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THE WHITE HOUSE 

WASHINGTON 

May 22. 1997 

MEMORANIlUM TO THE PRESJl)ENT 

FROM: GENE SPERLING 

SUIlJECT: Tax Cut Proposals for Budget 

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

L J)cvcloplng It PaclUlge; All of your advisors agree that we need to develop our sense of an 
overall $135 billion gross tax package, One reason for developing our tax package is that it 
allows us to work with Democrats to increase a commitment for our education tax package, by 
shmving them that we can put together a package that could include their priorities. Currently, 
Republicans are telling Democrats that they could support other Democratic education tax cuts~­
if they arc paid for within OUf $35 billion tax cuL By putting together a package, we can show 
people like Breaux and Rangel that jf they are committed to your higher education tax cuts, we 
could fit their priorities - c.g" Kidsnve; Rangel's initiatives, ~- outside ofthe $35 billion, 

2. Working with Democrats and Republicans: While part of the goal is putting together a set 
of ideas to get "buy-in" from the Democrats that unifies them, both Bob Ruhin and Jolm Hilley 
believe that ,the best way to proceed is to shop a $135 billion package \vith both Democrats and 
Republicans so that we are continuing to work in a bipartisan process. Therefore, while we 
would seck to unify Democrats with our $135 billion package, we would shop it and get input 
from all sides, as opposed to havjng a "Democratic package" that at this moment might alienate 
Republicans from working with us. As John states. this would be similar to our posture in March 
when we took the same one page budget SUllUUary and sought input and comments from both 
Democrats and Republicans, 

nob Rubin and his staffarc already been involved in'serious consultations, On 
Wednesday, Bob spoke with Archer for 30 minutes nnd met with Roth for over 45 minutes, 
while also speaking with Moynin..'U1 and Rangel and other House Ways and Means Democrats. 
Archer and Roth agreed with Bou to have their staffs meet with Treasury staff next so that they 
could review our $135 billion set of ideas for discussion" 
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3. Two Votes Strategy: Erskine cautions that aU decisions should be considered against the 
backdrop of what best ensures that we preserve our two vote strategy. 

4. Education Package: One of the main issues we need to decide is wha.t alterations' we need to 
make in our education proposals in order to gamer adequate support from Democrats and the 
education community. Everyone agrees that we l1eed 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 nnd how to shave the Hope Scholarship or the $'10,000 deduction." 
Attached is a decision memo that goc.~ thro~gh the pros and cons of such choices. 

5. New Education Jdeas~ Another decision is what additionai ideas we may wish to consider, 
particularly from Charlie Rangel outside oCtile $35 billion. 

6. ChUd Tax CreditIKidsa\,e: A major issue is whether to amend our child tax credit, to a 
"Kidsave" proposal, and whether we want to add refundability. or change the age or income 
limits. The current Treasury set of ideas docs include a reflUldable Kldsave proposal. 

7. Capital Gains Design: We must decide what capital" gains proposal we want to present. 'Iflis 
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 capital gains, and the Daschle estate tax cut. 
One 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 is slwng policy rationale for AMT reform, In tbe 
current proposal, this is started in 200), '{'his allows more middle income tax relief to be 
included in the first five years, yet it fills the last fiye years with a sensible tax refoml instead of 
an exploding cnpital gains tax cut. [s this something you are interested in proposing? 

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

Attached are the following: 

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

• Treasury BaCkground l'apc:r: Memo from Don Lubick that explains several of the 
provisions in the chart, 

• Education Tax Cut Pro/Con Memo: This is a pro/con memo on the different options 
for refonning our tax proposals using ideas presented irom both Secretary Riley. 
Treasury Department and other members of your economic tcam. 



m06trariv~ Dattlinc T;:tx Pltcltllgc: Very Prtfuulnary Tte:uu'i i!ftim,.tes (Uttpt '\\!leN! Ilote~t)_ 
DoU,lf amounts in tnillioos. t\.t~i2l. 1997 

illI 1m lll.22 2llQQ. Wi I ??S-Il:< J.mdl7= 
Education package 

HOPE >clJolwllip, $1,200; Tuition D<mIctiOD, $10,000 II -78 ·<1.242 ·6.561 ·8,461 .9,311 ,10,198 .)8,8)) -94,560 
Rnngel K·IZ","""l_", tox provisioo (!lOt"'rW) 
M1I.kc ScetiOD 121 Permanent .1I:l ,645 -610 ·130 ,796 .8)) ·3,674 ·8,443 

Middle·Cla!! Tn Rclid .md SI.wmg P'Tovisiom: 
Refund"ble Kidsave Credit \2. . ·568 ·10,612 ·10,930 ·14.338, ·17,889 ·17.960 -7t.n? -161/12:1 
[xu;:ti\<\duai AM! reform. s!Ml in 2003 \J 0 0 0 0 0 0 0 .J7An 

Capihl Calm and Bstat;}Tu; ReU~r 
$0');' CapGnE.'l'Clusioo UlQ:UW, AMT ·102 ·1,470 1.493 ·1.643 .} ,621 -1,549 ....790 -11.009 
Super-Bl:mpen Plug Number \4 0 -10 -ISO ·300 -400 -500 -1.400 ·5,500 
President's Homt: SaleS' PC<Ms100$ \4 . ·60 ·239 -222 ·205 -181 ,168 -1,021 '1,600 
Dascl\le FJ;tat.e TlIXPropo:L\ls (1C1) 0 -440 ·540 ·640 ·740 -840 -3,20(1 .10.200 

Urbunlnlti.alivc$ 
Di$~ed A;rus Initi3ti"CS (JCT) \5 ·25 ·172 -370 -464 ·483 -4S7 -1.916 -4,06) 
\Ve~",-"'.Wmk (lC1') 0 .41 ·15 ·95 ·77 -41 ·329 -).$:1 

Otht:".f Tax iuoenuV¢J (JCT) \6 0 -57 -156 ' ·285 -144 -420 ·1,262 -9.422 
One-yur E..'1tenslo."" of~iring: ProvisioN: (JC1) -405 -958 .{;1I2 -398 ~259 ·127 ·2,424 -2,459 

GrQ3J T:u Cui ·1.920 ·18,926 ·)8,863 -21,559 ·32,167 ·33,12:1 -llO,63B -3<16,504 

ReYenue OfT~eh BS3 7,747 9.061 10,225 [0.668 )0,955 48,662 10),945 

Tot,1tI Ncl Cut .].ro7 ' ~11.l?9 ·9,7% -17,334 ·21,499 ·22,168 ·81,7'16 -242'sS9 
(N01 indatUng Rangel ,c:holl) wnrtntdfon pro~tnml ~lpecttd.t() to!.t S3 billion through 2002 81'11.1 S7 hillion through 2001) 

\) The proposllJ drops the a. ru1t: and Pel! offset to HOpe " 
\1 A rdupdoJ)!.: child credit for dilldrell under 13 ",ith a:n opUort.ll SSOO nond~uctible IRA for <:uucau<l'n Of retiremeot 

for eucb child credil allo...'ttl. The at:dit is Sj 56.in 1m. $300 in !998 and 1999, $500 in 2000 u.d indexed thereafter. 
\') A%\I(01:5 t.he ecactmt:ut of !he Admicistnrtion's child credit prcposal. Among .ather thiu.gs. ft elimia.at=s 

severn! ioappropria.le ~pre.(erttlCt items (moSl importantly, personal exemptions a!'!d the standard dcduclioo). nUO\vs pei$OO.al credil~ !o ;)fiset AMT liability. and indexes the A 
\4 Slacked after the 50% exclusiaa ­
15 Exp.rul ilmpom-nnentZon" L."j Enterprise Communill.., B!UwnJields,.oo CDFf. 
'£ EquiU!.ble telling. ~!tiroTax Credit. F'SC $Of\wuc~ and' DC U:Cf:I'ltives. 

http:B!UwnJields,.oo
http:pei$OO.al
http:ioappropria.le
http:opUort.ll
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DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 2.022.0 

May 22,1997 

: 
MEMOMND'CM FOR SECRETARY ROBERT E. RUBIN 

PEPUTY SECRETARY SUMMERS 

FROM: 	 DONALD C. LUBICK ;f)a..-­
ACDNG ASSISTANT SECRETARY (TAX POLIcy) 

SUBJECI': 	 Possible Tax PIicka.go 

, 	 , 

The attached table presel!l$ an illustrative budget package !hal fits within. the recetl! budget 
agreement under very prelimlna!y Treaswy &ecrin,g. The package includ", • nwnber offearures -, 
that will appeal to ConsmsioDBl Demoaatsand S<>lllb RepubUcans and n:fIect3 our=. 
judgment about the outlin", of. sound and politically popular package. 

This'memo highlights decisions that need to be considered if_ package recommend.tiollS 
are to be made pubHcIy. The mClllO ""ncludes with brief descriptions of several tax ideas 
appealing to small busin",. that the President bas asked about, , 

Education 

o 	 !be current education pacl-a,ge con1ains. \;1,200 HOPE credit, a $10,000 nsition 
deduction, drops the B-grade requirement and no longer offsets the HOPE credit by Pen 
gmnts and other federal aid that a student receives. This package costs $3.8 billion more 
tlum the $35 billion for education that is allocated within. the budget agreement. 

o 	 The Education Department has suggested an alternative with. $1,500 HOPE: credit, with. 
no B- Il.l1d no PeU grant offset with • $10,000 tuition deduction that is either capped at 
$1,500 of.ax reduction (so, for example, • family In the 28 percent bracket could deduct 
no more thIl.ll $5,357) or coaverted ioto • credit equaling ]5 percent ofaU higher 
education expenses, up to $10,000. In addition. the second year of the HOPE credit 
could only be received by students who hive ~ their full freshman year of 
school. We believe this package will cost roughly the same amount as the first package. 

o 	 Eitber the amount of too tuition deduction. HOPE credit or both must be scaled back to 
meet the $35 billion revenue target,. particularly Under' JeT scoring. In addition. many 
potential allies strongly urge us tQ alter or drop the B· requirement and eliminate the Pen 
c:rant offset, 

http:PIicka.go


o 	 With money outside the $35 billloll, we propose to make permanent me exclusion of 
ernployer-provided educationalessistanec from taxlIble iMome (Seetl.n 127); Tbi.i. a 
cause that has been cluunpioeed by Senator Moynihan and others in the House end the 
Senate. 

additional EdUCI\liOlll'i:9I!1'"I. ibM Could b. Cpnsid!lf£d IQ Attr.3ct Slmgol! Q,(Kt;y Members of 
QQngress 

o 	 S@oolConstructiQn: We haY<; designed 11 tax proposal to aid school construction (and 
other activities) in poor Jlelghbothoods, as urged by Congressman Rangel among others. 
The States aDd the District ofColumbia would be permitted to allocate a fixed arurua! 
amount oftal< credits (based on population), lIlllch as thoy do currently vnth low-income 
housins tal< credits. The States could allocate the credits for projects in public schools 
toc.!ltOO. in empOWe.rmAtLt zones. enterprise communities or that have a.high percentage of 
low-income students. The schools could u~. the credits (0 help pay for construction and 
renovation proj= by giving them as partial payment to devt:lopers who perform the 
co"'truction work or by selling them. Each .chool would be allocated credits equal to a 
spe.:;!fied p.ortion of construetlon costs w;th the holance to be covered by the State or the 
school districts, 

o 	 m.nsio~ of !he Work Oouo1l\!niIy lax Credit: In addition to l\Xtending the credit for at 
leas, one year, it would be ",,~d.d so that employers birlng graduates ofschools thet 
have. hi8h percemage .f!ow-incom. stUdents vn!hin on. year oftheir gnduation would 
be eUgibl. to receive the work opportunity tax eredit. 

o 	 ~!mlptiQn filr Wi!h~raw.. " from State Pr!\llaig Tuition Elan§: Families that invest in 
plans that allow them to- prepay college tuition not only would receive tax deferral on the 
aonuallncrease in value oftheir investment as providlXl under current law but also an 
exempuon frOD). tax when the fund.....e applied to the cbild's tuition. The _tion 
would apply to plans like Flodda's and Virginia's that allow parents to pay in full in 
adVllDcc for tuition, but not to some other states' plans that operate like mutual funds, 

(l 	 ~i90 QU J2~doQtibilit.Y of Student I,.QfiU Interest: We prefer OU( tuition credit and 
'tUitle,n deduction. which dO' not favor borrowing over s:aving to pay for college, to a 
student loan interest deduction. which does favor borrowing. A student loan interest 
deduction would provide relief. however, to many middle-income students and is . 
administrable. Such 11 proposal is p-opular v.ith certain Senators (e,g., Mose[ey~Biaun) 
and thus may be included in 11 Congressional budgei package.. _" .. 
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Middle Class Tax Rellef and Saving Provisions 

o 	 The baseline package contains. refundable "Kidsave' credit based on the child credit in 
your FY98 Budge~ Kid.."" proposals combine. child taxeredi! with • tax-preferred . 
saving vehicle that can be usad for the child's education and for retire",ent (of tho 
taxpayer). Kidsilve is popular with many moderate Senators, particularly Breaux and 
I(•.iIy. The particular version shown in the baseline pacl<age is refundable, whicb would 
help draw. strlki1lg contrast between the di$trlbutional elfeet oflikely Coogres,io••1 
taxes packages and ours. 

o 	 An alternative would drop refundability and instead extend the child credit in your FY98 
budge, 10 children uuder 18 (the Budget proposal gives a credit for children uuder 13). 

" 
o Kids.va proposals cleverly eombine an education saving mechanjsm with the cluld credit 

(oue version would make contributions to the education saving account optional). An 
alternative would be to have separate child credit and IRA proposals, as was done in the 
FY98 Budget. lRAs, particularly hacklo.ded IRA., are very costly in ·years beyond 
2002. Adding our IRA Budget proposals would cost about SIS billion through 2002 
under JCT scoring. 

o· The large laX cuts agreed to in the ,eccnd five years of the package provide an excellent 
opportu.nity to refonn the individual Ah~tiveM1hlmum Tax in a sound taX policy way 
and better distributed to the middle class. Currently only 600,000 taXpayers are affected 
by the AMT. By Z007, however, as many as 9 million taXpayers may be affected by the 
A.M.!. many ofwhom will be ordinary taxpayers since even the personal exemptions, 
stuudard.deductlOll aed atite aed loeal taXes are treated as prefereoce items. The AMT 
will also start to claw back HOPE credits aed the ebild credit. Fixing the AMT is 
important for,the long-run health of the income tax, but is very expensive since the costs 
ofdoinS so increase slw:ply beyond 2002. We propos. to tackle this problem when the 
AMT problem becomes importan~ namely aft.r 2002. 

Small Business and Cnpital Gains Tnx ReHef 

o 	 The baseline package contains a SO percent exclusion for long-term capital gains (s.o the 
mnimum tax rate is 20 percent); a small bu'siuess/vcnture capital proposal for capital 
gains relief, supported particularly by the biotech and computet industry; and the home 
sale:; provision in your FY9S budget. Note that Treasury and JeT s.coring of capital 
gains bas differed substantiaHy in tne past 
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More 'o~tail on Special Rules for Small Businesses aDd Sma!) Business Investment Companies 

o 	 hidividual.' long-term capital gain. would be taxed at one half of the statutory rate 
applicable to ordinary income - the maximum rate would be reduced from.Zlho.j9.8 
percent. Correspandingly, the maximum rate on the sale of ,mall business stock held 
for more than five year< would be redueed from approximetely 14 p= to 9.9 
percent (from 21 poiceni to 15 percent fur ""'Payers subject to the alternative 
mjnimum tax). 

The size of ccmpanie. eligible for these spooiaI rul .. would be increased 'from 
$50 minion of gross assets to $100 million of gross assets and the limitation on 
the amount of gain that could be excluded (currently $10 million) would be 
eliminated. 

This plvpesal would also adopt some of the cb.anges to the 1993 small business .. 
stock provision previously suggested by Senators Dasehle, Lieberman and Hatch 
and by Congressman Matsui (among others). ThIs proposal is particularly 
favored by venture capital and biotechnology fU1DS. 

o 	 Under a separate proposal, a specialized .mall buoiness investment company (SBlC) 
would be allowed under special rules to qualify for an exemption from entity-level 
corporete tax 10 the extent it distributed its income currently. Alternatively, during a 
specified period, any SIlIC would be permitted to convert ""'-free toa partnership. In 
addition, the rules that provide for exclusion of gain on se<Urities when there is a roll­
over to a SBlC would be Liberalized for individuals, and would be extended to 
corporations. These rules would increase the exclusion for capital gaios Oil SBre 
stock from 50 to 60 percent; extend the preference for corporate "",payers, and, 
liberalize certain other rules. 

These changes have been proposed by Congressman Jefferson who has advocated 
them as a means of improving capItal acCess for minot'ity..owned businesses. 

o 	 This package should receive wide political supp0t't: yet is designed to not unduly favor 
very hlghMincorne taxpayers :md cause the net w: cut to explode in years beyond 2002, 

Estl1te Tax: ReHeffor Fnmily FJt:mJs and Ctosety~Held Small Businesses 

o 	 The baseline package includes the estate: til)!; proposals for special relief to fa.rms and 

smail businesses sponsored by Senator Dasch1e,-They would create an estate tax 

'exemption for the first $900,000 of value in a IO qualified family·owned business interest" 
(in addition to the $600,000 unified credit}, Tbe proposal would also increase the 
'amount of estates ctigib!!! for the special 4 percent interest rate on deferred payments. as 
in your FY98 Budget. ' 
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Urban initiatives and other Budget items 

o 	 The baseline package e~ntains a complete set of fY9S Budgot initiatives,. including the 
expansion ofEZ. and EC., Bm-ndds. CDFI and !he Wolf.fMO-WOrk tal< <fedit!l!ld 
tax ineentiveo ro, FSC software. D.C.• and Puerto Ri<o. and the equitable toiling 
provision. It mends expiring provisions that we do not make permanent,jneluding the 
R&E tax credi~ deduction for contributiollS of appreciated stock to private foundations, 
the work opponunity tax credit and the orphan drug tax credit. 

Intrease Deduction for Self-Employed Health Insurance 

" 	 You have asked us to think about increasing the deduction fo, the purchase of health 
il1:lurance for' !he se1f-einployed. The SIlllill Business Job Protection Act of 1996 
gradually increaseslhe deduction for self-employed health insurance COSts from 30 
percent in 1996 to 80 percent in 2006 and thereafter. It has been proposed that the 
deduction should be increased to 100 percent. The proponents argue that the proposal 
would provide parity with the employet-providcti health insurance deduction. whlch is 
100 percent. However, most employers do not COver 100 percent of Iheir employees' 
insurance costs. Thus. CUffenllaw is closer to parily .0 the propo.sailO increase 'the 
deduction for self-employed health insurance is overly generous. It should n1so be 
noted that no "",' subsidy is presently provided to encour"lle employees wimout 
employer-provided insurance to purchase their own bea1th insuranee., There are 
appro:x.i.rDalely nine miUion employees wbo purchase their own insurance, as compared 
to 'three million self"""l'loyed individuals wbo claim the Self-employed health 
insuraD.ce deduction. 

Modification fa the Home Office Deduction 

o 	 You also asked us to think about modifications to the home office deduetion. A home 
office business expense deduction could be allowed where substantial and essential 
administrative or management activities of the taXpayer's business- are conducted on a 
regular basi' in the taxpayer's home. provided the taxpayer has no other location for 
pc~rforming 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 so used on a regular basis, would also continue to apply. This 
proposal has been estim.ted to COSt roughly $650 million through 2002, assuming a 
January 1. 1997. effective date. 
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".' THE WHITE HOUSE 

WASHINGTON 

\ 

May 22,1997 

"'mMOI~N"DUM TO THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Edu<.!ion Tax Package 

• 
TIlis memo describes two basic approaches to changing the HOPE Scholarsbip and 

$10,000 tuition tax deduction proposals in order to (I) fit within the $35 billion allocation over 5 
years, (2) address, to Varying degrees, the concerns about possible grade inflation and tuition 
inflation mised by pundits, and (3) eddres. issues ofprogressivity raised by key Democrats and 
education groups. The memo also describes other education tax items that could be included in 
an Administration tax package outside of the $35 billion that was reserved for your credit and 
deduction 

Inside the S35 billion: HOPE and the Deduction 

Treasury'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 CQsts $18,6 billion and the 
deduction cost $17.6 billion)' 

BoU. options 3 and 4 below arc attempts to regain costs that would be'the result of 
chang.es to the grade requirement and Pell offset, as described in I and 2. . 

1, Grade RCQ1Iirement 

The reasons for chonging tile grade requirement include: (1) administrative concerns 
raised by colleges, (2) "grade inflation" arguments from pundits. and (3) concerns that tile 
requirement would not be applied cquaHy across famities, because middle income ramili9s at 
traditional coHcges could stiU get as valuable a tax benefit through the tuition deduction (which 
has no grade requirement) eVell if ineligible ror the credit There: arc two possihle alternatives: 

I Joint Tax estimlltes have been higher.~ a Iota! of$40.6 blUion, with $28 9 attrihutable to the credit. and 
51l 6 altribuiablc to (he deduclioll, The cooperative efforts between Joint Tax and Treasury. agreed to in the budge! 
deal, may reduce this dlSp:trity. 

http:chang.es


Ia. Satisfactory Academic Prog ....s. Federal student aid programs cummtly require 
that, in order to continue receiving aid, the students must maintain "satisfactory aecdemic 
progress." This roughly equates to "passing," and is defined and Policed by the schools. 
This option is roughly equivalent to eliminating the grade requirement. 

Pro: 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. ' 

1 b. Achieving Sophomore status. Under this approach, a student could not receive a 
se.cmd HOPIl Scholarship until she had successfully completed One full academic year. 
(Thi,s 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, or to 
continue with their studies beyond a semester or two. It provides an argument that 
we are not completely backing away from an accountability component wit.hiit 
1·IOPE. 

Con: This could be confusing to students and taxpayers who~ based on 
information provided by the school t would have to sv.itch from the credit to the, 
deduction until they fully completed one year, then would sWitch back to the 
credit. 

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

2. Offset of Federnl GIllols.Cfe1l Offset") 

In order to stretch the $1,500 credit furthcrinto the middle class, your HOPE Scholarship 
proposal currently makes PeU Grant recipients (and other Federal grant aid recipients) ineligible 
for the HOPE Scholarship [fthey receive $1,500 or more in Federal grants. Higher education 
organizations and Democrats in Congress have argued that this I,mfairly excludes Iow~income 
families from HOPE, leading to a more regressive proposaL): 

There arc two alternatives for Ule Pell Grant offset: 

'1 Ignoring the full $3,000 1hil\ thc lowest income studenlS eM receive in Pel! GranlS, thcy argue that your 
Budget provides only S3{lO (ot the poor students (the Pel! Grant incrcase), hut $1 ,SOO (I lOPE) or evcn $.2,&00 
(maximum $1O,0{)0 deduCliDtl at 28% bracket) for higher.income fumilio.':n. < 



Z •• Eliminate offset entirely. A student with a $3,000 Pell Grant <:auld also receive a 
$1,500 HOPE Scholarship, if the taxpayer poid enough tuition and fees and had tax 
liability to which to apply the credit. This option C()sts $3 biHfon when considered alone. 

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

Con: Cost which must be absorbed through other cbanges to the proposals. 

2b. Off.et grants by 50%. With this approach, a student's eligibility for the HOPE 
Scholnrship would be redueed by half of the Fedetai grants reeeived' This approru:h costs 
$0.9 billion when considered alone. 

Pro: Costs less than eliminating tt;c offset entirely. 

Con: Excludes the pooresi stedents from HOPE (those with maximwn Pell 
Grants). Will not completely satisfy key Democrats and constituency groupo. 
Would still require a "Federal grants" data clement to be reported by colleges. and 
used by taxpayers and the IRS in computing the credit eligibility, 

3. Education's aonrQach: 5J .500 Credit. Deduction caoped at $1.500 

The maximum HOPE Scholarship would remain at $1,500. The tax deduction would still 
apply to up to $5,000 ofluition and fees through 1998 and up 10 $10,000 thereafter. However, 
the value ofilie deduction would be reduced by either capping it at$IJ500 or turning it into a 
15% credit. With either approach, in the first two years of college, the HOPE Scholarship would 
never be less valuable than tbe deduction. 

Education argues that this approach would (I) equalize the benefits between the credit 
and the deduction, addressing a criticism from some Democratl) and higher education groups, and 
(2) maintains the commitment to provide access to the averagc,communjty college. 

The t WQ approaches for achieving these objectives are: 

I. Cap "alue ut Sl,SOO. The value oftile deduction (tax bracket times applicable tuition 
and ices) could not exceed $1,500, A fnmily in the 28% tax bracket would reach the cap 
at tuition and fees of$5.357. For tuition and fees up to that level. the deduction WOUld 
continue to be morc valuable for higher income familiC!i than for lower income familics, 
because ofthcir different tax brackets. 
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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 full benefit of the 
deduction. 

Can: Students at higher-cost private 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 1 b and 2b. 

4 




4. Treasur;:'~ apllfO.ch; $1,200 credit. $10.00\1 dedllCtion, 

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

Pro: Orie benefit ofreducing the HOPE credit is that it reduces any potential tuition 
inflatIon at community colleges, because fewer C9mmunity colleges would have tuition 
and rees below that level. 

Con: Increases the disparity between the value ufthe credit (SI,200) and the value ufili. 
deduction for a higher-income family ($2,800). TIle credit would not cover average 
community college tuition (now at $1.500). 

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

5. ReduCl; both the deduction and the credit 

Ifyou decide to completely elimina", both the grede re<Iuirement and the Pell offset (I. 
and 2.), it may be necessary to explore options that would reduce both the deduetion and the 
credit in order (0 offset those costs. For example, a $1,200 HOPE Scholllnlhip, and an $8,000 
deduction, capped at a value of$I,200 or 15%, might yield the necessary savings: 

Education tax items outside the $35 billion 

The Administration's tax package could include several education-related tax items 
outside of the $35 billion allocation. While Chairman Archer's staff clearly want to use some of 
these other items in place of your HOPE Scholarship and tuition tax deduction, I strongly feel 
that we must hold finn to our strict interpretation of the letter, which reserves the roughly $35 
billion for "postsecondary education, including a deduction and a credit. , . consistent with the 
objectives put forward in the HOPE scholarsbip and tuition tax proposals contained in the 
Administration's FY 199& budget to assist middle-class parents." lfwe open up the $35 billion 
to 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 Rnngel elementary.secondary provision. Rep. Rangel has been helpful on HOPE 
Scholarships and the tax deduction, and very much wants to see some ofms ideas 
incorporated into 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 Democrats, and House Democrats. Strongly supported by the higher 
education commtmity. Cost ranges twm 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). 

.. 	 Extending Section 127 (tax deduction for employer ..paid education assistance), Senate 
Republicans have proposed making it pertnru1en4 while your 1998 Budget ••tended it 
through the year 2000. Sen. Moynihan is a strong supporter ofthls provision. 

.. ,FAueation savings incentives, loosely based on the Liebennan~Breaux "KidSave" 
proposal. . . 

• 	 Community Senrieellncome Contingent Loan Forgivencss. Exclusion from income of 
loans forgiven by a non-profit entity for community service, or loans forgiven under the 
Direct Loan Program's income-<:ontingent repayment provisions. Part of your 1998 
Budget, costs only S15 million. 

• 	 Work-Study income exclusion. Senate Republicans have proposed exciuding income. 
from the Federal Work-Study program twm WXation. This costs $0.4 billion. 

• 	 Pr0-paid tuition pJans. Exempt withdrav.llls from taxation. 11lls costs $Q.6 billion. 

Rangel's Educa1iQD EmJKtWcrment Zones 

Rep. Rangel recently introduced legislation that includes his version of the HOPE 
Scholarship (refundable), as well a.., his own proposal aimed at helping public elementary and 
secondary schools in poor areas. Rangel's legislation includes (1) a tax credit to subsidize bonds 
for construction, renovation, teacher training, and curriculum development for 'Iacademies" 
based on school~busincss partnerships in empowerment zones and empowerment communities or 
high-povcrty schools in other arcus, and (2) an expansion of the Work OpportUnity Tax Credit to 
benefit employers who hire graduates within six months of leaving an aeademy. 
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There are a number of problems with the design of these proposals. However, we do feel 
that there are some useful concepts in the tegis1ation, and that we can wOrk with Mr. Rangel o~ 
one or more of the following approaches: ' 

School Construction in EZlECs; A tax benefit to help roouce the cost of borrowing or 
other financing ofschool construction or renovation in high-poverty areas. This could 
include some of Rep. RangeJJs conditions for business contributions and involvement, 
though thaI would be an awl:ward design. 

Chillier Sehool Construction in EZfECs: A tax benefit to help reduce the cost of 
borrowing or other financing for the construction or renovation of public 'Charter schools 
in high-poverty areas, 

School~Busine.ss Partnerships in EZlECs: A tax benefit for contributions ofmoney, 
equipment, -or time associated with a partnership between a business and a school in a 
high-poverty area. 

WOTC expansion 10 ElJEC gl1!dual'" Like Mr. Rangel's proposal, expand the Work 
Opportunity Tax Credit to graduates ofschoois in ElJECs, or to schools that mcct certain 
criteria (such as the Rangel Hacademiesto

), 

WOTC expansion for high school apprenticesbip$:: expand the Work Opportunity Tax 
Credit to businesses that hire participants in school-business partnerships while they are 
in schooL 
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THE WHITE HOUSE: 

WASHINGTON 

May 25, 1997 

MEMORANDUM TO THE PRESIDENT 

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 fonn of the capital gains tax cut and the education package. Those memos are 
'attached, along with a memo that Secretary Riley sent to me. 

Capital Gains 

On capital gains, most of your advisors, including me, believe that the best approach may be to 
lead with a 400/0 exclusion of capital gains; as well as an expansion of the Bl:lInpers capital gains 
relief for the sale of small business stock Some Democrats will not be satisfied with this 
approach because it does not have a populist c;'omponent. But its advantage, as Summers notes. 
is that it allows you to start with a broad-based capitaJ gains cut that stilI gives us room to 
bargain. Bob Rubin, Larry Summers, Ron Kiain, John Hilley, Frank Raines and m'yselfaU 
concur that it is best to start with a broad~based CUt that leaves you some room 10 bargain. A 40% 
exclusion is one, but not the only approach. that wouJd meet that standard. 

You will note on the capital gains memo that there are two options listed that actualiy raise 
revenues over both the five and tcn~year period. These options set specific nlte schedules _. as 
opposed to broad rate exemptions ~~ which lead to less generous capital gains tax cutS 10 those in 
the 31 % and 28% brackets. For example) while a 50% exclusion would mean someone in the 
31% bracket pays 15.5% and someone in the 28% bracket pays 14%, under the specific ralc 
schedule listed here. both would pay the higher T~tte of 20'Vo. 



Capital gains tllX culS that have significant tax relief for people in the highest marginal rates and 
only smaller tax rate reduction for those in 28% and 31% brackets tend to raise revenues for the 
following reasons: 

When there is a significant capital gains tax reduction. there is a scoring assumption that upper 
income taxpay(~rs will realize significant capital gains that they would not have Qjberwise 
realized within a fiye Qr ten-year window. Therefore. even though tax rates are being reduced, 
revenues increase because of the increased amount of capital gains realizations occurring 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 gains tax cuts on those in the 3 1% 
and 2&% brackl!ts reduce rates on many realizations that would bave bappened anyway during 
the five to ten year budget window. Therefore, significant reductions on capital gains rates on 
those in the 31 % and 28% brackets tend to cost revenues. Consequently, options that have 
significant rate cuts for those in the 39.6% bracket while only smaller tax cuts 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 ofyour economic advisors. is that a capital 
gains c.ut that raised revenues would be very poorly received particularly among Democrats and 
commentators. 

Education 

On education, the choices are to reduce the credit, reduce the value of the deduction, or to phase 
both of them in slow-iy. The cost csttmatcs are preliminary, so any option you choose may need 
to be adjusted somewhat in order to not exceed the $35 billion allocation. As you will see from. 
Riley's memo, he feels strongly that the credit should be maintained at $1500 (he presents an 
option similar to Treasury's third option). 

While ( think there is significant substantive merit to Secretary Riley's option, in light of the 
criteria you have expressed for laying out an education tax package, myself, Frank Raines. John 
Hilley, and Ron Klain would all support a proposal that would keep both your $10,000 deduction 
and $1,500 credit and save costs by simply phasing them in. The Treasury option that meets that 
standard is option four which phases in both the HOPE Scholarship and $10,000 deduction so 
that they are nl their full amount. $1 SOD and $10,000, by the fourth year of your budget plan ~~ 
Fiscal Y car 2001. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON. O.C. 20220 


May 25,1997 

MEMORANDUM FOR THE PRESIDENT 


FROM: LAWRENCE SUMMERS 
DEPUTY TREASURY SECRETARY 

SUBJECT: Education Packages 

This memo presents Treasury estimates of several possible combinations of the HOPB 
schol.rsrup and tuition deduction as weilas several other education proposals, The packages 
iUustrate 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~ requirement (as requested by the education 
lobby) and tho l'eU grant offset (as requested by Congressional Democrats), Dropping these two 
items is estimated to cost approximately 553 billion through 2002. 

Each of the options set forth below would eliminate the Pen grant offset and the B­
restriction. Each 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 SI,5oo, The effective 
date ofthe options has been moved back to January 1, 1998, wruch saves roughly $2.5 billion. 
Please note that the Joint Tax Committee may score these proposals .as being more expensive than 
shown in the table, 

Education Packages: Prelimin:lry Tre:tsury Estimates, (Dollar amounts in billions) 

1998-2002 1998-2007 

n,sHOPE Scholarship, $1)00; Tuition Deduction, SIO,ooO' 

HOPE Scholarship, S1.000; Tuition Deduction. $10,0001 

HOPE Scholarship, $l,SOO~ Tuition Deduction@15%credLe 

Phased in HOPE Scholarship; Phased m Tuition Dt;duction· 35,0 

'The tuition deeuc::on starts lit S$,OOO tP.rO'JRJI 1999, und incr<!a~cs 10 I\ a,ooo therca..{1er. 


lThe luiliCln ded...~ion $!iIr"..<) al 510.000 in 1998, 


'This vm1'l.1ioo convertl the tuition deduction inlo. 1 S pcrcen~ credit or; expcnllCS up IQ 51 0,000 ($5,000 in 1998). 


'The milion deduclion starts 81 $5,000 through :(000, and iIlCfe1!..~CS \0 $10.000 .hereafter. The HOPE credit s,lilts at 

S! ,'laO through 2COO. arullllCfCa$(;:; IQ $t.5OO thereafter 
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o 	 The cmcial design choice that needs your guidance is whether the HOPE scholarship, the 
tuition deduction: or both should be trirruned to fit the education into the S3S billion 
agreement. 

Trim the HOPE credit Trim the deduction _ Phase in b.Q.th " 

(As in package #1 above) (as in package #J above) (as in package #4 above) 


There are additional po.sible variations of the packages. Elimination of the Pell 

offset could be phased in. though this would not saye a lot since completely 

e1intinating the Pell offSet cost, roughly $3 billion througb 2002. The income 

phaseout ranges could also be altered (the credit and deduction phase out for joint 

filers with incomes between $80,000 and SIOO,OOO and single filers with income 

between $50,000 and $70,000). . 


Additional'Features of the Eduution Packages 

o 	 With m.oney outside the $35 billion, we propose to inake permanent the exclusion of 
emproyer~provided educational assistance from taxable income (Section 127). This is a 
Gause that has been championed by Senator Moynihan and others in the House and the 
Senate, Doing so win cost roughly $3.7 bUllon through 2002. 

o 	 A student loan interest deduction would provide reliefto many middl~income students 
and is politically popular. Adopting the.student loan interest deduction in the Republican 
Leadership education bill (S.1) would cost $1.8 billion under Treasury scoring (and SO.7 
billion under Ioint Tax. scoring). 

The proposal to deduct student loan interest would provide a $2,500 abovcMthe~1ine 
deduction, phased out at $45,000 to $65,000 for siogle ftlers and $65,000 to 
$35,000 for joint filers. 

o 	 W~ are developing proposals to aid schoo! construction (and other activities) in poor 
neighborhoods, a..'\ urged by Congressman Rangel and others, 
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OEPARTMENT OF THE TREASURY 

WASHINGTON, D,C:. 20220 


May 23, 1997 

MEMORANDUM FOR THE PRESIDENT 
. 


FROM: LAWRENCE SUMMERS 
DEPUTY TREASURY SECRETARY 

SUBJECT: Capita! Gains Relief Package 

This memo provides severa! options for broad·based capital gains tax reliee Our 
re,,,"nmended option is a 40 percent exclusion for capital gains (with the AMT rate on capital 
gains reduced to 20 pereent). This leaves room for negotiating a slightly higher exclusion. but 
holding ftrnlagainst capital gains indwcing. We would also recoinmend that. capital gains relief 
package include expansion of the Bumpers targeted capita! gains relief presently provided to 
boldings of smaU business stock (ns descnbed 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 ($250,000 for otber taxpayers). We intend to provide you next week with • memo 
regarding capital gains indexing, which will detail the problems that would result from allowing 
indwcing. . . 

The foUowing table provides the cost estimate~ for various broad~based capital gains options I 
that we have considered: 

m 

·$32.3 ·596,9 

Separate rate schedule: 10.5% for 15% bracket taxpayers, 
+$13.4 

I All of the estimates shown include the cost of the proposed exclusion for sales of 
principal residences, which COStS Sl.4 billion through 2002 and $2.3 blllion through 2007. 
However, they do not include the proposed expansion of the Bumpers targeted cilpitaJ gains 
prOVIsion. 
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o Replace the current maximum rate on capital gains with a percentage exclusion. This 
provides the same proportional reduction in the rate on capital gains for taxpayers in aU tax rate 
brackets. Thus. in contrast to current law (which provides a maximum capital"gains rate of28 " 
percent benefitting only higher income taxpayers), the proposal would provide capital g~ relief 
for low and middle income'taxpayers. A 50 percent exclusion would lower the top rate on capital 
gains from 28 percent to J9.8 percent. Several current Republican bi11~ include a SO percent 
exclusion for capital gruns. For AMT purposes, capital gains would be subject to a special 20 
percent rate. rather than the regular AMT rates of26 or 28 percent This ensures that the top 
capital gains rate is 20 percent for both regular tax and A1VIT p~rposes. 

o Separate rate schedule appUc.able to capital gains. An afternative means of providing rate 
relief would ho to tax capital gains under a separate rate schedule. For example, a special rate 
schedule could be established with. rate of7.5 percent foi taxpayers in tho IS percent bracket 
and a rate 0(20 percent for taxpaYers.inrugher tax: brackets. A special AMT rate of20 percent 
would apply. . . . . 

Thus, in cllntrast to a percentage exclusion, taxpayers in tax brackets ranging from 2& 
percent to 39,6 percent would be subject to the same special capital gains rate. This causes a 
separate rate schedule of this type to be much less expensive than a percentage exclusion because' 
the greatest benefits are given to high bracket taxpayers who are more likely to have induced 
realizations from the proposal. Conversely. less revenue is spent on lower bracket taXpayeni who 
are less likely to change their realization pattern as Ii result of the proposal. Obviously. this type 
of separate rate schedule is more regressive than an across-the.-board exclusion. 

Expand Bumpers tatteted capital gains relief for the sale of smaU business stock. 

In )~93. targeted capital gains rcliefwas added under section l202, largely at the behest of 
S<mator Bumpers, for sales of small business stock, Section 1202 presently provides a SO percent 
exclusion for capital gains from the sate of qualified small business. stock held for more than 5 
years. Ifadditional targeted capital gains rehefis desired, Section 1202 could be expanded by: (1) 
ellminating the $1 0 miliion limitation on eligible gain. and (2) increasing the size ofqualified 
businesses from SSO million of gross assets to Sloo million of gross assets. Also, if a broad~based 
capital gains exdusion were .adopted, we would recommend that the exclusion under scct~on 
1202 be increased correspondingly to 75 percent, i.e., the maximum rate under section 1202 
would be roduced to 9,9 percent (tS percent for taxpayers subject to the AMT). Certain technical 
changes would also be made. 

These changes are similar to proposed changes to section 1202 made by Senators Daschl!!'. 
Lieberman and Hatch and by Congressman Matsui {among others}, 
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l.1NrreD STATES DEPARTMENT OF EDUCA1:tON 
'THE SECRETARY 

May 23,1997 

MEMORANDUM FOR GENE SPBRLING 

FROM: SECRETARY RICHARD RILEy,,-.$l 

RE: Recommended compromise higher education tax package 

I de.cribe below a compromise $35 billion higher education tax package that would eliminate the 
B· requirement and eliminate en!lrely the HOPB offset for Pell;and other federal grants while 
keeping the maximum HOPE tax credit at SI,500 •• the average community college tuition. It 
pays fur these change. by making the tax credit and tuition dedueUOlI effective Janusry I, 1998 
rather than Iune I, 1997, and by capping the value of the tax deduction at 15% oftuition, up to a 
maximum of$I,500. I strongly tavor thls approach over one lhal would reduce the size ofthe 
HOPB tax credit for the following reasons: 

, 
! 

The compromise package dfAlcribed below which maintains the 51,500 tax credit would: ... 
• 	 Mole. the average community coUege free. ". 
• 	 Still provide significani benefits to families in the 28% tax bracket (over $60,000 AGl) 

because families with more than one child eould take the tax credil for each child in their 
firSI e.r second year of college al the same time that they take the tax dedueUon for their 
other children or for themselves (i.e. the credit is per person while the $10,000 tuition 
deduction is per family). In addition. we would help families in the 213% bracket by 
reinstating the student loan interest deduction, paid for outside the $35 billion. 

., 
"j.• 	 Mole. the package more progressive, en,uring that the balanced budget plan is more 

progressive, and even more so when viewed in combination '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 $1,200 and maintRining the luition deduction as i. would: 

• 	 Make il vel)' difficult to say that the tax credit would make the average community college' , 
free because the average community coUege tuition is 51,500. Over half the States now 
have estimated average community college tuitions above $1,200. 

• 	 Make it difficult to argue with others against lowering t.1e credit further bceau.~e the level 
would no longer be ~ied to the avcrngc COfI'..rl1UI"Jty college tuition. 

• 	 Leave us highly wlnerable to Congress amending our proposal to cap the deduction at 
$1,500 and using the savings for a different Congre:.s.iona! proposal. Congressional 
Minority, the higher education community, and pundits have criticized our deduction as 
regressive, Thus, we could very well end up with a lax credit below $1.500 and a reduced 
tuitIOn deduction. And once we propose lowering the tax credit, it is very unlikely that we 
could raise il back up to $1,500. 

600 1I'm£!'ENoENCt: AVE., S.W. WASI11NGT()N.l).C. 2CZ02-0100 
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Re<:j!mmended Compromise ea~knee: 	 S-year cost: $35 billion 

1. 	 HOPE Tax Credit: Require sailifaetory progre" rather than .t least. a-

This package would eliminate the B- requirement for eligibility for a .<GOod HOPE tax 
credit. but would continue to require responsibility by applying the "satisfactory progress" 
requirements now used for eligibility for student aid progrsms, These rul.. require that 
studentS maintain at least a C average or meet other standards set by the institution. Tbis 
chaage would increas. cost. by $2,2 billion oW'l 5 years,

• 
2. 	 HOPE Tax Credit: Eliminate tbe oli.et fot PeU and other federal grants 

•
Our FY98 Budget proposal deducts the ~e ofany Pell or other federal grsnt from the 
value ofthe HOPB tax credit, To provide more assistance to lower income students, Ibis 
compromise package would eliminate the offset completely, as both Rep, Rangel's bill and 
the Senate Minority bill propose, This costs an additional $3 billion over 5 years, 

3. 	 Til>' Deduction: Cap the benefit at $1,500 

•
To offset the cos! ofth. above cluulses, this package would reduce the maximum benefit 
ofour proposed tax deduction from $2,800 to $1,500 by limiting1lhe value of the 
deduction to 15% ofruitionand fees, up to. maximum of$I,506, Tbis would respond to 
edticistn that the deduedon is regressive while rnaintaiIlins its sensitivity to tuition 
amounts, The higher education community and Hill Democrats would strongly supported 
Ibis ehange, end it would save $4,0 billion over 5 years, To pro,ide additional assistance 
to families in the 28% bracket who would benefit less than under our original proposal, I 
reconunend reinstating tax deductibility ofimerest on student or parent bigher education 
loans, paid for outside the $35 billion regelVed for !he tax credit and ruition deduction, , , 

4. 	 Make the tax credit and deduction .Iiective for studies begun after January I, 1998 

in'tead orafter June 1,1997 


Our FY98 Budget proposed making the tax credit and tuition deduction effective for 
,rudie, begun after June I, 1997, However, at tbis point, it would be very difficult, ifnot 
impossible, for the IRS, Education Department, and higher education institutions to 
implement the change for ta.'x year 1991" Therefore, this package would make these 
changes elTective for studies bagun after January I, 1998 (tax year 1998), which 
preliminary Education Depanment anelysis suggests might save $2 3 billion over 5 years, 

This package would also commit to reL'lstating the deductibility of interest on any student or 

parent higher education {oan (Senate Mncrity version which has the higher phased out range 

benefiting those in the 28% bracket), extending Section 121. establishing a 10% tax credit for 

smoil businesses that provide education and training, and allowing tax-free forgivef!.ess of student 

loans for those engaged in community service, but would pay for these proposals outside the $35 

billion reserved for the HOPE 'ex credi, and $10,000 tax deduction. 
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S-year cost 
($ billions) 

Propos.lln FY98 Budget: $36.1 

Possible Compromise Po.kllge: 

1, Substitute satisfactory progress requirement for 
the B- requirement 

+$2.2 

2, Bllminate HOPE offset for PeU and other federal 
grant. 

+53.0 

3. Cap the value ofthe tax deduction at 15% of 
tuition, up to 51,500 ' 

4. Make the tax credit and tuition deduction 
available for studies begun after January I, 1998 . 

est. -$2.3 
(Trwv.'Y ur;itl'O.t.e natyd /Mikblc) 

Net change: -su 

Total Cast: $35 bimon 

Outside aithe 13$ billion reservtd fur the HOPE !me credit atA tuition deduction. this compromise 
pawgo would reinstate the .stlJ,..;]ent 10m 1ntlm.St deduction (Senate Minority ~onwhich has the 
higherphue-out range lxnefiting those in !he 28% brackct), e>.'"tend Section! 21, estab~ 4 smell 

, business tax ~redit for education end training • .e.>'J.d allow tux-free loan fQrgivones~ fOr people cngnsed in 
, commurjty service. 
I 

,: . 
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June 10, 1997 

MEMORANDUM FOR GENE SPERLING 

FROM: Bob Shireman 

SUBJECT: Opposition lette ... to Archer plan 

Attached are new lette... opposing tile Archer approach to higher education tax cuts, Tiley 
include: 

Association ofCommunity College Trustees 

American Association ofCommunity Colleges 

Tile College Board 

United States Student Association 

U.S. Public Interest Research Group Higher Education Project 

These lire in addition to the AASCU letter that was released tuday, 

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

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

Jake is working with Education to make sure that the pre .. reels the drumbeat of 
organizations expressing concern about the Archer apprqach. 



FOR IMMEDIATE RELEASE 
Contact: Noah Brown 
20217754667 

COMMUNITY COLLECR STl1DENTS LOSE HOPE 
UNDER ARCHER TAX PLAN 

Washington, DC (June 9) - House Ways & M¢MlS Committee Chairman Bill Archer 
today unveHed his plan to provide $85 billion in nel lax cuts as pm of the budget reconciliation 
biU to be ccmsidered by C,ongi'C$S this tiUlnmer. The plan's education components depart 
significanlly from Pn':$idl'.!nt CJinton' s proposal$: and cu,~ mhalf the value of the tuition credit for 
students attending community coUcgc:t. The pll1l'l also would raise 1nxes on worki.ng Americ,ms 
who need access to posrsecoudalY ~t1c:arioil to r~main <:mpfoyable. 

Archer) phm pf<\vides" $22 blUiQH for thl! PusidenT's Hope Scholst:ship tR.X credit over 
fi...-e yearn. Th¢: credit would match 50 percent of higher ~ucation out-of-po¢ket expenses 
(tuition and lxmki» up to 53!000 to familj.::~ cllrhillg t¢~$ than SRO,OOO per yeac, and 10 
individuals ¢arning less than $40.000 ~r yeaf'. This contrasts sharply with the Adntinis(t~tion's 
tax credit p1311 to provide" fax credit of up to $1.500 to c~ver educational expenses for the flfSl 
two years of college. 

Student$- attending 'commuJuty colleg~s, where annualruition averages less than $1,500, 
lose Jmdcr Ar,:hcr's version ofthe tuitiOll tax credit This is duc to the way in which the amount 
of the credit would be calcula!t;.t(.L Fi.)r eXllmpte. if a student attends a community college and 
pays $1.500 lbr tuition, they would be eligible for. S150 tax credit under Archer's plan - half 
the amQunt avaHabl¢ under the Pl'Csid::atf~ Hope Schl.1larship proposal The net effect of 
Archer's plan is to shift 1he credit's h¢nefit to students tyith finnllciat means and to those 
attending costiler fotlrwyear collegell And l11tiVCl'$ltic!!:, 

Archer's pllln nlso rais~s tax~s. on workillg pcopk seeking to upgrade their mIls andlor 
qualify for new jobs. Under the plan. the tax c:xclusion for employer-provided tuition assis(ance 
w('Iuld expire lltkr thi~ year, Deginning ne""-'1 Y.2rt indivjdual~ rereJving tuition anistance from 
the employers would see dleir paychecks rtduc!!d by additional mx wjthholding. 

AceT opposes Arch:n's change!' to the Hope Scholarship tax credit and is alarmed that 
Employee Education A.ssis.tance would not continue beyoJld tbe current )'ear. The pian fails to 
provide [Cui al;~CCSS and opporttlniry to Americans '\vithout the financial means to attend coUege 
and create!; 0. fox. impediment for thos~ seeking to sllccessfully join toda)"S high-skins 
workplace. 

ACCT lepre.'>ents the more fh!l1l6~OOO publicly elected and appointed govcmtng officials 
of community. junior. and technical colleges ;'terNS the United States and Canada. 

### 

A!>sociation of Community COllega Ttustaes. 1740 "N" Street, NW, Washington, DC 20036 
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June 10, 1997 

College Board Response to Ways and Means Committee Chair 

Archer's Edncation Tax Proposals 


Throughout recent discussions OD tuition taX prOPOsals. the College Board has advocated judicious use of 
the tax code fer educational ptJtpOSeS and recommended adjustments to msure that any t..a."I:: credit or 
deduction be equitable for all families. In that regard, the College Board is pleased 10 note that the ' 
proposals aaoounced by the chairman of the House Ways and Means Committee this week support savings 
for bightr education through penaJty.fu» withdrawals from lRAs accounts fur postsecondary education, 

In its totality, Imwevcr. the package fiills far Shon of edvaneing the College Board', priority of tatgeting 
the ta.'( code for spocmc eduCational Pu.rpo$l'lS and rn.aking 'any changes oquitab16 for aU families. For 
example, we are concerned thaI the package does not include: 

• 	 deductibility crf interest on student loans; 
• 	 rax-JTee treatment of need-based grants, ftll"".hips, scholarships. and federal College Worl< Study 

earnings; and 
• 	 permanent (in contrast to a one--year) extension of section 127 of the tax code for both undergraduate 

and graduare students. a modest incentive fur private sector Ulvestment in the continuing education of 
edults, ' 

We are also gteatly concerned about other aspects of the chairman's package, By l.irnitiog the credit t() SO_ 
pt:rce:nr of up to 53,000 of "OUt-of-pocket" tuition expenses required fOr college attendance. the chainnan's 
version of the Hope Scholarship further reduces the tax benefit for many low~iocome studcnts. Like the 
Administration's Hope Scholarship, the cbairrnrul's tax credit would also. be Don-refundable, that is~ 
students and families without any tax liability would nor receive the: benefit 

In addition. the chainnan's proposed $10,000 tuition deduction. focused onfy on 5ta1e. and priv~ 
sponsored pre-paid tuition programs. would primarily.benefit middle-- and upper-middle income taxpayers. 
These provisions ,of the chainnan's package also have the potential to ~plicate the financing ofhlgher 
education by encouraging multiple state variations of the pre-paid tuition concept. not 10 mentton the 
proliferation of private forooprofit mOdels. 

The CoUege Bo:mi is pleased that the Administration last week modified its origi.rW tuition tax proposals.. 
shifting more funding to the needier StUdents. providing srudent loan ~res! deducrion, and allo\ving tax 

relief for employer-pro"ided education assista"icc. We are concerned thac the committee did not include 
these modifications in its recently released pJan, 

... 

The CoJlege Soard is a national association of oyer 3.200 schools and colleges dOOicated to ad1e<rucmg 
equity :md excelie:"lce for all Students. 

educational Exceller"--Ce for All Students 

http:origi.rW
http:penaJty.fu


" t.' ..,,,

AACC 

AMf:R1CAN ASSOCIATION OF COMMUNITV C'OLLECES 

. Statement of the American Association ofCommunity Colleges on 

Chairman Archer's Mark Relating to Revenue Reconciliation Provisions 


The American Assoeiatian ofCommunity Colleges (AACC) i. pleased thaI the Chairman', mark 

includes a 1.IIx credil to help pay far the first two years ofposuecondary education. However, 

AACC is deeply concerned about its present configuration. AI. announced, the credit would 

cover SO percent ofup to 53,000 ofout-of-pocket tuition expense. and books required for 
. 

attendance. This structure would limit the benefit the ta>: credit will have for community college 

students, rru:ll!t ofwhom .... enrolled at institutlon. whos.luition i. well below the level at which 

they could receive the maximum tax credit. We strongly believe that community college 

,tudents should be eligible for the some level ofSI.Ipport through • tax credit a. students enrolled 

at more expensive institutions ofhigher education. 

We are 01'0 troubled that the Chainnan', mark does not pennanently extend Section 127 oftbe 

Internal Revenue Code. Limiting the extension to a six::~moth period for undergraduate programs 

will hamper the shility ofAmerica'swarkers to gain acces. to the education programs they need 

to maintain and upgrade their skill •. 

June 10, 1991 
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UNITED STATES STUDENT AsSOC'ATIO~ 

50 YEARS CLOSER TO FRoWm, 

FOR lMMEDlATE RELEASE CONTACT 
June 10, 1997 Erica Adelsheimer 

(2021347-8172 

Students Ilxpress Strong Disappointment With Chairman Archer'. 
Education Tax Proposals 

WASHINGTON, D.C.-·Students around the country are registering 
th.ir disappointment with Chairman Archer's plan for education 
tax initiatives. Chairman Archer's package wlll do nothing to 
expand access to education. Instead of addressing student concerns 
about the administration's education tax proposals, the plan shifts 
benefits away from even middle income families and funnels aid to 
those with greater resources. 

Students believe that education tax inftiatives must include 
measure. 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 ..t least $3,S billion of any overall tax package be targeted' 
to higher education, and we urge Congress to ensure that the 
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 
f.milies 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 
intorne rather than toward those with the greatest need, that the 
$10,000 deduction proposals will only help the wealthiesf families, 
and that there are no provision.~ for shldent loan {orgivenes5, a 
student loan interest deduction, permanent extension of employer­
provided education assistance I or norHaxabiHty of work~study and 
need-based scholarShips and fellowships. 
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U.s. Public Interest Research Group 

National Association of State PIRGs 

News Release 
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For Immedhue Re1eJ.S~; for More Information: 

June 10,1997 Ivan Frishberg, (202) 546·9707 


Statement from PIRG)s Higher Education ProjeCt regard.iD:g House Ways and 
Means Committee Proposal on Higher Eduention tax cuts. 

A coHcg-e education is. the best Investment We can make in America's ftlturc. Rather than 
fulJy opening up thai investment to all Americans·students. Chaimlan Archer's Mark 
reprcsents fi missed opportunity to expand access to higher education. 

U.S, PJRG hus commended both the Prestdent and the Leadership in Congress for the 
commitment to higher education that was made in the balanced budget deal. However, 
we have persistcnt concerns that the $35 billion investmem in higher education is 
deli vered in 3 way that truly delivers hope to all students. including those working 
families with incomes too 10w to create significant tax liability. 

Compared to the President's proposals. Chainnan Archer's proposal tl'X's even less. to 
deliver <t!Osisrance to those wbo need it the most. when it could have done more, We 
encourage Cha.irman Archer to listen a littte cioser to the concerns of :>llt(l:cnts,' and work 
Iowan!!' () greater and more real hope for ~erica's coUege students, 

Congress and the Administration should work together to constmct a hI:" package thin 
includes a hope scholarship that goes to the millions of American students. who don't 
have mx ti:tbility, :Jnd that includes proposals that case the burden of student debt: tax 
exempt lOi.tn forgt...'eness anti a student loan interest deductiun, 

30·)0·30 

u.s. r;nc; i~ th.: natiml1i lol>bying nfficc of the staIr; Public Inlerc;;t Rc~e~r.:n (;(1.1<11'<;. U,S. P!R(; is-.l non· 
pwfi. ('"/lvITf'lHlI<"t'ltlll .1W.l c("lflSltmCI' watchdog group with dtiUlI un.1 !>rurleut m('mber'S If! (1\·C'( 35 !>f"ates, 
ilf\d with cn3plcb ..lover 100 college camposes" 
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DEPARTMENT OF THE TREASURY•
WASHINGTON, D.C. 

June 26, 1997 
SI';CRETARV OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 Raben Rubin ~[fL­
Gene Sperling 

SUBJECT: 	 An Offer on Your Tax Package 

Your budget team met in Erskine's office today to finalize our recommendations for OUf tax 

package to be offered on Monday_The fol1owing memo summarizes issues and highlights choices 
that need to be made concerning the package. The side-by-side following the options merna 
compares the features and five-year costs of the competing Administration. House and Senate 
choices, 

Post-Secondary Education 

o 	 Option 1 provides a two-yeaiHOPE scholarship o£$I,ooO and 50 percent of additional 
expenses up to $1000 starting in 1998. It provides a 20 percent credit on aUowable out­
of-pocket education expenses oU5,OOO through 2000.lUld $10,000 thereafter. The 
package is more generous than the House and Senate packages, 

This costs roughly $34,5 billion through 2002 and $90.6 UlfOUgh 2007 under 
Treasury's scoring" We expect JeT scoring to be at least $5 billion higher in the 
first five years. 

o 	 Option 2 would give a four year HOPE scholarship of $1,000 for students attending at 
least half time in a degree or -certifIcate program; and 20 percent of additional expenses 
up to S1000 starting in 1998. Students not eligible for the HOPE scholarship could get a 
credit for 20 percent of additionaJ expenses up to 51000 starting in 199&, This package 
will cost in the neighborhood of $35 billion under Treasury" s scoring, 

o 	 Option 3 mirrors the proposals offered by the House and Senate Democrats. It gives a 
HOPE Scholarship of $1 000 and 50 percent of additional expenses up to S200 through 
1999, $400 in 2000 and $1,000 thereafter. Students must be attending at least half time 
in the first two years ofa degree or certificate program. If a student is not eligible for the 
HOPE scholarship, we would give a 20 percent tuition credit on expenses up to $4,000 
through 1999, $7,500 in 2000 and $10,000 thereafter. . 

This option costs $323 ($37.4) billion through 2002 and $88.6 ($87.3) through 



2007 under Treasury (JeT) scoring. 

Your advisers are in gefieral 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 goru ofmaking the 13th and 14th grades universal. plus it has a strong lifelong 
learning component. Furthermore. by including the notion of SO percent of the second $1,000, it 
addresses the tuition inflation argument and shows us being responsive to suggestions by Dascble 
and Senate Democrats. 

Many of your advisers believe that in the end, we may wish to fan 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 ofOption 2 (perhaps with a more generous lifelong learning provision) as a thl!~ 
back, Frank Raines, however, would favor moving to this option sooner rather than later as a 
means of showing our immediate willingness to ofrer a compromise suggestion on our tax 
priority< 

_ 	 prefer Option 1 _ prefer Option 2 _ prefer Option 3 

General Capital Gains Relief 

o 	 Option I would provide a 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. Taxpayers 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 $8<2 billion through 2002 and $17<5 billion through 2007 (Treasury scoring). 
We expect the JeT to score this as costing severa] billion tess through 2002. 

o 	 Option 2. would provide a separate rate schedule approach (using rates of24/12), retain 
28 percent rate for coliectibles, depreciation recapture at 26 percent, AMT adjustment to 
tax gains at 24 percent, President's home sale provision. 

Treasury estimates that this proposal would rai;>e $3.6 billion through 2002 and $4.6 
billion through 2007. We expect the JCT to score this as losing roughly $2 bilIion 
through 2002 and roughly $20 billion through 2007< 

o 	 Option 3 is the proposal that came out of the Finance Committee, which had a separate 
rate schedule of20/10, depreciation recapture at 24 percent and the President's home 
sales provision. An AMT feature will need to be addressed. 

JCT estimates that the Senate Finance proposal would lose 53,3 billion through 2002 
and $n9 through 20Q7< 

2 
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Your advisers recommend Option I, This proposal provides a broad based capital gains tax: 

cut to an but the people at the very top of the income scale. The Republicans will nct like it 
because it does not provide relierta the roughly hatf percent of taxpayers who 'are in the 39,6 
percent bracket, but It Win put them in an awkward message situation, help with QUf distribution, 
and most importantly, give us room to move in exchange for coming our way on the higher 
education tax: cut and the "stacking" on EITe 

~ prefer Option 1 _ prefer Option 2 _ prefer Option 3 

Cllild Credit 

The child credit is the piece that moves to fit the fest of the package. 

o 	 Option I would do the following, First, the child credit would be stacked before tbe 
EITe, {!nsl.lring 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 BITe. Thus, the child 
credit will offset income taxes and payroll taxes, to the extent the latter exceeds the 
EITC. Second, we will cover children under 17, as is the case in the Congressional 
packagi~s, TIllrd, we would keep the optional Kidsave feature that allows parents to 
contribute up to the amount ofthe credit plus $500 to a nondeductible, backloaded 
IRA~type savings vchicle. Earrungs would be distributed tax free for the ehild's 
education and possibly child related events, or for the parent's retirement. Fourth, 
the income phaseouts will be as in the FY98 budget ($60,000 to $75,000) through 
2002 and higher thereafter. Fifth, the credit will be phased in (starting at $300 in 
1998 and phasing up to 5500) to fit the $85 billion budget agreement. 

o 	 Option 2 would drop refundability. stack the child credit before the EITe and include the 
optional Kidsave feature. The proposal should first phase~in at a level comparable to the 
Republican proposal (no credit in 1997, $400 in 1998 and $500 thereafter), It should 
then cover children under 17 (though we could cover 17 year o!ds) and then use 
whatever money IS remaining to increase the income limits beyond the $60,000-$75,000 
range in the F\'98 Budget (we will increase the income limits after 2002). 

o 	 0l,tioll 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 a $600 child credit to 
families that contribute at least $600 to the Kidsave accoun1. This proposal would need 
to be somewhat less generous in some dimension than Option 2 in order to finance the 
saving subsidy • 

Your advisers recommend Option I. The major issue of the discussion was to what extent 
out proposal should be refundable. Focusing strictly on stacking would allow us a cleaner 
message because it 'Nou!d keep the debate on the young police officer you discussed at the press 

J 
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conference. On the other hand. going with refundabiJity would allow us to stay dose to our 
Democrats, plu~.leave room to move later, 

All ofus agree that we did not want to allow the Republicans to be able to frame th.e message 
as Democrats for welfare payments at the expense of Republican:s for t~ 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 th.t people paid payroll and 
income taxes beyond what they get in their EITC. In this way, we take away the Republican 
message on teenagers, keep some element of refundabillty, 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 refimdability as some Democrats will like, it has partial refundabiIity, keeps our message 
advantage, and can be described as taking characteristics from both the Rangel and Daschle 
packages. In order to afford all this, however. we have to phase in the $500 credit -- but that is 
consistent with your original child credit proposal. 

_ 	 prefer Option I _ prefer Option 2 _ prefer Option 3 

Airport and Airways Trust Fund 

o 	 Option I would foUow the President's FY 1998 budget by extending tile airline ticket 
tax through 2007 and wait for the Nationai Civil Aviation Review Commission to 
prOpOS4! a more long-term solution to meet the FAA's long-term needs with user fees. 

o 	 Option 2 would adopt changes from the Finance Committee mark, which faise an 
additional $2.9 billion through 2002 and $8 billion through 2007. While no airline 
supports increased fees, low-cost carriers prefer the Senate approach versus the "head 

. tax" provisions propos~ in the House. 

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

_ 	 prefer Option I _ prefer Option 2 

Tobacco Taxes 

o 	 Option 1 would impose a 20 cents/pack increase in the tobacco excise tax as included in 
the Finance Conuniuee package, bm dedicate the revenue to a trust fund for children's 
and health expenditures. Under this option tobacco taxes would not displace other 
raisers. needed to finance the tax cuts that are sought. 

o 	 Optioll 2 would impose a 20 centlpa<:k increase in the tobacco tax and use it to fund 
other measures 

4 



o Option 3 would not indude a tobacco tax increase. 

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

.....:.. prefer Option I _ prefer Option 2 _ prefer Option 3 

5 
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Comparison of Major Provisions of Competing Tax Packages, June 24, 1997 (Scoring through 2002) 

-
Item 

Education 

. 

School construction 

, 

Section 127 

Computer 
technology K·12 

Student loans 

Suggested Adminjstr~tion Package 

HO~E S.bQ!mbip: 100 percent of 
the first $1,000 and 50 percent of 
additional expenses up to $1000 
starting in 1998. 

Tuition 9redjr 20 percent credit 
on allowable out-of· pocket 
education expenses ofSS,OOO 
through 2000 and $10,000 
thereafter. 
($34.5) 

Allocable tax credits for K ~ i 2 
construction. ($2.5~ Rangel spent 
$L7) 

Pcnnanent extension of Section 
127, for both graduates and 
undergraduates, ($3.6) 

Subsidy for 1nternet access for K­
12 schools. (SO.3) 

, 

$2500 above-ihe~1ine student loan 
interest deduction, ($1. 1) 

Ways and Means Package 

Modified HOPE scholarship --SO'/' 
of expenses up to S3,000 
(phaseout $40,000·50,000 
smglesl$80,OOO-100,OOO joint). 
($22.3) 

Deduction for undergraduate 
expenses paid through state-
sponsored prepaid tuition program 
of up to $iO,OOOlyr., $40,000 max. 
per student (50,9) 

None 

, 

Six month extension of Section 
127 for undergraduates. ($0,2) 

Enhanced deduction for corporate 
contributions to schools. (50,2) 

None 

Senate Finance Committee Package 

Modified HOPE scholarship ··50% 
of expenses up to $3,000; 75% arup 
to $2000 for community colleges 
and technical school students 
(phaseout $40,000-50,000 
'ingies/SSG,OOO-I 00,000 joint). 
(S20A) 

No deduction or credit, other than 
Modified Hope Scholarship. 

Raise small issuer arbitrage 
exemption for education facilities. 
(5.03) 

Permanent extension of Section 127, 
for both graduates and 
undergraduates. ($3.5) 

" 

Exdude certain teacher training 
(including technology training) 
expenses from applic3tiol) of 2% 
floor 011 miscellaneous itemized 
u~tluclions, ($0.1) 

$2500 above~the-line student loan 
interest deduction. (SI. 1) 

,. 
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$150 million bond Repeal bond cap. (SO.3) Raise by $10 million per year unlil Repeal bond cap. ($0.3) 
cap for private , il reaches $200 million. ($0.13) 
colleges.and 
universities 

IRA withdrawals Penalty-free IRA withdrawals for Penalty-free IRA withdrawals for Penalty-free IRA withdrawals for 
undergraduate, post-secondary undergraduate, post~secondary undergraduate, post-secondary 

,vocational, and grdduate education vocational, and graduate education vocational. and graduate education 
expenses. ($0.8) 

---­ -­
expenses. ($0.8) expenses. (SO.8) 

- -

Education stlvjng Kidsave accounts (i.e, oackloaded Education investment accoun~s for Contributions ofup to $2000 (plus 
incentives IRA for educational s3vjng), with children under 18 (maximum $500 child credit) per year to 

$),000 contribution limit, As in the $5,000 annual contribution, Education IRA-- tax-free inside 
Senate, education expenses $50,000 aggregate contributions), buildup and tax~frce 'Witbdrawals if 
financed by Kids.ve withdrawals pJlvate prepaid tuition pJans~ used for higher education~ allow 
would reduce allowable expenses deduction for undergraduate and private prepaid tuition plans $2000 
for the Hope Scholarship. post~secondary vocational (plus $500 child credit) per year; 

expenses ofup to $IO,OOO/yr., tax-free withdrawa!:\ for prepaid 
$40,000 max. per student ($7.0) State-sponsored programs. ($ 6.2) 

Middle-Class Tax This provision will be adapted to $500 ($4QO in 1998) child credit, $500 ($250 in 1997 only for children 
Relief fit Ihe $85 billion net tax cut non-rcfundnbleJ under 17, stacked under 13) child 'Credit, for children 

target, The credit will be stacked lllW: the EITC; sO'/. offset with under 17 (18 after 2002); mandatOlY 
before the EITC and partially dependent care credit for married Kidsave for chi!dren age 13 and 
refundable. It will cover kids couple making $60,000 or more above; stacked Wr half of the 
under 17, incorporate an optional ($33,000 for other taxpayers), EJTC. ($83.5) 
Kidsave feature. phases out beginning after 2000. ($71.3) 
between $60,000 and $75,000 
(prior to 2002) and phases in to a Phased out starting at $75,000 tor 
$500 credit, starting at $)00 in singles and $1 10,000 for joint Phased out starting at $75,000 for 
1998. . 

--------­ ----_ ... 
singles and SJ] 0,000 for joint 

.._ ........ 
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Altemative 
Minimum Tax 

Corporate AMT 

Capita) Gains 
Provisions 

Small Business 
Provisions 

, 

None 

.. . 

None. (Exemption from AMT for 
small corporations -- included as 
part of Administration 
Simplification Proposal) 

None 

300'10 exclusion; retain 28% for 
collectibles. $500,000 exclusion 
for home sales, Includes the 
President's home sales provisions. 
($8.4, Treasury estimate). 

V mant of Bumpers·Matsui 
targeted small business relief. 
($0.4, Treasury) 

Index dependent care tax credit 
expense limit, $75,000·$100,000 
AGJ phaseout. (SO. 1) 

Increase individual AMT 
exemption amount by SI,OOO 
every other year from 1999 
tbrough 2007, index !bereafter. 
($12) 

Exemption from AMT for small 
corporations. ($0.6) . 

Prospective repeat of AMT 
depreciation. ($1 L8) 

Separate 201l 0 rate schedule, 26% 
maximum rate on depredation 
recapture, ing~ing ,mu:1ioLt in 
2QQl; phase down of top corporate 
capital gains rate to 30% for assets 
held at least 8 years. $500,000 
exclusion for home sales, (raises 
$2.7) 

None' . 

. 


Increase individual AMT exemption 
amount by 5600 Goint) for 2001­
2002; 5950 Golnt) every year 
tbereafter. ($0.35) 

None 

None 

Separate 20/10 rate schedule, 24% 
maximum rate on depreciation 
recapture, DQ in~t~~iDg Qr S;omoral~ 
(;apitai gaing, $500,000 exclusion for 
home sales. ($3.3) 

Slightly expanded version of 
Administration's proposal. ($0.7) 
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IRA, None, but allow penalty-free IRA 
withdrawals for education and 
establish new Kidsave accounts 

Create backloaded American 
Dream lRA's, penaltv free 
[allovers 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. ($3.3) 

Home Office Increase availability of home office 
deduction. ($0.6, 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 SI.0 
million by 2007. ($7.5) 

Increase unified credit to $1 m by 
2006 ($3.1). Modified Daschle 
proposal with $1 m exemption for 
qualified businesses ($3.1). Up to 
$1 m exclusion for conservation 
easements and other changes ($0.4) 

Urban Initiatives Expansion of EZs and ECs, 
Brownfields, CDF! and the 
welfare-to-work tax credit. ($2.3) 

Modified welfare-to-work 
provision ($0.1); no brownfields or 
EZIECs. 

Restricted brownfields (SO.25); no 
welfare-to-work or EZIECs. 

Other Presidential 
Initiatives 

Equitable tolling, Puerto Rico, 
FSC software, and DC. ($13) 

Modified D.C. package ($0.3); no 
equitable tolling, FSC software, or 
Puerto Rico 

Modified D.C. package ($0.3); FSC 
software ($0.6); no equitable tolling 
or Puerto Rico. 

Extenders R&E, contributions of appreciated 
stock to private foundations, 
WOTC and orphan drug credit. 
($2.8) 

1-112 year extension of R&E, and 
contributions of appreciated stock 
to private foundations; one year 
extension of modified, two-tier 
WOTC; and permanent extension 
of orphan drug credit. ($4.1). 

Two-and-a-half year extension of 
R&E and contributions of 
appreciated stock to private 
foundations; modified two-tier 
WOTC and permanent extension of 
orphan drug credit. ($6.6) 

Independent 
contractors 

None Liberalized independent contractor 
rules. ($1.0). 

Provision re: classification of 
securities brokers. (negligible). 

• 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


July 2, 1997 
Gf:CRI:TARY OF ,HI! 1f.lEASUR'I' 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 Robert Rubin 

SUIlJECf, Defining an Acceptable Tax Bill 

There. are three main problems with the tax biUs that have passed the House and the Senate. 
The bills do nol comply with the budget agreement by failing to include £35 billion of spending 
over five years that 15 consistent with your HOPE scholarship and tuition tax proposals. Second, 
the cost of the hills explode outside the IO-year budget window. Third, both bills provide too 
little tax relief to middle-class families. 

We would lil{c to briefly discuss the following provisions in tht: Congressional bills 

o 	 The' Senate bill spends $22.3 billion on modified HOPE scholarship_ The House spends 
S20.4 billion. Neither bill has a generally available tuition deduction that will assist 
families with children in their third and fourth year of college or assist lifelong learning. 

o 	 Indexing capital gains (House bill) 

o 	 Reduction in the tax rate on corporate capitn! gains 

o 	 Phased~in> defacto elimination of the corporate AMT 

o 	 A proliferation oftax-prcrerred saving accounts (Uke IRAs) that do not have inrome 
limits 

o 	 A larger reduction (the 20/1 0 SChedule) in the capital g:ains tax rau: than a 30 percent 
cxclusi()fl 

o 	 Denying the child credit to working familie:> earning roughly.$18,OOO to $27,500 by 
requiring them !O contputc the EITC before wking the child credit (' stacking" problem), 

o 	 Failure to include Brownfields, the expansion ofEZslECs, CDF1, find the we!fan~~to­
work lax crC(E:, 

{) 	 The Senat~ bill has ,I variant of Ki,bavi.!, till: Hnw;l! dn.cs j~O!. Should it Ill: op!lonai (n:-: 
YOIl P!(lposcd) or :mllu:ato!)' {,,:;; :0 the ~(!'Il;ll<; bill)? 



'. ' " 

( 
Oist.-ihution 

Relative to your tax package, the Congressional bills are sharply skewed to upper income 
taxpayers, This result is driven by the capital gains provisions, the individual and corporate A.VlT 
proposals, the expansion of IRA-like saving accounts for education and other purposes and, to a 
lesser degree. the higher income phaseouts of the child credit The distribution tables do not 
include the estate tax, which would heighten the contrast between the proposals. 

, -, 
Distribution of Alternative Tax Cut Proposals 

, 
Income QlIil1tilr: President Clinton House Senate 

,Lowest 1.2% 0.6% 0,4% 

Second 10, I 2.5 2.7, 

Middle 22,2 9,6 10,2 . 
i Fourth 34.6 20.0 21.3 

Highest 31.5 66,8 65,0 

Top 10% 11.7 47,3 
, 

42,3 

, Top 5% 6,5 34.9 28.2 

~·TOp 1% 
, 

2.6 18.8 12.5 

i Middle 60"/" 66.9 32.1 I 34.2 

I 
I 

I 

! 

, 

, 

The follo\ving table shows the ycar-by-ycaf path of net tax cuts in the competing tax plans,' 

Net Tilx Cut" in lIouse, SCn:ltc lIud President Clinton's Proposals (in biUions) ! 
1998 20021999 2000 2001 2003 2004 2005 ' 2006 2007J 

~. ..-. 
,

27.24.4 5.8 .26.7 20.0 27.1 29.7 31.9House 36.1 40.9 -,
.• 1.5 22,2i .scnate· 19.1 24,9 ' 20.1 . 24.1 36, I29.0 ,32.0 41.l,, 

, 

20,65,0 17.0 17,7 24.0 27.8l'tcsident 30.5 30.6 34,132.6 
.~. 

It is clear thai tbe cUl-year co::ts of the Administration plan grow moch more slowly than 
,f,(;;, do under the Congr~sslonal pla:l;c There ;Ul! (w:) ways to S\!C tilts, ]711'SI, as the foliowitlg 

lilblt; makes dear, the Congressional package::: contain several prov[sions w:)OSC costs escalate 

2 
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rapidly in the out-years. The costs in the second ten years arc driven by the combined effect of 
provisions like the following; 

Costs of ComJlcting Packages: First Five Yeal's, Second l;'ive Years 

House (in billions} Senate (in billions) 

First Five Second Five First Five Second FiV~ 

Savings Provisions $7.5 $28.2 $9.9 $36.8 : 

Capital Gains +2.7 37.5 2.7 23.6 

Individual MiT 13 14.1 0.2 13.5 

Estate Tax 8.1 20.5 6.5 30.8 

o 	 Second. we can make back-or-envelope calculations that give a sense of the tax 
reductions that would be expect~d in years 11 through 20 of the budget period. These 
calculations ex.,trtlPQlaV; the costs in the !inal three years of lhe package through to 2008­
2017. 

Both the House and Senate plans explode, and are likely to cost more than $600 
billion in the second ten years (the back~of-envelope calculation is $612 billion for 
the House plan and $631 biUion for the Senate plan). In contrast, the Administration 
plan is expected to cost around $400 billion (the back-or-envelope calculation is 
$<07 billion) 



·
~.......". 
Comparison of Tax Cuts in the President's Proposal ana tn the House and Senate Tax Bills' Reo'. 7t2Jri1, " 

·• 
Percentage Distribution 

~~~~~~~~~ 

1997·2002 2003·2007 	 2007 
~~~~~~~~~~. 

e.r1!$ig.~(1t ~ Senate P[esideot ~ Senate President ~ ~.ll! 
Edwcation 32.4 18.1 16.9 35.2 12.7 14.6 34.3 11.0 12.6 
Child Ctedit 52.1 54.0 53.4 51.3 35.0 37.8 48.9 27.1 30.6 
Savings' 1.0 5.7 SA 2.3 12.4 15.7 2.8 16.0 17.0 . 
Capila! Gains 5.3 ·2.1 1.8 5.1 16.6 10.1 4.8 19.7 8.9 
lndividual AM! 0.0 1.0 0.1 0.0 6.2 5.8 0.0 9.4 9.9 
EStaie Tax 1.7 6.2 4.2 2.4 9.1 13.1 2.8 10.2 17.2 
Olher Provisions 6.5 17.1 17.2 3.7 7.9 3.0 6.4 6.5 3.8 

Tctal 	 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Addendum: 

EduC31ion and Child Credit 84.5 72.1 70.4 86.5 47.8 52.3 83.3 38.1 43.2 

Capital Gains, AMT, Estate 8.1 5.1 6.1 7.5 31.9 28.9 7.6 39.4 36.0 

• 	Jncludes President's Kidsave proposal, the education investment accounts and exp~nsion of IRAs in the House Bill, educationallRAs 
and the expansion of IRAs in the Senale Bill, and penalty-free withdrawals from IRAs for educational purposes in all three proposals, 

Tax Cuts {S billions} 

1997·2002 2003·2007 	 2007 
~Q~a~ ~ Senate President Hol..!.~c_ Sena_ie ~~ ~ "el1al~ 

Education 43.649 23.551 26447 72.677 28.84 34.207 15.465 5.977 7.182 
Child Credit 70.202 70AI 83.375 105.864 79.36 86.724 22.047 14.779 1745 
Savings 1.316 7.456 9.912 4.73 26.161 36.808 1.249 8.722 9.686 
Capital Gains 6.547 ·2.688 2.742 10.619 37.543 . 23.627 2.146 10.741 5.05 
Individual AMT 0 1.296 0.215 0 14.061 13.532 . 0 5.138 5.651 
Fsta:e Tax 2.301 8.061 6.54 4.881 20.547 30.827 1.257 5.577 9.832 
Other Provisions 8.735 22.31 26.855 7.541 17.987 7.154 2.892 3.565 2.147 

Tolal 	 134.75 130.396 156.066 206.312 226.519 234.879 45.056 54.499 56.998 
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THE: WHITE: HOUSE: 


WASHINGTON 


CLOSE HOLD 

July 3, 1997 


MEMORANDUM TO THE PRESIDENT 

FROM: GENE SI'ERLING 

SUB.mCT: Long-term entitlement reform 

As you know, our original game plan on long~term entitlement reform was first to pass 
the balanced budget agreement and then to tum our attention to the longer~run challenges. But 
we no longer have the luxury of waiting until after the budget agreement is implemented: both 
the House and Senate reconciliation bills set up Medicare commissions. We must therefore 
decide immediately whether to accept a commission on long-term'Medicare reform. We must 
also decide whether we want to set up a commission on Social Security -- probably separately 
from the Medicare commission -- within the hudget legislalion. 

The purpose of trus memorandum is to explore three related questions and to give you an 
opportunity to provide us with your gUIdance on these questions. First, should our long~term 
entitlement strategy put more priority on initial action on Social Security reform or Medicare 
reform? Second, even if we believe that our best strategy is to f~us initially on Social Security, 
should we still support a Medicare commission, and, if SQ, should v..'C try to change the 
congressional proposals to ensure that the commission neither interferes with our efforts on 
Social Security nor produces problems for Medicare? Third, should we support the creation of a 
Social Security commission now, or should we allow ourselves more time to analyze the best 
way to proceed? 

L When:: should we initiany focus our efforts on long-term entitlement reform? 

A first stcp in addressing our immediate concerns is lhat you must decide where to place 
our initial emphasis in long-terrn entitlement refom1. Senator Lott and other Htilleaders have 
indicated th.at they wnnt to tackle long~tenn Medicare rcfonn first. But your economic and 



health advisers believe that we should concenlrare our initial political capital primarily on 
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 weH-understood, Our 
understanding of how 10 address the long-term solvency of Medicare is limited, Indeed. your 
four top health advisers ~~ D.onna Shalala. Chris Jennings, Bruce Vladeck, and Nancy-Ann Min ­
believe that the budget agreement embodies most of the obvious steps in refomling Medicare, 
and that we need much more analysis before considering which additi()na1long~tcrm policies are 
sensible. Even new pro'posals such as raising the eligibHlty age from 65 to 67 and introducing a 
home health care co-payment will have only a small impact over the long run. Medicare 
combines Social Security' s demographic challenges with those posed by a health care delivery 
system characterized by generally rising health costs per beneficiary but much uncertainty 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 SQCial Security 
reform first, you should remember that such a strategy would be complicated because Senator 
Lott nnd other Republican Hill leaders favor addressing Medicare first. ~ 

Decision 

Put initial emphasis on Social Security refoml. 

Put initial emphasis on Medicare refoon 

Discuss 

II. How shQuld we respond to the Medicare commission prol)i)snls'! 

While you obviously have the optlon ofopposing a Medicare commission in 
reconciliation, we believe that it is basically a done deal, and our focus shotild be on how to fix it 
to fit our n,:cds. Ifyou agree that we should focus our efforts on Social Security first, it is 
important that a Medicare commission not hinder or undennine that objective, For example, an 
over-hyped commission on Medicare with key officials from both sides nnd an early reporting 
date could divert attention away from Social Security reform, It could also lead to ill-conceived 
and possibly harmful recommendations for Medicare" 

Under both the House and Scnate plans, the commission would comprise 15 members 
(eight Republicans and seven Democmts): six (four Republicans and two Democrats) chosen by 



the Senate Majority Leader in consultation with the Senate minority leader, six (four Republicans 
and two Democrats) chosen by the Speaker in consultation with the House minority leader. and 
three Administration representatives, Under the House biB, you are not granted any discretion in 
choosing your representatives, who would be the Secretary of Treasury. the Secretary of Labor. 
and the Secretary ofHHS, Thus, under the House bill, the Hill leadership could choose their 
own representatives, which provides distance from c0l!trovcrsial decisions) while you would be 
forced ~o put three Cabinet secretaries on the commission; Unlike almost aU 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 bill and 
one year aftcr passage of the act -- implying a likely deadline of August 1998 -- under the Senate 
bill. 

You could ofcourse 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 our part in tackling entitlement refoml. John Hilley 
believes that the Medicare commission wiJl survive in conference regardless of whether we 
oppose it. 

Instead of opposing a Medicare commission, we could try to ensure that any such 
commission is not over-hyped. iorced 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 is enough uncertainty over the substance of Medicare refonn, 
even among your top health advisers, that an intelligent analysis of the issues by a commission 
couJd prove extremely beneficiaL A commission comprising serious, top~f1ight people could 
thus advance the cause of Medicare reform by illuminating possible options, much like the 
Gramlich commission did for Social Security. To cnsme that a lv1edicarc commission is 
beneficial and does not detract from Social Security refonn, we would recommend several 
changes to the congressional proposals: 

• 	 Membership. We should not be required to name top Administration officials to the 
commission, which would preferably also not include Senators and Representatives, If 
its membership includes top policy-makers, the commission may be constrained by 
possibly prcmatw'c polley statements and would seem unlikely to engage iu the type of 
wide~ranging analysis most beneficial on the Medicare front. t\ commission comprising 
outside specialists and academics seems more auspicious. As mentioned above, the 
House version currently appoints to the commiSSion the Socrctnrics of Treasury, Health 
and 1·luman Services. and Labor, but grants flexibility to the oongrcssionalleadership 
over appointments. We could fight to remove the Cabinet members from the commission 
and provide you wilh fhII discretion over your appointments. 

3 



• 	 Party balance. We should also insist on a truly bipartisan conunission, with equal 
numbers of Republicans and Democrats. The current proposals would have eight 
Republicans and seven Democrats~ 

• 	 Chltir. The chair of the commission could set the tone for the entire exercise. Unlike 
almost all previous commjssions, the congressional proposals do not aHow you to appoint 
the chair of the commission. We could insist that you appoint the chair. As a fall~back, 
we could ask that the chair be chosen mutually. 

• 	 Consensus voting rules. We could insist on super-majority (3/5 or 213) voting for any of 
the commission's recommendations -- making it more likely that a diversity ofviews 
would be represented in the commission l 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 ifonly two of the four 
congressionally-appointed minority members vote with the majority,) 

• 	 Reporting deadline. The House proposal includes a May 11 1999 deadline. The Senate 
proposal sets a deadline ofone year after passage of the act -- implying a likely deadline 
of August 1998. An August 1998 deadline is likely to be too soon to pennlt 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 proposal requires the commission to use CBO rather than HerA 
estimates. HCFA has produced the numbers for previous commissions. and HCFA 
should produce them here as well, ' 

Decision 

Support changes to Medicare commission proposals outlined above 

Do not support changes to proposals outlined above 

Discuss 

4 




" 

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

As noted above, your advisers believe that we should initially focus our long-lenn 
entitlement efforts on Social Security. Although it will not be easy to obtain, tme Social Security 
refonn would ease the burden from expected increases in the elderly dependency ratio over the 
next several decades. and would represent a substantial and lasting achievement of your second 
tenn. Regardless of the process, the Adminisfration would need to spend much 0/next year ~~ 
perhaps starting as eariyas this fall -- educating the American public and reaching out across 
the political spectrum 10 build support for reform. Historically; a short-teml 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 face 
such a short-tenn crisis now, making it more difficult to motivate reform. YQU( Gballenge would 
be to motivate the nation to sensibly address. and protect one of our most'successful p[Qgrams n 

so we couid avoid dealing with it in a more disruptive crisis environment later, Public 
understanding of these issues - though still inadequate - is far greater than it has been before. 
And early action would permit time 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 bipartisan Social Security 
commission in reconciliation will help our chances for aChieving long-tenn reform, Some t1link 
the best way to proceed on Socia) Security is to include a commission in the budget legislation, 
Others think that we should take more time before pushing for a commission, so that we can 
more carefully consjd~r our options, Then ifwe decide that we want a commission later. we 
could always create one by executive order (as with the Greenspan commission in the early 
1980's) or hy a separate statute. 

OptiOI1 	J: Try to nego/iate a bipartisan Social Security commission in tlte budget legiJ'lafJoll 

Under the first option, we would engage the Republicans immediately to create a 
bipartisan Social Security commission within thc omnibus'budget legislation, The goal would be 
to make the commission Gccdjble and spQ£jf.ic: It \vould be charged with issuing it>:; 
recommendations within a relatively short time period, perhaps by next summer. 

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

'- An alternative approach would have the commission represent a broader array ofrclcvant 
groups: older Americans, younger Americans, the unions, corporate leaders, ctc. Thc 
commission '!:' proceedings would then be used as part of our public education effort. 

! 5 
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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. 'Ibe 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 creale a Social Security commission within the budgetlegislatioll - jllstead 
act later, either witlt or wit/lOut 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 stratcgy 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 likc Bob Dole or Warren Rudman. It could 
include a series of regional public hearings. And it could include a commission created by 
executive order, or one created by statute. There arc many possibilities, and with more time we 
could think through which ones are most promising. After 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 tum out that we do not even need a 
commission: Frank Raines points out that President Carter was able to reform the Social Security 
system without one. 

Pros and COilS ofincluding a Social Security commission in tire budget legislatioll 

• 	 It dissipates some of the focus away from a Medicare commission, maintaining 
momentum behind Social Security rcform. 

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

• 	 Secretary Rubin and John Hilley feci that we have a short window of'opportunity to 
engage in a bipartisan process, and that opportunity could be lost i(wc wait to analyze 

(, 
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our options further. 

• 	 It may not make sense to create a commission before we have carefully explored the best 
strategy for achieving rcfomi~ 

~~ Moving 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, 

• 	 Given that Senator Lott and other Hill leaders want 10 focus initially on Medicare, we 
may not even succeed in getting a Social Security commission into the budget legislation. 

• 	 Some are not sure that a commission is beneficial or necessary for effecting refonn. 

Decisiop 

Create 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 NEe inter-agency process with your budget team, HI1S, DPC, 
and others appropriate to consider both the strategy and substance of Medicare and Social 
Security reforms, J will talk with Erskine about how best to design a process for ensuring that 
we maintain the appropriate degree of confidentiaJity while still benefitting from the insights of 
relevant agencies and officials. 

If you want to cre~te a Social Security commission within the budget legislation. we will 
hold an expedited process to present you with options on how that commission should be 
structured. 
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THE WHITE HOUSE 


WASHINGTON 


July 3,1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 GENE SPERLING 
RUSSELL HORWITZ 

RE: 	 Wall Street Journal PoU and Other Articles of Interest 

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

Wall Street JournaUNBC News Survey: First, included in last Friday's Wall Street Journal is 
a separate section titled the "American Opinion" which presents the findings of the most recent 
Wall Street JournalfNBC 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. IIThis optimism cuts across 
nearly every age, regional, educational, occupational and racial fault line." 

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

• 	 59% of the public says their families are better off than they were four ye'MS earlier -- an 
historic high and ten points higher than last October. 

• 	 A 530/" 10 42% majority expects its kids' generation will enjoy a higher standard of living 
than (hey do, The opposite view draw a similar Inajority just 18 months ago. 

• 	 While there is a clear feeling among the respondents that there won't be a recession 
within the next year, many fell that there would be oae within the next five, 

• 	 Stili, while mnny Americans seem to recognize the health of the economy, over 80% of 
the respondents believe thai it disproportionately benefit, top wage carners and more 
needs to he Jone to close the gup bclween the rich and poOL 



• 	 While 600,4 of the respondents believe that the economy "could perfonn even better ifwe 
made deeper cuts in taxes, 52% sai,d 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 
more to help the poor, as with education and training programs. 

AI Hunt Column: We have'also attached Al Hunt's article from Thursday titled "This 
Republican Tax~Cut Dog Won't Hunt." While generally critical ofboth the Republican pian and 
ours. 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 SII 00 in payroll and federal excise taxes even after the ElTe rebate •• but still 
wouidn't quality for the child tax credit under the Republican plan. 

Hunt makes the telling point thut 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 Cuf' makes the similar point Using the real life example oft,he McCumbers family (two 
children) of West Virginia who make just over $20,000, Herbert slams the Congress for 
excluding it to Inillions of families: "To exclude the McCumberses and millions ojolller 
w()rking~cfass families from a child lax credit plan while giving {he credit to well-do-do families, 
some with annual incomes higher than $100, OGO, is absurd." I ~lieve examples such as these 
resonate and hurt the GOP where they are so.clearly vulnerable on this issue. 

Washington Post Editorial on EITC: LastlYr we~ve included u Post editorial from last Sunday 
entitled. "Tax Fraud:' It defends the EITe as an «'underappreciated provision" and faults the 
Republicans in stacking it against the child tax credit. 
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E~lies thatneed,' 
~,' 'thetaxcredif 

~-,I=n:.:A-=m=er:.:ic:::a=--_"I .. '"mos,t,w,,', on't getit, , 
BOB HERBERT 

You, would certainly-think they ~reTopsy­ . t.alIdng about: dl!ldreI:1like Bed:de end " 
. JoM McCumber$ if they came up. 
With a 'Plan t() provide tax credits , 
worth $SOO ~r' cll.lld. .'.Turvy BUt If yOu thought,that. you would . 
be wrotI&- The MeCumberscs are. 
RmQrlg.several miWoo wotld.ng 8nd,~. 

. taJ(1'aylng famiUe:s ~will getnoth·,.Tax Cut 
lng from the ballyhooed chlI4 tax: 
credit passed by the House and Sen· 

Marie MeCUmbeNi and her hll$- ~ ate last week. Thay are ineligible fcr . 
band, Rlekey; have played by the so-' the chlldcreditbeeause mcir Incomes . 
called ntles. for years. They live in _ are not h!gh ~ . 
FrametQWP; a little hQle-IJI.the-Wlill : To utlude.tbe" McCumberses and: 

I betv(een Clarksburg and Charleston: '1Xl.tlli6rIs Of.Ocher WO~fW: {am-;· 
In west V£rgin1a. Mra McCumber'S is lUe$ fNm a clilld tax crOOlt planWhUe 
a secretary-re«!ptJoolst t!l1" an or- j. giving !:.be (:redJ.~ to-wen.to.do tam... 
&anl%atiOO that supplies fuod to soup , llie$" SQ\Il.t" with annurulncomes high, ' 
ldtcbeM. .Rickey t.kCurnb<rrs Is a " er than $100,000, is absUrd. The leg1$­
&r«Mou.se W<frker. 1hclr IXImbln,ed : lation passed last .... would deny.: 
incQma this year will be a shade qver the tax credlt to fa.m1ll¢'$: that at:count ­
sw,OOO. tor "more than 25 m!lb" ehlldten. . 

11le McC\1moofSes nave two chil· - That', 40pen:ent of an the c:l.U.Idren In . 
drcl'l:' Beckie. 10, n.nd John. 13. Not: the Untted States. ' 
surpr~tng1y, money is always In The ~nt$ of this wuairntss 
short supply_ Every expoodkuro is argue that families like the MeCum*: 
'harshi:( scrutlnlzed. -berses benefit from the clll'tKld In­

"Va<:a'tion'!'" ,. said .t.\rs,. come tax credit and already payvcry:. 
McCumbers, "On, we g.c tQ my low F~aI Income wes, whtch Is: 
mom's lor va(!atkm. She Dves In Ak~ true: Bilt the families _ paypayrou ~ 
ron. ThaI's about a fow--hour drive..",'..ta and have a subsWltlal !let tax,; 

The trip is made In thc family's. liability at thC'eild (It tbe Y(lV, "!be: 
1Gf,7 Blazer, whicb the McCumbcrses Center on Budget and Policy Prlorf.. : 
bought secondhMd. "J'm stin paying .. ties nott>4 that fa.mllies with ~ :' 
on It," Mrs. McCumber's said "/below Ul..OOO wUi owe.$&(. hUUon in 

Luxuries? Entertainment? . FederaJ t.a.xes In the period lH6-2OOO. 
"Wa dan't have any (ritls wbatso-, Ninety pereent of that liability will 

e'fflf, We don't Be out t(leat We don't 'came from paymU taxes.not the Fed•. 
go to t.'1e movies. We don't take our l' eraJ lntl;ltne tax. U anyone needs tax 
kids bowling." retWf, those tamWes do. . 

~'It's bor"illg." said John. Throo years ago Newt G1ngridl's 
Mt.:CUntbefS. Contract W!1h Atnerlca'promlood to 

. tUs mather laughed, "OUr imter-'~ apply the chlId tax credit ilgalrult any 
.' talnment IS to go to Sutton Dam,' net tax Rabillty, Under the contract. 

That', a'state park. Doesn't am any-' ev-tn the empklyer's share of payroll 
thing." taxes was Qm5iderCd part af a fam-

The family lives i.:l a thr~bed· Uy"s tax. liability, But t1w Repubucans 
TOiim, o.1wtary home. Meeting the have broken that prom!.se., Now fam·' . 
mGttgage is a litruggla. lbere is no ' lUes like the McCUm1leues are com· 
fmaJIdlll cushion. Any unanticipated p~ely frozen out. not even eUglble lot 
expense is.a crisIs, ' a parcial credit. ' 

Each year at tax time, die refund is" In prevtous BepuhUcan·sponsored, 
used lor something Important. "ll ; prOposals, 'the chikf (re<!Jt was to be 
goes toward my property taxes and, ap·plied before t.he- earned Itteome tax 
homeowner'S insurance," Mrs.. credit was taken tilt!) ae<iOWtt. That 
McCUrl)berssaid. "Or tfo..e kids' deuta.l, pt"Otetted a few million I"U(Irc families 
work or doctor visits, We can't afford, than lh<! alfftmt Jegislaticn. But !.here' 
rn~a! msura.'1ec lor the kids. is only ro much mor.ey av.:illable for 

"I have to make sura they deduct i tax cuts and the RepublicanS tight- . 
enough from eac.'J paycheck. oUter-: enoo the ~ment$ over the past 
wise we'd have tOf)aY ,it {be end ot the 1 few WeekS: >......,' ' 
year. I make sure they have me <!own :. •The squeezing' (lut of low': and U1(l($., 
as single with no dependents." era!o.;.inconlo families [rom participa- ' 

When polltleia.'1s talk about tax culs tlon in £he tax CUts was necessary to . 
to help v.'Orting families wtth chl!.-· prottX:\ ihe big cuts in capltaJ gains 
dren, you would thiflk they had fam: and otlmr'taxes that wtll fmmanly . 
lUes like the McCumberses in mind . lxin~tit upPcr-llicorne' Americans.. 

Th.at is how tile Govcrnment work$ ,'. 
no.w, an benefits, skewed to tfte tQP:' 
'I'be triumph of the well·UKlo contin­
ues. 0 

http:prom!.se
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Tax Fraud 

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

ONE OF the most bitter fights in cOlUlection with the tax 
bill Congress is now writing has to do with a device called 
tho earned income tax: credit (EITC). Jtls an obscure and 
underappreciated provision which, at $28 billion a year 
and rising, has become the major fonn of federal aid to 
low~ and lower-middle~income workers. Partly to save 
money for other tax cuts heavily tilted toward the 
better-off. the Republicans propose to change the rules by 
which the EITC traditionally have been applied in a way 
that wouid vitiate it. The Democrats, led by the president, 
have mounted a defense, We hope on this they arc 
unyielding. The rest of this bHJ is bad enough, To weaken 
a benefit for lower-income workers to pay for it is an 
outrage. 

The EITC was created in 1975. in part to compensate 
low~wagc workers for the increasingly heavy Social 
Security and other payroll taxes they were having to pay, 
and to sharpen the incentive to work. A number 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 to increasing the minimum wage. 
Thc basic purpose, through 311 the labels, has becn to 
increase the after-tax income of lower-income working 
families ~- particularly those with children, 

The credit thus comes at the very end of the income tax 
calculation; that's where it has come in the past, at any rate. 
First, workers figure what their tax would be -~ the normal 
(ax, you could call it -- using all the other provisions in the 
code. Then they figure their EITC -- a percentage of 
earnings, on a complic3tcd sliding scale. They use the 
E!TC to reduce or eliminate their tnx -- and if there jg any 
len over, the governmcnt pays thcr:1 tilat amount. The {ax 
code and-Treasury arc used to administer a government 
wage supplement. 

The Republicalls would rcversc this order in the case offhe 
children's lnx credit that is a central clement in their bill. 
What sounds like just i.\mcchunical step -- who cares 

http://search,washingtonpost.comlw
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which calculation comes first? ~~ turnS out to have an 
enonnous effoct Instead oflcttjng workers use the 
children's credit to reduce their liability and then collect' 
their entire EITe in addition, they'd deny the ch_ildren's 
credit to workers whose EIre was enough to eliminate 
their liability. Millions of Jow~income households would 
be losers. relative to other families with children, But at 

, bottom it's not the children's credit they're playing with; it's 
the value of the BITC. 

The sponsors say it's only fair to do as they propose, since 
the purpose of this bill is to give relief to taxpayers, not 
add to IOwelfare." Of all the distortions they have used to 
grease and sell this a\\-fuJ bill, none matches this. The 
implication is that the people who would Jose from this 
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 $271000 a year-­
precisely the kind of struggling, taxpaying, not-an-welfare 
Americans for whom the Republicans profess to bleed, 
The ElTC may wipe out the income tax liability of many 
ofthcm; it doesn't wipe out their total liability, counting 
the payroll tax. They remain net taxpayers, Is this really 
the part cfthe 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. Our sense is that he is going to fight it mainly on 
the margins -- where Jt crosses, even in the present 
political climate, some outer limit ofsensibility, Clearly 
this is one such area. The ElTe is not a perfect instrument, 
but on balance it is benign, The president helped 
strengthen it in 1993, to his credit. We hope he now will 
draw a line; the Republicans need to understand that this 
one is out ofbounds, 
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EXEcunVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, O.C. 2aS03 

THE OIReCTOR 

July 15, 1997 

MEMORANDUM FOR THE PRESIDENT 

..FROM: 	 Franklin 0, Raines ~~ -
SUBJECT: Background on FY 1998 Appropriations 

The following is a summary of the major issues in the J3 appropriations bills, This 
provides background on issues tbat have arisen or are likely to arise as the Committees mark up 
Ihe FY 1998 appropriations bills, We will prepare an update of this report each week with' 
information about the current status of the bills. 

. In cases where high priority programs were thnded below the Administration's requested 
levels, we have indicated our objections in iettcrs and Statements of Administration Policy to the 
appropriate legislators. I have noted 10 this memorandum the few cases where we have indicated 
a veto threat over House or Senate provisions which are contrary to the Bipartisan Budget 
Agreement. In addition, I am attaching a copy ofa·list ofviolations of the budget agreement in. 
appropriations bills, 

AgricuUurc!Rural Development 

Summary . 
The House Committee reported the bill on July 9; it is scheduled for a Floor vote on July 16, The 
Senate Subcommittee is expected to mark up the bill toda.y. Based on preliminary scoring, the 
House bill lOIals $13,5 billion in discretionary budget authority (BA), $385 million below Ihe 
anticipated levels projecled by OMB based on the budget agreement. 

Major Issues 
• 	 Womenlofams and Children ()'vIC) FY 1998 funding level. The House bill funds WIC at 

$3.9 billion, $184 million below request. but three percent above FY 1997. This level 
supports a participa.tion rate of7.4 million, rather than the proposed 75 million level (a 
reduction of about $84 million and no reserve), 

.. 	 Cr.QlUnS\lraocc. Crop insurance is funded 538 million above the requested level, 
providing a $188 million increase (over 200 percent) above the enacted level, to 
accommodate reimbursement of private insurance companies' administrative expenses that 
shifts: more funding than is: necessary from maridatory to discretionary funding. This 
additional amount is unt'l(~cessary and will redu<:e mandatory reimbursement expenses by a 
like amount, ' 



I 

• 	 B.w:.aLpevelopment. The funding level for these programs is generally acceptable, 
although the Committee did not adopt the Administration's request to deliver these 
programs through a morc flexible performance partnership structure authorized in the 
1996 Farm Bill. In addition. the Committee provides $950 million for ,ingie-family 
housing direct loans, a five-percent reduction from the $1 billion requested. but a 62 
percent increase over 1997. 

CommercrJJustice/State 

Summary 
Based on Congressional scoring, the House Subcommittee bill (marked up July 10) provides 
$25.9 billion in general purpose discretionary funding, approximately SO.7 billion above the 
enacted level and $0.4 billion below the reque't (thi' includes $100 million for U.N. arrear.ges.t 
the request level). The House bill .1'0 provides $5.26 billion in Violent Crime Reduction Trust 
Fund (VCRTF) funding, virtually at the requested level. Based on Congressional scoring, the 
Senate Subcommittee bill (marked up July 11) provides $31.6 billion in general purpose 
discretionary resources. but docs not specify the split for the VCRTF" 

Major Issues 	 . 
• 	 Census SampILI)g. The House bill restricts the availability of about three-quarters ($2&2 

million of the $382 million) of the FY 1998 funds for the Decennial Census until an 
agreement over method (e.g., sampling) is reached, 

• 	 NlSI.(inciudes ATP and MEP). Under the House Subcommittee bill, NIST is fully 
funded ($693 million), but ATP is funded at S185 million, $91 million below the request 
(of $276 million). The Senate Subcommittee provides $200 million for ATP, $76 million 
below the request but $15 million above the House Subcommittee mark The budget 
agreement identifies NlST as a protected domestic discretionary priority, but does not 
specitcallyprotecl the FY 1998 request level for ATP. 

• 	 L1lgaLSllYices CorpQration (LSc'). The House Subcommittee provided $141 million 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 amQunt was pursuant to a prior "agreement"; however, it is unciear 
who was party to thIS agreement, and it 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 5:159 million above the House 
Subcommittee mark. 

• 	 Qunce ofPreventiQu CQuncil aod Globe. The House and Senate Subcommittee bills 
terminate both progr<llns. 

2 
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Derense 

~ummary 
Based on Congressional scoring, the Senate bill (reported on July 10) pro'\~dcs $247 billion in 
discretionary budget authority. $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 supplementats, 
transfers and rescissions; bowever. Congress did not pass all of these proposals, 

Major Issues 
• 	 Deviation from Budget Agreement. The House 602(b) reallocation shifted $2.6 billion in 

up-front funding BA away from Energy and Water programs to defense ($1.8 hillion) and 
military construction (SO. 8 billion). The Senate 602(b) increased defense by $1.1 billion 
snd mllitary construction by SO.8 billion. Statements of Administration Policy were sent 
to Congres.«; stating that this is an unacceptable deviation from the budget agreement. 

• 	 Nunn~Lugar Former Soviet Union Threat Reduction Program, The House Subcommittee 
provided $282 million, $\00 million below 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 $60 million to the program, 

• 	 5:2. The House bill includes over $300 million ofun requested funds for advance work 
associated with procuring more B-2 bombers. The Senate bill does not include the funds. 

• 	 Bnsnja. lJ1e House bill is expected to include language contained in the House~passed 
DOD Authorization bill which would prohibit the use offunds after June 30, 1998. for 
troops ttl Bosnia. 

District of Coluntbia 

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

Major issues 
• 	 Federal Assumption QfDistrict GOYCInDJ~n!al ElluctiQos. The FY 1998 Budget proposes 

10 rcstmcturc the relationshij> between the Federal and District governments. Under the 
proposal, the Federal Government would; take on financial responsibility for certain 
District functions such as pensions, criminal justice, and Medicaid; establish the National 
Capital Infrastructure Fund to fund transportation projects in the District; establish an 
economic dcvciopmcnt corporation to provide grants and tax incentives for economic 
development; and collect some District taxes, In exchange, the proposal ~ou!d end the 
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annual Federal payment and retirement contribution. The Administration's recommended 
aUocation 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 $805 million. The current House and Scnate 602(b) 
allocations provide the full $805 million in BA but only $479 million in outlays. That 
ouUay level will not support the $719 million in outlays 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 arc working with the House and Senate leadership to include your proposals in the 
reconciliation bill. which would resolve the 602(b) shortfall problem. 

.Energy nnd Water Development 

Summary 
The House Subcommittee marked op on July II in a closed session, Based on Congressional 
scoring, the Senate Committee provides $20.8 bHlion in total. $1.8 billion below the request and 
$0.9 billion above FY 1997. The total for defense discretionary funding is $1 L8 billion. $1.8 
bi\lion below the requested level. The Senate bill provides: 5160 million for the Nuclear Waste 
Disposal Fund (Energy), $30 million below the request; $50 million for California Bay-Delta 
Ecosystem Restoration (Interior). $93 million below the request; and 5300 million for the Defense 
Environmental Management Privatization, 5900 million below the request 

Major Issues 
• ~timLfrom the Budget AgreemenL Both the House and Senate 602(b) allocations 

shifted up-front funding BA away from energy and water programs to defense and mt1ltary 
construction projects. Statements ofAdministration Policy (SAPs) on the Energy and 
Water appropriations bill were sent to Congress, stating that this is an unacceptable 
deviation from the budget agreement. 

• Yucca MQuntain. With Senator Reid becoming ranking member. we do not expect that 
language included in earlier versions of the 1997 bill to require construction ofan interim 
nuclear waste storage facility at Yucca Mountain will be tn the FY 1998 bill. 

Foreign Operations 

Summary 
The House Committee reported .the bill on July 9. Compared to the request. the bill cuts funding 
deeply but has minimal earmarks and few serious policy restrictions, The House holds DA at the 
FY 1997 total 0[$12.3 biliion, $1 billion below the request. The House mark is $233 million 
below the 602(b) ceiling which itself is $500 million below the budget agreement protected level 
forthe Subcommiltee. In a letter to the House Committee 011 July 9, n't indicllted (hat the 
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Secretary of State, the Secretary ofTrcnsury, and the National Security Advisor would 
recommend a veto if the Conference verSion of the bill contained the reduction pl'oposed by 
the Douse Committee. 

The Senate Committee marked up the bill on Iune 24, and Floor action is expected this week, 
Unlike the House, the Senate bill provides all but $20 million oflbe Subcommittee's $13 billion 
protected BA under the budget agreement. but has a myriad offunding earmarks and a number of 
troublesome policy provisions . 

. Major Issues 
• 	 Family planning. A House Floor amendment is expected from Rep, Chris Smith in an 


effort to impose the so-called Mexico City policy on FY 1998 family planning funds. 


• 	 foreign Operations FundjoK The House bill cuts multilateral deyelopment bank (MOB) 

funding by $0.6 billion and aid to the Newly Independent Slates (NIS) by SO.3 billion. 

The Senate bill provides $16.7 billion (including New Arrangements to Borrow for the 

IMF), $125 million below the request, and $980 million above the comparable FY 1997 

level. Much. of the $125 million shortfall is payment for the International Development 

Association (IDA) arrears, which is provided in the budget agreement and could be 

accommodated through a cap adjustment ifthe Conference adds the funding. 


• 	 lordan 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. 


Interior 

Summary 
The House Full Committee marked up the billIune 26. Floor 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 lhe request, but $0.2 billion above FY 1997. Most of the reductions below the 
request arc In land acquisition, the National Endowment for the Arts (NEA). Energy 
Conservation, Fossil Energy R&D. the Indian Health Service, and the Bureau ofIndian Affairs. 
Srate:ments of Administration Policy have indicated that senior ;:,dvisors would recommend 
a veto if Nl<:A funding is not restored. 

Major issues 
• 	 llE.8.. The House bill eliminates funding for the NEA from the FY 1997 level of $99 


million, A Yates amendment to restore funding to the NEA (up to the 19971evc1) was 

defeated in Committee. The Ehlers amendment to terminate NEA and create Education 

Department $SO million block grants for the arts was defeated on the House Floor by a 

vote of271 to 155. Rep. Chabot offered an amendmeot to terminate the National 

Endowment for the Humanities. A vote on this amendment scheduled for July 15. 
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• 	 LaruLAmuisjtjQn. 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 Agricultur~ to complete priority land acquisitions 
and exchanges that are on a scale that cannot be readily funded through amounts regularly 
appropriated directly to the land management agencies from the Land and Water 
Conservation Fund~ we have proposed tha~ $315 million should be used to purchase the 
New World Mine project and the Headwaters Forest. The House bill does include $239 
milI10n for traditional land acquisition. virtually at requested levek This fully funds the 
Everglades activities, but reduces the regular NPS land acquisition account by $18 million 
(25 percent), probably eliminating most funding for the Elwha Dam (WA) acquisition. 

• 	 13yreau "fIndi"n Affair:;, The Ho",e Committee bill would provide $1.68 billion, $53 
million below the request, but $72 million above FY 1997, The bill would fully fund the 
Tribal Priority Allocations (a protected program in the budget agreement)~ but funds for 
administration, construction. and settlements would be slightly below the request. 

LaboflllllS/Education 

Summary 
House and Senate Subcommittee mark ups were today. Specific details are not yet available. 

Major Issues 
• 	 ful.u.gtjQn Funding, The overall funding level for the Education. Training, Employment 

and Social Services function is "protected" under the budget agreement. Education 
Refornl~ Bilingual and Immigrant Education. Pell ($300 increase in 1998 maximum award 
to $3,000), and child literacy initiatives (consistent with the goals and concepts of the 
Amenca Read, program) are identified in the budget agreement as protected domestic 
discretionary priorities. 

• 	 America Reads. The House is expected to provide tbe funding in FY 1999 and make it 
subj<X:l to authorization, 

• 	 furulS.1ru:t. The budget agreement separately identified the Head Start program as a 
protected domestic discretionary priority. The FY 1998 Budget includes a $324 million 
increase. 

• 	 !:lJljjonal Inslil"te, ofHealtb (t1Ii), Both Congressman Poner and SenatQr Specter have 
indicated that they would like to fund NIH at 7.5 percent, or $956 million, over the FY 
19971eveL The FY 1998 request includcs a 2.6 perccnt, or $337 minion, increase over 
the FY 1997 enacted level of$12,7 billlon. They are also expecled to increase funding for 
Ryan White and CDC, As in previous years, it is unclear where Congress will find the 
money to fund NIH at greater than the Budget request. A concern would be that it could 
come from other Administration priorities in the bill, 
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• 	 LlUJiUage Riden;, Limitations are expected on ergonomics standards and on human 
embryo testing. 

Legislative Branch 

Stmunary 
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 e[fect the Executive Branch. The bill funds titeHouse of 
Representatives at $709 million. $25 million, or :;',7 percent, above FY 1997" Within House 
totals, 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 ~nority Leader, a 7,7 percent increase, The 
bill is curren11y being held up over fights to increase statTfor the Joint Tax: Committee and an 
effort to use surplus funds to increase oversight stalfto investigate labor unions, 

l\1Uitary Construction 

Summary 
The House passed the bill on July 8 (on a vote of395-14). The bit! 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 Fun Committee is expected to mark up on July IS. The House includes $886 
million for 94 specific, unrequested projects, partially offset by $86 million to reductions to 
requested programs and other adjustments. Over $200 million of the ullrequested projects is for 
projects that are not in the five-year plan. 

Transportalion 

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

Major Issues 
• [ofrastructure. The House Committee mark for infrastructure programs is $2.35 binion 

over the Administration's request Possible funding problems are FAA Operations which 
were reduced by $36 million. The Subcommittee funded Amtrak at $193 million, or $4 
mi11ion 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 
operate at this reduced level. 

• Surface TrnnSPQrtaU.ol1. Programs were marked up according to current law. This means 
that most new Administration NEXTEA proposals were not funded. These proposals 
include State lnfrastntcture Banks, the Transportation Credit Enhancemenl program, and 
the Access 10 Jobs and Training progrant 
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Treasury/Postal Service/General Government 

Summary 
The House bill is currently being held up over leadership discussions of whether to 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 OS schedule,) In addition, an 
effort is expected in the House to cbange the account structure for the Executive Residence in an 
effort to clarifY responsibility for reimbursing the cost ofuse of the White House for political and 
other non-official purposes. The Senate Subcommittee marked up the bill on July 11. EXOP 
accounts are funded at requested levels. It does not limit Member's pay. 

Major Issues 
• 	 Budge! Agreement. The budget agreement specifies funding levels for the overall function 

150. which includes many law enforcement programs within'the Department ofTreasury. 
The budget agreement also specifies that the Viole.nt Crime Reduction Trust Fund 
(VCRTF) is "protected." While both are "protected," the allocation offunds within the 
funclion and the VCRTF is not specified; any allocation that is not consistent with the 
Administration's request will be controversial. 

• 	 ~.Drug Campaign, It appears the Senate Subcommittee accepted the ONDCP 
proposal for an anti~drug public information campaign. However. the proposal was 
funded at $110 million. $65 million less than requested. 

V AlHUDlIndependent Agencies 

Summary 
The House Committee marked up the bill July 8. Overall the bill proyides $69.8 billion in total 
domestic discretionary budget authority. slightly below the request. The Senate Subcommittee 
marked up the billtod.y (detailed infonnation is not yet available). 

Major Issues 
• 	 Y.8... The House Committee provides a total of$18.8 billion in discretionary budget 

authority for VA which indudes the Administration's user fee proposal ofSQ,6 billion, as 
agreod in the budge! agreement. 

• 	 UfA. 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 
rcqw)stcd level of $3.4 billion; however, (here arc numerous earmarks for unrequested 
projects. Superfund is funded at $1.5 billion, $0,0 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. 

. R 
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• 	 lllill. The House bill would provide $25.3 billion in discretionary BA for HUD, SO.3 
billion below the request and $9,4 billion above FY 1997. This increase over 1997 is du~ 
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: Empowennent Zones ($100 
million) and HUD Brownfields ($25 million). 

• 	 CQrporatioo for National and Community Service (CNCS), The I-louse bill funds CNCS 
at the FY 1997 level of$402.5 million, 27 percen, ($146 million) below the request. This 
does not provide requested resources for your America Reads Initiative. In n Statement 
ofAdministration Policy (.July 15), we indicated that if a.mendments to terminate 
CNCS nnd the AmeriCorps program nrc passed, senior advisors would recommend 
a veto of the bill. 

Attachment 
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YX 1998 Appropriations Items Contrary (9 Biparlisan Uudget Agreement 

o 	 Inter·national Affairs Funding --Based on House action to date On Foreign 
Operations, Commerce/Justice/State and Agriculture, function 150 is funded at a 
level about 51,1 billion below the request and the amount contained in the BBA. The 
most significant reductions are in Foreign Operations, which is $1 biIHon below the 
request and does not include funds for arrearages owed by the United States to 
multilateral development banks. 

o 	 L:md Acquisition --The House Appropriations Committee hall- approved the FY 
1998 Intedor bill without any of tne $700 million in additional funding for priority 
land acquisition and exchange,. It also includes a shortfall of $18 million (-25 
percent) for "base" National Park Service (NPS) land acquisition. a "protected" 
program under the BBA. 

o 	 Superfund-- The House Committee-reported Vl\JHUD bill has. Superfund level 
of $1.5 billion, which is $0.6 billion (28 percent) lower than the level in the 
President's Budget. This is contrary to the Administration's interpretation of the 
BBA. which provides that Superfund appropriations will be at the Presidentls level 
uifpolicies can be worked out". The President's Budget provides a totallncrease of 
$1,3 billion over FY 1998 and FY 1999 to accomplish an addi.ional2S0 cleanups by 
the year 2000, 

() 	 National Institute of Standards and Technology (Advanced Technology 
Pl'Ogram)'- The House Commerce/Justice/State bill is $91 million below the $276 
million request for A TP and the Senate is $76 million below the request. The House 
Subcommittee 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. 

o 	 0511053 -The House and Senate-passed Defense Authoriz..1.tion bills move $2.6 
billion in 1998 budget authority intended to fund environmental privatization projects 
and to forward fund specific Department of Energy programs {subfunction 053) to 
Department ofDefense military programs (suhfunclion 05 n. Consistent with those 
a<:lions. the House Appropriations Committee shifts $1.8 billion in BA to the 
Defense Subcommittee and $0.8 billion to the Military Construction Subcommittee. 
The Senate Appropriations Committee shifts $0,7 billion in SA to Defense and $0.8 
bi Ilion to Mil Con. 

The House-passed Military Construction bill spends the $0"8 billion on 94 
unrequested construction projects. Of that amount, over $,200 million is for projects 
that are not even in DoD's five year phm, The nudge! Agreement assumed _that 
subfunetion 053 would be funded at the President's request level. and that the 
additional spending in the agreement would go 10 Defense military activities. 



o 	 America Rends ~~ The House Committee-reported V A1HUD bill does not include 
the proposed $147 million increase for National Service which was based on the 
proposal to integrate National Service volunteer efforts into the President's America 
Reads literacy initiative (11,000 more volunteers). 

o 	 Community Development Financial Institutions - [lfthis document is being used 
after July15.h. it is expected tha'l the Senate Appropriations V AlHUD Subcommittee 
terminates CDF), a protected Domestic Discretionary Priority Program. 
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THE WHITE HOUSE 

WASHINGTON 

July 18, 1997 

MEMORANIHlM TO THE PRESII)ENT 

FROM: Gene Sperling and Chris Jennings 

SUBJECT: Secretary ShalaIa's Memorandum <lnd other infonnation about Mo.:dicare Income~ 
Related Premiums 

Attached are two documents on the lncome-related premium. 'n\C first is a onc page sidc~by-side 
table sununarizing the major issues involved in administering is meanAeSled (our base Democrats 
prefers "'income-related") premiwn by the Department of Health and Human Services versus the 
Treasury Department. We created this document integrating much of the infonnation contained 
in the Secretary's memo, as well as new information from Treasury and the CSO. 

The second attachment is Donna's memO itself. It details the many, serious concerns that are 
raised by the prospect ofadministering this premium through HHS. It concludes that HHS/SSA 
collection of il high income premium wonld be an administrative disaster, inaccurately conecting 
premiums. from millions ofbeneflciaries based on data that is two to three years old, It points out 
that the inefficient administralion would lose over 50 percent of the revenue due. would require 
at least $30~$50 mUlion in new administrative costs, and require at least 300 new employees. 

Donna also f'djses her opposition to eliminating the Medicare Part B premium subsidy altogether, 
arguing that it would create much greater incentives for healthy and wealthy beneficiaries to 
leave the program than would setting the prcmlmn at 75 percent of program costs. (Despjte our 
argument to lhe contrary, the Muinstream Senaiors strongly oppose having extremely wealthy 
beneficiaries having any subsidy.) 

We have made major efforts to work with Members of Congress on this issue and have made it 
ciear, that if it ean be done right, we want to get this done. On Thursday, we met with the 
Main.~tream Senators (Breau.x, Chafec, Kerrey, Conrad, Frist, etc.). On the same day, the 
Concord CO:llition released a strong critiquc of the Senatc proposal and an endorsement of your 
position, The briefing was so well received that virtually every Member of the group concluded 
that administration of the premium by the Treasury Department was the preferable way to go. 
(Senator Chafec said it was the oniy \.Vay to go.) Notably, the Mainstream Senators also agreed 
that the income thresholds should be indexed to inflation to as:;urc that much larger and less weIl 
off seniors be unintentionally added over time. . 

We are foHowing up on the Mainstream Coalition's request to refine the Treasury option by 
developing alternatives to the tax fonn 10 calculate and collect the high income premium. We 
will keep you informed of developments. 



COMPARISON OF THE ADMINISTRATION OF 

THE HIGH-INCOME PREMIUM 


, 

PROVISION SENATE BILL ADMINISTERED 
BYHHS' 

SENATE BILL ADMINISTERED 
BY TREASURY' ,, ,,Health & Human Services (HHS), Treasury 

Social Security Administration 
(SSA). & Treasury 

Who Administers 

$8.9 billion (assumes traditional 
, 
Savings $3.9 billion (assumes loss of over 

50% of savings in the first 5 years) compliance rates} , 

$30 to 50 million per year $5 to 10 million per year 

Costs 

Administrative 

HHS identifies beneficiaries by: Beneficiaries report their income, 
Beneficiaries Are 
How Eligible 

(1) Getting income from the latest reference a schedule, and add 

Identified 
 the extra premium to the bottom 

is 2-3 years old (e.g., 1995 for 
reviewed Treasury tax data, which 

Hne of their tax retum 
1998) 
(2) Sending notices to al least 3 
million beneficiaries to ask if this 
past income is what they will I , 
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 

Assum~s that extra premium is See above 
!Are Collected 
, How Premiums 

sublracted from monlhly Social 
Security check after HHS sends to , 

,
SSA Ineir estimate of who gets 

: how much taken out of their 
i checks 

IReconciling To ensure that the right amount of Since inqome is not projected but 
: Income premium was assessed, Treasury is the actual reported income, no ,, , would send the actual income reconciliation is required. . 

i from reviewed tax data to HHS. 
, However, because this would be 

done retrospectively this would ,,
lake 2-3 years (e.g., 2001 
correction for 1998 mistake) I 

.. This policy assumes the Senate policy which phases in 100% of the premium for beneficiaries with 
incomes between $50,000 and $100,000 for singles, $75,000 and S125,000 for couples. The 
Administration opposes the Sonate's 100% phase out. administration through HHS/SSA. and lack of 
indexing of the income thresholds. 
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fH(SECRETARY OF HEALTH ANOH\,JMAN SERVICES 
WA,.tii""OTOM, D.C. ~Ol 

JUL I I 1997 

MEMORANDUM FOR THE PRES[[)ENT 

As you know, Ihe Senale bas proposed a number ofchanges Ibat would affect Medicare 
beneficiaries, including the introduction of an income-re1ated Part B premium starting at $50,000 
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 ofconcerns about the proposal as currently structured. ] wanted to 
raise to your attention the two aspects ofthe proposal that I think raise the most significant . 
problems. (I have discussed my concerns with Secretary Rubin). 

First, ifthe Administration agrees to an income-related premium, I believe we should strongly 
oppose the Senate provision fur HHS to adtruruster the collections process, The Administration 
has consistently taken the position thaI eny such premium should be collected by the Treasury 
Department, wbere it could be managed simply and efficiently as part ofthe filing ofa 
beneficiary's tax return. (As you may recall, this is bow 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 oftWs: memorandum sets forth in more detail the reasons why administration 
of an income~related premium by IDiS would be impractical. expensive. and more burdensome to 
beneficiarie'l. Administration by HHS runs serious risks of tllienating several million senior 
citizens. 

Second, I am concerned that the Senate proposal has the potential to cause a substantial 
percentage ofthe highest income beneficiaries to opt out ofMedicare 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 to an income-re1ated premium 
tnat includl~s this feature. 

1. Concerns "bout Administrability of ID~Qmc~Related Premium by fiRS 

Administration of an income-related premium by HHS would be a formidable undertaking. HHS 
does ~ot nOw have access to information on beneficiary income. In addition to serious ooncerns 
about the privacy of income information. requiring HHS to collect an income-related premium 
would mean establishment of a: large and expensive bureaucracy at :tIHS. a task for which the 
Department has no expertise or comparative advantage. We estimate that such a bureaucracYI 
which would duplicate functions perfonned by Treasury, would require more than 300 new 



Federal empjoyees and cost more than $30 miUion per year (not counting start-up costs). and run 
counter to Administratlon and Congressional goals ofdownsizing the Federal govenunent. 

Furthennore, the inefficiencies inherent in the Senate proposal for HHS to collect the income­
related premium have led both CBO and HCF A actuaries to estimate th.t less than halfofthe 
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-$9 billion over five years if the 
collections were handled by Treasury, compared to only the $4 billion th.t CBO has estimated if 
the premium were administered by HHS, 

&...:i¥h.t.HHS Would Hay. to Do to Administer Income,l.l&lated Pwnium 

The Senate bill would require HHS 10 undertake. complicated series of steps, 

(I) 	 IhltSenale bjll requires Ifeasu!)' to provide HHS withjncqme information on MediCl!f\l 
beneficiaries since HHS.does not have such !rtformation. COllecting and reconciling , 
information about beneficiary incomes would be an entirely new function for HHS, one 
that some beneficiaries may not find appropriate, given the sensitivity ofsuch information. 

(2) 	 IMincQrne information provided by TreasuryFQuld be three years old. Treasury would 
send HHS 1995 tax return information, the latest available infonnation. in order to give 
HHS sufficient time to develop and send to beneficiaries an initial determination (i.e,. a 
preliminary estimate which would need to be reconciled after the actual tax filing fur the 
year) of their 1998 income and an initial determination of their 1998 income-.related 
premium liability, and give the beneficiary an opportunity refute the HHS estimate. 

Use ofincome data three years old is problematic. It.would be inherently confusing. f!!>1 
income is pot a gQ9Q indicator of a Medicare beneficiary's future income. For example. 
income for beneficiaries who were working in 1995 but later retired would result in an 
overstatement ofestimated 1998 income for the beneficiary. Similarly, if a beneficiary had 
• capital gain in 1995, that gain would be included in the beneficiary's 1995 income used 
to project 1998 income. 

In contrast, ifTreasury 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 as part of the filing of the beneficiary's tax return, it would be based on actual 
income information for the relevant year. 

HHS would have to respond to the many letters from beneficiaries or Congressional 
Offices who might be concerned with the genera! notlon ofa governmental agency 
estimating their income for a year and why they had to supply income data to two different 
governmental agencies. 
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(3) 	 The Senate bill requires that HHS send the beneficiary an estimate of their income by 
September I of the year before the year for which the income~related premium applied and 
that the beneficiary b. given thirty days to refute the estimate. Ifthe beneficiary refutes 
the HHS estimate, the Senate bill provides that the beneficiary's estimate would hold. If 
the beneficiary doe, not challenge the HHS estimate, the Senate bill specifies that the HHS 
estimate would hold, 

(4) 	 While the Senate bill does not specifY how the income-related premiums would aetually be 
collected, they could be collected either by HHS direct billing, or SSA deductions from 
the Social Security check (for the bulk ofbeneficiaries), 

In the case ofexclusive HHS direct billing. HHS would have to send quarterly bills to 
about 3 million beneficiaries in 1998, For those beneficiaries who did not make timely 
paymeot~ additional efforts at collection would need to be undertaken. 

Altematively. the beneficiary~speclfic income--related premium liability could be sent to 
SSA before tbe beginning ofa year and SSA could deduct the amount from the 
beneficiary's Socia! Security check. This method could be used for 85 percent of 
beneficiaries; the remainder would need to be direct-biUed by HHS. 

(5) 	 Jfhigh~incQme beneficiaries did not make premium payments. they-w.ould be terminated 
:from Medicare.Part B coverage. Challenges to tenninations could consume additional 
HHS resources. Tennination may also invo1ve cOlTcspondence with beneficiaries and 
Congressional offices. 

(6) 	 Since the initial premium payments for a year would be based on the "initial 
determination!! ofincome and since "actuaI" 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 liability for the year. 

For income~related premium liabilities for 1998, the reconciliation would occur jn 2001. 
This eould be confusing to beneficiaries since the reconciliation would involve resurrecting 
their actual information from a tax return three years earlier and generate additional 
correspondence. 

(7) 	 After HHS reconciled estimated and actual income and income-related premium liabilities, 
underpayments would have to be coUceted from beneficiaries and overpayments would 
have to be refunded. If a beneficiary had __ ~Hed. collections would have to be made frQm. 
and refunds made to, the surviving spouse or estate. Special efforts may be needed to 
recoup underpayments from heirs where estates had already disbursed assets, 
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(8) 	 The paperwork burden for HHS administration ofan income-rel.ted premium is 
staggering. New forms would have to be developed to send income estimates to 
beneficiaries, receive their responses and reconcile estimated and actual income. Twelve 
million bills would need to be sent ifHHS did exclusive billing for income-r.lated 
premiums, Additional colTespondence would be invoived for delinquent collections, Up 
to 3 million letters might be sent to, handle overpayments and underpayments for a year. 
Special paperwork might be needed to recoup underpayments from suIViving spouses or 
estates. 

B, Comparison with Administration by TreasuIY 

In contrast. an income4 celated premium could be calculated through the income tax: return.. in a 
manner similar to the way that Ihelax on Social Security benefits is currently d«ermined. One 
line would be added to the 1 040 tax form representing Ibe amount owed for income-related 
premium, Deu~ination 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 ineame taxation. If the individual pays estimated taxes, the 
income-rel.ted premium liability could be included as part of the individual's periodic filing. 
There would be some increase in Treasury's administrative costs to run this program. but we 
believe those costs are relatively small, 

c. Potential Costs ofAdministration by HHS 

In an era of ever more constrained funding for program administration, requiring HHS (and SSA) 
to take on these administrative functions would be impossible without a more tban $30 million 
annual increase in administrative funding (and $20 million in start-up costs) and more than 300 
new Federal employees. These estimates of administrative co'Sts 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 as the source offinal income data}. In the absence of additional 
resources, processing those inquiries would detract from the capacity ofthose organizations to 
provide other services, Nor do those estimates reflect the additional costs to beneficiaries who 
believe --.rightly or wrongly _M that there are errors in the infonnation on which their filings are 
based. Just as other taxpayers incur considerable expenses for accountants, lawyers. and SO forth, 
so for the first time would thousands ofMedicare beneficiaries. 

Ii. Concerns about Hie Maximum BeneficiaryJ~Jmtributiot1 in_Senate Proposal 

The Administration>s Health Security Act proposed that beneficiaries pay a maximum 
contribution of75 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 important rationale for this poHcy. If the entire subsidy is removed. ihe younger and 
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healthier persons among highest incoms beneficiaries wouId have strong incentives to arop out of 
Part B coyerag(~. On average, Medicare spending for rugh-inco'me beneficiaries is about 15 
percent lower than for aU beneficiaries. Since their average expenses would be considerably tess 
than their Part B premium contributions, 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. If a signil1cant number ofhigh-income beneficiaries droppoo out, it would 
raise costs for those who remain, HeFA actuaries assume that about 30 percent of high-income 
beneficiaries would drop out jf the income-related premium were set equal to 100 percent of 
average program costs. 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 !X'%cenl. 

Conclusion 

For aU of these reasons, I strongly believe we should support an income-related premium only ifit 
is administered through Treasury. I also believe that iftrus provision remains in the bill, the . 
maximum beneficiary contribution should be 7S percent. 

cc: 	 Robert Rubin 
Secretary, Department of Treasury 

John Callahan 
Acting Commissioner, Social Security Administration 
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