THE WHITE HOUSE
WASHINGTON

May 22, 1997

MEMORANDUM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECT: Tax Cut P'roposals for Budget

Your economic team is meeting with you in the maming to go over
oplions for going forward on the tax package. There are several processes, strategic and
substantive issues we need 1o discuss with you in order for us to move forward,

L. Beveleping a Package: All of your advisors agree that we need to develop our sense of an
overall 3135 billion gross tax package, One reason for developing our tax package is that it
allows us to work with Democrats 1o increase 8 commiiment for our education tax package, by
showing them that we can put together a package that could include their pricritics. Currently,
Republicans are telling Democrats that they could support other Democratic education tax cuts --
if they are paid for within our 335 billion tax cut. By putting together a package, we can show
people like Breaux and Range! that if they are committed to your higher education tax cuts, we
could {it their priorities - e.g., Kidsave, Rangel's initiatives, -~ outside of the $335 billion,

2. Working with Democrats and Republicans: While part of the goal is putting together a sct
of ideas to get “buy-in" from the Democrats that unifies them, both Beb Rubin and John Hilley
believe that the best way to proceed is to shop a $135 billion package with both Democrats and
Republicans so that we are continuing 1o work in 2 bipartisan process. Therefore, while we
would seck to unify Democrats with our $135 billion package, we would shop it and get input
trom all sides, as opposed to haviog a "Democratic package® that at this moment might alienate
Republicans from working with us, As John states, this would be gimtlar to our posture in March
when we took the same one page budget summary and sought inpuf and comments from both
Demoerats and Republicans,

Bob Rubin and his stalf are atready been involved i serious consuitations. On '
Wednesday, Bob spoke with Accher for 30 minutes and met with Roth for over 45 minutes,
while alse speaking with Moynihan and Rangel and other House Ways and Means Democratg,
Archer and Roth agreed with Bob (o have their staffs meet with Treasury staff next so that they
could review our $135 billion set of ideas for discussion.



¥

3. Two Votes Strategy: Erskine cautions that all decisions should be considered against the
backdrop of what best ensures thal we preserve our two vote strategy.

4. Education Package: One of the main issues we need to decide is what alterations we need to
make in our education proposals in order to garner adequate support from Democrats and the
education community. Everyone agrees that we need to make the Hope Scholarship more
progressive and in some way drop the B- requirement. Yet, in order to afford these changes, we
need to decide whether and how to shave the Hope Scholarship or the $10,000 deduction.
Attached is a decision miemo that goes through the pros and cons of such choices,

5. New Education Jdens: Another decision is what additionai ideas we may wish to consider,
particularly from Charlie Rangel outside of the 335 billion.

6. Child Tax Credit/Kidsave; A major issue 15 whether to amend our child ax credit, o a
"Kidsave” proposal, and whether we want 1o add refundability, or change the age or income
limits. The current Treasury set of ideas does include a refundable Kidsave proposal.

7. Capital Guins Design: We must decide what capital gains proposal we want to present, This
clearly involves not only where we want to end up on capital gains, but strategic questions of
where we should start. Currently, the Treasury set of ideas includes a 50% exclusion, a Bumpers
expansion, your home gapital gains, and the Dascile estate tax cut,

Onie of the ideas you had mentioned was to include provisions with strong appeal to the small
business and high technology community.

8. AMT Reform: Treasury believes there s strong policy rationale for AMT reform, Inthe
current proposal, this is started in 2003, This allows more middie income tax relief to be
included in the first five vears, yet it fills the last five years with a sensible tax reform instead of
an exploding eapital gains tax cut. Is this something vou are interested in proposing?

9, Additianal Ideas: At vour request, Treasury has also included a short description of &
modified home office deduction and an increased health care deduction for the self-employed.

Attached are the following:

¢ One Page Treasury Chart: Foilowing a meeting in Erskine’s office, we agreed ona
preliminary package to present you. The chart shows Treasury's estimates of what costs
of the different proposals would be.

® Treasury Backgroand Paper: Memo from Don Lubick that explains several of the
provisions in the chart,

& Education Tax Cut Pro/Con Memo: This is a profcon memo on the different options
for reforming our tax proposals using ideas presented from both Secretary Riley,
“Treasury Department and other members of your economic team.
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HMustracive Baseline Tax Packa ée: Very Preliminary Treaaurey Estimates {except socre sofed)
Deliar amousts in millicos, May 23, 1997 - . :
1997 1398 1599 2000 01 AT 199802 1987

Education puckage

HOPE scholarshig, $1,200; Tyrtion I}:ﬁ'ﬁcﬁﬁn £10000 u } =78 4,242 6,581 24461 931 10,198 +38,333 -95, 368

Ranpet K«12 school fingnce tex provision {pot soped} ) :

Make Section 127 Permanent . 83 -B43 S <730 195 -333 -3,674 -8 443
M}ﬁ dle-Class Tax Reliel snd Saving Providons

Refundable Kidsave Credit \2 - : -S68 -H3 612 15,940 ~14,338, -11,589 17,568 WL -6 a23

[ndivicheal AMT reform, start in 2003 3 0 ] g g g 0 g 3747
Capita] Gainy and Bstale Tax Relfef _ _ )

50% CapCrn Bxeluseon and 20% AMT 2 <1470 1,493 -} 543 -1 521 «1,534% 4,790 <11 008

Supes-Bumpess Blug Number M 0 -30 -150 300 430 500 1,408 -5.500

Presidest’s Home Safes Provisions W | 40 2239 232 Beding -187 - .i168 -1 021 -1 600

Daseiie HBetate Tax Proposals (JOF) ) 0 443 540 -840 740 -840 3,286 33200
Urban Initiatives . '

Distressed Areas Initiatives (JCT) § 25 72 370 454 483 487 -1,576 4,083

Welfare-to-Werk {JOT) g v | 75 98 <77 -4 =129 -35%
father Tex ineeatives (JOT} ¥ 0 w57 -156 . B3 ~344 420 -L362 422
{One-year Extensions of Expiriag Provisions (JCT) 405 " 458 582 -308 ~25% 127 2,434 22,458

Graas Tas Cutl i ' -1.%20 ~1§,526 18,843 ~2%,559 33,187 S33023 0 130838 -346.504

Hevenue Offsety ‘ g83 1,147 8057 2'0,225 L0608 M3 555 48,662 103,945
Total Net Ont BT L178 -394 ~13,3)4 -21,49% <3%,168 BEPIE -242.55%

{Nol incinding Rangel sehosl construction program, expecied {0 coat $3 billion through 2002 and §7 hilion through 2067)

31 The proposd draps the B- rule and Pell ofiset o HOPE. .
\2 A refupdeble child credit for children under 13 with s optional $500 sondedustible IRA for education or retirement
for cuch child oradit allowed. The creditis 354 in 1957, $300 ia 1998 and 1599, $500 in 2000 and indexed thereafler,
O Assumes the snactment of (e Admisssiration's child credi! proposal. Among other tungs, i elimisatey
severst inappropriste AMT preference items {most imporlantly, personal exemptions and the szwdmi daiuchoa} atlows persocal eyediss to affsel AMT Hability, and mdt:m the A

Ve Stacked after the 50% sxclusian.
1§ Expand Empowerment Zoaes and Enterprise Comamunities, Brovnfields, asd CDFL
% Equiteble iolling, Peerto Rico Tax Credid, FSC sofiwere, and DC tncentives.
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DEPARTMENT GF THE TREASURY
WASHINGTON, O.C. 20220

May 22, 1997

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN
DEPUTY SECRETARY SUMMERS

FROM: DONALD C. LUBICK g~
ACTING ASSISTANT SECRETARY (TAX .’!’?OLICY)

SUBJECT: Possible Tax Package

The attachad table presents an lustestive budget packaga that fits within the recent budget
agreement under very preliminary Treasury scoring. The package includes & mumber of features
that will appeal to Congressional Democrats and some Republicans aud reflects our qurrent
judgment about the muntlings of a sound and politically popular package,

This memo highlights decisions that need to be considered if tax package recommendsations
are to be made publicy. The memo concludes with brief descriptions of several tax ideas
appealing to small business that the President bas asked about.

Eduacation

o ’fhc current education package contains 2 $1,200 HOPE credit, 2 $10,000 tition
deduction, drops the B- grade requiretnent and no Jonger offsets the HOPE credit by Pelt
grants and other federal aid thar a stadent receives, This package costs $3.8 billion more
thau tie $35 billion for educarion that is allocated within the budget agrecment,

Aliernatives

o The Education Department has suggested an alternative with a 51,500 HOPE credit, with
1o B and no Pell grant offset with 2 $10,000 tuition deduction that is either capped at
51,500 of tax reduction {so, for example, & family in the 28 percent bracket could deduct
no more than $5,357) or copverted into a credit equaling 15 percent of all higher
education expenses, up to 310,00, In addition, the scoond year of the HOPE credit
could only be received by studeats who have complated their full freshman year of
school. We believe this package Wil cost roughly the sune amount zs the first package.

o Either the amount of the tuition deduction, HOPE credit or both must be scaled back to
meet the $35 billion revenue targot, particularly under JCT scoring, In addition, many

potental allies strongly urge us to alter or drop the B requiremsnt and eliminate the Pall
grant stise,

L1)
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0 With money outside ths $35 billion, we propose to make permagent the exclugion of

employer-provided educational assistences from taxable income (Section 127). Thisisa
cause that has been champmned by Seaator Moynihm aud others in the House and the

o Schopl Constiuction: 'We have designed 2 tax proposal to aid school construction (and
other activities) in poor peighborboods, as vrged by Congressman Rangel among others.
The States and the District of Columbia would be permitted to allocate a fixed annual
amount of tax credits (based on population), much as they do curéatly with low-income
housing tax eredits. The States could allocate the credits for projects jn public schools
lecated in empowcrment zones, enterprise communities or that have 2 bigh percentage of
kow-income students, The schools could ugs the credits to halp pay for construction and
renovation projects by giving them as partial payment to developers who perform the
construction work or by seliing them. Esch school would be allocated credits equalto a

specified portion of construction costs with the balance 1o be covered by the State or the
school districts,

In sddition to extending the: eredit for at

1::132 one yscax zz wouid he :xpanéad 50 thaz picyers hirdng graduates of schools that
have & high percentage of low-income students within one year of their graduation would
be eligible 10 receive the work opportunity tax credit,

] Vighidraws s id Tuition Plans: Families that tavest in
plam that ailcm' them to pwpa? coi!egt‘: tuition ot aniy weuld receive tax deferral on the
annual Increase in value of their investment as provided under current law but alse an
exemption frons tax when the funds are applicd to the child’s tuition. The exemption
waould apply 1o plags Jike Florida's end Virginia's that allow parents to pay in foll in
advazzze for tuition, but not to some other states” pleas that operate like mutual funds,

bility ¢ oanInterest: We prefc: our wition credit and
wmt}ﬁ cicdumon, whzch do aat favar borromng over saving to pay {or college, to a
student toan interest deduction, which does favor borrowing, A student loan intevest
dedustion would provide relief, however, to many middle-income stodents and i35
administrable. Such = praposal is popular with certain Seastors (¢.., Moscley-Braun)
and thus may be included in a Congressionat budget package. .



Middle Class Tax Relief and S8aving Provisions |

o The bascline package contains a refundable "Kidsave™ credit based on the child credit in

yeur FY98 Budget. Kidsave proposals combine a child tax credit with & tax-preferred
saving vehicle that can be used for the child’s education and for retirement {of the
taxpayer). Kidsaveis pcpular with many moderate Senators, particularly Breaux and
Ketry. The particnlar version shown in the baseline packsge s refundable, which would

help draw a striking contrast between the digtributional effect of likely Caug:essmnal
taxes packages and ours.

Alternatives

0

An alternative would drop refundebility and instead extend the child credit in your FY98
budget 1o children under 18 (the Budget proposal gives a eredit for children under 13),

Kidsave proposals cleverly combine an education saving mechanism with the child credit
{our vergion would make contributions to the education saving sccount optional). An
alternative would be to have separate child credit and IRA proposals, as was done in the
FY98 Budget. IRAs, particularly backloaded IRAs, are very costly in years bayond

2002. Adding our IRA Budgert proposals would cost about $15 billion through 2002
under JCT scoring.

0

The large tax cuts agreed to in the second five years of the pzckage provide an excellent
opportunity o reform the individual ARemative Minimum Tax in & sound tax policy way .

and better distributed to the middle class. Currently only 600,000 taxpayers are affected
by the AMT, By 2007, however, 25 many as § million taxpayers may be affected by the
AMT, many of whom will be ordinary taxpayers sinoe sven the personal exemptions,
standard deduction and state and Jocal taxes are treated as preference items. The AMT
will aiso start 1o claw back HOPE credits and the child credit. Fixing the AMT is
iportant for the long-run bealth of the income tax, but i3 very expensive since the costs
of doing so iocrease sharply beyond 2002, We propose 1o tackle this problem when thc
AMT problem becomes important, namely after 2002,

Small Business and Capital Gaias Tax Rellef |

o)

The baseline package contains a 50 percent exclusion for long-term capital gains (3o the
maximuns tax rate is 20 percent); a small business/venture capitel proposal for capital
gains relief, supported particularly by the biotech and computer indusiry; and the bome

sales provision in your FY98 budget. Note that Treasury asd JCT scoring of capital
gains has differed substantially in the past.



o Individuals' long-term capital gains would be taxed a1 one half of the statutory rate
applicable to ordinary income - the maximum rate would be redoced from .28 ©0.19.8
percent, Correspondingly, the maximum rate on the sale of small business stock held
for more than five years would be raduced from approximately 14 porcent 1o 9.9

percent (from 21 percent to 15 percent for taxpayers sz:bjact 10 the aiterpative
minimum tax}).

~  The size of companies ¢ligible for these special rules would be increased ’frdm
$50 million of gross assets to 3100 million of gross assets and the limitation on

the amount of gain that conld be excluded {currently $10 million) would he
sliminated.

- This proposal would also adopt some of the changes to the 1953 small business
stock provision previously suggested by Senatars Daschle, Lieberman and Hatch
and by Congressman Matsui (among others). This proposal is pamaulariy
favored by venture capital and biotechnology firms.

o Under a separate proposal, a specialized small business investment company (SBIC)
would be allowed under special rules to qualify for an exemption from entity-level
corporate tax o the axteat it distributed its income currenty. Alternatively, during 2
specified period, any SBIC would be permited to convert tax-fres to a partmership, In
addition, the rules that provide for exclusion of gain on securities when there is 2 roll-
over 10 2 SBIC would be liberalized for individuals, and would be exizoded ©
corporations. These rules would increase the exclusion for capital gains on SBIC
stock from 30 to 60 percent; extend the preference for corporate mxpayers and.
fiberalize mmzzz other rules.

- These chaunges bave been proposed by Cnngrcssman Jefferson who has advocated
them as a msans of improving caplial sccess for minority-owned businesses.

o This é}ackaga should receive wide political support, yet is designed to not unduly favor
very high-income taxpayers and cause the net tax eut 1o explode in years beyond 2002,

Estate Tax Relief for Family Farms and Closely-Held Small Businesses

o The baseling package includes the estate tax proposals for special relief to farms and
stozll businesses sponsored by Senator Daschle,- They would creats an estate fax
‘exemption for the first $900,000 of value in & "qualified family-owned business interest”
(in addition to the $600,000 unifted credit). The proposal would also inceease the

amount of estates eligible for the special 4 percent interest rate on deferred payments, as
in your FY98 Budger,



Urban initiatives and other Budget items

o The baseline package contains » complete sot of FY98 Budge initiatives, including the
expansion of BZs and ECs, Brownfields, CDFI and the welfare-to-work tax credit snd
tax incentives for FSC software, D.C., and Puerto Rico, and the equitable tolling
provision. Tt extends expiring provisions that we do not make permanent, including the
RXE tax credit, deduction for contributions of appreciated stock to private f‘m&m&ns,
the work opportunity tax credit and the orphan drug tax credit.

Increase Deduction for Self-Employed Health Insurance

o You have asked us to think about increasing the deduction for the purchase of health
insurance for the selfemployed. The Small Business Job Prowction Act of 1996
gradually increases the deduction for self-employed health insurance costs from 30
percent in 1996 to B0 percent in 2006 and thereafter. It has besn proposed that the
deduction should be increased o 100 percent, The proponents argue that the proposal
would provide parity with the employer-provided health insurance deduction, which is -
100 percent. However, most employers do not cover 100 percent of their employees’
insurance costs. Thus, current law is ¢loser to parity so the propesal to increage the
deduction for seif-employed health insurance is overly generous. It should also be
noted that no tax subsidy is presently provided to encourage employees without
émployer-provided insurance to purchase their own health insurance.  There are
approximately nive million employccs who purchase thelr own insurance, as compared
10 three million self-cmployed individuals who claim the self-employed health
insurance deduction.

Modification to the Home Office Deduction

o You also asked us to think abont modifications 1o the home office daduction, A home
office business expense deduction could be allowed where substantial and essential
administrative or management activitics of the xpayer's business are conducted on a
regutar basis in the taxpayer's homs, provided the taxpayer has no other location for
performing these activities. The current-law limitation that the deduction Is available

“only with respect to that portion of the home that Is used exclusively for business
purposes, and is 50 used on a regular basis, would also continue w apply. This
proposal has been estimated to cost roughly 3650 million through 2002, assummg a
Iazma:‘y 1. 1997, effective date.


http:insuraD.ce

o

THE WHITE HOUSE
WABHINGTONM

May 22, 1997

MEMORANDUM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECTY: Education Tax Package

This memo describes two basic approaches to changing the HOPE Scholarshipand
$10,000 tultion tax deduction proposals in order to {1} fit within the $35 billion allocation over §
years, (2) address, to varying degrees, the concems sbout possible grade inflation and tuition
inflation raised by pundits, and (3) address issues of progressivity raised by key Democrats and
education groups. The memo also describes other education tax items that could be included in
an Adminisiration tax package outside of the $35 billion that was reserved for your credit and
deduction

Inside the 335 billion: HOPE and the Deduction

Tressury’s estimate of the revenue loss from your two higher education tax proposals'is $36.2
billion, with roughly half the cost associated with each proposal {the credit costs $18.6 billion and the
deduction cost $17.6 billion).!

Both options 3 and 4 below arc attempts to regain costs that would be the result of
changes to the grade requirernent and Pell offset, as deseribed in 1 and 2.

The reasons for changing the grade requirement include: (1) administrative concerns
raised by colleges, {2) “grade inflation” arguments from pundits, and (3) concerns that the
resputirement would not be applied equally across families, because middle income familics at
traditional colleges could still get as valuable 1 tax benefit through the tuition deduction (which
has no grade requirement} even if ineligible for the credit. There are two possible altematives:

fJoint Tax estimates have been higher - a total of $40.6 billion, with $28.9 sttriliutable to the credit, and
$11.6 attributable 1o the deduction, The cooperative offorns between Joint Tax and Troasury, agreed 1o in the budpet
deal, may reduce this dispariy.
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1a. Satisfactory Acadcmic Progress. Federal student aid programs currently require
that, in order to continue receiving aid, the students must maintain “satisfactory academic
progress.” This roughly equates to “passing,” and is defined and policed by the schacis
This option is roughly equivalent to ¢liminating the grade requirement.

Bro: This is the measure that the colleges prefer, since it is already in use.

Con: This is not a rigorous requirement. We would not be able to argue that we
are encouraging students to excel,

1b. Achicving Sophomore status. Under this approach, a student could not receive a
second HOPE Scholarship until she had successfolly completed one full academic ye:ar
(This would incorporate satisfactory academic progress as well},

Pro: A full-time start in college is strongly associated with retention and attaining
a degree. This would encourage students to-do more than take a few classes, orto
continue with (heir studies beyond a semester or two. It provides an argument that
we are not completely backing away from an accountability component within
HOPE.

Con: This could be cénfusing to students and taxpayers who, based on
information provided by the school, would have to switch from the eredit to the
deduction until they fully completed one year, then would switch back to the
credu.

Eliminating the grade requirement (option 1a) costs $2.2 billion (assuming no other
changes). Option 1b would probably cost slightly less, but has not been estimated.

In order to streteh the $1,500 credit further into the middle class, your HOPE Scholarship
proposal currently makes Pell Grant recipients (and other Federal grant aid recipients) ineligible
for the HOPE Scholarship if they receive $1,500 or more in Federal grants. Higher education
organizations and Democrats in Congress have argued that this unfairly excludes low-income
families from HOPE, leading to 2 more regressive proposal.®

There are two altermnatives {or the Pell Grant ofisst

? lpnoring the full $3.000 that the lowest income studenis can receive in Pell Grants, they argus that your
Budget provides oaly 5300 for the poor studeats (the Peli Grant increase), but §1,500 (HHOPE) or even §2,800
{muximum $10 4800 deduction W 28% bracken) for higher-income familics,

¥
i



Z2a. Eliminate offset entirely. A student with & $3,000 Pell Grant could also rmi?e a
$1,500 HOPE Scholarship, if the taxpayer paid enough tuition and fees and had tax.
liability to which to apply the credit. This aption costs §3 billion when considered alone,

Pro: Makes the credit more progressive, addressing concerns of key Members of
Congress and constituency groups (who have been reluctant to fight for the details
of our proposal as currently drafted). Reduces the amount of data that the
taxpayer and IRS will need to compute the credit.

Con: Cost which must be sbsorbed through other changes to the pré;}esafs,

2, Offset grants by 50%. With this approach, a studen’s eligibility for the HOPE
Scholarship would be reduced by half of the Federal prants received. This approach costs
30.9 billion when considered alone,

Pro: Costs legs than eliminating the offset entimiy.

Con: Excludes the poorest students frorn HOPE (those with maximum Pell
Grantsy. Will not compleiely satisfy key Democrats and constituency groups.
Would still require a “Federal prants™ data element to be reported by colleges, and
used by taxpayers and the IRS in computing the credit eligibility,

The maximum HOPE Scholarship would remain at $1,500. The tax deduction would still
apply 1o up to $5,000 of tuition and fees through 1998 and up 1o $10,000 thereafler. However,
the value of the deduction would be reduced by cither capping it at $1,500 or turning it into a
15% credit. With either approach, in the first two years of college, the HOPE Scholarﬁfup would
ngver be less valuable than the deduction.

Education argues that this approach would (1) equalize the benefits between the credit
and the deduction, addressing a criticism from some Democrats and higher education groups, and
{2} mainizins the commitment to provide access to the average. community college.

The twe approaches for achieving these objectives are:

L Cap value at $1,500. The value of the deduction {tax bracket times applicable taition

and foes) could not exceed $1,500. A family in the 28% tax bracket would reach the cap

at tuilion and fees of $5,387. For (uition and fees up to that level, the deduction would

continue t¢ be mare valuable for igher income familics than for lower income fanilics,
because of their different tax brackets.



Pro: Middle class families in the 28% bracket, with a child at a public university
or lower-cost private institution, would continue to get the fuil benefit of the
deduction,

Con: Students at higher-cost privzlitc colleges would not benefit as much as under
the current proposal.

ii. Set value of deduction at 15% of tuition and fees. The deduction would essentially
be turned into a credit valued at 15% of the tuition and fees charged. The value of the
deduction would not vary according to the family’s tax bracket (except to the extent that a
low-income family lacks tax liability to reduce).

Pro: More likely to be embraced by key Democrats and the education groups.
Con: Less helpful to middle-income families at moderate-cost colleges.
Neither of the approaches above would save enough to fully offset the elimination of the

grade requirement and the Pell offset. One or both of them might offset a partial elimination of
the grade requirement and Pell offset, as described in 1b and 2b.



The tax deduction would be unchanged: it would apply to up to $5,000 of tuftion and fees
through 1998 and up to $10,000 thereafter. The HOPE Scholarship would be reduced to a
maximum of $1,200. '

Pro: One benefit of reducing the HOPE credit is that it reduces any potential btuition
infiation at community colleges, because fewer community colleges would have tuition
and fees below that ievel,

Con: Increases the disparity between the value of the credit (§1,260) and the value of the
deduction for a higher-income family (32,800). The credit would not cover average
cormununity college tuition (now at §1,500),

This approach also would not save enough to fully offset the elimination of the grade
requirement and the Pell offset. One or both of them might offset a partial elimination of the
grade requirement and Pell offset, as described in 1b and 2b.

Reduce hoth the deduction and the credit

If you decide to completely eliminate both the grade requirement and the Pell offset (1a
and 24}, it may be necessary to explore options that would reduce both the deduction and the
credit in order to offset those costs. For example, ¢ $1,200 HOPE Scholarship, and an $8,000
. deduction, capped at a value of §1,200 or 15%, might yield the necessary savings.

Education tax items oufside the 335 billion

The Administration's tax package could include several education-related tax items
outside of the 335 billion allocation. While Chairman Archer’s staff clearly want to use some of
these other itemns in place of your HOPE Scholarship and tuition tax deduction, [ strongly feel
that we must hold firm to our strict interpretation of the letter, which reserves the roughly 333
billion for “postsecondary education, including 2 deduction and a eredit. . . consistent with the
objectives put forward in the HOPE scholarship and tuition tax proposals contained in the
Administration’s FY 1998 budget to assist middle-class parents.” 1f we open up the $35 billion
10 other items this early in the process, we risk losing the HOPE Scholarship and tuition
deduction.
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The larger tax package could include:

’ A Rangel elementary-secondary provision. Rep. Rangel has been helpful on HOPE
Scholarships and the tax deduction, and very much wants to see some of his ideas
incorporated inte the Administration’s tax package. Some possible directions are
described below. Cost: perhaps $3-5 billion.

* Student loan interest deduction. Different proposals have been put forward by Senate .
Republicans, Senate Demograts, and House Democrats. Strongly supported by the higher
education community. Cost ranges from less than $1 billion to $3 billion, depending on
design (caps, income ranges, new versus old loans, and whether parents or just students
are eligible).

. Extonding Section 127 {tax deduction for employer-paid education assistance), Senste
Republicans have propased making it permanent, while your 1998 Budget extended it
through the year 2000. Sen. Moynihan is a strong supporter of this provision.

. ‘Education savings incentives, loosely based on the Lieberman-Breaux “KidSave”
proposal. -
. Community ServicefIncome Confingent Loan Forgivencss. Exclusion from income of

{oans forgiven by a non-profit entity for community service, or loans forgiven under the
Direct Loan Progran’s income-contingent repayment provisions, Part of your 1998
Budget, costs only $15 million.

. Work-Study income exclusion. Scnate Republicans have proposed exciuding income,
fromt the Federal Work-Study program from taxation. This costs $0.4 billion.

. Pre«paid tuition plans. Exempt withdrawals from taxation. This costs $0.6 hillion.
Rangel’s Education Empowerment Zones

Rep. Rangpel recently introduced legislation that includes his version of the HOPE
Scholarship (refundable), as well as his own proposal aimed at helping public elementary and
secondary schools in poor areas. Rangel’s legislation includes (1) a tax credit to subsgidize bonds
for construction, renovation, teacher training, and curriculum development for “academies™
based on school-business partnerships in empowerment zones and empowerment communities or
high-poverty schools in other areas, and {2} an expansion of the Work Opportunity Tax Credit to
benefit emplovers wheo hire graduates within six months of leaving an academy.



There are a number of problems with the design of these proposals, However, we do feel
that there are some useful concepts in the legislation, and that we can work with Mr. Rangel on
ong or more of the following approaches: ‘

Schast Construction in EZ/ECs: A tax benelit 1o help reduce the cost of borrowing or

'~ other financing of schoo! construction or renovation in high-poverty areas. This could
include some of Rep. Rangel’s conditions for business contributions and invelvement,
thouph that would be an awkward design.

Charter School Construction in EZ/ECs: A tax benefit to help veduce the cost of
borrawing or other financing for the construction or renovation of public charter schools
in high-poverty sreas.

School-Business Partnerships in EZ/ECs: A tax benefit for contributions of money,
cquipment, or time associated with 2 partnership between a business and a school ina
high-poverty arca.

WOTC expansion to EZ/EC graduates: Like Mr. Rangel’s proposal, expand the Work
Opportunity Tax Credit to graduates of schools in EZ/ECs, or to schools that mect certain
criteria (such as the Rangel “academies™,

WOTC expansion for high school apprenticeships: expand the Work Opportunity Tax
Credit to businesses that hire participants in school-business partnerships while they are
in school. .
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MR. PRESIDENT:

Gene wanted you to sge this
memo tonight--1t 18 a follow-up
from your Friday morning

nax cut meeting,

Fnil Caplan
aopfmé

oS
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MEMORANDUM TO THE PRESIDENT \@\ﬁq

FROM: GENE SPERLING

SUBJECT: Tax Package

At the close of the meeting on tax issues Friday morning, we said we would provide you with
memos on the form of the capital gains tax cut and the education package. Those memos are
‘attached, slong with a mermo that Secretary Riley sent (o me. '

Capital Gains

On capital gains, most of your advisors, including me, believe that the best approach may be to
lead with a 40% exclusion of capital gains, as well as an expansion of the Bumpers capital gaing
retief for the sale of small business stock. Some Democrats will not be satisfied with this
approach because it does not have a populist component. Bat its advantage, as Summers notes,
is that i allows you to start with a broad-based capital gains cut that still gives us room to
bargain. Bob Rubin, Larry Summers, Ron Klatn, John Hilley, Frank Raines and myself all
contur that i i best to start with a broad-based cut that leaves you some room 1o bargain, A 40%
exclusion is one, but not the only approach, that would meet that standard.

You will note on the capital gains memo that there are two options listed that aotuajiy raise
revenues over both the five and ton-year period. These options set specific rate schedules -- ag
opposed 10 broad rate exemptions -~ which lead to less generous capital gains tax cuts to those in
the 31% and 28% brackets. For example, while a 50% exclusion would mean someone in the
31% bracket puys 15.5% and someone in the 28% bracket pays 14%, under the specific rate
schadule Bisted here, both would pay the higher rate of 20%.

T
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Capital gains tax cuts that have significant tax relief for péopie in the haghest marginal rates and
only smaller tax rate reduction for those in 28% and 31% brackets tend 1o raise revenues for the
following reasons:

When there is a significant capital gams tax reduction, there is a s{’:(}rlng assam;;zz(}n that upper
1ncem¢ taxpa}ft rs wzii realzm szgm%’zcam capital gains thatd I ;

fi . Therefore, even ﬁzough tax rates are bcmg wdzzce{i
revenues increase b@{:ause oi’ thc mcreascd amount of capital gains realizations ocourring within
the five and ten-year period. Hence, over a five to ten-year window, significant capital gains tax
cuts on those at the 39.6% bracket will tend to raise revenue,

On the other hand, there is a scoring assumption that capital gams tax cuts on zhosc in the 3 1%
and 28% bracic::is méucc rates on many realizations that ] :
; 3 {en yea dow. Therefore, significant re:ziuctmns on ca;mal gams ratas on

ziwsc in the 3 i% and 28% trackets tend to cost revenues. Consequently, options that have
significant rate cuts for those in the 38.6% bracket while only smaller tax euts for those in 31%
and 28% brackets can have the cumulative impact of raising revenues within the budget cycle.

My personal view, and one that is shared by many of your economic advisors, is that & capital
gains cut that raised revenues would be very poorly received particularly among Democrats and
commentators. ‘

Fducation

On education, the choices are to reduce the credit, reduce the value of the deduction, or to phase
both of them in slowly. The cost estimates are preliminary, so any option you choose may need
o be adjusted somewhat in order 10 not exceed the 335 billion allocation. As you will see from
Riley™s memo, he feels strongly that the credit should be maintained at $1500 (he preseats an
option similar to Treasury’s third option).

While | think there is significant substantive menit 10 Secretary Riley's option, in light of the
criteria you have expressed for laying out an education (ax package, myself, Frank Raines, Joln
Hilley, and Ron Kliain would all support a proposal that would keep both your $10,000 deduction
and $1,500 credit and save costs by simpiy phasing them in. The Treasery option that meets that
standard (s option four which phases in both the HOPE Scholarship and 316,000 deduction so
that they are st their {ull amount, $1508 and $10,000, by the fourth year of your budget plan
Fiscal Year 2001,
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

May 23, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: LAWRENCE SUMMERS
DEPUTY TREASURY SECRETARY

SUBJECT: Education Packages .

This memo presents Treasury estimates of several possible combinations of the HOPE
scholarship and tuition deduction as well as several other education proposals. The packages
illugtrate the tradeoffs necessary to fit the HOPE scholarship and tuition deduction iuto the $35
billion agreement. These tradeoffs are necessary in order to offset the increased costs of the
package that would result from dropping the B- requireroent (as requested by the education
lobby) and the Pell grant offset {as requested by Congressional Democrats). Dropping these two
items is estimated to cost approximately §5.3 billion through 2002,

Each of the options set forth below would eliminate the Pell grant offset azzai the B-
restriction. Bach option would fully phase in the complete education package by 2003, so the
tuition deduction would be $10,000 and the HOPE Scholarship would be 31,500, The effective
date of the options has been moved back to January 1, 1998, which saves roughly $2.5 billion,
Please note that the Joint Tax Committee may score these proposals as being more expensiva than
shown in the table.

Education Packages: Preliminary Treasury Estimates, (Dollar amounts in billions)

19%98.2002 1998-2007

HOPE Scholarship, $1,200; Tuition Deduction, $10,000° 35.2 92.8
HOPE Scholarship, $1.000; Tuition Deduction, $10,000° ’ , 34.1 g1.7
HOPE Scholacship, $1,500; Tuition Deduction @13% credit’ 349 925
Phased in HOPE Scholarship; Phased in Tuttion Deduction® 350 52.6

The mitton deduction starts o1 §5,000 throupl 1999: and Incrzases to $10,000 thereafter,
YThe witen dedustion stams 2 $1Q.000 in 1598
“Thiz varietion canverts the tuition dedoction into 2 15 percent oredit o expenses up to 310,000 (53,000 in §998),

Thae teitton deduction sterts et §5.000 through 000, and ingreases 1o 10,000 thersalier. The HOPE eredit starts 2t
51,200 through 2000, and increases to $1, 300 tharzefler
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o The crucial design choice that needs your guidance is whether the HOPE scholarship, the

tuition deduction, or both should be rimmed 1o fit the education into the $35 billion
agreement,

. Trim the HOPE credit  ___ Tkim the deduction —_. Phaseinboth -
{As in package #1 above) N(as in package #3 abow:} (as in package #4 above)

- There are additional possible variations of the packages. Elimination of the Peil
offset could be phased in, though this would not saye a lot since completely
eliminating the Pell offset costs roughly $3 billion through 2002, The income
phaseout ranges could also be altered (the credit and deduction phase out for joint
filers with incomes between $80,000 and $100,000 and single filers with income
between $50,000 and $70,000).

Additional Fea tm:cs of the Educarion Pickaﬁ:s

o With money outside the $33 billics, we propaose to make permanent the exclusion of
employer-provided educational assistance from taxable income (Section 127). Thisisa
. cause that has been championed by Senator Moynihan and others o the House and the
Scnate. Doing so will cost roughly 33.7 billion through 2002

o A student foan interest deduction would provide relief to many middie-income students
and is politically popular. Adopting the student Ioan interest deduction in the Republican

Leadership education bilt (S.1) would cost $1.8 billion under Treasury scoring (and $0.7
billion under Joint Tax scoting).

~ " The ;m}pos;ai to deduct student loan interest would provide 2 $2,500 above-the-line

deduction, phased out at $45,000 1o 365,000 for siagle f’z%ers and $65 000 10
385,000 for joint filers.

0 We are developing proposals to aid schoo! construction {and other activitics) in poor
neighborhoods, as urged by Congressman Rangel and cthers,
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DEFARTMENT OF THE TREASURY
WASHMINGTON, G.C. 20220

May 23, 1997

MEMORANDUM FOR THE PRESIDENT

" FROM: LAWRENCE SUMMERS
DEPUTY TREASURY SECRETARY

SUBJECT: Capital Gains Relief Packsage

This themo provides several options for broad-based capital gains tax relief. Our
recommended option is a 40 percent exclusion for capital gains {with the AMT rate on capital
gains reduced to 20 percent), This leaves room for negotiating a slightly higher exclusion, but
holding firm against capital gains indexing. We would also recommend that a capital gains relief
package include expansion of the Bumpers targeted capital gains relief presently provided to
holdings of small business stock {as described more fully below), and our budget proposal to
exclude up to $500,000 of capital gains from the sale of principal residences for married couples
filing jointly (§230,000 for other taxpayers). We intend to provide you next week with 2 memo
regarding capital gains indexing, which will detail the problems that would result from allowing .

indexing,
Broad-hased gapital gaing tax relief

The folfowing table provides the cost estimates for various broad-based capital gains options |
that we have considered:

Prefiminary Treasury Estimates, {Dollar amounts in billions)’
159982002 19682007 -

40% capital gains exclusion (w/ 20% AMT rate) 32,7 ~815.2
44% capital gains exciusion (w/o AM [ preference} $10.6 $34.0

| 50% capital gains exclusion (w/o AMT preference} -$18.3 -§55.3
SO% capital gains exclusion, plus indexing starung 1/1/97 ~$32.3 8968
Separate rate schedule: 10.5% for 15% brackst taxpayers, i
20% for other taxpavers; 20% AMT rate +$13.4 +818.3
Separate rate schedule: 7.5% for 15% bracket taxpayers, 20% :
{or other taxpayers, 20% AMT rate - +38 2 +33.7 ]

P AN of the estimiates shown include the cost of the proposed exclusion for sales of
principal residences, which casts $1.4 billion through 2002 aad $2.3 ballion through 2007,
However, they do not include the proposed axpansion of the Bumpers targeted capital gains
arovision,



‘c

‘55.’251’37 p4:058 THI0R 8220648 OFC TAX POLICY

RAeos

o Replace the current maximum rate on capital gainy with a percentage excluston. This
provides the same proportional reduction in the rate on capital gai:zs for taxpayers in all tax rate
brackets. Thus, in contrast to current law (which provides a maximum capital gains rate of 28
percent benefitting cmly higher income taxpayers), the proposal would provide capital gairis reliaf
for low and middle income taxpayers. A 50 peccent exclusion would lower the top rate on capital
gaing from 28 percent to 19.8 percent. Beveral carrent Republican bills iaclude 2 50 percent
exchision for capital gains, For AMT purposes, capital gains would be subject to a special 20
percent rate, rather than the regular AMT rates 0f 26 ar 28 percent. This ensures that the top
capital gains rate is 20 percent for both regular tax and AMT purposes.

o  Separate rate schedule applicable to capital gains, An alternative means of providing rate
relief would be to tax capital gains under a separate rate schedule. For example, 2 special rate
schedule could be established with a rate of 7.5 percent for taxpayers in the 15 percent bracket

and a rate of 20 percent for taxpayers in higher tax brackets. A spex:m} AMT rate of 20 percent )
would apply. , .

Thus, in contrast to a percentage exclusion, taxpayers in tax brackets ranging from 28
percent to 39.8 percent would be subject to the same special caprtal gains rate. This cauges a
separate rate schedule of this type to be much less expensive than 3 percentape exclusion begause:
the greatest benefits are given 1o high bracket taxpayers who are more likely to have induced
realizations from the proposal. Conversely, less revenue is spent on lower bracket taxpayers who

are less Bikely to change their realization pattern as s result of the proposal. Obviously, this type

of separate rate schedule is more regressive than an across-the-board exclusion.
Expand Bumpers targeted capifal gains relief for the sale of small business stock,

In 1993, targeted capital gaing refief was added under section 1202, largely at the bebest of
Senatar Bumpers, {for sales of small business stock. Section 1202 presently provides a 50 percent
exclusion for capital gains from the sale of qualified small business stock held for more than §
years. If additional targeted capital gains relief is desired, Section 1202 could be expanded by: (1)
sliminating the 310 million limitation on cligible gain, and (2) increasing the size of gualified
businesses from $50 million of gross assets to $100 mullion of gross assets. Also, if a broad based
capital gains exclusion were adopted, we would recommend that the exclusion under section
1202 be insreased correspondingly 1o 75 porcent, L.¢., the maximum rate under section 1202
would be reducazd to 9.9 percent (15 percent for taxpayers subject to the AMT). Certain technicad
changes would also be made.

These changes are similar to proposed changes to section 1202 made by Senators Ii}qschh:
Liebarman and Haich and by Congn,ssm:srz Maisui {among others),
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UNITED STATES DEPARTMENT OF EDUCATION

THE SECRETARY -
May 23, 1997

MEMORANDUM FOR GENE SPERLING

FROM: SECRETARY RICHARD RILEY 7

RE: Recommended compromise kigher education tax packags

1 describe below a compromise $35 billion higher education tax package that would eliminate the
B- requirement and eliminate eatirely the HOPE offset for Pelljand other federal grants while
keeping the maxirnum HOPE tax credit at $1,500 - the average community college tuition, It
pays for these changes by making the tax credit and tuition deduction effective January 1, 1998
rather than June 1, 1997, and by capping the value of the rax deduction at 15% of tuition, up to &
maximurm of 51,500, 1 strongly favor this approach over one that would reduce the size of the
HOPE tax credit for the following reasons:

The compromise package described below which maintains the $1,500 tax credit would:

. Make the average community college free.

. Still provide significant beaefits to families in the 28% tax bracket {over $60,000 AGI)
‘because families with more than one child could take the tax credis for sach child in their
first or second year of college at the same time that they take the tax deduction for their
. other children or for themselves (i.e. the eredit is per person while the $10,000 tuition
deduction is per farily). In zdditon, we would help families in the 28% bracket by
reinstating the student loan interest deduction, paid for outside the 335 billion.

. Mske the package more progressive, ensuring thet the balenced budget plen is more
progressive, and ¢ven more so when viewed in combinanion with the 1993 Economic Plan,

» Simplify the proposal by equalizing the maximum value of the credit and the deduction.
Reducing the HOPE tax credit to 31,200 and maintaining the tuition deduction as is wounld:
. Make i very difficult to say that the 1ax credit would make the average community college: .

free because the average community cotlege tuition 18 $1,500. Over half the States now
have estimated average community college tuitions above $1,200.

. Make it difficult to grgue with others ageinst Jowering the ¢redit further because the fevel

would no langer be tied 1o the average community college tultion.

. Leave us highly wilnerable 1o Congress amending our proposal 1o cap the dedquetion at
$1,500 and using the savings for a different Congressional proposal. Congressional
Minority, the higher cducation commumity, and pundits have criticized our deduction ss
repressive. Thus, wa could very well end up with a tax credit below $1,500 and a reduced
tuition deduction. And once we proposc lowering the tax credi, it is very Gnlikely that we
could raise it back up to $1,500.

SO0 INDEPENQENTY AVE., 3%, WASHINGTON. 0. 26302-0180
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S-year cost: 335 billion

HOPE Tax Credit: Require satisfactary progress rather than at least 4 B-

This package would sliminate the B- requirement for eligibility for a second HOPE tax
credit, but would continue 10 require responsibility by applying the “satisfactory progress”
requirements now used for eligibility for student aid programs. These rules require that
students matntain at least a C average or meet other standards set by the institution, This
change would increass costs by $2.2 billion ove® 5 years,

HOPE Tax Credit: Eliminate the offset for Pell and other federal grants

L]
Our FY98 Budget proposal deducts the vlue of any Pell or other federal grant from the
value of the HOPE tax credit. To provide mors assistancs to lower income students, this
compromise package would eliminate the offset completely, as both Rep. Rangel’s bill and
the Senate Minority bill propose. This costs an additional $3 billian over § years.

Tax Deduction: Cap the benefit at §1,500

To offset the cost of the above changes, this package would reduce the maximum benefit
of our propased tax deduction from 52,800 to 81,500 by limitingithe value of the
deduction to 15% of tuition and foees, up 10 2 maximum of $1,500, This would respond to
criticism that the deduction is regressive while maintaining its sensitivity to tuition
amousnts. The higher education comounity and Hill Democrats would strongly supported
this change, rnd it would save $4.0 billien aver 5 years, To provide additional assistance
to familiss in the 28% bracket who would benefit 1éss than under our original proposal, I
recommend reinstating tax deductibility of interest on student or parent higher education
loans, paid for outside the $35 billion reserved for the tax credit and wiion deduction,

Make the tax credit and deduction effective for studies bepun after January 1, 1998
instead of after June 1, 1997

Cur FY985 Budget proposed making the tax credit and tuition deduction effective for
studies begun after June 1, 1997, However, ot this point, it would be very difficult, if not
impossible, fur the IRS, Education Department, and higher education institutions to
implement the change for tax year 1997, Therefore, this package would make these
changes effective for studies bogun zfter January 1, 1998 {tax year 1998), which
prefiminary Education Department analysts suggests might save $2.3 billion over § years,

This package would also commit to reinstating the deductibility of interest on any student or
parent higher education {oan {Senare Minority version which has the higher phased out range
benefiting those in the 28% brackes), extending Section 127, establishing a 10%4 tax credit for
sinat! businesses that provide education and training, and allowing tax-frec forgiveness of student
loans for those engaped in community service, but would pay for these proposals outside the $35
billion reserved for the HOPE tex credit and $10,000 tax deduction.
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‘ Compromise Higher Education Tax Package __
S«year cost
‘ (¥ biilions)
Proposal in FY98 Budget: 2361
it

Possible Compromise Package:

1. Substitute satisfactory progress requirement for +32.2
the B- requirement

2. Bliminate HOPE offsst for Pell and other federal +$3.0
grants : .

3. Cap the value of the tax deduction at 15% of -$4.0
tuition, up to §1,560 :

4. Make the tax credit and tuition deduction est, -$2.3

available for studies begun after January 1, 1998 “{Tronsuzy estimate ot yet evalizblo)
Net change: -31.3
Total Cost: { &35 billien
¥

Caside of the 535 billion reserved for the HOPE tax credit and tuition deduction, this compromixe
packags wonld reinstate the student loan interest deduction (Senste Minority version which hasthe - |
higher phase-out range henefiting those in the 28% bracket), extend Section 127, egtablish o smell |
buginess tex credit for education and iraining, and allow tex-free loan forgiveness for people engaged in
COUYnURIY Service,
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June 10, 1997

MEMORANDUM FOR GENE SPERLING
FROM: Bob Shireman

SUBJECT: Opposition letters to Archer plan

Attached are new letters opposing the Archer approach to ‘higher education tax cuts, They
nclude:

Association of Community College Trustees

American Association of Community Colleges

The Collége Board

United States Student Association

U.S. Public Interest Research Group Higher Education Project

These sre in addition {0 the AASCU letter that was released today.

The Vice President is giving some math and science teaching awards in the morning, and
may include a couple of paragrapbs about the building opposition to the Archer plan, |
will be working with them later tonight on possible language. They would then distribute copies
of these new letters ag well as the endorsement packet,

Secretary Rubin is not able to fit an event into his schedule tomorrow, so there will not be
2 Riley-Rubin press conference with the groups.

Jake i5 ;vorking with Education to make sure that the press feels the drambeat of
organizations expressing concern about the Archer approach.
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FOR IMMEDIATE RELEASE
Contact: Noah Brown

20277754667 .
COMMUNITY COLLEGE STUDENTS LOSE HOPE
UNDER ARCHER TAX PLAN

Washington, DU (June 93 -- Houge Ways & Means Committce Chairman Bill Archer
today unveiled his plan 1o provide 325 billron in nef tax cuts as part of the budpet reconciliaton
il 1o be considered by Congress this swnmer. The plan’s education components depart
significantly from President Clinton’s proposals and cuts in half the value of the wition credit for
students ationding community colleges. The plan also would raise taxes on working Americans
who need access 10 postsecondary education to ramain enployable.

Archer’s plan provides $22 billion for the President’s Hope Scholarship tax credit over
five years. The credit would mateh 50 percent of higher education vut-of-pocket expenses
(tition and books) up to $3,000 to families earning less than $R0,000 per vear, and 1o
individualy earning less than 840,000 per year. This contrasts sharply with the Administration’s
tax eredit plan o provide a tax credit of up to $1.500 1o cover educational expenses for the ﬁrs!

two years of college.

Students artending commintly colleges, where annual fuition averages lass than $1,500,
fose under Archer’s verston of the wition tax eradit. This is duc to the way in which the amount
ol the credit would be caleulated. For exmnple. i{ a student attends 2 community college and
pays $1,500 for wition, they would be eligible for ¢ 8750 tax eredit under Archer’s plan — half
tlie amount available under the President's Hope Scholarship proposal. The net offect of
Archer’s plan is to shuft the credit’s benefit to students with financial means and 1o those
attending costlier fourcyesr colleges and vniversities.

Archer's plan also raises taxes on working pcf‘:pic seeking fo upgrade therr skills and/or
qualify for new jobs, Under the plan. the tax exciusion for emp!oyer—pwvxﬁed wition assistance
would expire after this year, Begiuning next year, individuals receiving fuition assistance from
the employers would see therr paychecks reduced by additional tsx withholding.

ACCTT oppeses Archer’s changes to the Hope Scholarship tax credit and iz ajarmed that
Employee Education Assistance would not continue beyond the enmrent yoar, The plan fsils w0

‘provide rcel access and opportunity to Americans without the financisl means o attend college

and creates o tax impediment for those seeking ta successfully join today's high-skills
aorkplace,

ACCT represents the more than 6,000 publicly élected and appointed goveming officials

of community. junior, and technical colleges across the United States and Canada.
324

Association of Community Collage Trustees, 1740 "N Street, NW, Washington, DC 20036
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The College Board

1233 20th Suest, KW, Buite 850, Washington, B4, 26 :
Telephone: (202} 822.6900: Facsimile: (202) §22- -5Gas 236-200¢

tingien Office
June 10, 1997

Colicge Board Response to Ways and Means Committee Chair
Archer’s Education Tax Proposals

Thréugho;;t recent discussions on mition 1ax proposals, the College Board has advocated judicious use of
the tax code for edusational purpases amd recommendsd adjustments o easure thaty any tay credit or
deduction be ecquitable for all families. In thar regard, the College Board is pleased 10 nots that the
proposals ansounced by the chairman of the House Ways and Means Comminee this week support savings
for higher education through penalty-fiee withdrawals fram IRAS accounts for postsecondary education,

In its totality, however, the package falls far shor: of advancing the Collsge Board's priority of targeting
the tax code for specific educational purposes and making asy changes equituble for all farilies, For
example, we are concerned that the package does pot inclode:

« deductibilicy of interest on $tudent loans;

« 1ax-free weatroent of nced-based grants, feliowships, schoiarsiups, and federal College Work Study
sarnings; and

«  permaners (i contrast 1o a ope-yoar) extension of section 127 of the tax cods for both undergradusnte
and graduate students, 2 modest incentive for private sector investment inn the conlinuing education of

adubis.

We are also greaty concerned sbout other aspests of the chairmen’s package, By limiting the credit 10 50
pereent of up 1o $3,000 of “out-of-pocket” tuition expenses required for college atrendance, the chairman’s
version of t6e Hope Scholarship further reduces the tax benedil for many ow-income students, Like the
Admunistration’s Hope Scholarship, the chaimman’s tax eredit would also be son-vefundable, that is,
students and farnifies without any tex liability world pot teceive the benefhit.

In a,ddmcm the chamm s proposed $18,000 tuition deduction, focused only on state. and privates
sponsored pre-paid tuition programs, would primaniy benefit middle- and upper-middie income taxpayers.
These provigions of the chairman’s package also have the potential to complicate the financing of higher
cducation by encouraging muitiple state variations of the pre-paid tuition copcept, not 1o mention the
proliferation of private for-profit modsals.

The College Board is pleased that the Administration last week modified its original tuition 1ax proposals,
shifting more funding 1o the needier srudens, providing student Joan inwrest deduction, and allowing @x
relief for emplover-ptovided aducation assistance. We are concernad that the committee did oot include

these meodificarions in its recently relensed plan.

t ¥

The College Board is a national assoziation of over 3,200 schools and colleges dodicared to advancing
equity and excellence for all swudants.

Egucational Exgelience for All Siudens
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AACC

AMERICAN ASSOCIATION OF COoMMUNITY COLLECES

_Statement of the American Association of Community Colleges on
Chairman Archer’s Mark Relating to Revenue Reconciliation Provisions

The American Association of Community Colleges (AACC) is pleased that the Chairman’s mark
includes a tax credit to help pay for the first two years of postsecondary education. However,
AACC is deeply concemed about its present configuration. As announced, the credit would
cover SO percent of up to $3,000 of out-of-pocket tuition expenses and books required for
attendance. This structure would limit the benefit the tax credit will have for community college
students, most of whorm are cnroiie;d at institutions whose tuition i3 well below the level at which
they could receive the maximum tax credit,.  We strongly believe ihaz community college
students should be eligible for the same level of support through 8 tax ¢redit as smdents enrolled

at more expensive institutions of higher education.

We are also troubled that the Chairman’s mark does not permanently extend Section 127 of the
Internal Revenue Code. Limiting the extension to a six-moth period for undergraduate programs
will hamper the shility of America’s workers to gain access to the education programs they need

10 maintein and upgrade their siGils.

June 10, 1867

O Dupond Circle, XYW, Soite #186 Wishington, DU 20036 (202) 72R-0200 FAX {202) 833-2467

TATAL P.B2



UNITED STATES STUDENT ASSOCIATION

50 Years CLoser 10 Freepon

FOR IMMEIMATE RELEASE CONTACT
June 190, 1997 Erica Adelsheimer
(202) 347-8772

rexterPRESS RELEASE =%

Students Express Strong Disappointment With Chairman Archer's
Education Tax Proposals

WASHINGTON, D.C.Students around the countriy are registering
1413 K Straet NW

their disappointment with Chairman Archer's plan for education
10&‘ m’ & kL 1 r ¢ & -
washington, DC tax initiatives. Chairman Archer’s package will do nothing to
20005 expand access to education. Instead of addressing student concerns
_ about the administration's education tax proposals, the plan shifts
Voice: 202.347.US5A benefits away from even middle income families and funnels aid to |
Fax; 202.393.5886

those with greater resources.

dsbessantiatorg  © Siudents believe that education tax initiatives must include
v eremantatong/use measures to broaden educational opportunity. We know that
without additional help thousands of young people will be forced to
forego a college education. We support the President's efforts to
ensure that at least §35 billion of any overall tax package be targeted
to higher education, and we urge Congress to ensure that the s
neediest families, as well as those with middle and upper-middle
incomes, qualify for education-related tax benefits.

Chairman Archer's plan will provide additional aid to those
families least in need and no help to low-income students and
families who often find the financial barriers to college
insurmountable.
Students are particularly concerned that the modifications to the
HOPE Scholarship move the tax subsidies further toward the upper
income rather than toward those with the greatest need, that the
$10,000 deduction proposals will only help the wealthiest families,
and that there are no provisions for student loan forgiveness, a
student loan interest deduction, permanent extension of employer-
provided education assistance, or non-taxability of work-study and

o d H need-based scholarships and fellowships.
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HBoargd of Dircclors
Almska PIRG
{ouitfarnis PIRG
Calorudn PIRG
Congrericut PIRCG
Flotida PIRT
Lissois PIRG
Marviand PIRG

Ryysachasetts PIRG

PIREG in Michigan
Missonri FIRG
Montanz PIRG
Now Jersey PIRG
New Mesice FIRG
New York PIRG
o PIRG
Orepun Srure PIRD
Pennnyivania PIRG
Vermmani PIREG
Washingien PIRG
Wisconsin PIRG
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National Association of State PIRGs
News Release

For immediate Ralease:
June 10, 1997

For More Information:
Ivan Frishberg, (202) 546-9707

Statement from PIRG’s Higher Education Project regarding House Ways and
Means Committee Proposal on Higher Eduestion tax cuts.

A college oducation is the best mvestment we can make in America’s futere. Rather than
fuily oponing up that investment to all Americans-students, Chairman Archer's Mark
represents & missed opportunity 1o expand access to higher education.

U8, PIRG has commended both the President and the Leadership i Congress for the
commitment 1o higher sdncation that was made in the balanced budget deal.  However,
we have persistent concemns that the 335 billion investment in higher education is
delivered in 3 way that trely delivers hepe to all students, including those working
families with ncomes 106 low to ereate significant tax liability.

Compared (o the President’s proposals, Chaivman Archer's proposal does even less to
deliver assistance to those who need it the most, when it could have done more. We
encourage Chuirman Archer o listen 2 little closet to the concerns of students, and work
towards a greater and move real hope for America’s college students.

Coangress and the Administzation should work together W consiruet a tux package that
includes o hope schelarship that goes 1o the milhons of American students whe don't
huve tax Hability, and that includes proposals that case the burden of student debt: tax
exempt Joan forgiveness and a student foan interest deduction.

30-30- 30

LS. DIRG is the nutinnal iobbying office of the state Poblic Interest Research Geoups, ULS. PIRU is 2 son.
profit eavirsamenta! and consumer wielchdey group with citizen sod student members i over 35 stanss,
and with chaples af over 100 college campases.
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WASHINGTON, D.C.
June 26, 1997

SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT

FROM: * Robert Rubin £ £/4
Ciene Sperling
SUBJECT: An Offer on Your Tax Package

Your budget team met in Erskine’s office today to finalize our recommendations for our tax
package to be offered on Moaday. The following memo summarizes issues and highlights choices
that nead to be made concerning the package. The side-by-side following the options memg
compares the features and five-year costs of the competing Administration, House and Senate
choices.

Post-Secondary Education

o Option 1 provides a two-year HOPE scholarship of $1,000 and 50 percent of additional
expenses up to 81000 starting in 1998, 1t provides a 20 percent credit on allowable out-
of-pocket education expenses of 35,000 through 2000 and 310,000 thereafier. The
package is more generous than the House and Senate packages.

- ‘This costs roughly $34.5 billion through 2002 and $90.6 through 2007 under
Treasury’s scoring. We expect JCT scoring to be at least 85 billion higher in the
first five vears,

o Option 2 would give a four year HOPE scholarship of $1,000 for students sttending at
teast balf time in a degree or certificate program, and 20 percent of additional expenses
up to $1000 starting in 1998, Students not cligible for the HOPE scholarship could get a
credit for 20 percent of additional expenses up to 31000 starting in 1998, This package
will cost in the neighborhood of $35 billion under Treasury’s scoring.

¢ Option 3 mirrors the proposals offered by the House and Senate Democrats, It gives a
HOPE Scholarship of $1000 and 50 percent of addittonal expenses up to 5200 through
1999, $400 in 2000 and $1,000 thereafler. Students must be attending at least half time
in the first two years of a degree or certificate program. If a student is not eligible for the
HOPE scholarghip, we would give a 20 percent tuition credit on expenses up to $4,000
through 1999, $7,500 in 2000 and 310,000 thereafler.

~  This option costs $32.3 (337.4)} billion through 2002 and 388.6 ($87.3) through



2007 under Treasury (JCT) scoring,

Your advisers are in general agreement that Option 1 makes the most sense at this time. It
stays close to the original proposal in your Budget and allows you to stress how the proposal best
advances your goal of makieg the 13th and 14th grades universal, plus it has a strong fifelong
learning component. Furthermore, by including the notion of 30 percent of the second $1,000, it
addresses the tuition inflation argument and shows us being responsive to suggestions by Daschie
and Senate Democrats.

Many of your advisers believe that in the end, we may wish to fall back to a single, simpler
four-year option -- such as Option 2. Most of your advisers would rather lead with Option 1 and
use a version of Option 2 (perbaps with a more generous lifelong learning provision) as a fall-
back. Frank Raines, however, would favor moving 10 this option sooner rather than later as a
means of showing our immediate willingness to offer a compromise suggestion on our tax
priority.

___prefer Option 1 ___prefer Option 2 ___prefer Option 3
General Capital Gains Reliefl

¢ Option [ would provide 2 30 percent exclusion. This holds the top rate at 28 percent,
but gives a rate cut to all taxpayers in the 36.percent bracket and lower. Taxpavers in the
28 percent and 15 percent brackets get as much relief as they do under the 20/10 separate
rate schedule. The proposal would include the President’s home sale provision,

- Costs 38,2 billion through 2002 and $17.5 biiiiaa”ﬁzrough 2007 (Treasury scoring). -
We expect the JCT to score this as costing several billion less through 2002,

o Option 2 would provide a separate rate schedule approach (using rates of 24/12), retain
28 percent rate for coliectibles, depreciation recapture at 26 percent, AMT adjustment to
tax gaing at 24 percent, President’s home sale provision.

- Treasury estisnates that this proposal would raise $3.6 billion through 2002 and $4.6
biflion through 2007, We expect the JCT to score this as losing roughly $2 billion
through 2002 and roughty 320 billion through 2007

o Opfion 3 is the proposal that came out of the Finance Committee, which had a separate
rate schedule of 20/10, depreciation recapture at 24 percent and the President’s home
sales provision. An AMT fearure will need to be addressed.

- JCT estimates that the Senate Finance proposal woutd fose §3.3 billion through 2002
and $23.9 through 2007,



Your advisers tecommend Option 1. This proposal provides a broad based capital gains tax
cut to all but the people at the very top of the income scale. The Republicans will not like it
because it does not provide reliel 1o the roughly half pereent of taxpayers who ‘are in the 39.6
percent bracket, but it will put them in an awkward message situation, help with our distribution,
and most importantly, give us rpom to move in exchange for coming our way on the higher
education tax cut and the "stacking” on EITC.

_'prefer Option 1 ___ prefer Option 2 ___prefer Option 3
Child Credit
The child credit is the piece that moves to fit the rest of the package,

6  Option 1 would do the foliowing. First, the cluld credit would be stacked befors the
EITC, ensuring that working families who pay income taxes receive the benefit of
the child credit. Moreover, the child credit would be partially refundable to the
extent the employee share of payroll taxes exceeds their EITC. Thus, the ¢child
credit will offset income taxes and payroll taxes, to the extent the latier exceeds the
EITC. Second, we will cover children under 17, as is the case in the Congressional
packages. Third, we would keep the optional Kidsave feature that aliows parents to
contribute up to the amount of the credif plus $500 to a nondeductible, backlnaded
IR A~type savings vehicle. Earnings would be distributed tax free for the child's
education and possibly child related events, or for the parent's retirernent. Fourth,
the income phaseouts will be as in the FY98 budget (860,000 to $75,000) through
2002 and higher thereafier. Fifth, the credit will be phased in (starting at 3300 in
1998 and phasing up to §500) to fit the 385 billion budget agreement.

o Option 2 would drop refundability, stack the child credit before the EITC and include the
optional Kidsave feature. The proposal should first phase-in at a level comparable o the
Republican proposal (no credit in 1997, 3400 in 1998 and $500 thereafter). It should
then cover children under 17 (though we could cover 17 vear olds) and then use
whatever money 18 reraining 1o increase the ncome limits beyond the $60,000-875,0600
range in the FY9% Budget (we will increase the income limits afler 2002),

o Option 3 incorporates a more generous Kidsave feature, It would give a child credit of
$500 for families that do not contribute to a Kidsave account, and 2 $600 child eredit to
families that contribute at least $500 to the Kudsave account. This proposal would need
to be somewhat less generous in some dimension than Option 2 in order 1o finance the
saving subsidy.

Your advisers recommend Option 1. The major issue of the discussion was to what extent
out proposal should be refundable. Focusing strictly on stacking would allow us a cleaner
miessage because it would keep the debate on the youny police officer you discussed at the press



conference. Oo the other hand, going with refundability would allow us to stay close to our
Democrats, plus leave room 10 move later,

All of us agree that we did not want to allow the Republicans 1o be able to frame the message
as Democrats for welfare payments at the expense of Republicans for tax credits for teens in
middle class families. We reached consensus around a proposal that would give the tax credit to
teenagers, and have partial refundability - but only to the degree that people paid payroll and
income taxes beyond what they get in their EITC, In this way, we 1ake away the Republican
message on teenagers, keep some element of refundability, but keep our message that this is a tax
cut only for people who owe federal payroll and income taxes. While this may not be as strong
on refundatility as some Democrats will like, 1t has partial refundability, keeps our message
advantage, and can be described as taking characteristics from both the Rangel and Daschie
;}&ckages In order to afford all this, however, we have 1o ‘phase in the 8500 credit -- but that is
consistent with your original child eredit proposal.

___ prefer Option 1 ___prefer Option 2 ___ prefer Option 3
Airport and Airways Trust Fund

o Optien [ would follow the President’s FY 1998 budget by extending the airline ticket
tax through 2007 and wait for the National Civil Aviation Review Commission to
propose a more fong-term schution to meet the FAA's long-term needs with user fees.

o Option 2 would adopt changes from the Finance Committee mark, wiich raise an
additional $2.9 billion through 2002 and $8 billion through 2007. While no airfine
supports increased fees, low-cost carriers prefer t%ze Senate approach versus the “head

' tax” provistons proposed in the House.

Your advisers recommend that you choose Option 1, which sticks with what was in your
budget and keeps you out of thes fight.

___ prefer Option | prefer Option 2
Tobacco Taxes
o  Optiou 1 would impose a 20 cents/pack increase in the tobacco excise tax as included in
the Finance Committes package, but dedicate the revenue to a trust fund for children’s
and health expenditures. Under this option tobacco taxes would not displace other

ratsers needed to finance the tax cats that are sought.

o Option 2 would impose a 20 cent/pack increase in the tobacco tax and vse it 1o fund
other measures.



o Option 3 would not include a tobaceo tax increase.

Your advisers recommend Option 1. We believe we should include a tobacco tax increase
but insist that it go to help advance your goals for children, We will discuss with Bruce Reed and
others the best tactical strategy for deciding how we should describe what such children’s
¢oncerns these funds should go to. .

___ prefer Option | ___ prefer Option 2 ____prefer Option 3



Comparison of Major Provisions of Competing Tax Pa;:kages, June 24, 1997 (Sconng through 2002}

Bem

Suggested Administration Package

Ways and Means Package

Senate Finance Committee Package

Education

HOPE Schelarshin: 100 percent of
the first $1,000 and 50 percent of

additional expenses up to $1000
starting in 1998,

Tuition credit: 20 percent oredit

on allowable out-of-pocket
education expenses of 5 0600
through 2000 and $10,000
thereafter.

($34.5)

Modified HOPE scholarship --50%
of expenses up to $3,600
(phaseout $40,000-50,000
singles/$8G,000-100,000 joint).
{$22.3)

Deduction for undergraduate
expenses paid through state-
sponsared prepaid tuition program
of up to $10,000/yr., 540,000 max.
per student. (30.9)

Modified HOPE scholarship --50%
of expenses up to $3,000; 75% of up
to $2000 for community colleges
and technical school students
{phasecut $40,000-50,000
singles/$80,060-100,000 joint).
{520.4)

N deduction or ¢redit, other than
Modified Hope Scholarship.

School construction

Allocable tax credits for K-12
construction. {32.5; Rangel spent
$1.7)

MNone

Raise small issuer arbitrage
exemption for education facilities.
(8.03}

Seetion 127 Permanent extension of Section Six month extension of Section Permanent extension of Section 127,
127, for both graduates and 127 for undergraduates, ($30.2) for both graduates and
undergraduates. ($3.6) undergraduates. {$3.5)

Computer Subsidy for Intemet access for K- | Enhanced deduction for corporate | Exclude centain teacher training

technology K-12

12 schools, ($0.3)

contributions to schools. ($0.2)

{including technology training)
expenses from application of 2%
floor on miscellaneous itemized
deductions. (80,15

Student loans

$2500 above-theWing student ioan
interest deduction, {81.1)

None

$2500 above-the-hine student joan
interest deduction. {$1.1}




3150 million bond
cap for private
colleges.and
universities

Repeal bond cap. {30.3}

H

Raise by $10 million per vear until
it reaches 3200 million. (§0.13)

Repeal bond cap. (36.3)

IRA withdrawals

Penalty-free IRA withdrawals for
undergraduate, post-secondary

vicational, and graduate education

expenses. (30.8)

Penaity-free IRA withdrawals for
undergraduate, posi-secondary
vocational, and graduate education
expenses. {30.8)

Penalty-free IRA withdrawals for
undergraduate, post-secondary
vecational, and graduate education
expenses. {$0.8) '

Education saving
incentives

Kidsave accounts (i.e. backivaded
[RA for educational saving), with
$1,000 contribution linut. As in the
Senate, education expenses
financed by Kidsave withdrawals
would reduce allowable expenses
far the Hope Scholarship.

Education investment accounts for
children under 18 (maximum
$5,000 arinval contribution,
$50,000 aggregate contributions),
private prepaid tuition plans;
deduction for undergraduate and
post-secondary vecational
expenses of up to $10,000/yr.,
$406,000 max. per student. {$7.0)

Contributions of up to 32600 {phos
$500 child credit) per year to
Education IRA-- rax-free inside
buildup and tax-free withdrawals if
used for higher education; allow
private prepaid tuition plans $2000
(plus 3500 ¢hild crednt) per vear,
tax-free withdrawals for prepaid
State-sponsored programs. {$ 6.2}

Middle-Ciass Tax
Relief

This provigsion will be adapted 1o
fit the 383 billion net tax cut
target. The credit will be stacked
before the EITC and partially
refundable. It will cover kids
under 17, incorporate an optional
Kidsave feature, phases out
between $60.000 and 375,000
{prior to 2002) and phasesinto a
$500 credit, starting at $300 in
1998 -

3300 (3400 in 1998) child credit,
non-refundable, under 17, stacked
after the EITC; 50% offset with
dependent care crediv for marnied
couple making 360,000 or more
(533,000 for other 1axpayers),
beginning after 2000, {8§71.3)

Phased out starting at $75,000 for
singles and $110,000 for joint

$500 (3250 in 1997 only for children
under {3) child ¢redit, for chuldren
under 17 {18 after 2002}, mandatory
Kidsave for children age 13 and
above; stacked after half of the
EITC. (383.5)

Phased out starting at 372,000 for
singles and $110,000 for joimt




Index dependent care tax credit
expense limt, $75,000-§100,000
AGI phaseout. {80.1)

Alternative
Minimum Tax

None

Increase individual AMT
exemption amount by $1,000
every other year from 1999
through 2007, index thereafier,
{$1.2)

Increase individual AMT exemption
amount by $600 (joint) for 2001
2002; 3950 {joint) every year
thereafter, {3035}

Corporate AMT

None, {Exemption from AMT for | Exemption from AMT for small None
small corporations — inchuded as corporations. {$0.6)

part of Administration ’

Simphfication Proposal)

None Prospective repeal of AMT None

depreciation. {311.8}

Capital Gains
Provisions

30% exclusion; retain 28% for
collectibies. $500,000 exclusion
for home sales, Includes the

President’s bome sales provisions.

{$8.4, Treasury estimate).

Separate 20/10 rate schedule, 26%
maxirmum rate on depreciation
recapiure, indexing starting in
2001; phase down of tap corporate
capital gains rate to 30% for assels
held at least 8 years. $500,000
exclusion for home sales, (raises
$2.7%

Separate 20/10 rate schedule, 24%
maximum rate on deprecation

recapture, no indexing or coOrporate
capital gaing. $500,000 exclusion for

home sales. ($3.3)

Small Business
Provisions

Variant of Bumpers-Matsui
targeted small business relief.
{30.4, Treasury)

None -

Siightly expanded verston of
Administration’s proposal. (30.7)




IRAs

None, but allow penalty-free IRA
withdrawals for e_ducation and
establish new Kidsave accounts

Create backloaded American
Dream [RA’s, penaltv free
rollovers from IRA (which raises
money), special purpose
withdrawals for first time home
purchase. ($.03)

Expand income phaseouts for
deductible IRAs; expand availability
of spousal IRAs; create backloaded
IRA Plus accounts; special purpose
withdrawals for first time home
purchases. (33.3)

Home Office

Increase availability of home office
deduction. (30.6, Treasury)

Slightly modified version of home
office provision ($1.1)

None

Estate Tax

Daschle qualified family owned
business estate tax relief. ($2.3,
Treasury)

Increase unified credit to 31.0
million by 2007. (37.5)

Increase unified credit to $1m by
2006 ($3.1). Modified Daschle
proposal with $1m exemption for
qualified businesses (3$3.1). Up to
$1m exclusion for conservation
easements and other changes (30.4)

Urban Initiatives

Expansion of EZs and ECs,
Brownfields, CDFI and the
welfare-to-work tax credit. ($2.3)

Modified welfare-to-work
provision (30.1); no brownfields or
EZ/ECs.

Restricted brownfields (30.25); no
welfare-to-work or EZ/ECs.

Other Presidential

Equitable tolling, Puerto Rico,

Modified D.C. package (30.3); no

Modified D.C. package ($0.3); FSC

Initiatives FSC software, and DC, ($1.3) equitable tolling, FSC software, or | software (30.6); no equitable tolling
Puerto Rico or Puerto Rico.
Extenders R&E, contributions of appreciated | 1-1/2 year extension of R&E, and | Two-and-a-half year extension of
stock to private foundations, contributions of appreciated stock | R&E and contributions of
WOTC and orphan drug credit. to private foundations; one year appreciated stock to private
($2.8) extension of modified, two-tier foundations; modified two-tier
WOTC; and permanent extension | WOTC and permanent extension of
of orphan drug credit. (34.1). orphan drug credit. (36.6)
Independent None Liberalized independent contractor | Provision re: classification of
contractors rules. ($1.0). secunties brokers. (negligible).
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" DEPARTMENT OF THE TREASURY
WASHINGTON, 0.C.

Iuly 2, 1997

GELARETARY OF TE THEASUARY

MEMORARNDUM FOR THE PRESIDENT

FROM: Robert Rubis

SUBJECT: Defining an Acceptable Tax Bill

There are three main problems with the tax bills that have passed the House and the Senate.
The bills do not comply with the budget agreement by fatling to include $35 billion of spénding
over five years that is consistent with your HOPE scholarship and tuition tax proposals.  Second,
the cost of the bills explode outside the 10-year budget window, Third, both bills provide too
hitle tax relisf to middle-class {farmilies,

*

We wanld like o briefly discuss the following provisions in the Congressional bills
{ ¢ The Senate bill sperds $22.3 bithon on modified HOPE scholarship, The Houze spends
) $20.4 hillion. Neither bill has a generally available tuition deduction that will assist
families with children in their third and fourth year of college or assist hifelong learnng.
o Indexing capital gains (House bill)
o Reduction in the tax rate on corporate capital guins

o Phased-in, defacto elimination of the corporate AMT

o A proliferation of 1ax-preferred saving accounts (like 1RAs) that do not have weome
mits
o A larger reduction {the 20710 schedule} in the capital gains tax rate than a 30 percent

exclusion

o Denying the child credit 16 working familics earning roughly. 318,000 10 $27,500 by
requiring them to compute the EITC before jakiag the child credic {"stacking” problem),

o Faihire 1o include Brownficlds, the expanston of B24/5Cs, COF, and the welfare-1o-
waork lax orestit,

o The Senate bilf bas g variaot of Kidsave, the House doces not, Should i be optional {(as
vou proposed) or mandatory {as i the Senate billy?



Distribution

Relative 1o your tax package, the Congressional bills are sharply skewed ta upper income
taxpayers. This result is driven by the capital gans provisions, the individual and corporate AMT
proposals, the expansion of IRA-like saving accounts for education and other purposes and, to a
lesser degree, the ugher mncome phaseouts of the child credit. The distribution tables do not
taclude the estate tax, which would heighten the contrast betwesn the proposals.

Distribution of Alternative Tax Cut Praposals
Ingonte Quintile President Clinton House Senate
Lowest 1.2% 0.6% 0.4%
Second 101 2.5 2.7,
Middle 22.2 96 102
Fourth 34.6 20,0 21.3
Highest 31.5 6.8 65.0
Tap 10% 1.7 473 42.3
Top 5% 6.5 34.9 283
Top (% 2.6 18.8 i2.5
Middle 66% 66.9 32.1 34.2

Costs in e Seeond Fon Yenrs

The following table shows the year-by-year path of net tax cuts in the competing tax plans,

- Net Tax Cuts in flouse, Senate and President Clinton’s Preposals (in billions) !

1098 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

| House a4 |58 1267 1272 |200 | 270 | 297 |319 |361 | 409
Senud a5 1o 1222 (249 1200 240 |290 320 361 |41

Peesident S0 |17.0 177 1206 [ 240 {278 1305 |306 | 326 |34

b is clear that the cut-year costs of the Admimstration plan grow mwch more slowly than
they do undes the Congressional plans, Thore aie two ways to seo this, st as the following
table makes clear, the Cangressional packages contatn several provisions whose costs csealate



rapidly in the out-years, The costs in the second ten years are driven by the gombined effect of
provisions like the Toliowing: ’

Costs of Competing Packages: First Five Yeaes, Second Five Years

Haouse {in hillions) Senate {in billions)

First Five

Secand Five

flirst Five

Becond Five

Savings Provisions $7.5 $28.2 599 $36.8
Capital Gaing +2.7 315 27 23.6
Individual AMT 1.3 14.1 0.2 13.5
Estate Tax 2.1 20.5 5.5 30.8

o Second, we can make back-of-envelope calculations that give a gense of the tax

reductions that would be expected in years 11 through 20 of the budget period. These
caloulations gxtrapolats the costs in the final three years of the package through to 2008-
2017, \

- Both the House and Senate plans explode, and are likely 1o cost more than $600
billion in the second ten years {the back-of-envelope caleulation is $612 billios for
the House plan and $631 billion for the Senate plan). In contrast, the Administration
plan 15 expected to cost around $400 billion (the back-of-envelope calculation ig
3407 bitlion},



Comparison of Tax Cuts in the President's Proposai anao in the House and Senate Tax Bilis Rev, T2k,

Percentage Distribution

1997.2002 2003-2007 - 2007
President  House Senale President  House Senate President  House Senate

Education 324 18.1 16.9 352 12.7 14.5 3.3 11.0 12.6
Child Credit 52 .1 54.0 53.4 51.3 350 378 489 271 306
Savings® 1.0 57 6.4 23 12.4 15,7 238 18.0 17.0°
Caplal Gains 8.3 -2 1.8 5.1 16.6 10.1 4.8 19.7 8.9
individual AMT 0.5 1.0 0.1 4.0 82 .8 0.0 8.4 8.9
Estate Tax 5.7 §2 472 24 9.1 13.1 28 10.2 17.2
Oiher Provisions £5 17 14 17.2 37 7.9 a0 5.4 85 28
Tola 1800 1000 e 1600 1004 1000 100.0 100.0 100,90
Addendurrm

Education ang Chitd Cradit B4 5 724 0.4 885 47.8 823 833 3801 432
Capital Gains, AMT, Esate a1 5.1 8.1 7.5 318 28.5 78 384 KUE

* Includes President's Kidsave proposal, the educalion investment accounis and expansion of IRAs in the House Bill, educational IRAs
and the expansion of IRAS in the Senale Bill, and penaliy-free withdrawals from IRAs for educational purposes in all three proposals.

Tax Culs {8 billions)

1997-2002 20032007 2007
Prasident  House Senale President  House Senale President  House Senale
Zducation 43,644 23.55% 26.447 72877 28.84 34.207 15465 Q77 7182
Child Credit : TOL2002 70.44 83,375 105.864 74.36 88.724 22.047 14,779 17.45
Savings 1,316 T.456 8,812 473 28.181 36 808 1.24%8 8782 4586
Capital Gains 8547 -2 BRB ALY 10.619 37.543 23.627 2148 14,741 505
Individual AMT O 1,298 3.215 O 14.061 13.532 - & 5138 5851
Estate Tax 2.301 8.061 6.54 4.881 20.547 30,827 1,357 5877 9.832
Other Prosvisions 8.735 22.31 26.855 7.541 17.987 7.154 2.802 3,568 FA47

Tojal 134.75 130,396 156,086 206.312 226519  234.879 45,056 54,498 56,908



THE WHITE HOUSE
WASBHINGTON

CLOSE HOLD
July 3, 1957

MEMGRANDUM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECT: Laong-term entitlement reform

As you know, our original game plan on long-term entitlement reform was first to gass
the balanced budget agreement and then to turn cur sttention to the longer-run challenges. But
we no longer have the luxury of waiting until afier the budget agreement is implemented: both
the House and Senate reconciliation bifls set up Medicare commissions. We must therefore
decide immediately whether to accept a commission on long-term Medicare reform. We must
alse decide whether we want 10 s¢t up a commission on Social Security -- probably separately
frony the Medicare commission —~ within the budget legislation.

The purpose of this memorandum 1s to explore three related guestions and to give you an
opportunity to provide us with your gutdance on these questions. First, should cur long-term
entitlement strategy put more priority on initial action on Social Security reform or Medicare
reform? Secoad, even if we belicve that our best strategy 1s to focus imtiaily on Social Security,
should we still support 8 Medicare commission, and, if so, should we try o change the
congressional proposals to ensure that the commnission neither interferes with our efforis on
Social Security nor produces problems for Medieare? Third, should we support the creationof a
Social Security commission now, or should woe allow ourselves more time €0 analyze the best
way ko procesd?

L Where should we initially foeus our efforts on long-term entitlement reform?
A first step in addressing our immediate concerns s that you must decide where (o place

our initial emphasis in long-tens entittement reform. Senator Lott and other Hill feaders have
indicated that they want 10 tackic long-term Medicare reform first.  But vouwr economic and



health advisers believe that we should concentrate our initial political capital primarily en
Social Security. The basic argument is that the various options for tackling Social Security are —
at least by comparison with Medicare — well-researched and relatively well-undersioad, Our
understanding of how to address the long-term solvency of Medicare is limited. Indeed, your
four top health advisers -- Donna Shalala, Chris Jennings, Bruce Viadeck, and Nancy-Ann Min -
believe that the budget agreement embodies most of the obvious steps in reforming Medicare,
and that we need much more analysis before considering which additional long-term policies are
sensible. Even new proposals such as raising the eligibility age from 63 to 67 and introducing a
home health care co-payment will have only a small impact over the fong run. Medicare
combines Socigl SBecurity’ § demographic challenges with those posed by a health care delivery
system characterized by generally rising health costs per beneficiary but much uncertamty over
the dynamic evolution of those costs, making effective reform particularly complicated.

Chris Jennings will be submitting a separate memorandum to you explaining why long-
term Medicare reform is difficult. Nonetheless, in deciding whether to pursue Social Security
reform first, you should remember that such a strategy would be complicated because Senator
Lott and other Republican Hill leaders favor addressing Medicare first. i

ecisi
Put inittal cmphiasis on Social Security reform
Put initial emiphasis on Medicare reform

Discuss

. How should we respond to the Medicare commission proposals?

While you obviously have the aption of opposing & Medicare commission in
reconciliation, we believe that it is basically a done deal, and our focus should be on how to fix it
to fit our needs. 11 you agree that we should focus our efforts on Social Security first, it is
important that a Medicare commission not hinder or undermine that objective. For cxamiple, an
over-hyped commission on Medicare with key officials from both sides and an carly reporting
date conld divert attention away from Social Security reform. It could also lead to ill-conceived
and possibly harmfid recommendations for Medicare.

Under both the House and Senate plans, the commission would comprise 15 members
{cight Republicans and seven Democrats): six (four Republicans and two Democrats) chosen by



the Senate Majority Leader in consultation with the Senate minority leader, six (four Hepublicans
and two Democrats) chosen by the Speaker in consultation with the House minority leader, and
three Administration representatives, Under the House bill, you are not granted any discretion in
choosing your representatives, who would be the Secretary of Treasury, the Secretary of Labor,
and the Secretary of HHS. Thus, under the House bill, the Hill leadership could choose their
own representatives, which provides distance from controversial decisions, while you would be
forced to put three Cabinet seeretaries on the commission: Unlike almost all previous
commissions, neither the House nor the Senate proposal would give you the right to choose the
chair. The reporting date for the commission would be May 1, 1999 under the House bili and
one vear after passage of the act -~ implying a likely deadline of August 1998 - under the Senate
bill. .

You could of course oppose the creation of any Medicare commission. However, your
advisers would be concerned that opposition to a Medicare commission may be incorrectly
viewed as indicating a lack of interest on ovur part in tackling entitlement reformy. John Hilley
believes that the Medicare commission will survive in conference regardless of whether we

oppose it -

Instead of opposing a Medicare commission, we could try fo ensure that any such
commission is not over-hyped, {orced to follow a face-track decision-making process leading to
an up-or-down vote on a package, or in other ways crowds out your ability to put your initial
focus on Social Security. There 1s enough uncertainty over the substance of Medicare reform,
even among your top health advisers, that an intelligent analysis of the issues by 2 commission
could prove extremely beneficial. A commission comprising sericus, top-flight pesple could
thus advance the cause of Medicare reform by illuminating possible options, much like the
Gramlich commission did for Social Security. To ensure that a Medicare commission is
beneficial and does not detract from Social Security reform, we would recommend several
changes 1o the congressional proposals: ‘

. Membership. We should not be required to name top Administration officials 1o the
commission, which would preferably also not include Senators and Representatives, If
. its membership inciudes top policy-makers, the commission may be consirained by
possibly premature policy statements and would seem unlikely (o engage in the type of
wide-ranging analysis most beneficial on the Medicare front. A commission comprising
outside specialists and academics seems more auspicious. As mentioned above, the

House version currently appoints to the commission the Secretarics of Treasury, Health

and Human Scrvices, and Labor, but grants flexibility to the congressional leadership

over appointments. We could fight to remove the Cabinet members from the commission
and provide you with nll discretion over your appointments,



. Party balance. We should also insist on 3 truly bipartisan comumission, with equal
numbers of Republicans and Demaocrats. The current proposals would have eight
Republicans and seven Democrats.

. Chair, The chair of the commission could set the tone for the entire exercise. Unlike
almost all previous commissions, the congressional proposals do not atlow you to appoint
the chair of the commission. We could insist that you appoini the chair. As a fall-back,

'we could ask that the chair be chosen mutually.

» Consensus voting rules. We could insist on super-majority {375 or 2/3) voting for any of
the commission’ s recommiendations -- making it more likely that a diversity of views
would be represented in the commission’ s work, Unfortunately, even super-majority
voting may not be able to prevent bad outcomes, given the most likely makeup of the
commission. (A super-majority could likely be achieved even if only two of the four
gongressionally-appointed minority members vote with the majority.)

. Reporting deadline. The House proposal ineludes a May |, 1999 deadline. The Senate
~proposal sets a deadline of ane year after passage of the act - implying a likely deadline
of August 1998, An Ausgust 1998 deadline is likely {0 be too soon & permit the
commission to conduct a careful analysis. And the May 1999 deadline would allow us
time to make proposals on Social Security before the Medicare commission reports.

» Analysis. The House propesal requires the commission to use CBO rather than HCFA
estimates. HCFA has produced the numbers for previous commissions, and HCFA
should produce them here as well, -

Degision

Support changes to Medicare commission propoesals outlined above

120 not support changes to proposals outhned above

Discuss



I1L. Should we support a Social Security commission within the budget legislation?

As noted above, your advisers believe that we should initially focus our long-term
entitiement efforts on Social Security, Although it will not be easy to obtain, true Social Seeurity
reform would ease the burden from expected increases in the elderly dependency ratio over the
next several degades, and would represent 4 substantial and lasting achievement of your second
term. Regardless of the process, the ddministration would need to spend much of next year -
perhaps starting as early as this foll - educating the American public and reaching out across
the political spectrum to build support for reform. Historically, a short-term crisis has been
necessary for change. (Scholars argue, for example, that the success of the 1983 Greenspan
commission was due in large part to the imminent exhaustion of the Trust Fund.) We do not facc
sucha s}wri-wzm z;rzsm now, mai(mg it more difficult to motivate reform. enge

anderszanémg of ﬁzm issues - t&aug}xsi}ii madaquaw i3 faz‘ greater than it has been before.
And early action would permit tme to implement changes gradually -- and slowly phased-in
changes may be more feasible than sudden ones. -

The immediate question before us is whether creating a bipariisan Social Secunity
commission in reconciliation will help our chances for achieving long-term reform. Some think
the best way o proceed an Social Security is to include a comnuission in the budget legislation.
Others think that we should take more time before pushing for a commission, so that we can
more carefully consider our options.  Then if we decide that we want a commission later, we
could always create one by executive order {as with the Greenspan commission in the early
198('s) or by a separate statute.

Option 1: Try (o negotiate a bipartisan Social Secarity commission in the budget legisfation

Under the first option, we would engage the Republicans immediately to create a
bipartisan Social Security commission within the omnibus'budget legislation. The goal would be
to make the commission ¢redible and snecific: It would be charged with issuing its
recommendations within a relatively short time period, perhaps by next summer.

. Under one approach, the commission’ s membership could include all key policy players
from the beginning. This approach would facilitate rapid implementation of proposals.

. An aliernative approach would have the commission represent a broader array of relevant
groups: older Americans, younger Americans, the unions, corporaic leaders, ete. The
commission s procecdings would then be vsed as part of our public education effort.


http:spQ�jf.ic

Following the commission’s report, we could hold a smaller high-level negotiating
process or look to another process -- perhaps including announcing our own proposals --
_ to implement reform. '

While a commission was undertaking its work, an inter-agency team within the
Administration would put together our own proposals. The Administration would then work
with the commission and the Hill to reach consensus on an acceptable package that would carry
bipartisan support, and to translate the commission’ s proposals into legislation.

Option 2: Do not create a Social Security commission within the budget legisiation — instead
act later, either with or without a commission

The alternative is not to create a commission within the budget legislation, but rather to
engage with the Republicans later -- either with or without a commission. The basic logic is that
we should not create a bipartisan process before we have fully developed our own strategy for
Social Security reform and considered what bipartisan processes would best advance that
strategy.

For example, our strategy could involve holding our own series of public education
events, while reaching out to prominent Republicans like Bob Dole or Warren Rudman. It could
include a series of regional public hearings. And it could include 4 commission created by
executive order, or one created by statute. There are many possibilities, and with more time we
could think through which ones are most promising. Afler we reached internal consensus on the
right approach, we would be able to present a coherent, unified front and would be more likely to
achieve success. And after we evaluate our options, it may turn out that we do not even nced a
commission: Frank Raines points out that President Carter was able to reform the Social Security
system without one.

Pros and cons of including a Social Security commission in the budget legislation

Pros

. [t dissipates some of the focus away from a Medicare commission, maintaining
momentum behind Social Security reform.

. You would clearly signal your commitment to Social Security reform.

. Sccretary Rubin and John Hilley feel that we have a short window of opportunity to

cngage in a bipartisan process, and that opportunity could be lost if we wait to analyze



our options further,

Cons
. It may not make sense to create a commission before we have carefully explored the best
strategy for achieving reforon ‘

N - Muoving now would not allow us time to consider our options and to consult
with the Republican and Democratic leadership, Senator Moynihan, the AARP,
and others on bow best to proceed,

s Given that Senator Lott and other Hill leaders want 1o focus initially on Medicare, we
may not even suceeed in getting a Social Security commission into the budget legislation.
, Some are not sure that a commission is beneficial or necessary for effecting reform.
Decision :
Creatg Social Security commission within budget legislation
Do not create Social Security commission within budget legislation to allow more
time to consider strategy
Discuss
Action

We will be convening an NEC inter-agency process with your budget team, HHS, DPC,
and others appropriate to consider both the steategy and substance of Medicare and Social
Security refonmse. 1 will 1alk with Erskine about how best (o desiga a process for ensuring that
we maintain the appropriste degree of confidentiality while still benefinting from the insights of
relevant agencies and officials,

If you want to create a Social Sccurity commission within the budget legistation, we will
hold an expedited process 1o present you with eptions on how that commission should be
structured,



THE WHITE HOUSE
WASHINGTON

July 3, 1997

£

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
RUSSELL HORWITZ
RE: Wail Street Journal Poll and Other Articles of Interest

We have attached some recent articles which we think you will find interesting,

Wall Street Journal/NBC News Survey: First, included in tast Friday’s Wall Street Journal is
a separate section titled the “American Opinion” which presents the findings of the most recent
Wall Street Journal/NBC News survey.

The questions concerning the economy found the following:

. Three out of five Americans expressed satisfaction with the economy and even more
expressed satisfaction with their own financial situation, “This optimism cuts across
nearly every age, regional, educational, occupational and racial fault line.”

. Almost three 1n 10 respondents (28%) said you deserved most of the credit for the
economic upswing — far mare than anyone else. Increased worker productivity received
17%, the Federal Reserve received 14%, American corporations received 13% and
Congress garnered 8%,

» 59% of the public says their familics are better off than they were four years earlier -- an
historic high and (en points higher than lagt October,

. A 53% 10 42% majorily expoets ifs kids’ generation will enjoy a bigher stundard of hiving
than they do. The opposite view draw a similar majority just 18 wonths ago.

» While there I3 a clear feeling among the respondents that there won't be a recession
within the next year, many fell that there would be one within the next five,

* Saill, while many Amevicans scom © recognize the health of the cconomy, over 80% of
the respondents believe that it disproportionately benefits top wage camers and more
needs o be done to close the gup between the rich and poor,



. While 6004 of the respondents believe that the economy “could perform even better if we
made deeper cuts in taxes, 52% said cutting taxes wouldn’t make much difference and
could even hurt the economy,

. Nearly six in 10 Americans agree with Democrats that the federal government should do
maore o help the poor, as with education and training programs.

Al Hunt Column: We have aiso attached Al Hunt’s article from Thursday titled “This
Republican Tax-Cut Dog Won't Hunt.” While generally critical of both the Republican pian and
purs, he does hit the Republicans hard for not extending the child tax credit to the working poor.
Hunt uses the example of the police officer in Georgia with two kids who makes $23,000, and
still pays over S1100 in payroll and federal excige taxes even after the EiTC rebate - but st
wouldn't quality for the child tax credit under the Republican plan.

Hunt makes the telling point that under the House GOP tax measure, Bill Gates would benefit
from capital gains and estate tax reductions, but a $23,000-a-year rookie cop would receive no
tax credit for his kids. "

Bob Herbert Column: Bob Herbert’s column in Monday’s New York Times “Topsy-Turvey
Tax Cut” makes the similar point. Using the real life example of the McCumbers family (two
children) of West Virginia who make just over $20,000, Herbert slams the Congress for
excluding it to millions of families: *7To exclude the McCumberses and miltions of other
working-class families from a child rax credit plan while giving the credit to well-do-do families,
some with annual incomes higher than $100,000, is absurd.” | believe examples such as these
resonate and hurt the GOP where they are o clearly vulnerable on this issue.

Washington Post Editorial on EXT{: Lastly, we've mcluded a Post editorial from last Sunday
entitied, “Tax Fraud.” It defends the EITC as an “underappreciated provision” and faults the
Republicasns in stacking it against the child tax credit.
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On Immlgratmn Party Leaders
Aren’t Necessanly In Syncw- :

leth Feelmgs of Rank an_d Fllef

iy Ams:e'rR ﬁzam .Thm selftfeiasmiﬁad' Repnblltana 2t asrv
k‘g«;\;{ n:»«;wnf 10 ef T Wabd, Wﬁmsu T

Thc Hmimigeation delnte, steeped hegvlly. Inﬂgt

clexr-margin see More pegalive eifisaduences.”

éeunoinir. arguments, viges naiionafy, most o Magagery and profesSional peopis think immi-
“ngtably b kex states s4ih g Calitorais. Wbi[e - gration ix good for the eosiomy, wiile Bliee
fepndllenn hders have embraced ihe sath | coltar werkers (AIRX I's Dad. Amehg income

towly - pro-lmmigration while Demetrnia by 2

mnigralion position, top Demecraty g«mxaﬁy - - groups thers 4s almost a perfect turve: peonle o

Have besn MOry supportive of fmmigrants. * -1 © 7 with the kreest Incomes, by better than ' 310

Yel. iratically, the rank sfid file spiif e 2 rAtlo. express negpstive vlews, while fhwee in7. o
ﬂihﬁ way' Republican volars satlonally re. ° Ihé {6p bracket, hy Shout the ame raki;.;, m

ingre gro-immiration white zmmx:rats are 9w!mmlgrauon senliments.’,
mare negative. -~ Republivans, In & muvement started in Caﬁ-

The Wall Strest laumalmaﬁ News mrvey, - fornia tiee years 290, have Mamed bmmvgration .

drapws twe distingt conclusions: The publie fy7 7 ‘for many of sociaty's economie grd woclal probr

» cinsely divided over whather immigranty ars a‘ * lemd, Mueh of the eariier efforss 1 cuzh benellts
puxitive &0 a nrgative <nflueiice In. Aberics, o were simed al flegal inmiprenty. But jast xm‘ '

apd Amerfeans’ views are largely, driven by " itha GOPJed Congress adopted provisions 5y the

thetr stathon Vi life'and thelr rronsolt cutlook.  welfare Lill thal denind mm goveTInenS de
The betier oft~disproportissately GOP follow. . -#fla tolegal Immigrants. With & [6w exceptions,; *
er—fesst fo he wmore tolerant while the fower, - jop Democrats, lmwﬁlagmﬁmzmlmm. hm -
Cendoof ihe ‘socio-econamic scais tznd.to bc {wgm thwse pestriclivos. s - ¢

more ihmateneé by immigrants. - i‘mpizc zzm wpannl dicmazmy n the poil
Legal Imngvauun ami the Natiunal Ectmnmy o
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| hath sides’ stances, Hepdticany dellers the-

Cantbimmizration. lssus; may. - alirsel some

working-ciass . nunocms««fmmﬁy enlled
Reagun. Deémscrats—to "thelr sids Further,
“thuy believe, the isti will resonste mome

_ tSome GOP lextiers Jike Juek Kemp, however, .
1ske strong exception tn the whole anthimmi

whenever - thtmx eéonomic - dovwntorn, -

mum; pltch&
Demotrsls, of the m hand. mue msz e .

- cop wit!cnlly s writing off ihe !asmt»mm

siioe of ths electorate, Jiepanies.
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rals,” Grover Nowguist, the. rrepressible

i sonsetvative agttvist, predivigd . 6 .ﬁ%«.
magnzine thig week. "~ °
" CAfter the governmant shatdown u_.ﬁ

mindmum wage defdaly of e ot Con

. gressand the disaster reflef debacia of last

month, tha GOP hones that fnadly the po

ifieal game is belng played on thelr wrt. '
« They're lving in yesteryear, .

Thy ¢ase For any tax cul mwm&aﬁa

sause of tis tax L. the Republleans

T et their way, Eiana&mmwﬁwmgm&

precioys fow iabs,

Moreover, vaters sheuld feol duped By

mﬁ debate, Last year, ihe w.%:_u:gﬁ

siressed 2 simpler wmm Fatler Sx

&\ - Polities & waoﬁww

thelr waw&ma a&»wmmamww&&n:_ préfern
ences gnd 4 owrg comppicaled oode, In
1996, the Democrats emphasized aguily;
whatever arerges, . however, wiil be
skewet heavily to spper-ineoma indvids
sk sod exaerbate e Income gup be
tween rich and poor.

“Thus the batils pver the Size and shape
of tax cuts over fw next-month is sbout
politien. The heart of the GO tax cut e
fors-capital gaing and estats iax rellef-
regonstes with campalgn contribaters, pot
with voters. Whaey it comes 5 the sperliic

Journal/NEC News poll, Americany side

%msmaﬁﬁn: awuwﬁ&% ol
* margin. .
The House a& Senate both kely will -

83 separate Repubileas-eraftod bitls Bl

- leverage in the ne
“thon and cosls. The Republican-rup: et~

mw ,ﬁwan £, Hunr,

UlEls, however, wre &0 bad-8 -

bownsa for the “atfiyent, gg ME. :5
. working ctasy andeventually costiyo-that “ * earned income tax credtil They avgee that'
since the BITC wipes out Income tax Hye

Pregldent Clinton will enjoy, encrmous .
tathans over distriby-

gressional’ tax comimities has put oni.-
extimates of both the distributionrel-

pets and e costs, only caloulating the -

first {ive years: the bitls are bick-fonded:

“so it 8% cuts for. capital galkds, estate
‘. lazes.and new. zcaﬁnﬂ %R ﬁ
ing sconomy is dublous. ¥ President Oty -

- . ion gets his way, preciouy few gddtenst -
Jkhitn are going to get coBege educations be-

Pladé In five to'40 years, 4 .

-Aceording o miore B_Egu g 8,.
Gmaten, when the bit is Fiutly elfective, the -
1p 1% of taxpayers would gt 19.3% 0f the”
beetits under the House i snd 133% one

< der the Sewaté verslon. Conversgly, the ol
bottom ihree-ftiiks of familles’ god only."

aboui 12% in both massures, The Hberal
Cesiter o Pudget ang Poicy Privritles ar
gues it the Treasury underesiimates the.-

- -case; i calculntes that under the House

gz_ﬂm 15X 4nd spending medsures,
he poocest 20% of the population would go-

tntly lose invome while the wealihfest 1%

uitimately would get an ﬁaa& syerage
tax cul.of $27 155

Under this so-calied wagngeﬁmﬁ .
agresment, the net fax culs can't nxcesd

$23% bittlon over the next i6 years. But with
the backdozding 1 the following 18 years,

-the House bil woukt cost between $65 bil-*

Hus and $700 Mitlen, while the Senate Vor
skon would cost around 4608 bitBon, )
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. gggfa&ﬁ%%ﬁwgan tha
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< Atmerica Un 1994 and the tax il that Sen”-

eate: ‘Hebublican leader-Trent Lottintroels
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miltlon ide snd. e Senste- b would
deny 1t to four miflon in this category.

. Mordovey, ever since the EITC wag ¢
to Tedistributa Income. &aﬁwﬁ«ﬁg&‘
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ing to this pesi weskend's Wall Street |

actest b (075, Ms purpose was 1o oilset pot
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Nt Amertca f most won 't get it.

BOB HERBERT

“Topsy-

th would certainly. uzink they mm
mmmmamm
“Toim MeCumbers #f fhey Came up-
with a pisn to provide b cmdits
worth $508 per child,

But ¥ you thought that, you wmx!d
be wrong. The MeCumberses are .
rmong. several million working and
" taspaying familes that will got noth-.

Turvy
Tax Cut o g
* credit passed by the House and Sen-

Marie McCombers and hor hus- . ate last week. Thay are ineligibte for
band, Rickey; have played by the $6+°  he child credit because chelr incomes
called ruies for years, They live in . are not high enongh.

Frametows, & little holedn-the-wali: . To sxclude. the McCumbez‘m and -

berween Clarksburg and Charleston | *millions of ather working<inss fam-

inWmWrgmia.mecCanmrHS_ {lies from 2 vhidd tax credit plen while
& secretary-recepiionist for an Or- I piving dhe credit to welltsdo tam.
ganizatiott that supplies food € 50Up - jhes, some with annual incomes highs .
kitchens, Rickey McQumbers is &‘ er than §100,000, {5 absurd The legls- -,
greeqhouse worker, Thelr combined - ation paseed last week would deny:
ineoma this yesr witl be a shade over the tax credit 1o Jamntiles that sccount -

‘harshiy soruilnized.

-as single with 5o dependents,”

520,000 for ‘more han 25 miflion” children, -

The McCumberses nave two el -
dren:” Beckie, ¥4, and John, 13, Mot -
surpritingly, money i§ giways in )
shart supply. Every ax;wméimre is-

“vgoation? -~ sald ,h‘{rs;l-
McCambers, "0k, we go @ Iy
mom's for vacatian, She lives in AK-
ron. That's ahout & four-dour drive™

The trip 15 made in the family's’
1867 Blazer, which the McCumberses
bought secondhand. “1'm stil paying -
on it Mres, MeCwinbers said

Lipeuries? Entertalnment?

“¥e dan't have any frilis whitse .
svar. We dow't go out to eat, We don't
go © the movies, We don’t take oUr
Rids bowling.”

*It's  boring™  said  Johm,
MaCumbers.

His mother lsughed. “Our amber— *
tainment 35 ¢ go to Suttun Dam.
That's & state park. Doesn't cost any-
Gﬁ.ﬁ&”

The family lives in s threeded-

rosnt, oug-story home. Meeting the
mortgage {5 A strupel. There IS no
firancial cushion. Azzy unanticipated
expanse is a crisis.

Each vear at cax time, the refund is |
used for something importent, it
oty twward my Hroperty tares s -
homeowner's  insurance,” Mg

1 MeCurmbers said, “Or the kids® dental ,

work or dostar visits, We can®t afford |
eedinal nsurance for the kids.

"I have to make sure they deduct |
gnvugh from each paycheck, oiher-
wisz we'd have topay attbe end af the ¢
year. | make sure thay have me dzrwrz

Whern paliticizns taik about {zx cuiz -
o help working tamilies with thil-
dren, you woubkl think they bad fam’
ilies ke the MzCumnberses in mind. |

+

“That's 40 percent of alt the ckindm izz
the Urlted States.

The proponents of this wmm
srgue that families lie the MeCumy|
"berses benefit from the earned in.
come tax cradlt and already pay very ..
iow Federal income taxes, which Is’
Srue Bist the famiiies also pay payroll 7
takas and have a substantial net tax
liabiifty 8¢ the-end of the year, The .
Center on Bodger and Policy Prior-’
ties noted thai families with kndesney *

" below $36.006 wiil owe.$644 biltion in

Federal taxes in the period 1885-2000,
Migety percent of that labifity will
come from payrall taxes, 56t the Fed-
s eral incame tax. 1f anyone needs tax
rolist, thase famiifes o,

Tazew yeurs ngo Newt Gmgﬁdx’ -

Cantract With America promised to
apply the child tx credit against any
net wx Bebility. Ynder the contract, .
oven the emplsyer's share of payroil

taxes was considered part of & fam- ~

ily's tax tabliey, Bug the Republicans

kave broken that promise, Now fam-

| tlies Hke the MeCummberses are ¢om-
pletaly frozen out, not even ellgible I(:r
a parttal crediz.

In previous Republicap-spansared
;xwposa!s the ohild ¢redh was to be
applied befare the earned icome tax
redd was taken iat account. That
protecied 5 few million moere families
thian the current legislsdon Hut there'
is oaiy so much meney avalizbia lor
tax cuts and the Republicans tights,
ened the reqmurcmeazs gver the past
fow Weeks, |

.The squeemg eyt of low- and mod- .

. erate«mccme {amilies from participa. *
tion in the tax sutg wag fnecessary w

proteet the hig culs in capitad gains
and ofler taxes that will primarily
benetic z&g;pez"aincome Amerinang. .
‘That 35 Zow thi Govornment werks
now, a2t benefits skewed 1o the wp.
The triumph of the welliedo contin-
was i3
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Tax Fraud

Sunday, June 29, 1997; Page C06
The Washington Post

ONE OF the most bitter fights in connection with the tax
bill Congress is now writing has to do with a device called
tho earned income tax credit (EITC). It's an obscure and
underappreciated provision which, at $28 billion a year
and rising, has become the major form of federal aid to
low-~ and lower-middie-income workers, Partly to save -
money for other tax cuts heavily tilted toward the
betier-off, the Republicans propose to change the rules by
which the ETTC traditionally have been applied in a way
that would vitiate it. The Democrats, led by the president,
have mounted a defense. We hope on this they arce
uyielding. The rest of this bill is bad enough. To weaken
a benefit for lower-income workers to pay foritisan
putrage.

v

The EITC was created in 1975, in part to compensate
low-wage workers for the increasingly heavy Social
Security and other payroll taxes they were having to pay,
and 1o sharpen the incentive to work, A nember of other
rationales have been used for increasing it over the years -
that it constituted a child care subsidy for the working poor
by another name, for example, or that it could be looked
upon as an alternative i increasing the minimum wage.
The basic purpose, through all the labels, has been to
increase the aftertax income of lower-income working
familics - particularly those with children.

The credit thus comes at the very ond of the income tax
calculation; that's where it has come in the pasi, at any rate.
First, workers figure what thety tax would be -~ the normal
tax, you could call #f - using alf the other provistons in the
code, Then they figure their EITC - a percentage of
carnings, on a complicsed shiding scale. They usc the
EITC 1o reduce or climinate theie fax - and if there is any
Jeft over, the government pays ther that amount. The ax
code and-Treasury are used to adminisier 3 government
wage supplement.

The Republicans would reverse this order in the casc of the
children's 1ox cyedit that 15 a central element in their bill,
What sounds like just a mechanical step -- who cares
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which ealculation comes first? - turns out o have an
enormous effect. Instead of letiing workers use the
children's credit to reduce their liability and then collect - -
their entire EI'TC in addition, they'd deny the children's
credit (o workers whose EITC was enough to eliminate
their liability. Millions of low-income households would
be losers, relative 1o other families with children. But at

* bottom it's not the children’s credit they're playing with; it's
the value of the EITC.

The sponsors say it's only {air to do as they propose, since
the purpose of this bill is to give relief to taxpayers, not
add to "welfare.” Of all the distortions they have used o
grease and sell this awful bill, none matches this. The
implication is that the people who would Jose from thig
provision are freeloading. The absolute opposite is true.
These are working people, typically with children and with
incomes in the range of, say, $17,000 to 327,004 a year -~
precisely the kind of struggling, taxpaying, not-on-welfare
Americans for whom the Republicans profess to bleed.
The EITC may wipe out the income tax Hability of many
of them; it doesn't wipe out their total Hability, counting -
the payroll tax. They remain net taxpayers. Is this really
the pari of the population that the Republican Party wants
to stiff in order to pay for a tax cut for folks much better
off?

The president long ago accepted the broad outlines of this
bad bill. Qur sense iy thai he is going to fight it mainly on
the ynargins - where it crosses, even in the present
political climate, some outer Hmit of sensibnlity. Clearly
this is one such area. The EITC is not a perfect instrument,
but on balance it is benign. The president helped
sirengthen it in 1993, to his credit. We hope he now will
draw a ling; the Republicans need to understand that this
ong 18 out of bounds.

© Copyright 1997 The Washington Post Company
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT ARD BUDGET
WABHINGTON, .. 20503

THE DIRECTOR

Tuly 15, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: Franklin D, Raines W

SUBJECT: Background on FY 1998 Appropriations

. The following is a summary of the major issues in the 13 appropriations bills, This
provides background on issues that have ansen or are likely to arise as the Committees mark up
the FY 1998 appropriations bills. We will prepare an update of this report each weeic: with’
information about the current status of the bills.

- In cases where high priority programs were tunded below the Administration’s requested
levels, we have indicated our objections in fetters and Statements of Administration Policy to the
appropriate legisiators. T bave noted 1n this memorandum the few cases where we have ndicated
a vetn threat over House or Senate provisions which are contrary o the Bipantisan Budgat
Agreement. In addition, | am attaching a copy of a-list of violations of the budget agreement in
appropriations bills,

Agricuiiwefﬂural Development

Summary

The House Committee reported the bill on July 9; it is scheduled for 2 Flaor vote oa July 16, The
Senate Subcommittee is expected to mark up the bill today, Based on preliminary scoring, the
House bill totals $13.5 billion in discretionary budget authority (BA), $385 million below the
anticipated levels projecied by OMB based on the budget agreement.

Major Issues

*

nianisan i evel The House bill funds WIC at
$3 9 bzi ion, 3384 mziizon below request but zhree pez{:wz abcwc FY 1997 This level
supports a participation rate of 7.4 million, rather than the proposed 7.5 million level (a
reduction of about 384 million and no reserve),

. Crop nsurance. Crop insurance is funded $38 million above the requested level,
providing a $188 mitiion increase {over 200 percent) above the enacted level, 10
accommodate reimbursement of private insurance companies™ administrative expenses that
shifts more funding than i3 secessary from mandatory to diseretionary funding. This
additional amount is unnecessary and will reduce mandatory reimbursement expenses by a
like amount, |



. Ruzal Development. The funding level for these programs is generally acceptable,
although the Committee did not adopt the Administration’s request to deliver these
programs through 2 more flexible performance partnership structure authorized in the
1996 Farm Bill. In addition, the Committee provides $950 million for single-family
housing divect loans, a five-percent reduction from the 31 billion requested, but a 62
pereent increase over 1997,

Commerce/Iustice/State

Summary .

Based on Congressional scoring, the House Subcommittee bill (marked up July 10) provides
$23.9 billion in general purpose discretionary funding, approximately $0.7 billion above the
enacted level and $0.4 billion below the request (this includes $100 million for LLN. arrearages at
the request level), The House bill also provides $5.26 billion in Vielent Crime Reduction Trust
Fund (VCRTY) funding, vinwally at the requested level. Based on Congressional scoring, the
Senate Subcommittee hill {marked up July 11} provides $31.6 billion in general purpose
discretionary resources, but does not specify the split for the VCRTE.

Major Issues _

* Census Sampling. The House bill restricts the availability of about three-quarters ($282
million of the $382 miliion) of the FY 1998 funds for the Decennial Census until an
agreement over method {e.g., sampling) is reached.

. NIST Gncludes ATP and MEP). Under the House Subcommittes bill, NIST is fully
funded (3693 million), but ATP is funded at $185 million, 391 million below the request
{of $276 million). The Senate Subcommittee provides 3200 million for ATP, 376 million
below the request but $15 million above the House Subcommitice mark, The budget
agreement identifics NIST as a protected domestic discretionary priority, but does not
specifically protect the FY 1998 request level for ATP.

. Legal Services Corporation {L8C).  The House Subcommittee provided 3141 milfion for
the Legal Services Corporation, $142 million below the FY 1997 enacted level (of $283

million} and $199 million below the request {of $340 million). Chairman Rogers (R-KY)
suggested that this amount was pursuant {o a prior "agreement”; however, it is unclgar
who was party 1o this agreement, and i was certainly not the Administration. Existing
restrictions are retained. The Senate provided $300 million for the Legal Services
Corporation, $40 million below the FY 1998 request but 3159 mullion above the House
Subcommitiee mark. )

v Qunee of Prevention Council and Globe The House and Senate Subcommitice bills

ternunale both programs.



Defense

Sunmmary

Based on Congressional scoring, the Senate bill (reported on July 10) provides $247 billion in
discretionary budget authorily, $3.7 billion above the request, about $1.1 billion below the House
allocation, and about $3.2 billion (1 percent) above FY 1997, The House bill (marked up on July
10} provides $248.1 billion in budget authority, $4.8 billion above the request, about $1.1 billion
above the Senate, and about $4.3 billion (1.6 percent) above FY 1997, The FY 1997 defense
numbers reflect the FY 1997 enacted level plus the Administration’s proposed supplementals,
transfers and rescissions, however, Congress did not pass all of these proposals,

Major Imes
Deviatiar Rudpet A ent. The House 602(b} reallocation shifled $2.6 billion in
p«vf’wzz‘z fimézzzg BA away from Energy and Water programs to defense ($1.8 billion} and
mifitary construction {80.8 billion), The Senate 602(b) increased defense by $1.1 billion
and military construction by $0.8 billion. Statements of Administration Policy were sent
to Congress stating that this is an unacceptable deviation from the budge! agreement.

; ' - at Redy am. The House Subcommittee
provrded $282 miftion, $100 million belaw the request and $40 million below the Senate
Committee level of $322 million. In Floor debate, the Senate accepted a Stevens
amendment by voice vote to restore 360 million to the program.,

2 B-Z2. The House bill includes over $300 million of unrequested funds for advance work
associated with procuring more B-2 bombers, The Senate bill does not include the funds.

* Bospia. The House bill is expected to include language contained in the House-passed
0D Authorization bill which w{)zﬁé prohibit the use of funds afler June 30, 1998, for
troops in Bosaia.

Disirict of Columbia

Summary
No actton has been scheduled in either the House or the Senate.

Major Issues

. Eederal Assumption of Districi Governmental Fungtions. The FY 1998 Budget proposes
ta restructure the relationship between the Federal and District goveraments. Under the
proposal, the Federal Government would: tske on financial responsibility for certain
Dustrict functions such as pensions, criminal justics, and Medicaid; establish the National
Capital Infrastructure Fund to fund transportation projects in the Distict; establish an
economic development corporation to provide grants and tax incentives for economic
development; and collect sonte Distriat taxes. In exchange, the proposal would end the



annua! Federal payment and retirement contribuiion. The Administration’s recommended
allacation of the budget agreement would support $759 million in funding for the District.
The pending budget amendments for the National Capital Revitalization and Self-
Government Improvement plan total 38035 million. The current House and Senate 602{(bj
allocations provide the full $805 million in BA but only 3479 million inoutlays. That
outlay level will not support the 3719 million in gutlays that would be necessary to fully
fund the Federal payment and pension payments in the event that the DC Revitalization
Plan is not enacted.

We are working with the House and Senate leadership to include your proposals in the
reconciliation bill, which would resolve the 602(b) shortfall problem,

Energy and Water Development

Stmmary _

The House Subcommittee marked up on July 11 in a closed session, Based on Congressional
scoring, the Senate Committee provides $20.8 billion in total, $1.8 billion below the request and
$6.9 billion above FY 1997, The total for defenss discretionary funding is $11.8 billion, 1.3
billion below the requested level. The Senate bill provides: $160 million for the Nuclear Waste
Disposal Fund (Energy}, $30 million below the request; $50 million for California Bay-Delia
Ecosystem Restoration {Interior), $33 million below the request; and $300 million for the Defense
Environmental Management Privatization, $20C million below the request.

Major Issues

, Deviation from the Budget Agreement. Both the House and Senate 602(b) allocations
shifted up-front funding BA away from energy and water programs to defense and military
construction projects. Statements of Administration Poltcy (SAPs) on the Energy and
Water appropriations bill were sent to Congress, stating that this is an unacceptable
deviation from the budget agreament.

. Yuccs Mountain. With Senator Reid becoming ranking member, we do not expeet that
language included in earlier versions of the 1997 bill to require construction of an interim
nuclear waste storage facility at Yucca Mountain will be in the FY 1998 bill,

Foreign Opeeations

Summary

The House Committee reported the bill on July 9, Compared to the request, the bifl cuts funding
deeply but has mininal earmarks and few sertous policy restrictions. The House holds BA at the
FY 1997 total of $12.3 biflion, $1 hillion below the reguest. The House mark is $233 million
beltow the 602(b) ceiling which dsellis $500 million below the budget agreement protected lovel
for the Subcommittee, In a letier to the Heouse Commitiee on July 9, we indicated that the



Secretary of State, the Secrefary of Treasury, and the National Sceurity Adviser would
recommend s veto if the Confercace version of the bill contained the reduction proposed by
the House Commitiee.

The Senate Commniittee marked up the bill on June 24, and Floor action is expected this week,
Unlike the House, the Senate bil] provides z# but $20 million of the Subcommittes’s $13 billion
protected BA under the budget agreement, but has a myriad of funding earmarks and a number of
troublesome policy provisions.

Major Issues

* Family Planning. A House Floor amendment i3 expected from Rep. Chns Smith in an
effort to impose the so-called Mexico City policy on FY 1998 family planning funds.

. Faretgn Qperations Funding. The House bill cuts multilateral development bank (MDB)
funding by $0.6 billion and aid t¢ the Newly Independent States (NIS) by $0.3 billion,
The Senate bl provides $16.7 billion (including New Arrangements to Borrow for the
IMEF}, $125 million below the request, and $980 million above the ¢omparable FY 1997
fevel, Much of the $125 million shortfall is payment for the International Development
Association {IDDA) arrears, which is provided oy the budget agreement and could be
accommodated through a cap adjustment i the Conference adds the funding,

. Jordan Funding. Senator McConnell is pressing to fund aid to Jordan by dropping the
earmarks for Egypt. This provision is expected to be debated on the Senate Floor this
week,

Interiny

Summary

The House Full Committee marked up the bill June 26. f-‘ioer consideration began on July 10, but
is not yet finished. Debate is scheduled to resume July 15, The House bill totals $13 billion, $0.8
billion below the request, but $0.2 billion above FY 1997, Most of the reductions below the
request are inn land acquisition, the National Endowment for the Arts (NEA), Energy
Congervation, Fossit Energy R&D, the Indian Healih Service, and the Bureau of Indian Affairs.
Statements of Administration Policy have indicated that senior advisors would recommend
avelo if NEA funding is not restored.

Major Issues

. NEA. The House bill gliminates funding for the NEA from the FY 1957 level of $99
mitlion. A Yates amendment to restore funding (o the NEA (up to the 1997 level) was
defeated in Committee. The Ehlers amendment to terminate WEA and create Education
Department §80 million block grants for the arts was defeated on the House Floor by a
volc of 2771 to 155, Rep. Chabot offered an amendment to terminate the National
Endowment for the Humanities. A vole on this ameadment scheduled for July 15,



Land Acquisition. The $700 million for land acquisition in the budget agreement was not
approved by the House. According to the budget agreement, the $700 million would
enable the Secretaries of Interior and Agriculture to complete priority land acquisitions
and exchanges that are on a scale that cannot be readily funded through amounts regularly
appropriated directly 1o the land management agencies from the Land and Water
Conservation Fusd; we have proposed that $315 million should be used 1o purchase the
Rew World Mine project and the Headwaters Forest. The House bill daes include $239
million for traditional land acquisition, virtually at requested levels. This fully funds the
Everglades activities, but reduces the regular NPS land acquisition account by $18 milfion
{25 percent), probably eliminating most funding for the Elwha Dam (WA) acquisiiion.

Burgau of Tndian Affairs. The House Committee bill would provide 31.68 billion, $53
million below the request, but $72 million above FY 1997, The biit would fully fund the
Teibal Priority Allocations (& protected program in the budget agreement), but Rinds for
administration, construction, and settlements would be shightly below the request,

Labor/1IHS/Education

Summary
House and Senate Subcommitice mark ups were today. Specific details are vot yet available.

Major Issues =

Education Funding. The overall funding level for the Education, Training, Employment
and Social Services function is “protected” under the budget agreement. Education
Reform, Bilingual and Immigrant Education, Pell (3300 increase in 1998 maximum award
to £3,000), and child literacy initiatives (consistent with the goals and concepts of the
America Reads program) are identified in the budiget agreement as protected domestic
discretionary priorities.

America Reads. The House is expecied to provide the funding in FY 1999 and make i
subject to authorization, '

Head Start. The budget agresment separately identified the Head Start program as a
protected domestic discretionary priority. The FY 1998 Budget includes a $324 million
increase,

Natianal Ingtitutes of Health {NTH). Both Congressman Porter and Senator Specter have
indicated that they would like to fund KIH at 7.5 percent, or $956 million, over the FY
1897 level, The FY 1998 request includes a 2.6 percent, or 3337 mullion, increase over
the FY 1997 enacted level of $12.7 billion. They are also expecied to increase funding for
Ryan White and CD(. As in previous years, it is unclear where Congress will find the
money to fund NIFT at greater than the Budget request. A concern would be that it ¢ould
come from other Administration prigrities in the hill,



. Language Riders. Limitations are expected on ergonomics standards and on human
embryo tasting,

Legislative Branch

Sunumery

The House Subcommittee marked up the bill on June 24, The bill totals $2.2 billion, $42 million
above FY 1997, The bill does not effect the Executive Branch. The bill funds the House of
Representatives at $709 mitlion, $25 milfion, or 3.7 percent, above FY 1997. Within House
totaly, the Office of the Speaker would receive a 3.6 percent increase, the Office of the Majority
Leader, a 6.6 percent increase, and the Office of the Minonty Leader, a 7.7 percent increase. The
bill is currently being held up over fights to increase stafl for the Joint Tax Committee and an
effort to use surplus funds to increase oversight staff to investigate labor unions,

Military Construction

Summary

The House passed the bill on July 8 {on a vote 0£395-14), The bill totals $9.2 billion in BA, $0.8
billion above the request, but $0.6 billion below FY 1997, There is no Senate Subcommittee
mark up; the Senate Full Committee is expected to mark up on July 15, The House includes 3886
million for 94 specific, unrequested projects, partially offset by $86 million in reductions to
requested programs and other adjustments. Over $200 million of the urrequested projects is for
projects that are not in the five-ycar plan.

Transportation

Summary
The House Committee reported the bill on July 11 The Senate Subcommittee mark up was today
{detailed information is not yet available).

Major Issues

’ Infrastrugture. The House Committee mark for infrastructure programs is $2.35 billion
over the Administration’s request. Possible fimding problems are FAA Operations which
were reduced by $36 million. The Subcommitiee funded Amurak at 3793 million, or $4
millicn over the request. The bill would provide $283 million in operating assistance,
rather than the $344 million sought by the Administration. Amtrak claims that it cannot
aperate at this reduced level.

. Surface Transportation. Programs were marked up according to current law, This means
that raost new Administration NEXTEA proposals were not funded. These proposals
inchude State Infrastructure Banks, the Transpodation Credit Enhancement program, and
the Access to Jobs and Traming program.



Treasury/Postal Service/General Government

Summary

The House bill is currently being held up over leadership discussions of whether 1o allow a
January 1998 pay raise for Members and Cabinet Officials. (Since January 1993, this bill has been
used to prohibit the raise, which is otherwise tied to increases in the GS schedule.} In addition, an
effort is expeacted in the House to change the account structure for the Executive Residence inan
effort to cladfy responsibility for reimbursing the cost of use of the White House for political asnd
other son-official purposes, The Senate Subcommittee marked up the bill en July 11, EXOP
accounts are funded at requasted levels. It does not limit Member’s pay.

Ma;ar }sszzes

: sermnent. The budget agreement specifies funding levels for the overall function
? 50 w%szch mcizxdes many faw enforcement programs within the Department of Treasury.
The budget agreement also specifies that the Violent Crime Reduction Trust Fund
(VORTFy is “prostecied.” While both are “protected,” the allocation of funds within the
function and the VORTF is not specified; any allocation that 13 not consistent with the
Administration’s request will be controversial,

. Anti-Drup Campaien, Tt appears the Senate Subcommittee accepted the GNDCP .
proposal for an anti-drug public information campaign, However, the proposal was
funded at $110 million, $65 million less than requested.

VA/HUD/Todependent Agencies

Sunmnary

The House Committee marked up the bill July 8. Overall the bill provides $69.8 billion in total
domestic discretionary budgst authority, slightly below the request. The Senste Subcommittee
marked up the bill today (detailed information is not vet available).

Major Issues

. YA, The House Committee provides a total of $18.8 billion in discretionary budget
authority for VA which includes the Administration’s user foe proposal of $0.6 billion, as
agreed in the budger agreement.

. LEPA. EPA is funded at $7.2 billion in the House bill, $0.4 billion below the request.
EPA's Operating Program, which is protected in the budget agreement, is funded at the
requested level of $3.4 billion; however, there are numerous earmarks for unrequested
projects. Superfund is funded at $1.5 billion, $0.6 billion below the request and the level
in the budget agreement “if policies can be worked out.” EPA’s Brownfields program is
funded virtually at the request,


http:Viole.nt

’ HUD. The House bill would provide $25.3 billion in discretionary BA for HUD, $0.3
billion below the request and $9.4 billion sbove FY 1997, This increase over 1997 is due,
in large part, to an additional $5.7 billion required to renew expiring Section 8 contracts.
Furthermore, $3.7 billion in excess balances was rescinded, The House bill does not

. provide funding for the following Presidential initiatives: Empowerment Zones (3100
million) and HUD Brownficlds (825 million).

Lorpeoration for Nati ng O Servi {C8). The House bill funds CNCS
at the ?Y 1997 lcvel af 3402 5 mllhf}z}, 2? percerzz (3246 milfion) below the request. This
does not provide requested resources for your America Reads Initiative, In a Statement
of Administration Policy (July 15), we indicated that if ameandients to terminate
CNCS and the AmeriCorps program sare passed, senior advisors would recommend
a veto of the bill,

Attachment



International Affairs Funding --Based on House action to date on Foreign
Operations, Commerce/Justice/State and Agriculture, function 150 is funded at a
level about §1.1 billion below the request and the amount contained in the BBA, The
most significant reductions are in Foreign Operations, which is $1 billion below the
request and does not include funds for arrearages swed by the United States to
multilateral development banks.

Land Acquisition —-The House Appropriations Conunitiee has approved the FY
1998 Interior bill without any of the 3700 million in additional funding for priority

land acquisition and exchanpges. It also includes a shortfall of $18 million {25
percent) for “hase” National Park Service (NPS) land acquisition, a “protected”
program umder the BBA.

Superfund-- The House Committee-reporied VA/HUD bill has a Superfund level
of §1.5 bitlien, which 13 30.6 billion (28 percent) lower than the level in the
President’s Budget. This is contrary to the Administration’s interpretation of the
BB A, which provides that Superfund appropriations will be at the President’s level
“if policies can be worked out”. The President’s Budgst provides & {otsl increase of
$1.3 billion over FY 1998 and FY 1999 to accomplish an additional 250 cleanups by
the year 2000,

National Institufe of Standards and Techinology (Advanced Technology
Program) ~ The House Commerce/Justice/State bill {s $91 million below the $276
miltion request for ATP and the Senate is $76 million below the request. The House
Subcommitiee does fully fund NIST (by providing increases for science and

technology programs and cutting ATP) while the Senate Subcommittee bill does not
fully fund NIST. "

951053 ~The House and Senmate-passed Defense Authorization bills move $2.6
billion in 1998 budgst authority intended to fund environmental privatization projects
and o forward fund specific Department of Energy programs {(subfunction 053) to
Depariment of Defense military programs {sublumction 051). Consisient with those
actions, the House Appropriations Commities shifts $1.8 billion in BA to the
Defense Subcommitize and $0.8 billion to the Military Construction Subcommiltee.
The Senate Appropriations Committee shifts $0.7 billion in BA 1o Defense and 30.8
billion to Mil Con.

The House-passed Military Construction bill spends the 36.8 billion on 94
unrequested construction projects. Of that amount, aver 3200 mullion is for projects
that are not even in DoD's five vear plan. The Budget Agrecment assumed that
subfunction 053 would be funded at the President’s request level, and that the
additional spending in the agreement would go 1o Defense military activities.



America Reads - The House Comittmvaarfed’\'m{{}iﬁ bill does not inciude
the proposed $147 million increase for National Service which was based on the

proposal to integrate National Service volunteer ¢fforts into the President’s America
Reads literacy initiative (11,000 more volunteers),

Community Development Finaneial Institutions — [if this document is being used
after July 15th, it is expected that] the Senate Appropriations VAZHUD Subcommittee
terminates CDFI, a protected Domestic Disoretionary Priority Program.



THE WHITE HOUSE
WABHINGTON

July 18, 1997

MEMORANDUM TO THE PRESIDENT
FROM: Gene Sperling and Chns Jennings

SUBJECT: Secretary Shalala’s Memorandum and other information about Medicare Income-
Related Premiums

Atached are two documents on the income-related premium. The first is a one page side-by-side
table sunumarizing the major issues involved in administering a mean-tested {our base Democrats
prefers “income-related”) premium by the Department of Health and Human Services versus the
Treasury Department.  We created this document integrating much of the information contained
in the Secretary's memo, as well as new information from Treasury and the CBO.

The sceoud attachment is Donna’s memo tiselt. H detals the many, serious concerns lhat are
raised by the prospect of administering this premium through HHS. It concludes that HHS/SSA
collection of i high income premium would be an administrative disaster, inaccuraiely collecting
premiums from miilions of beneficiaries based on data that 1s two to three years old. 1t points out
that the inefficient administration would lose over 50 percent of the revenue due, would require
at least $30-850 million in new administrative costs, and reguire at least 300 now employees.

Donna also raises her opposition to eliminating the Medicare Part B premium subsidy altogether,
arguing that it would create much greater incentives for healthy and wealthy bencficiaries to
leave the program thas would sefting the premiom at 75 percent of program costs. (Despite our
argument to the contrary, the Mainstream Senators strongly oppose having extromely wealthy
beneficiaries having any subsidy.)

We have made major efforts to work with Members of Congress on this issue and have made it
clear, that if it can be done right, we want 1o get this done. Qa Thursday, we met with the
Mainatream Seoators (Breaux, Chafee, Kerrey, Conrad, Frigt, ¢ic}. On the sane day, the
Concord Coalition released a strong critique of the Scnate proposal and an endorsement of your
position. The briefing was so well received that virtuadly cvery Member of the group concluded
that administration of the premium by the Treasury Depariment was the preferable way 10 go.
(Senator Chafee said 1t was the only way to go.) Notably, the Mainstrean Seaators also agreed
that the income thresholds should be indexed 1o inflation 1o assure that nuuch fargee and less well
off seniors be unintentionally added over time, )

We are following up on the Mainstream Caoalition's request to refine the Treasury option by
developing alternatives to the tax form to caleulate and collect the high tncome premium, We
will keep you informed of developments,



COMPARISON OF THE ADMINISTRATION OF
THE HIGH-INCOME PREMIUM

SENATE BILL ADMINISTERED |

1 Social Security Administration

PROVISION SENATE BILL ADMINISTERED
BY HHS* BY TREASURY*
Who Administers Health & Human Services (HHS), | Treasury

{8SA), & Treasury

Savings

$3.9 billion (assumes ioss of over
50% of savings in the first 5 years)

$8.9 billion (assumes traditional
compliance rates)

Administrative
Costs

330 1o 50 million per year

$8 1o 10 million per year

How Eligible
Beneficiaries Are
ldentified

HHS tdentifies beneficiaries by:
(1) Geiting income from the latest
reviewed Treasury tax data, which
is 2-3 years old {(e.g., 1985 for
1898)

{2 Sending notices to at least 3
million beneficiaries to ask if this
past income is what they will
receive in the next year and
require them to respond in writing
in 30 days Note: Sharing
income data across agencies
raises significant privacy
concerns

Beneficiaries report their income,
reference a schedule, and add
the extra premium o the boltom -
line of their tax retum

How Premiums
Ara Collected

Assumes that extra premium is
sublracted from monthly Soctal
Security check after HHS sends to
SEA their estimate of who gels
how much taken out of their
chesks

See above

Reconciling
income

To ensure that the right amount of
premium was assessed, Treasury
wld send the actual income
fram reviewed tax data to HHS,
Howevar, becauss this would be
done retrospectively this would
take 2-3 years {e.g., 2001
correction for 1988 mistaks)

Since incoms is not projected but
ts the actual reported income, no
reconciliation is required. |

T —"

e i A

* This pelicy assumes the Senaie policy which phases in 100% of the premium for beneliciaries with
incomes between $50,000 and $100,000 for singles, $75,000 and $125,000 for couples, The

Administration opposes the Senate's 100% phase out, administration through HHE/ESA, and fack of
indexing of the income threshokls.
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YHESECRETARY OF MEALTH AND HUmAN SERVICES
WASHINGTOM, 1.0, 20831

JUL f 1 1897

MEMORANDUM FOR THE PRESIDENT

As you know, the Senate has proposed a number of changes that would affect Medicare
beneficiaries, including the introduction of an income-related Part B premium starting at $30, 000
for single beneficiaries and $75,000 for couples. In our letter to the Conferees, the
Administration made clear that while we do not oppose income-relating the Medicare premium in
principle, we have a number of concerns about the proposal as currently structured. I wanted to
raise to your attention the two aspects of the proposal that [ think raise the most significant
problems. (I have discussed my concerns with Secretary Rubin).

First, if the Administration agrees to an income-related premium, [ believe we should strongly
oppose the Senate proviston for HHS 10 administer the collections process. The Administration
has consistently taken the position that any such premium should be collected by the Treasury
Department, where it could be managed simply and efficiently as part of the filing of a
beneficiary's tax return. (As you may recall, this is how we proposed to collect the income-related
premium in the Health Security Act; we adhered to this position in the balanced budget
negotiations). Part I of this memorandum sets forih in more detail the reasons why administration
of an income-related premium by HHS would be impractical, expensive, and more burdensome to
beneficiaries, Administration by HHS runs serious risks of alienating several million senior
citizens,

Second, I am concerned that the Senate proposal has the potential (0 cause 2 substantial
percentage of the highest income beneficiaries to opt out of Medicare Part B altogether, because
it phases out the premium subsidy entirely at the top end of the income scale. Part II of the

memorandum explains why it is very important that we not agree o an ncome-related premivm
that includes this feature,

Administration of an income-related premium by HHS would be a formidable undertaking. HHS
does not now have access to information on beneficiary income. In addition to serlous concerns ™
about the privacy of income information, requiring HHS to collect an income-related premium

would mean establishment of a large and expensive bureaucracy at HHS, a task for which the
Department has no expertise or comparative advantage, We estimate that such a bureaucracy,

which would duplicate functions performed by Treasury, would require more than 300 new



Federal employees and cost more than $30 million per year {not counting start-up costs), and run
counter to Administration and Congressional goals of downsizing the Federal government,

Furthermore, the inefficiencies ushierent in the Senate proposal for HHS to collect the income-
related premium have led both CBO and HCFA actuariss to estimate that fess than half of the
revenue theoretically obtainable would be achieved. We believe that CBO would estimate that the
income-related premium in the Senate bill would raise about $8-39 billion over five years if the
collections were handled by Treasury, compared to only the $4 biltion that CBO has estimated if
the premium were administered by HHS.

A, What HHS Would Have to Do to Administer Income-Related Presmium
The Senate bif! would require HHS 1o undertake a complicated series of steps.

ay -

gemﬁgrgnes szg;gg ﬁﬁs dges not have such mfg}mﬁngn Cclleczmg arzd remrwiimg ’

information about beneficiary incomes would be an entirely new function for HHS, one
that some benefictaries may not find appropriate, given the sensitivity of such information.

{(2)  The income information provided by Treasury would be three vears old. Treasury would
send HHS 1995 tax rejurn information, the latest available information, in order to give
HHS sufficient time to develop and send to beneficiaries an initial determination {1.¢., 2
preliminary estimate which would need to be reconcited after the actual tax filing for the
year) of their 1998 income and an initial determination of their 1998 income-related
premium hiability, and give the beneficiary an oppoertunity refute the HHS estimate.

Use o? income éaia zhree years eid is groblemaﬁxc It would be inherently confusing. Past

ture income. For example,
income fz;zr beneﬁmme:s wix} were working in 1995 but iater mtlred would result in an
overstatement of estimated 1998 tncome for the bensficiary. Sunilarly, ifa beneﬁczary had

a capital gain in 1995, that gain would be mclaécﬁ in the beneficiary’s 1995 income used
to project 1998 income.

In contrast, if Treasury were administering the income-related premium, they would not
have to use three year-old data. Rather, because the income-related premium would

be collected a3 part of the filing of the beneficiary’s tax return, it would be based on actual
meome iformation for the relevant vear.

HHS would have to respond to the many fetters from beneficiaries or Congressional
Offices who might be concerned with the general notion of a governmental agency

estimating their income for a year and why they had to supply income data 10 two different
governmentr! agencies.
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The Senate bili requires that HHS send the beneficiary an estimate of their income by
September 1 of the year before the year for which the income-related premium applied and
that the beneficiary be given thirty days to refute the estimate. If the beneficiary refutes
the HHS estimate, the Senate bill provides that the beneficiary's estimate would hold. 1f
the beneficiary does not chatlenge the HHS estimate, the Senate bill specifies that the HHS
estimate would hold,

While the Senate bill does not specify how the income-related premiums would actually be
collected, they could be collected either by HHS direct billing, or SSA deductions from
the Social Secunty check (for the bulk of benchiciaries).

In the case of exchusive HHS direct billing, HHS would have to send quarterly bills to
about 3 million benaficiaries in 1998. For those beneficiarics who did not make timely
payment, additional effurts at collection would need to be undertaken.

Alternatively, the beneficiary-specific income-related premium liability could be sent to
SSA before the beginning of a year and SSA could deduct the amount from the
beneficiary’s Social Security check. This method could be used for 85 percent of
beneficiaries; the remainder would need o be direct-billed by HHS.

If high-income beneficiaries did not make premivm payments they would be terminated
from Medicare Part B coverage. Challenges to terminations could consume additional
HHS resources. Termination may glso involve correspondence with beneficiaries and
Caongressional offices.

Since the initial premivm paymends for a year would be based on the “initial
determination” of income and since "actoal” income and the actual income-related
premium liability for the year may be different from the estimated amounts, the Senate bill
requires that there be a reconciliation after the year. The Senate bill requires Treasury to
send HHS income information after the beneficiary filed their tax returns for the year.
Using actual income, HHS would determine the actual premium lisbility for the year.

For income-related premium liabilities for 1998, the reconciliation would occur in 2001,
This could be confusing to beneficiaries since the reconciliation would involve resurrecting
thetr actual information from a tax return three years earlier and generate additional
carrespondence.

After HHS reconciled estimated and actual income and income-related premium liabilities,
underpayments would have to be collected from beneficiaries and overpayments would

and refunds made to_the surviving spouse or estate. Special efforts may be needed 10
recoup underpayments from heirs where estates had already disbursed assets.




(8)  The paperwork burden for HHS administeation of an income-related premium is
staggering. New forms would have to be developed 1o send income estimates to
beneficiaries, receive their responses and reconcile estimated and actual income. Twelve
million bills would need to be sent if HHS did exclusive billing for income-related
premiums, Additional correspondence would be involved for delinquent collections. Up
to 3 million letters might be sent to handle overpayments and underpayments for g year.

Special paperwork might be needed to recoup underpayments from surviving spouses or
estates,

B minarison with Administration by Treasu

In contrast, an income-related premium could be caleulated through the income tax retum, ina
manner similar to the way that the tax on Social Security benefits is currently determined. One
line would be added to the 1040 tax form representing the smount owed for income-related
premium. Determination of the income-related premium owed would be calculated on a
worksheet in the 1040 instructions in the same manner that individuals calculate the amount of
their Social Security benefit subject to income taxation. If the individual pays estimated taxes, the
income-related premium liability could be included as part of the individual's periodic filing.

There would be some increass in Treasury's administrative costs 1o run this program, but we

" believe those costs are relatively small,

. Potential Costs of Administration by HHS

= LAl

In an era of ever more canstrained funding for program administration, requiring HHS {and §5A)
to take on these administrative functions would be impossible without 2 more than 330 million
annual increase in administrative finding (and 320 million in start-up costs) and more than 300
new Federal empioyeas These estimates of administrative costs do not take into account the need
to deal with inquiries or complaints from Congressional offices, or the IRS itself (which will
continue to be identified a8 the source of final income data), In the absence of additional
resources, processing those inquiries would detract from the capacity of those organizations to
provide other services. Nor do those estimates reflect the additional costs 1o beneficiaries who
believe -- rightly or wrongly -~ that there are errors in the information on which their filings are
based. Just as other taxpayers incur considerable expenses for accountants, lawyers, and so forth,
50 for the first time would thousands of Medicare beneficiaries.

The Administration’s Health Security Act proposed that beneficiaries pay a maximuin
contribution of 73 percent at or above the top income level. In other words, there would be a 25
percent subsidy for the highest income beneficiaries.

There is an itnportant rationale for this policy. If the entive subsidy is removed, the younger and



healthier persons among highest income beneficiaries would have strong incentives 1o drap out of
Part B goverage. On average, Medicare spending for high-income beneficiaries is about 15
percent lower than for all beneficiaries. Since their average expenses would be considerably less
than their Part B premium contsibutions, they could probably purchase a Part B benefit package
privately, at less cost than a Medicare premium equal to 100 percent of the average cost for all
aged beneficiaries. Ifa significant number of high-income beneficiaries dropped out, it would
raise costs for those who remais. HCFA actuaries assume that about 30 percent of high-income
beneficiaries would drop out if the income-related premium were set equal to 100 percent of
average program ¢osts. This would increase the Part B premium for every other beneficiary.
The Administration believes that the maximum beneficiary contribution at the highest incomes
should be 75 percent.

Conclusion

For all of these reasons, [ strongly believe we should support an income-related premium only if it
1s administered through Treasury. I also believe that if this provision remains in the bill, the
~maximum beneficiary contribution should be 75 percent.

U~

DPonna ¥, Shalala

c¢.  Robest Rubin o ’
Secretary, Departrient of Treasury

John Callahan
Acting Commissioner, Social Security Administration



