Real - But Make
CLEAR THAT IT IS CONDITIONAL ON AT LEAST HALF THE FUNDS GOING TO
CHILDREN AND HALF TO DEFICIT REDUCTION.

# High Income Premiom and Premiums on Home Health Shift over $30,000
to raise $12 billion: As mentioned before, this could be dedicated to health care
for poor children, and directly shows the commitment to more generational
equity.

® A 3.5 CPl adjustment in the Cost-of-Living. A unilateral endorsement of 3
would be significant and seen as a sirong step toward getting to a balanced
budget. A bolder move -- likely 10 secure opinion leader approval - would be .5
with adiustments for poor Social Security Recipients. The problem is that it may
be too much for Democrats and they could revolt, even though a guarantee of it
not paying for tax cuts could help,

@ Tobacco Tax targeted for children. Although it will lead to ineredible
manipulation that we are "taxing the world," the tax itself is good children's policy
and it could be a great fight for us. The demagoguery we will receive should not
be underestimated, but it is courage and good policy, and raises significant funds
for both deficit reduction and children's health care.

Any two of these items together, would be seen as strong. All three would be bold.

6. With these savings we can balance the budget; Make structural progress on Social
Sccarity; and have the funds te:

» (iive health care 10 over 5 million poor children

» New funding for childeare and pre-school/Head Start

® New nationwide initiative on 0-3

* Funding for America Reads/Mentoring/Educational Tecthmology
# New Community Schools Intiative

» Lven Greater Inerease in Pell Grants



1L OUTCOME?

Risks: This would be 3 major political roll of the dice. Senior groups and labor might launch a
campaign against the COLA adjustment. Labor will show how much we are reducing wages for
the working poor; senior groups may do advertisements about seniors losing thousands of dollars
over their retirement. Some Republicans will claim that all of the savings are needed to balance
the budget under CBO and that we shouldn't be spending any new money. Some commentators
will say that this was a move to keep Powell from getting leadership on children, and some
editorial pages will still say that you have not made the bard choices on Social Security and
Medicare yet. The biggest risk is that Demecrats feel that we have made it too asy for
Republicans to come up with funds to get out of their box of how to do a budget proposal that
pays for tax cuts. They will admire your words, but may say that yvou have allowed Republicans
huge funds they can pocket and that save them,

Yet, if you put the new savings in the context of paying for key children's inittatives, then the it
is an offer conditional on Republicans accepting his priorities and Democrats will see these
moves as jightly linked to accomplishing their key priorities and therefore harder to resist.

Rewards: While the risks are great, so are the rewards. This statement would give the second
term of the Clinton Presidency a clear and concise moral foundation that makes clear that the
good we are trying to do is far larger than any of the hits other are trying to impose onus. All of
our propasals -- from education to safe streets to deficit reduction to tebacco to television
violence -- will now be wrapped into a clear and understandable theme of giving all of our
children 2 chance. We will have stepped up to the plate for the ¢lite media who want to see
middle-class entitlements shaved - but we will step up not as “Eisenhower Republicans” or
Bond Market Democrats, but as progressive reformers out 1o use government to help every child
stmply have an even break. For millions of Clinton supporters and even millions of Clinton
doubters, the clear moral statement for children will win their hearts.

When all of tiie pain is put in the context of paying {or this progressive agenda for
children, the hits from our side will be more muted. Because half of the savings - and a growing
amount as lime goes by - goes to deficit reduction, Republicans and delicit hawks will find it
harder to criticize the overall move as "big spending.” Key scnior groups might be able 1o be
somewhat muted if we make clear that we would never go above .3

While your initial speech must be on the poorest children to show clear mora) Jeadership
and the lack of any pandering, our initiatives around the nation could still maintain the great
quality of disproportionately Yulping the poorest chikiren while also sppealing to the broad
middie clags. And if we fail; #t turns out 1o be poor politics, then we did so (o the best of causes
and it witl bec remembered as such.



April 8, 1997

NOTE FOR THE CHIEF OF STAFF
FROM: Jack Lew and Gene Sperling
SUBJECT:  Potential Reductions to Discretionary Spending in the 1998 Budget

Attached per our conversation today is one possible package to redzzcc the discretionary
spending in the 1998 budget by $11 billion over five years. -

We have eliminated some of the more difficult cuts {¢.g., in technology and training) by
. adding other reductions, including a lower Judiciary allowance and elimination of the
Presidential Honors Scholarships (which Bruce Reed agreed to) Like most of the other items in
the package, the cuis we added are in programs to which we added dollars during the internal

appeals process last fall.

Also attached is a list of the items we removed from the package we reviewsd with you
this moming,.

Attachment



Savings Proposals Removed from Drafi Package

NOAA Satellites
NIST Manufacturing Extension Partnerships
Higher Food and Drug Administration user fees
Child Care and Development Block Grant
HUD Vouchers for Witness Relocation Programs
HUD Regional Opportunity Counseling
HUD Housing Counseling
CDGB Set-Asides for Homeownership
National Park Service operating expenses
Security and maintenance of U.S. misstons abroad
JTPA programs
~ Coast Guard drug law enforcement

Veterans Medical Care
CFiC
Neighborhood Reinvestment Corporation

SBA Minoriry Technical Assistance Education and Training

Savings Proposals Reduced in the Draft ?aé:kage

TEFAP cuts reduced by half
EDA cuts reduced half
-Delay Army Corps reductions one year



Potential Reductions to the FY 1998 Budget

{doliars in millions})
1998 to

1998 1999 2000 2001 2002 2002

Subtotal, Agriculture BA -0 -390 80 80 - 80 -450
OL -B7 -86 -89 -89. -G0 -421
Subtotal, Commerce BA -131 131 -131 ~$31 -131 -B55
OL -28 ~51 -8 7 -127 | -381
Subtotal, Education BA ~132 ~141 -145 -148 -150 716
OL -168 -407 137 ~-144 ~-148 552
Subtotal, Energy BA 70 45 45 -45 45 -250
QL. ~32 52 50 45 45 224
Subtotal, HHE BA -30 ~30 -30 -30 -30 -180
oL, 30, <30 30 -30 -30 -150
Subtotal, HUD BA ~200 -81 -81 -362
OL -G7 67 .20 -58 -71 -283
Subtotal, interior BA 40 -7% -84 -102 -115 C 412
OL ~38 .58 -72 -87 Reie) ~354
Subtotal, international - BA 86 -9 -96 -36 -85 480
OL 37 H4 -88 -33 -86 376
Subtotal, Labor BA 271 -278 -284 281 208 -1,422

OL -32 ~1568 -250 -281 -288 -1.010



Subtotal, Treasury

Subtetal, independent Agancies

GRAND TOTAL

Potential Reductions to the FY 1998 Budget

{dolars in millions)

OL

BA
OL

BA
oL

1998 to
1848 1989 2000 2001 2002 2002
500 500 -1.000
450 500 -950
-2.914 483 312 ~534 ~491 5034
-1,213 -1,419 -4,052 561 ~807 -4 752
3,874 1,448 4,598 4,887 4,848 -10,831
-1,560 -2,084 1,865 4,835 -2,001 -8,4586



Potential Reductions to the FY 1398 Budget
{dollars in millions)

1898 to
1988 1999 2000 2001 2002 2002
Agriculture

TEFAP @t PASSDECK. e vveoeeeeereerereees ceoereseseeeeeeseseereecne BA 23 - .23 23 .23 23 415
OL -16 ~23 -23 -23 -23 -108
Welfare reform added $100 million in mandatory funding for TEFAP
commodity purchases. Funding TEFAP at the reduced level would
cut in half traditional discretionary administrative funding for soup
kitchens and food banks. Would be possible to redirect somea
mandatory commodity funds fo administrative funds.

Forest and Rangeland Research.......conoimenc. BA -20 -2G ~20 20 ~20 ~100
OL -15 20 20 20 =20 -85
Cut would eliminate Forest Service research in the areas of forest
products utifization and processing, forest product safety. Current
request for program is the 1897 enacted level ($180 million); reduction
would represent an 11 percent cut from this level and could result in
closure of 1 research facility. )

Farm Loan Subsidies & S&E.....c.covveeeccvinr v rererens BA -11 -11 -11 -11 ~11 55

oL -9 -11 11 -11 -11 53

Cut would terminate farm ownership direct loans (831 million proposed
loan level vs, $28 millior enacted), and reduce farm ownership ‘
guaranteed loans from $400 million to $233 million, vs. $598 million
enacted (leaving a 61 percent reduction). Could be adversely tied to
recent USDA civil rights report. “



Conservation Programs

Potential Raductions to the FY 1598 Budget
{doliars in millions)

1998 to
1858 1589 2000 2001 2002 2002
...................................... BA ~36 -36 ~36 ~36 -36 180
- OL -27 -32 35 -35 -36 ~165

Reduction to lower-priority Natural Resource and Conservation Service
(NRCS] programs, Cuts would be o the Small Watershed program,
Forestry incentives Program, and Watershed Surveys.

Subtotal, Agriculture BA 8¢ -80 830 -90 -80 ~450

QL &7 86 -88 -89 -80 421



Potential Reductions to the FY 1888 Budget
{dollars in millicns}

Commerce

Economic Development ASSISIBNCE. ... evrnvvnsiscnaenns

International Trade ADminiSHatON...o oo vrvrananes

Subtotal, Commerce

1898 fo
1598 41999 2000 2001 2002 2002

BA ~115 ~115 -118 ~115 ~115 ~575
oL -17 -35 62 -81 -1 -306

Cuts in half funding for all EDA programs except Presidential pricrity
investment programs, including defense conversion and the Northwest
timber initiative. The EDA regular grant assistance programs have yet
to provide performance inforrnation demonstrating their effectiveness.

BA -18 -18 ~16 -16 ~16 -80
oL -11 -16 -18 -16 -18 -75

Programs have not proven effective. Total ITA spending would be
reduced slightly below 1997 enacted.

BA 131 -131 131 «131 131 6565
OL -28 51 «78 87 427 -381



Potentlal Reductions fo the FY 1998 Budyget
{dallars in millions)

Education

Presidential Honors Scholarships

Subtotal, Education

1998 to
19938 1899 2000 2001 2002 2002

BA -132 ~141 ~145 ~148 -160 -716
oL ~16 -107 -137 ~144 -148 -552

This propesal is a repeat of an FY 1897 proposal which was rejected
by Congress and not aggressively sought during appropriations
negoliations.

BA 432 141 -145 -148 -150 716
oL 16 A07 -137 144 148 552



Energy

Potential Reductions to the FY 1088 Budget
{coliars in millions}

Energy Supply, R&D {(Nuclear Tech R&D
Termination COBIS . o receretinens s ceerivavasasrnen

Fossil Energy Research & Development

»»»»»»»»»»»»»»»»»»»»»»»»»»

1998 to
1998 19599 2000 2001 2002 2002

BA 25 25 ~29 25 25 ~125
O -13 25 ~25 25 25 -113

Support for shutdown of unneeded research facilities in Idaho includes
$25 million in ESR&D for demonstration of an electrometaliurgical
{reatment technology and 325 million in Other Defense Activities (ODA)
for research at Argonne-East (IL) on other application of technology. If
ESRED funding were withdrawn, funds might he reprogrammed fater to
support the demo from the {ow-pricrity research funded in DA

BA 25 - 25
oL 10 40 5 25

This option would increase participant cost sharing and reduce FY
1698 funding to the level contained in the out-years, The proposat has
no impact on FY 2002,



Environment Safety & Health (DOE)

Potential Reductions to the FY 1998 Budget
{doliars in millions)

................................

Subtotal, Energy

1988 to
1998 1998 | 2000 2001 2002 2002
BA 290 ~20 -20 20 -20 -100
OL -9 17 -20 ~20 ~20 -86

Funding for ESH can be reduced by $20 million or 18% below the FY
1998 request level because DOLE is proposing to move toward external
regulation of its nuclear facilities which should require fewer DOE
regources. The resulting level would still be 3% above the FY 1897
enacted level,

BA -70 45 45 45 45 -250
oL =32 52 -50 -48 45 -224



HHS

HCFA Program Management

Potantial Reductions to the FY 1998 Budget
{doliars in millions}
1898 to
19488 4999 2000 2001 22 2002

................................... BA -30 30 -30 -30 -30 ~150

GL ~30 ~30 -3¢ -30 ~30 -15¢
This is small reduction to the HCFA program management account.

Subtotal, HHS BA .30 .30 .30 .30 .30 150
oL .30 .30 30 .30 .30 150



Potential Reductions to the FY 1998 Budget

{doliars in millions)
1998 to

1998 1699 2000 2001 2002 2002

HUD

Housing Cerlificate Fund - Replacement Vouchers........ BA ~92 -92
- oL -46 46 -92

Fostpone funding for 12,000 replacement vouchers for Portfolio
Reengineering and various other housing programs from 1988 into
1998, and make corresponding adjustments in the outyears due to
slower implementation assumptions for HUD's subsidy replacement

programs.
GI/SRI Account/ Insurance Fund —
Credit subsidy for FHA Multifamily......ocoo v BA -81 -81 -81 -243

OL ~15 20 58 -71 -164

Eliminate new appropriations for credit subsidy in
1998-2000. Instead use carryover balances to maintain the
same loan level activity in these years. After 2000,
significant reductions in loan level activity will be necessary.

Management and Administration - information
Technology Investments...........coicficisincn e BA -27 ‘ 27
OL 21 -6 37

Reduce HUD's 1898 investments in information technology
by §27 million from $66 million to $39 million. This leveiis
10% below HUD's 1997 level of $43 million.

10~



Potantial Reductions to the FY 1998 Budget
{dollars in millions)
,‘ 31888 to
1998 1880 20040 2001 2002 2002

Subtotal, HUD BA 200 -81 -81 ~362
OL 87 &7 20 -58 -1 - -283
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Interior

Potential Reductions to the FY 1998 Budget
{doliars in milliong}

BLM operating accounis i iersieier s nesens

FWS aperating acCoUnl........cccoimairincncrrsrnsnorimenresasens

Wildland Firefighting

.........................................................

Subtotal, Interior

1998 to
1888 1999 - 2000 2001 2002 2002

BA. | -47 .24 .34 41 -116
oL \ -4 22 -32 -39 407
BA -14 20 . -28 -34 -98
oL -4 10 15 20 49

Change increase to DO fand management agencies operating
accounts to 2% over FY 1998 instead of 3%. Similar proposal made for

‘USDA's Forest Service.

BA -40 -40 -40 -40 ~40 <200
QL -38 40 ~40 4G ~A44 ~198

This change would shift the requirement to an emergency appropriation

BA -40 -71 -84 102 ~115 412 .

OL -38 -58 ~12 -87 -89 ~354
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Potential Reductions to the FY 1898 Budget
{doilars in millions}

International

international Broadcasting Operations........c.c.cooveen

Radio Construchior e vrvevnvinenens

State Salaries and EXpENSes........ininnnn,

P.L. 480 Title | Direct Credit Program. ... crvnnrann

1998 to
1998 1999 2000 2001 2002 2002

.. BA -1 -1 11 ~11 -11

Provides funding at the FY 1997 enacted level for domestic
administration and support aclivities of the Department of State,

BA -25 25 -25 -25 -25
OL ~14 24 -25 -25 25

Need for program guestionable in fight of record farm income and
agricuitural export levels.

55
53

-15
-12

-55
-o4

OL -G ~11 ~11 -11 -11

R - . ~3 -3 -3 -3 -3
OL ~1 -2 -3 - 3 -3
Provides famﬁng for international broadcasting overall af the FY 1867
enacted level,
BA -11 -11 ~11 11 -11
OL ~10 ~11 ~11 ~11 -1

~125
-113
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Potential Reductions to the FY 1998 Budget
{dotlars in millions)

Foreign Military Financing Loans.......c.c o

Subtotal, Infernational

1998 to
1598 1995 2000 2004 2002 2002
BA 48 4B 46 46 4B 230
oL -3 A7 38 43 46 147

Eliminates military loans to Turkey (and Greece) because US
commitment to finance procurement of #-16s has been fulfiled. This
reduction ends military financing to both countries.

BA 96 96 96 96 -8B 480
oL a7 B4 .88 93 96 379
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Potential Reductions to the FY 1888 Budget
{dollars in millions)

Labor

Youth Opporiunity Areas .. reoreverine
{eliminate out-of-schoal youth zmi;atzve}

Other Labor program increases over FY 1887
(freeze selected programs).............

Subtotal, Labor

1898 to
1988 1988 2000 2001 2002 2002

wnenee BA 250 ~257 -203 -270 277 ~1,317

OL -13 -138 -229 260 -287 907

Eliminates entire FY 1898 request of $250 M. Cuongress denied
funding for identical request in the FY 1997 Budget.

S -7 21 21 21 21 24 ~105

OL - 18 21 21 . 21 21 -103

Eliminates increases over FY 197 for certain overhead acoounts and
low-priority targeted job training aiccounts for Indians and migrants.

BA -271 278 -284 ~291 «298 1,422
Ol 32 159 -250 281 288 1,010
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Potential Reductions to the FY 1858 Budget
{doffars in millions)

Treasury
IRS: Reduce Overall IRS funding in FY 2001 and FY
2002 (Trade-off for Technology Investments in BA
FYOBIOO). ...oiiivivire e ceriieerinreaeessarenesaraenssasntnscesoranrerchinen oL

Subtotal, Treasury BA
oL

1998 to
1998 1999 2000 2001 2002 2002
500 <500 -1,000
450 500 -950
500  -500  -1,000
450 500 -850
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Potential Reductions to the FY 1898 Budget

Independent Agencies

NASA projects......oes

No new Army Corps project starls in FY 1998,
0L -28 -118 -118 -B3 ~324

Reduce Judiciary allowance. ................o..

Disaster Relief Fund {pre-disaster mitigation).......c.ccoe..

{dollars in millions)

1898 to
1998 1999 2000 2001 2002 2002

. BA -14 ~14 ~14 -14 -14 -70

oL -9 ~14 -14 -14 -14 -85
Reduces funding for a variety of aeronautics and space flight projects.

BA 42 -168 -88 47 -345

The 12 new construction projects could be delayed, starting in 1998,
untit fufure vears. '

.. BA 273 -272 -275 -277 275 1,372

OL -183 275 -277 -280 - -278 -1,303

The Judiciary would oppose this reduction.

. BA 50 -50 -50 -50 50 250

aL 5 . 25 45 -80 -850 -175

Pre-gdisaster mitigation is a priority of FEMA Director Witl. These funds
helped convince FEMA {0 support the contingency fund proposal.
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Potential Reductions to the FY 1598 Budget
{dollars in millions}

Disaster Relief Fund.......oovo..

Federal Buildings Fund.............o. i

National Science Foundation cut to Director's Review

SBA Non-credit initiatives, 8&E..........coveveenes

1898 to
1998 1699 2000 2001 2002 2002

. BA 2,388 ‘ 2,388

OL -855 055 478 -2,388

These funids are proposed to cover requirements for pre-1998
disasters. From 1998 on, requirements that cannot be met through
regular ("base™} appropriations will be met through emergency releases
from the proposed Emergency Requirements for Natural Disasters
Contingency Fund.

.. BA -84 -84

oL 47 42 25 -84

These resources are for the completion of the modernization of the
ICC/Customs building in Washington, D.C.

BA -101 101 ~101 -101 ~101 -505
OL 31 79 -91 -85 -98 -394

{Would reduce increase in NSF funding to half the rate of inflation]

. BA 4 -4 4 4 -4 .20

oL -3 4 -4 -4 -4 ~19

This reduction would eliminate an increase for the PASS smzll business
contractor database and funding for reguiatory fairness boards and
other Administrator’s initiatives
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Potential Reductions to the FY 1998 Budget

{dollars in millions)
1998 to

1998 1998 2000 2001 2002 2002

Subtotal, independent Agencies BA -2,914 483 612 -534 491 5,034
' oL 1,213 1,419 1,052 581 507 4,752
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