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THE WHITE HOUSE 

WASHINGTON 

July 28, 1997 

MEMORANDUM TO TilE PRESIDENT 

FROM: Chris Jennings 

SUBJECT, Children's Health and Medicaid Budget Developments 

John Podesta, Bruce Reed, Gene Sperling, John HiUey, Fred DuVal 

This responds to your request last night for a quick update ofdevelopments in the budget 
negotiations rela.ting to children's health and Medicaid. Unfortunately, both subjects have 
individual provisions that ~~ as ofearly this morning ..... continue to hold up final resolution on the 
budget: children's health benefits and the Disproportionate Share Hospital (DSH) cut formula. It 
is worth noting. however. that most other major issues - like financial accountability in the 
children's benefit. cost..sharing protections. and the rest ofllie Medicaid issues -- are either 
resolved are almost resoh·'ed. 

Children's Health Benefits 

Both sides perceive that they have moved a long way on the benefit question, Both are right, but 
the current conference packnge is still a long way away from the benefit that overwhelmingly 
passed the Senate, which required that - to be eligible for the $24 billion gumt funding - sUItes 

. offer the FEHBI' Blue CrosslBlue Shield PPO benefit with assurances thai vision and heai1ng 
would be covered and a requirement for mental health parity. It is also a long way from the 
Medicaid oppronch we supported earlier this year with our endorsement of the 
Chnfee-Rockefeller bill. 

The Ropublicans' current package requires that • state-<:ligible plan be the FEHBP plan outlined 
above,. state-employee plan, or the mo,t popular HMO plan in the sUIte, In addition, it gives 
states the flexibility to become eligible for gumt money if they develop a separate plan that is 
.ubslaotially actuarially equivalent plan to the dollar value of one of these three, and it provides: 
(l) inpatient/outpatient hospital care; (2) physician services; (3) X-Ray and lab; and 
(4) well-baby and well child care, Although the first ~ options would assure that the benefit 
plans would cover prescription drugs and mental health (and the vast majority already cover 
vision and hearing services), the fourth plan option would nol guarantee this coverage, [NOTE: 
The health care packnges for Florida, Peonsylvania, and New York are waived in; they do not 

. have to design a new benefit plan,] 



In our discussions with the Republicans, we have stressed Our desire to ensure maximum state 
flexibility balonc<:d with accountability on the benefits. We have accepted their automatic 
approval of any State package that meets their threi: benefit designs (assuming it also includes 
vision and hearing services.) We have agreed to their provision to waive in certain states. 
We have rejected, however, their actuarial value option because a benefit could be ....ily 
desigued to exclude, fur example, mental health benefits. This is not just • hypothetieal COncern: 
it happens frequently. For instance, for financial and politieal reasons, only 13 ofthe over 30 
stales who have children's health benefit cover such basics as prescription drugs, mental health, 
&:ami, and vision and hearing services, (See attached one-pager on wby these benefits are so 
important to kid..) 

Ret,:ent Benefits Negotiations 

Over the last 48 hours, we have suggested ways to add flexibility. For example, we offered that 
any state could d"sigu • different package than one of the conference options as long as it could 
gain,HHS SecreW'ial approval - similar to countless welfare and Medieaid waivers. They 
rejected this option because they (and the Governors) don't want an HHS review process. 

. . 
We then suggested (but did not offer) the possibility ofadding categories ofbenefits to their 
basic categories, .nsuring thaI they are meaningful, and setting up an automatic approval if the 
packages are actuarially equivalent to the other three options, We decided not to take this route 
because we feared that RepUblicans would vehemently reject the concept ofadding new benefit 
categories. 

Yesterday, we tri{:d addressing their Secretarial review concern and their benefit category 
concern by offering to automatieally approve any benefits package that was actuarially equivalent 
to the hase three packages lIS long as the moe of the individual benefits in tile ""ckage was!12l 
designed 10 be less than 75 ~I of tile value of tile benefit. We took this approach to ensure 
that the benefits we are concerned about could not be designed to be basically worthless - again, 
mental health comes to mind. We thought the Leadership agreed to this,proposal, but the staff 

. (notably from the Conunerce Commitree) strongly objected and apparently was successful'in 
W"ging the Speaker to reject it. Although many unfounded arguments were raised, one that is 
legitimate i. that there are benefits in the three basic packages that children may not need. 

Current Status 

There are velY few options left. The fus~ ofcourse, is for either side to recede to the other. 
Since that appears unlikely, the only other option may be for us to add our four priority benefits 
(prescription drugs, visionihearing. mental and dental) to their actuarial value base package and 
require the 75 pcrOOllt actuarial value protection for just the eight categories. This would enable 
the states to design virntally any benefits package that 1(IBS actuarially equivalent 10 one of the 
three base optio", as long as it inclnded both sides' benefit eategories, This would represenl a 
move from the offer we mode yesterday. 
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Statu, of the DSH Fonnul. Fight 

All along, we have been urging ,orne moderation in the cuts high-DSH states would he foreed to 
shoulder under the Medicaid agreement. Recently, we have been working with Congressman 
Spratt to develop alternative DSH allocation fonnulas. In the absence ofreaching some sort of 
agreement, we will have major problems with our South Carolillll, Texas, New Jersey, 
New Hampshire~ Louisiana, and Missouri delegations on finat passage. 

We believe Mr. Spratt (working with us) has developed a fonnula that is aceeptahle to the high
DSH stales. It, in effeot, simply reduces the high-DSH stales' cuts by capping their overall 
Medicaid reductions to 3.5 percent. In so doing, however, it holds all the other Slates hanmless to 
the reductions in the House and Senate versions of the budget reconciliation bilL It aeeomplishes 
this by simply spending more 'money (or cutting less) and requires about $670 million more in 
DSH spending. 

, . 
yesterday, we thought we had an agreement with the Leadership to integrate Congressman 
Spratt's formula into the ficai package. However, the same Commerce staffer who objected to 
our children's health compromise objected to this option. As of this writing, the DSH fonnul. 
remains a very open'issue; it still does appear likely, however, that the Leadership will.Uocate 
additional dollars to address our individual state concerns, (as well as some of theirs). 
Unfortunately, with each passing day we do not reach agreement, the DSH fight will become 
harder to resolve as more and more states will \\'ant s.pecial deals, Moreover, the resentment of 
lhe low-DSH stales will increase to greater levels as time goes by. 

NGA Meeting, 

Although the Governors are quite satisfied with most of the agreement, they may well raise 
conce'rns about the benefits debate. As you know ll?ore than anyone, this issue is coming down 
to the longstanding trustl=untability debate between the Federal and state governments. A. 
the attached one-'pager describes, the' budget agreement will go much rurther tban ever in 
providing great flexibility to states in the administration of Medicaid and the new " 
.hUd...,n'. health program. However the benefits issue is resolved, it will not impose new costs 
on the stales: it comes down to aFederal assurance that the new investment will deliver a set of 
meaningful hanefits to children that some states may not otherwise provide. Because discussions 
are ongoing, Gene, Fred and I recommend not engaging on this issue to the extent possible, 

Ifyou decide to address tltis issue directly, you certainlyeould say that we remain open'to - and 
are looking at - alternatives that assure some basic benefits ofgreat importance to children. 
Gene and I will be sending Q&As on these subjects under separate cover. (Remember, the 

, ' Republicans went on record ofeudorsing required benefits when they listed four benefits that 
, must be covered in any actuariallY""iuivalent paekage;,the debate will be around the edditiocai 

benefits and whether to include some proteedon that the benefits are real.) However; you should 
carefully weigh any comments that you may make to be responsive to the Governors with the 
knowledge that y"ur words will be carefully scrutinized by the children's advocacy community 
and many Demoetats (and some Republicans) on the Hilt:' 



IMPORTANT BENEFITS FOR CHILDREN 

VISION 
.. 	 Why important to children: Children are 3 times more likely than adults to have acute 

eye problem~. ~owever. children are leSs likely to recognize that their vision is poor. 

Problem: Almost 3 times as many uninsured versus privately insured children did not 
get needed glasses. 

Nearly one in five uninsured children needed but did not have glasses before enrolling in 
Pennsylvania's state program. 

HEARING 
.. 	 Why important to children: Children are 20 limes more likely tha!1 adults to have acute 

ear jnfections. . 

After colds and the flu, ear infections and ear conditions are the most common reason 
why children miss schooL 

Untreated hearing impairments can delay language development and cause learning 
problems. 

. 	 ,
• 	 Problem: Low-income chifdren are more than twice as likely to miss school because of 

an' ear infection or ear condition as high income children .. 

DENTAL 
• 	 Wily Important to cllildren: Tooth decay Is the most common childhood disease. 

• 	 Problem: Dental problems disproportionately affect children from low-Income families. 

Almost 42 mUlion uninsured children were unable to get needed dental care - almastS 
times the number of privately insured children. . 

MENTAL HEALTH 
• 	 Whylmportant to children: Children are 70 percent more likely to suffer from activity 

fimltations due to mental DISOrders relative to wori<ing age edults, 

About 8 to 11 million chlldren Ilave a mental dison:lef_ 

• 	 Problem: About one in four children wile need mental healtlt care did not receive it 

Uninsured chlldren are particuIar1y at risk. OVer 270.000 uninsured children needed 
mental health services but were unable to get them" 
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~, HEALTH CARE WINS FOR THE GOVERNORS IN THE BUDGET 

HEALTH CARE IN GENERAL 

• 	 Increase in Federal funds for states. States come out winners - a net gain of 
at least $10 billion over five years (Medicaid 8. children's health combined). This 
does not even include tlie Qlfer $5 billion in Slate savings from new flexibility. 

• 	 Liberated from excessive Federal oversight. State have unprecedented 
l1exibility in running both the children's health initiative and Medicaid, 

MEDICAID 

• 	 No per capita cap, the NGA's number one concern at its January meeling. 

• 	 Savings to states: Slate savings over 5 years include: 

Repeal ottne Boren amendment (Up to $1 billion). 

Medicaid rates for Medicare cost sharing. (Up to $4 billion). 

Reduced rates for health clinics (FQHCIRHCs). (Up to $200 million). 

• 	 Repeals managed care waivers that requireda paperwork-laden, time
consuming re~iew, process. 

• Flexibility in cost sharing for Medicaid beneficiaries. 


CHILDREN'S HEALTH 


• 	 Major investment for states. $24 billion over the next five years. 

• 	 Reduced matching rate, from 43% under Medicaid, on average, to 30%. 

• 	 No requirement to accelerate phase In of poor children 14 to 18 years old. 

• 	 Flexibility in: 

• Eligibility to target children by area, age, or other circumstanceS. 

Benefits so that. above a minimum, states deleonine the mix and amount 
ofservices. No early, periodic ~ning. diagnosis & treatment (EPSOT). 

Provider or plan payment rates which States WIll negotiate without 
burdensome Federal oversight 

Use of managed care so that States niay, for example, contract wHh one 
plan to deliver care to children. 
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August 5, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Laying down it marker on Social Security 

As today's longer memorandum on Social Security notes. the decisions on Social 
Se.curity refonn involve at least three different levels: 

• 	 Overa[ process strategy: timing for a real deal, whether to call for a commission, 
whether to make a unUateral announcement, etc, 

, 	 Substantive decision..;;; Forging policy proposals to address the Social Secudty challenge 

• 	 Whether to l~y down an early marker on the issue 

Your advisers witl dearly have extensive processes to evaluate dlfferellt scenarios and 
options on the first two levels. The immediate question is whether you want to lay down an 
early marker on the issue, Your advisers have discussed this specific question both yesterday 
and today, and have narrowed the options to the following three. 

Declare tomQrrow that you,want to act on Sodal Security before Medicare 

Possible language: "'While the Afedicare commission is conducting its analysis, we must 
work in a bipartisan way to create solutions -- before the Medicare commission issues 
its report -- that will strengthen Social Security, so [full Social Security will be just as 
strong and secure jor [he next generaTion as it has been for paST generations. We must 
act not because we are in a state of crisis, but because we have the opportunity TO act 
wisely to prevent a crisisjrom ever occurring. I will be asking my economic team to 
engage in broad consultation with the Congressional leadership, with Democrats and 
Republicans, with those who represent seniors and younger people, and with experts 
and hard-working citizens, so that we can find the best way w garner the full support of 
our people for such a siglI{ficam reJonn. . , 

• Signals that you want to do Social Security tlrst and pms you out front on issue 
• Provides tlexibility, since it commits us only to have proposals bef?re March 1, 
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1999 -	 when the Medicare Conunission reports. 
• 	 May lead to questions about timing and process, but at least the questions would 

be about Qllr actions and Qllr strategy. 

CQNS 

• 	 Could raise expectations for a specific proposal 
• 	 Endless questions could make us look evasive 
• 	 Could still be seen as not quite stepping up to the plate 

2. 	 Maintain current stance and do not signal anything_new on timin~ 

Possible language: "[ want to explore a bipartisan process for strengthening Social 
Security, sa thai it will be jU,Sl as strong and seCure for the next generatian as it has 
been [or past generations. We must act not because we are in a state oj crisis, but 
because we have the opportunity to (Jet wisely to prevent a crisis from ever occurring. " 

• 	 Until we know how to proceed, we should not make any pronouncements 
• Doesn't lock us in to anything specific 


CONS 


• 	 Some will say you dido't seize the initiative when you were strong 
.. 	 Leaves door open to other political leaders to be first to call for addressing 

SociaJ Security 
• 	 Doesn't break new ground or make news because it doesn't make dear that we 

want to do this before Medicare. 

3, 	 Conduct a prominent interview (e.~ .. New York Times) next week in which message is 
the same as in Option 1 (Social Security proposals befo~Medicare) to la;.: a Warker 

• 	 Still allows u::> to lay a marker without drowning out budget stories this week 
• 	 Gives us more lime to analyze optiOns and speak to you about them 

CONS 

.. Leaves door open over [he next week For other political 1eaders to be first to 

call for addressing Social Security 
~ LeSs. high-profile than the press conference 
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Recommendations 

The principal benefits ofOption 2 are that it does not limit our fiexibility on Social 
Security reform al all - including whether to act on Social Security before Medicare. Along 
with Option 3, if doesn '/ drown out rhe budget sU)ries this week. Tile principal danger witil 
Option 2 is that the longer we wail to lay down a marker, the higher the iikeWwod that we will 
be criticized by opinion leaders and some on the Hillfor not stepping up to the plate on 
entitlement fe/onn. 

In terms of tomorrow. most of your advisers support Option 2 rather than Option I, 
although Gen. and John Podesta support Option I. A compromise position that Rahm, Sylvia, 
and Gene support is nor to make news tomorrow, but rather to do a prominent newspaper 
interview next week (Option 3): Secretary Rubin wanted to stress that he is not against the 
idea of laying down a marker, but thinks that such a step should be taken only after you have 
had a chance to consider and internalize all the different options and constraints. 



., 
I , 


August 5, 1997 

MEMORANDUM TO THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Social Security 

\lihUe you have made clear your desire to cnact meaningful tong~tcrm entitlement reform, 
it is crucial that we decide our strategy for how beSt to accomplish this goal. You have indicated 
to us in response to a previous memorandum that we should proceed on paraJlel tracks on 
Medicare and Social Security, but that you agreed with a strategy of putting an initiul focus on 
Social Security reform. Achieving Social Security reform requires OOtjllst addressing difncul1 
substantive issues. It also requires thinking carefully about our strategy for coming out with 
proposals, and for getting those proposals passed. 

Given the importance and complexity of the issues involved~ we thought it would be 
useful to think through a variety of strategic scenarios on how to achieve refom1. This 
memorandum (~arnines some scenarios that may help you think about how to maximize the 
probability of dfecting reform. and discusses whether you should lay down a marker this we~k 
on Social Security. four immediate decision is whether to make an announcement on Social 
Security this week -- and ifso, whot the announcement should say .:. while we arc mapping out 
our plan. An appendix provides a brief overview of the Social Security problem, and outlines 
the three scbemes proposed by the Gramlich commission on Social Security. 

I. Possible scenarios 

We face an extremely complicated and difficult -- but compelling -- chaUenge, While 
there are well-defined options. it is important to realize that all of them involve highly 
controversial reforms that will be portrayed by critics as raising Social Security taxes or 
cuttjng Social Security benefits. (Investing the Trust Funds in equities raises other difficult 
questions -- such as perceived and real rlsks of market volatility -- and is seen by some as 
more of an accounting gimmick than a {rue solution.) Indeed, the only measures included in 
all three Gramlich Commission plans were expanding the taxation of benefits (which we 
learned was difficult in 1993), and extending coverage to state amI local workers (which may 
prove very unpopular in California and Ohio). 
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[n considering our best strategy for going forward, we must consider the various 
elements and steps that will play out under any scenario. In doing so, it is helpful to keep in 
mind the following goals and the means to achieve them: . 

" Fundamental goals: 

-- Long~term viability: 75-year or perpetual balance; is the year-to~year path important? 
-- Keep some social insurance/progressivity in system 
-- Establish Presidential leadership 

" Key issues/other goals: 

-,.. Increase national savings 
-- Impact on budget reform 
-CPI 
- Acceptability of partial solutions 

" Optional means: 

-- Expert commission 
w_ CPI commission 
-~ Public education advisory board 
-- Public education campaign 

" Eventual real process for proposals; 

- You simply aJUlounce a proposal (alone 01' following commission or public education effort) 
- Leadership-designated negotiating process 
- Non-leadership bipartisan process 
-- Commission with fast-track/base~eloslng "vote 
-- Key players commission (similar to second possibility above), including chairs of relevant 
committees, etc. 

. . 

Three scenarios 

Keeping the above factors in mind, it may be helpful to lhink through the timing of 
when specific proposals will need to bt: discussed seriously and released publidy. This "rl!al 
deal" period could be the State of the Union 1998; March/April 1998; or post-electionlState of 
the Union 1999. Within these three different scenarios, there ;Ire still many decisions to make 
about which elements would be useful (the scenarios do have some different implications for 
the feasIbility of some potential elements of the process -~ such as outside commissio11.,,) or 
public education boards}. ConSidering the timing for releasing specific proposals seems one 
useful way of organizing our thoughts, 

2 
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Scenario 1: State of the Union 1998 

Elemeo!.S; 
• 	 Timing co~traint would probably not allow the creation of an outside conunission. 
• 	 Since we would be acting snon, it may be difficult (if not impossible) to do a CPl 

commission. If we want a CPl fix, we may therefore have to do it our own. 
., 	 Key to success may be large-scale cofL~ultations. Could look: to working with outside 

Republicans and key Democrats to get buy-in and bipartisanship for announcement. 
• 	 If our proposals do not generate support, you CQuid call for a bipartisan process to 

report back after the 1998 elections. But in the meanwhile, we could have undennlned 
our chances for achieving reform. 

• 	 For better or worse, the timing means that the rail would likely be filled with stories of 
OUr substantive discussions on controversial issues and specific proposals. 

Options; 
• 	 Option 1: You announce proposals in State of the Union 1998. We could then either 

foHow the nonnallegls1ative procedure or convene some sort of ad hoc high-level 
negotiating process with the Hill leadership. 

• 	 Option 2: You announce Leadership/POruS negotiating process, 

, 

• 	 With defined, specific proposals, a January move would be seen as demonstrating great 
Presidential leadership on Social Security. You would be addressing a critical long
term reform as the focus shifts from deficit reduction to entitlement reform. 

• 	 If we use consultation period well, we could garner some bipartisan support and 
outside validation, although it is unlikely that we would succeed In obtaining the 
sUJlJlort of the Republican leadership along. 

• 	 Our window of opporfunity may be short-lived, especiaHy given the budget and 
electoral cycle. So acting in January would push the process along. 

• 	 An early move could help focus the debate and the public education process. 
• 	 Given that it is unlikely that legislation will be passed quickly, it may be helpful to 

release proposals to demonstrate your leadership on this issue . 

.Q:!m; 
• 	 Even the most basic proposals are likely to create a firestorm in the absence of strong 

bipartisan support. For example, taxing benefits proved to be extremely controversial 
in 1993, and including state and local workers from California and OhIo is also likely 
to generate significant opposhion. 

• 	 Democrats may be upset at again having process that few could gel involved in. 
• 	 Acting soon may not permit us enough time to invest tn public education/outreach. 
• 	 Putting out specific proposals without bipartisan cover may push Dcn)ocrats and 

Repuhlicans to make" ItO Social Security tax hike or benefit cut" pledges in the fall 
elections, thereby setting back our reform effort. 

3 
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Scenario 2: Release proposals in March or April 1998 

Elements: 
• 	 Aiming to release specific proposals in March or April 1998 allows a longer 

consultation and public education period, and opens up the possibility of appointing a 
short-tenured commission of either outside specialists or the real players. 

• 	 May allow enough time for a CPI technical advisory panel. But we may stil1 have to 

release a CPI adjustment on our own. with little bipartisan cover. 

Options; 
• 	 Option 1: Turning the issue over to an official commission comprising top-level 

representatives of Congress and the AdminIstration, perhaps with some sort of "fast
track" mechanism for ensuring passage of the commission's proposals. 

• 	 Option 2: Convening a commission of eminent Americans - such as Bob Dole, Warren 
Rudman, Bill Bradley, and George Mitchell- to report back by early next year, We 
would flesh out our own ideas internally over the same period, and then engage in 
high-level negotiations with the Republican leadership -- possibly olso involving the 
eminent Americans. Such an approach would mirror the informal method ultimately used 
by the Greenspan Commission, 

• 	 Option 3: Engaging in a more extensive public education and outreach effort to obtain 
Republican validation for reform effort, while allowing more time for an internal policy 
process to develop OUf own proposals, We could then release our proposals and either 
follow the norrnallegislative process or engage in a special high-level negotiating 
process with the Hin leadership. 

• 	 Allows more time w educate the public and generate bipartisan support before releasing 
specific proposals 

• 	 AI1{)ws enough time for a commission to report back, jf we want a commission 

• 	 May provide too little time hefore the fall 1998 elections 
• 	 May still not permit us enough time to invest in a comprehensive public education and 

outreach effort before releasing proposals, 
• 	 Putting out specific proposals without hipartisan cover may push Democrats and 

Republicans to make "no Social Security tax. hike or henefit cut" pledges in the fail 
elections. thereby setting back OUf reform effort. 

4 




Scenario 3: Release proposals after tile /a/l1998 elections, 
perhaps in State 0/ the Union 1999 

Elements: 
.. We would have more time to develop an extensive public education effort and to allow 

the public to digest the "'alious options. 
.. May allow enough time for a CPI technical advisory paneL Bur we may still have to 

release a CPI adjustment on our own, with little bipartisan cover. 
.. Moving after the fa111998 elections would also facilitate, if we wanted, having a 

longer-term outside commission that would issue its own policy recommendations, 
.. The AARP, Pew Foundation, and others will be undertaking year-long public education 

efforts. Our efforts could dovetail with theirs. 

Options; 
.. 	 Option I: Public education effort including pubHc education advisory bQaru, while 

developing specific proposals. The public education effort could involve a paneJ of 
prominent Americans -- such as Bob Dole, Warren Rudman, Bill Bradley, and George 
Mitchell -- in addition to the Administration's own efforts and those of the AARP and the 
Pew Foundation. This approach would be a type of "commission-lite:' 

, 	 Option 2: Engage in public education effort without blue-ribbon public education board 
while developing our 0\\111 specific proposals, Then usc a variety of implementation 
strategies: annotmcing our own package, conducting ad hoc high-Icvelncgotiations. or 
fonning a commission of top officials with tight deadline and mandate to come up with a 
specific package. 

• 	 Option 3: Ponn it longer-term outside commission that would issue its own policy 
recommendations (the panel of prominent Americans mentioned above would not issue 
policy recommendations). The benefit may be hipartlsan buy-in. 'n1C substantial cost is 
"commission-ids" ~~ especially after the Gramlich commission. We would also still need 
an implementation strategy for turning the commission's proposals into law. 

• 	 AHows more time to develop policies and bipartisan support for policies. 

.. 	 Allows u ful1~f1edgcd commission, ifwe want one. 

• May look weak. 

.. Runs into Mcdit.:are, since tbe Mcdicnrc commission must report by March 1, 1999. 
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II. Laying down. marker this week 

Depending at least in part on when you decide that you may want to come out with 
proposals. you may want to lay down a marker soon to ensure that the Administration is 
identified as leading on the Social Security reform effort, Your message could be; 

"This balanced budget agreement is the most significant package of savings and 
reforms to strengthen and modernize Medicare in the history of the program. 

"Yet because we must also prepare for the retirement challenges of the next century 
created by the aging of the so-called baby boom generation. I am pleased that this 
budger legislation includes a bipartisan Medicare commission that will report back by 
March 1. 1999 on how to keep Medicare strong for decades and decades to come. 

Then you could follow with onc of the following options. 

QDtion 	1: Desldiine befQn~ Medicare commjssion reports 

"But while the Medicare commission is conducting its anaiysis, we must work in a 
bipartisan way to create solutions - before the Medicare commissum issues its report 
- that will strengthen Social Security, so that Social Security will beJust as strong and 
secure for the next generation as it has been for past genera/ions. We must act not 
because we are in a stale ofcrisis, but because we have the opportunity 10 act wisely 10 
prevent a crisis from ever occurring. I will be asking my economic team 10 engage in 
broad consultation with the Congressional leadership, with Democnits and 
Republicans, with those who represent seniors and younger people, and with e:rperts 
and luzrd-working citizens, so that we can find the best way to garner the fi~l1 support of 
(Jur people for such a significant re/onn. " 

• 	 Signals that you want to do Social Security first and puts you out front on is~ut! 
• 	 Provides maximum flexibility, since it commits us only 10 have proposals before March 

1, J999 ~~ when the Medicare Commission reports. 
• 	 May lead to questions about timing and process, but at leasl the questions would be 

about Slli! action::; and our strategy. 

CONS 

• 	 Could be seen as not quite stepping up- 10 the plate 
• 	 On the other hand. it may raise cxpecuttions for a specific proposal 
• 	 Endless questiOns could make us look evasive 

6 



Option 2: Nl> deadline 

"BUI I want to explore a blpartisan process for strengthening Social Security, so that it 
will be just as strong and secure for the next generation as it has been for paSt 
generations, We must act not because we are in a state ofcrisis, bw because we have 
the opportunity 10 act wisely to prevent a crisis from ever occurring. .. 

• 	 Umit we're sure of how we want to proceed, we should not make any pronouncements 
• 	 Doesn't lock us in to anything specific 

CONS 

• 	 Doesn't break new ground or make news because it doesn't make clear that we want to 
do this before Medicare. 

• 	 Leaves door open to other political leaders to be first to call for addressing Social 
Security 

Option 3: Deadline before..Medicare..commjssiQu reports and CPt commissjon 

"But while the Medicare commission is conducting its analysis. we mu.st work in a 
bipartisan way to create proposals -- before the Medicare commission issues lis report 
-- thal 	wiil strengthen Social Security. so that Social Security will be just as strong and 
seCUf(! for [he next generation as it has been for past generations. We must act not 
because we are in a state of crisis, but because we have the opportunity to act wisely to 
prevent a crisis from ever occurring. We must start by addressing the bias in the 
consumer price index. I am therefore calling for a commission on the CPl. " 

• 	 Adds more specificity to commitment tu address S<..x:ial Security by calling immediately 
for CPJ commission 

• 	 Lives up to our commitment to address CPI outside budget 

CONS 

• 	 Putting initial Social Security emphasis on cpr fucuses the debate on benefit cuts 
• 	 Best way to deal with CPI may he as part of overall broader Social Security reform that 

"SaVt~N Social Security," and when negalive impact from CPl fix could be mixed 
tOgether with other reforms that have progressive effecls 
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Optiou 4: Announce tbat you will make prQP1)sais in State of the Union 

"But white the Medicare commission fs doing its work, I want to eJ.piore a bipartisan 
process that will lead to proposals to strengtilen Social &curity. After broad 
consultation with the Congressional leadership. \t4th Democrats and Republicans, with 
those who represent seniors and younger people, and with experts and hard-working 
citizens. 1 will be announcing a plan to save Social Security in my next State of tile 
Union address. ,.. 

• 	 Will b, a bold, news-generating step. 

• 	 Will generate support and credit from important policy-makers. both Democratic and 
Republican, and influential opinion leaders. 

• 	 Will make our internal and external steps on substantive Social Security issues the main 
focus of domestic policy debate for the fall and winter. 

CONS 

.. 	 Takes. away our flexibility if we decide we need more time or more of a bipartisan' 
process. 

• 	 Could set up partisan reaction: Republican leadership may pull back and wait to see 
approach; Democrats may feel excluded and want to distance themselves from 
perceived Social Security tax increases or benefit reductions. Without bipartisan cover 
for our proposals, Democrats and Republicans may make "no Social Security tax hike 
or benefit -cut" pledges -- thereby setting back our reform effort. 

• 	 Will make our internal and external steps on substantive Social Securily issues the main 
focus of domestic policy debate for the fall and winter, 
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Appendix: O\'cniew of the So~htl Security challenge 

According to the 1997 intennediate projections of the Social Security actuaries, the 
combined Old-Age and Survivors and Disability Insurance (OASDl) Trust Funds would be 
exhausted in 2029. The snme projections suggest a 75-year actuarial deficit in the OASDl 
program equivalent to 2,23 percent of taxable payrolL In other words, immediately raising the 
combined employer-employee OASDI payroll tax by 2,23 percent (from 12.4 percent to 14,63 
percent) would produce long~run balance in the program - income from payroll taxes and 
interest on the Trust Fund assets would be sufficient to meet projected expenditures over the next 
75 years. If the payroll tax rate is not increased immediately by 2,23 percent, other changes to 
the tax system or benefit provisions would be necessary to eliminate the long-run actuarial 
deficit, 

One underlying question that we must address is what our goal is in reforming Social 
Security. One goal may be to eliminate the 75~ycar actuarial imbalance and extend the life of the 
Trust Fund. But that may be too narrow: we may want to ensure that reaching balance doesn't 
involve unsustainable flows either into or out of the Trust Fund during sub-periods of that 75~ 
year horizon. Or we may want to focus on the more fundamental goal of ensuring that any 
reform boosts national saving, thereby raising future income and reducing the burden implied by 
our falling w(lrkerwbeneficiary ratio. 

At the same time, other priorities may include maintaining the system's progressive 
benefit structure and its protection against elderly poverty. Social Security benefits currently 
represent morc than thrce-qu.'lrlers of money income for elderly households in the bottom two 
quintHes of the income distribution. Social Security benefits keep some 15 million people above 
the poverty line. and are commonly associated with the dramatic reduction in elderly poverty 
over the past several decades, The elderly poverty rate has fallen from more than 35 percent in 
1959 to just 10,5 percent in 1995. Balancing the desire to maintain the social insunmce uspects 
of the program against the desire to restore long-run solvency and raise national saving is 
perhaps the flmdamental trade-off in the effort to reform Social Security. 

Gramlich Cummission options 

The Advisory Council on Social Security, led by Ned Grmnlich, produced three different 
plans for addressing the long-run actuarial Imbalance in the program: the maintain benefits (MB) 
plan~ the individual accounts (lA) plan, and the personal security accounts (PSA) plan, The plans 
include several extremely controversial proposals, including esrnblishing individual accounts·
either manag.;;:d by the government (as in the lA plan), or by individuals themselves (as in the 
PSA plan) -- and investing the Social Security funds in equities, 

'nle Maintain Benefits (MB) plan would (numbers in parenthesis show the reduction in the long
run actuarial imbalance resulting from the change): 



• 	 Increa'e the payroll tax rate in 2045 by 1.6 percentage points (0.22); 
• 	 Consider investing 40 percent oflbe Trust Fund in equities (0.82); 
• Change the benefit computation period from 35 years to 38 years (0.28); 
,. Phase out the low-income thresholds for taxation of Social Security benefits (0.16); 
• 	 Redirect revenue for taxation of high-income benefits from HI to OASDI Trust Fund 

(0.31); . 
• 	 Tax: benefits in the same manner as private defined benefit pension plans (0.15); nnd 
• 	 COVl!f all state and local employees (0.22) 

The lndhddual Accounts (IA) plan would: 

• 	 Require al1 workers to contribute t ,6 percent of their taxable wages to govemment
administer~d individual savings accounts~ 

,. 	 Accelerate the increase in normal retirement uge (0.10) and index it to life eX]JCctancy 

(0.40); 
• 	 Reduce benefits to middle- and upper-income recipients by roughly 20 percent (1.32); 
• 	 Change the benefit computation period from 35 years to 38 years (0.28); 
• Phase out the low-income thresholds for taxation ofSoclal Security benefits (0.16); 

.. Reduce the spousal benefit from 50 percent to 33 percent (O.17); 

.. Replace the surviving spousal benefit with highest ofspol.lsc'S henefit, own benefit, or 75 


percent of combined benefit (-0.32); 
• 	 Tax benefits in the same manner as private defined benefit pension plans (0.15); and 
• 	 Cover all state and local employees (0.22) 

The EersQnal ~rity Accounts fPSA} plan would: 

• 	 Redirect 5 percentage points of combined employer-employee: OASDI taxes to Personal 
Security Accounts (-4.60)~ 

• 	 ,Replace current benefits with basic flat benefit equivalent to $410 per month (3.82)~ 
• 	 Accelerate the increase in the normal retirement age, index to lire expectancy, raise early 

retirement age, and limit disability benefits (1.25); 
• 	 Increase payroll tax by 1.52 percent of taxable payroll from 1998 to 2069 (1.42) 
• 	 Phase out the low-income thresholds for taxation of Socinl Security benefits (0.16); 
• 	 Replac~ the surviving spousal benefit with highest ofspousc's benefit. own benefit, or 75 

pcrcelH of combined benefit (-0.39); and 
• 	 Cover nIl slate and local employees (0.22) 

While the three plans clearly adopt differenl approachc;.; to fundamental aspects of Socia) 
Security ~~ diflercnces with which \ve will have to grnpple in formulating an Adminis,tmtion 
position _. they do share seventl common elements. It is often mgued that these dements could 
form the basis ror an Administration approach 10 Sodul Security reform. It is important to 

recognize. however, that these steps would not sufiicc to address the long·run actuarial 
imbalance by themselves. And many of them could prove quite controversinl·· we had difficulty 
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passing raising taxes on benefits for high~incorne beneficiaries in 1993, and state and local 
government workers in California and Ohio will resist inclusion in the Social Security system, 
The common dements of the plans include: 

Provision Percent of7S-year taxable 
payroll 

,, 

i ,Measures included in alllhree plans: ,, 
Expand coverage to state and local workers 0.22 

Remove low-income thresholds 'for taxing benefits: QJli 

SUb~lOtal, provisions included in all three plans 0,38 

Measures included in t11l0 ofthree plans: 

: Tax benefits like other pensions 
, 
i Change averaging period for calculating benefits, 

reducing average benefit by 3 percent 

(Ll5 

0.28 

Accelerate increase in normal retirement age 0,10 

Ing~x nQrmol retirement §'!g~ 19: life e:s~ctancy OAO 

TOTAL },31 

PRO.lECTED 75-YEAR DEFICIT 2,23 

The Gramlich Commission plans illustrate two points: 

" There is substantial controversy over whether to allow individual accounts or investments 
of the Trust Fund in equities. 

• Even the steps that arc common to the plans -- including changes in the coverage of the 
system and the tax treatment of benefits -- could be very controversial and would not by 
themselves elimina1e the 75-ycar deficit in the program. 

J J 
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THE WHITE HOUSE 

WASHINGTON 

August 7, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

RE: Line Item Veto 

Over the past several days, we have conducted a review ofthe line item veto process, 

On the tax side, the Treasury Department started by weeding thru the 79 provisions to narrow the 
items that could be realistic candidates. We have attached six for diScussion, 

Exduded were a large number ofequitable transition measures which are small measures 
designed to ensure certain'taxpayers are not unfairJy harmed by their reJiance on a changing tax 
provision. Also excluded were provisions that are proper or good poHcy. Finally, other 
provisions exc] uded included those we disagreed with, but had agreed to as part of the balanced 
budget agreement. 

On the spending side, Frank Raines and Jack Lew identified four issues that they thought were 
worthy ofconsideration, Two of which we are bringing to you for discussion. . 

In making n decision. there are differences in overall strategy approaches to take as well as 
differences as to whkh measures one would I ine item veto W1der a given strategy, 

Strategy Choice 1: Avoid any line item veto now and wait for the appropriadons bills. The 
strategy here is that there are no ideal tax measures to line item veto and anyone we could select 
would be difficult to argue tS worthy ofa veto as compared to the other measures you didn't 
select. Thus. it is better to wait for a more favorable time. This is /Job Rubin's and Larry 
Summers' prejr!rencc although they would be willing IV accept a minimal amount a/line ilem 
velO, 

Stratc~y Choice 2; Line item "eto only one or two spending pro"isions hut no tax 
provisions. This argues that One should follow the advice of Senator McCain and others who 
argue one should first test provisions on the spending side, and that the tax provisions that aTe 
likely to be vetoed are supported by a strong number of Democrats and that would be damaging 
to our supporters by isolating their preferences. John Hilley and Janel '{ellen support this 



measure. 

Strategy Choif;~ 3; Choose to line item veto Qne spending and one tax provision as B test 
case and signal to show willingness to usc veto (or both spending and tax provisions. This 
option would argue that it is hard to find a rationale for why certain items in the spending or tax 
sides. remain standing and others are line item vetoed. Thus the best rationale is to choose one 
spending and one tax provision to signal your willingness. to veto both spending and tax 
provisions. Frank Raines and Jack Lew suppOrt this choice. 

Strategy Choke 4: Look for severnl provisions to show seriousness in using the line item 
veto for govcnlment reform. This choice argues that employing the line item veto on severnJ 
provisions sho\\'S more se~iousness to strike out Wlnecessary special interest provisions, Public 
opposition from our supporters, while painful, will illustrate it is real and significant and that it'is 
best to show your willingness to exercise these options even if we don't have a perfect rationale 
for the items that were selected and the others that were left standing. Variations 0/this option 
are supported by myselfand Rahm Emanuel, while Erskine would look/or two tax and two 
spending provisions, 

As you look at the provisions. J want to draw your attention to one specific area of significant 
debate ~mong your advisors: 

• 	 Farms Coops: Several of your advisors see this as the best case for a line item 
veto. They argue that this provision is poor tax policy and that it is associated 
with helping Harold Simmons. a single sugar beet producer, and is therefore the 
dosest to the ideal special intercst provision worthy ofa Hne item veto. 

On the other hand, others argue that it is widely supported by supporters, such as 
Daschle, Dorgan and Stenholrn and will be portrayed as an anti-fann measure, 



Tax Proyjsi2llll 


Treatment of Remainder Interest for Purposes of Excludable Gain on a 

Principal Residence (Sec. 312(0) (partial» 


This provision treats the sale ofa remainder interest in a home in the same manner as the outright 

sale. and thereby penni!s the taxpayer to claim the full $500.000 exemption. 


There are only moderate tax policy objectives to this provision. but there may be non-tax policy 

reasons to can1:iel it. The businesses that wiH purchase remainder interests tend to charge 

exorbitant interest and fees, and are subject to criticism by consumer advocates and others. 


This provision is apparently supported by Congressman Thomas. 


The revenue loss from this provision is not separately stated on the revenue table for the Act. 


Deferral of Gain on Sales of Stock in Farm Product Refining Firms to Farms 
Coops Which Snpply the Firm With Raw Farm Products for Refining (Sec. 
968) 

The provision grants deferral on the sale of stock of a refiner or processor to a fanners' 
cooperative to allow fa:mers more control and "gain better economic footing," 

This provision is objectionable on tax poHcy grounds. 'The provision does not assure the benefits 
of be tax deferral will go to the farmers, nor that the fanners benefitting. if any, will be small 
businesses or families. This provision is a special interest provision for a sugar beet producer, It 
was supported by Senator Conrad and Congressman Stenholm. (This provision is reportedly 
promoted by investor Harold Simmons of Texas), 

This provision is estimated to lose $84 million over five years and $104 minion over ten years. 

Reduce Excise Tax on Hard Cider (Sec. 908) 

The provision taxes hard cider as the rater applicable to beer produced by small breweries (22.6 • 
cents per gallon) rather than the higher rate that applies to wine or to larger beer breweries, 

This provision is somewhat objectionable on tax policy grounds. The tax imposed on a 
particular alcoholic beverage should be revised only in the context ofa general review of 
alcoholic beverage rates. This is a special interest provision fOT New York and Vermont cider 
producers, It was favored by Senators Moynihan, Leahy, D)Amato, and Jeffords. 

111is provision is estimated to lose $3 million over five years and $7 million over ten years. 



Provide Above-the-Line Deduction for State and Local Government Officials 
(Sec. 975) 

This provision allows certain State and Local government employees to deduct business 
expenses in computing AGI ("above the linc"): This treatment benefits eligible taxpayers in 
contrast to "below the line" deductions, including allowing the deduction even if the taxpayer 
does not itemize. 

This provisions is somewhat objectionable on tax policy grounds. In general, the beneficiaries of 
this provision are not sufficiently unique to warrant special treatment. There are, however, some 
countervailing policy arguments. This provision is of particular interest to Senator Lott because 
local officials in Mississippi would be eligible for the deduction. 

This provision is estimated to lose $27 mtllion over five years and $58 million over ten years. 

Exception from Subpart F for Active Financial Services Income (Sec. 1175) 

Until 1986, a special excmption from current taxation applied to foreign "active financing 
income" for insurance companies and securities dealers; this exemption was repealed because it 
was unadministrable. The Act restores an exception for a single year. 

This provision is objectionable on tax policy grounds. It inadequately addresses concerns raised 
in 1986 (when a prior exemption was repealed). It is also not worthwhile to provide this special 
rule for only one year (1998). Securities dealers and insurance companies, especially those in 
New York and Connecticut, have lobbied heavily on this issue. 

This provision is estimated to lose $94 million over five years. 

Oklahoma Technical on Indian Wage Credits and Development of Incentives 
for Property with IO-Year Lives or Less (Sec. 1604(c)(2)) 

A provision (macted in 1993 provided special tax benefits within Indian reservations, which term 
was mistakenly defined to include the majority of the state of Oklahoma. The Act ineffectively 
limits the delinition of Indian reservation (so that it still covers an overly large portion of 
Oklahoma). The portion of the change that has been identified as a limited tax benefit, however, 
is a transition rule that prevents the tcchnical correction from applying when taxpayers already 
took advantage of the earlier mistake. 

This provision is objectionable on tax policy grounds because it grants special benclits to a group 
of taxpayers based solely on whether they claimed the questionable beneficial treatment. This 
rewards aggressive taxpayers. Of interest to the Oklahoma delegation, including Rep. Watkins 
and Senator Nickles. 

The revenue loss from this provision is not separately stated on the revenue table. 
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Spending Provisions 

Medicaid - New York Provider Tax Provision 

Description of the Provision. Section 4722 of the bill includes a provision that deems 
permissible all ofNY's illegal provider taxes for the purposes of Federal Medicaid match. The 
provision deems petmissiblc an expired regional tax as well as several taxes the state continues 
to collect. 

Background. Congress enacted the J991 Medicaid provider tax law to address State "gaming'~ 
ofthe Medicaid program, through provider tax and donation schemes. The law was enacted to 
curb the unprecedented growth in Medicaid ousts in the late 1980's and early 1990',. The law 
requires that all provider taxes must he uniform and broad based to prevent state qreeyling" of . 
Federal Medicaid funds. 

Since the provider tax law was enacted, HCFA found that 16 states~ including NY~ continue to 
collect illegal provider taxes, According to HCFA staff, NY's impennissibie provider taxes totaJ 
$1.7 billion. Because HCFA has not yet taken a disallowance for the illegal taxes, CBO scored 
the reconciliation bill provision at only $200 million in FY98; however the total could be larger. 

NY has three kinds ofprovider taxes that HCFA determined to be illegal: I) a tax that varies by 
region that was given special consideration in the 1991.law~ 2) other taxes that fail to meet the 
broad-based and uniformity requirements~ and, 3) taxes on impenntssiblc classes ofproviders, 
The bill deem, approved for NY only the first two types ofprovider taxes. We understand that 
the intent of the 1991 law was to permit NY to levy the regional tax, but to prohibit the collection 
of other taxes that do not meet the standards of uniformity and broad~baseness. However, the 
provision in the reconciliation bill is. too broad because it wo"uld also deem permissible the other 
NY provider taxes that fail the test of broad-baseness and uniformity. The Administration 
would support a correction to allow Nys regional tax only. but none has yet been proposed. 

Arguments Against the Provision. 

• 	 The provision opens the door for other states to request forgiveness for similar megal 
taxes, According to HCFA, 15 states currently have illegal provider tuxes totaling $3.5 
billion. 

• 	 Under the bill, New York is allowed levy provider taxes that are impermIssible in other 
states. 

,. 	 Deeming all ofNY's provider taxes permissible would allow NY to continue to collect 
those taxes, therefore increasing future Medicaid costs. 

• 	 The provision undermines the Secretary's authority to determine which taxes arc iHegaL 

• 	 This can he correctud admin.\'traJivc/y wifhoul !I.!jtis/alion. lfthe Administration wants to 

deem NY's regional tax permissible. it can do so thorugh a technical correction to the 
regulation so NY would not be subject to the disallowance. 
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Alaska FMAP 

Description of Provision. Section 4752 of the reconciliation bHl increases Alaska's Federal 
Medical Assistance Percentage above the level of the current law formula. Under current Jaw, 
Alaska's FMAP would be 50 percent. The bill increases the FMAP to 59,8 percent for FYs 
1998,1999, and 2000 (which is approximately the national average). 

Background. Under current law, the Medicaid Federal Medical Assistance Percentage (FMAP) 
is based on the average per capita income in a State relative to the national average per capita 
income. Over many years, States have argued that the FMAP is inequitable and does not 
accurately reflect each States' special circumstances. For example. it does not take into account 
the number ofpeople in poverty in each State, the geographic differences in medical prices, a 
State~s revenue caPacity, etc. Alaska argues that their FMAP should be increased because the 
cost ofdelivering medical care in Alaska is so much higher than the rest of the country because 
supplies must be transported to remote areas by air and medical providers must be paid v~ry well 
to entice them to come to A!aska. However, Alaska's persona1 income is higher than other 
stateSt which causes their current FMAP to remain at the minimwn 50%. 

Arguments Against the Provision. While the Administration has consistently supported efforts 
to examine ait(lrnatives to the current Medicaid matching structure, we believe that changing the 
FMAP for Alaska alone is unwarranted and does not address the underlying inequities in the 
current system. 

This provision could open up Pandora's box. Other states will be encouraged to seek similar 
legislation~,with the result that Medicaid costs will rise and the program will become Jess 
evenhanded. For example, New York has argued consistently that the current FMAP formula is 
inequitable. Making a similar change to New York's FMAP would cost much more thatn the 
$200 million federal cost of the Alaska provision, 

There are many measures" of State '''need'' or fiscal capacity that could be the basis for Federal 
Medicaid payments to states. States often argue that the measure most beneficial to them is the 
measure upon which the nationaJ formula should be based, Any comprehensive, budget neutral 
change in the formula results in "winners" and "'losers," The Administration proposed to 
establish a Commision in thc FY 1997 and 1998 President's Budget bills to examine and make 
recommendations on the most appropriate way to change the formula, Changing the fonnula for 
certain states in piecemeal manner will create only "winners" at a cost to the Fedemi Treasury. 
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THE WHITE HOUSE 


WASH fNGTON 


August 10, 1997 

MEMORANJ)UM FOR THE PRESIJ)ENT 

FROM: GENE SPERLING 

RE: Articles on Far~ Coop Tax Provision 

Attached are a sampling of clips from both Hulshofs district (co-sponoor with Stenholm) as well 
as transcripl"> from recent ABC News programs that nre just an iHustration of how the media IS 
perceiving this tax break. Whatever Stenholm's and Hulshors intentions and despite the 
occasional references about the fann groupSt it is repeatedly being played regionally and 
nationally as e, special interest tax break. 
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Copyright 1997 St. Louis Post-Dispatch, loc. 

St. Louis Post-Dispatch 

August 8, 1997, Friday, FIVE STAR LIFT EDITION 

SECTION: EDlTORlAL, Pg. 06B 

LENGTH: 482 words 

HEADLINE: HULSHQF AND THE SUGAR BEET KING 

BODY: 
As President Bill Clinton hunts for special interest goodies to ax from the 

new tax law, he should pay special attention to a provision by Rep. Kenny 
Hulshof. The "Agriculture for the 21st Century Act" reportedly gives an 
old-fashioned tax break worth tens of millions of dollars to a Texas 
billionaire. 

'n:te loophole, one of79 identified by the Joint Committee on Taxation would 
be worth $ 20 to S 63 million to Harold Simmons of Dallas, according to press 
reports. Mr, Simmons, the "Sugar Beet King," reportedly could defer taxes on the 
sale ofa processing plant to a farmers' cooperative. On Thursday, a Simmons 
spokesman acknowledged pushing for the provision, but said he wouldn't benefit 
because his sale is already consummated. 

Mr. Hulshof pleads innocent. His press aides told Post~Dtspatch reporter Jo 
Mannies that he didn't know Me Simmons when he drafted the measure and that he 
pushed it to hdp the 105,000 Missouri farmers who are members of cooperatives. 

Neither of those claims is the: whole story. Mr. Hulshofacknowledged on 
lbursduy that he had been introduced to a Harold Simmons at a dinner earlier 
this year, along with other members of Congress. (He says they didn't discuss 
the tax break.) Nor will the Hulshof provision benefit the 105.00 farmers 
a1ready in coops if the coops continuing to be run as they now arc. The tax 
benefit goes 10 the processor who sells to a coop. Me Hulshof hopes this will 
be an incentive for processors to sell to coops, enubling the famlcrs to earn 
more from processed goods. 

Coop ownership -of processing plants may be the way to go; many farnt groups 
support the Hulshofprovision, The problem is the way this provision got 
inserted in th~! tax bill at the last minute, 



- , 


Maybe Mr. Hulshofhasn~ figured out the ways of Washington. He's a freshman 
on the tax-writing House Ways and Means Committee. BUI he should have been a 
little more suspicious when Chairman Bill Archer ofTexas greased the skids for 
his proposal. Democrats on the committee and others who watched the process say 
the Hulshof provision was one of the so~called "rifle shots'" that benefit 
special interests. Mr. Simmons has given about $ 1.5 million to Republican 
causes since 1980. 

The fact that the Joint Committee on Taxation identified the Hulshof 
provision as one of the 79 special interest breaks is evidence that both 
Democrats and Republicans realized its appeal was quite a bit narrower than Mr, 
Hulshof sugg~!Sts. The committee only identifies those provisions that benefit 
fewer than 100 taxpayers. 

Republicans in Congress say Mr. Clinton shouldn!t use his veto on the tax 
bill. Mr, Clinion has said he wilt use the new power to veto a handful of 
provisions that benefit special interests. 

Ifthere ever was a reason to use the linc~item veto, this is it.lfthcrc 
ever 'was a provision tbat deserved scrutiny it's Mr. Hulshofs. 

LANGuAGE: English 

LOAD-DATE: August 8, 1997 



Copyright 1997 St. Louis Post·Dispatch, Inc. 

St. Louis Post-Dispatch 

August 7, 1997, Thursday, FIVE STAR LIFT EDITION 

SECTION: KEWS, Pg. OIA 

LENGTH: 692 words 

HEADLINE: HULSHOF DENIES TAX BREAK IN BILL IS 'BACK-ROOM DEAL'; 
CRITICS SAY IT MOSTLY HELPS BIG GOP DONOR 

BYLINE: 10; Mannies; Post-Dispatch Political Correspondent 

BODY: 
Did U.S. Rep. Kenny Hulmof, R.Columbia, sponsor an agriculture lax·break 

provision to help thousands of farmers in Missouri and elsewhere, as he says? 

Or was Hulshofs aim to help one specific fanner. Te~as billionaire and GOP 
benefactor Harold Simmons, as the congressman's critics allege? 

Those questions are at the heart ofa controversy over the freshman 
congressman's sponsorship ofa tax break now under the scrutiny by the White 
House, The provision is among 79 !lHtuited tax benefits" threatened with a 
presidential vcto. 

All 79 arc rart of the budget package signed by President Bill Clinton on 
Tuesday. The president said Wednesday he may usc his new line·item veto powers 
10 kill oiTsomc of them. 

The provisions are targeted because the congressional loint Committee on 
Taxation lists them as benefiting 100 or fewer taxpayers. Hlllshof and his allies 
say the aOP~conlrollC'd committee is wrong about his provision and that they are 
lobbying Clinton to save it 

Critics are lobbying for a veto. The federal Office of Management and Budget 
says Clinton must make a decision by Monday, the day before he visits St. Louis. 

Hulshofs provision allows the deferral of taxes on the sale ofngricultural 
processing la.cilities to fanncr~owned cooperative-so Rep. Jo Ann Emerson, R~Capc 
Girardeau, is among the 14 co·sponsors of Hlllshof's original bill, later melded 
into the budget package. 



Randy Jones, senior vice president for the National Council of Farmer 
Cooperatives, said the provision's aim is to help some of the nation's 4,000 
farmer coopl~ratives. A cooperative is a group of farmers, generally in the same 
area, who form a legal arrangement to share resources. 

The oCo-ops can buy processing plants that handle their products. thus giving: 
the farmers a bigger share of the profits from the processed goods. like soyhean 
oil or processed meat. 

The tax break would make it more lucrative for plant owners to sell. 

The Joint Committee's assessment is based on the tax benefits to the plant 
sellers, said Jones and others.' The panel's staff declined to comment Wednesday. 

Various press accounts in the last week,. including articles in The WaH 
Street Journal and USA Tods)'t zero in on Simmons, who is cited as saving tens of 
millions of dollars in taxes on a planned sale of sugar beet processing 
facilities. 

Si.mmons, along with relatives and his various corporate political action 
committees; is n prominent donor to RepHblican ca~dielates and groups arounel the 
country, having given close to $ 1.5 million since 1980. Hulshor has recdveeJ no 
donations from the Simmons family or their PACs, federal records show. 

Hulshof spokeswoman McCall Cameron said the congressman knew nothing of 
Si~mons when he crafted the measure. Hulshofwas tbinking :tbout the 105,000 
fanners in Missouri who arc members of 73 cooperatives, she said, All could 
benefit by tbe provision, she said. 

However. fI spokeswoman for the Democrats on the House Ways and Mc.1ns 
Committee, on which Hulshof sits, said the fact that hiS prpvision made the, 
targeted list of 79 means that tax experts from both parties have detenni ned 
that it benefits few Americans. 

"If it helps Q Missouri fanner, let him show you one." said the spokeswoman. 
Democratic press secretary Ellen Dadisman. 

The Democratic Congressional Campaign Committee, which hopes to Ollst Hu!shof 
next year, issued a statement Wednesday that called on Hulshofto explain "why 
his first legislative accomplishment as a freshman lawmaker is a back~room 
denLi' 

Hulshof has countered with a letter to Clinton that asks 1he president to 
discount sud, "misinformation.U 



"According to some press accoWlts, this bill is a 'rifle shot! designed to 
benefit a single individual,n Hulshofwrote. !lNothing could be farther from the 
truth." 

The letter includes supporting documents from various agricultural groups. 
including the American Farm Bureau Federation, 

At Wednesday's press conference in Washington. Clinton said some tax breaks 
that would affect smaU numbers ofpeople might be justified if they were in the 
public interest or if they corrected injustices, 

GRAPHIC: PHOTO, Photo headshot - (Kenny) Hulshof 

LANGUAGE: English 
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ABC NEWS 

SHOW: WORLD NEWS TONIGHT WITH PETER JENNINGS'(6:30 pm E1) 

AUGUST 5, 1997 

Transcript # 97080505-j04 

TYPE: PACKAGE 

SECTION: NEWS 

LENGTH: 470 words 

HEADLINE: BALANCED BUDGET BECOMES LAW 

BYLINE: JOHN COCHRAN, DIANE SAWYER 

HIGHLlGHT: 

WILL CLINTON LINE-ITEM VETO LITTLE TAX BREAKS? 


BODY: 


DIANE SAWYER: At the White House today, the hoopla is finally over wid the 1997 
balanced budget deal at last became a law. President Clinton signed the bill 
with plenty oftulk about bipartisanship':' He now has five days to decide 
whether to USj~ his new line-item veto power to strike down some of the special 
tax breaks that crept into the bill, the oncs that benefit only a handful of 
people, There are 79 such breaks inside the new law. ABC's John Cochran tens 
us about a few of them. 

JOHN COCHRAN: (voice-over) The politicians in \Vashinglon, they brag that their 
budget deal h-:::lps the whole country. But up in Vermont and New York State, a few 
apple growcr:~ and mnkers of hard cider me happy about the breaks that apply 
only to them. Their home state Senators got tax culs that will make! cider 
cheaper and make it easier for them to win over beer drinkers, 

TINA MACLEOD, Liquor Store Owner: I think the reduction in the tax will help 
sales grow . 

. JOHN COCIIRAN: ("oice~()ver) Uut that was sm.tU heer compared to the goodie 
Congress ~..vc to the Tcx:ts hillhmairc who operate~ out of this Dall~\s huilding. 
Harold Simmons, known as the :mg:lf beel king. could get:;t brc:lk of up to 563 



million on the sale of a processing plant. Simmons, by the way, bas admitted 
making illegal campaign contributions in the past fo Republicans and 
Democrats. His tax break was one of many that came out of closed-door 
bargaining in the final hours of budget negotiations. 

FRED WERTHE!MER. Democraey 21: The way the system works. it's very, very 
difficult for the public to stop one of these from happening, They're done 
quietly, behind the scenes, They're sprung at the last minute and by then, it's 
too late. 

JOHN COCHRAN: Calm down, say members of Congress, This sort of thing happens 
all the time, 

Rep, JOHN KASICH, Chairman, Budget Committee: Any time you have a tax bill 
somebodis going to slide some provisions in it. 

JOHN COCHRAN: One of those special provisions will help the richest man in the 
country ~~ multi billionaire Bill Gates, by providing tax breaks as exports at 
Microsoft and other software makers, 

(on camera) And it's a safe bet this is one tax break president Clinton will not 
veto, It was his idea in the first place, ' 

John Cochran, ABC News, Capitol Hill. 

DIANE SAWYER: And on Wall Street today, the Dow Jones Industrials los( nearly I! 
points to close at 8!81, On [he NASDAQ Market, stocks gained 16 points, 

(Graphic: Dow Jones IS-day trend: Change-IO,91, Close- 8187,94, Volume 
525,661,80Q, 

NASDAQ! 5-day [rcnd: Change-16,08, Close 162L53, Volume 731.731,576,) 

When we come back, the suspects in the New York City bombing plot ~~ what were 
[hey really up to? 

(Com!l1ercial Break) 
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SHOW: ABC WORLD NEWS THIS MORNING (6:30 am ET) 
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Transcript # 97080605-j03 

TYPE: PACKAGE 

SECTION: NEWS 

LENGTH: 509 words 

HEADLINE: CLINTON MAY VETO LINE-ITEMS ON TWO SIGNED BILLS 

BYLINE: NANCY AMBROSE, MARK MULLEN, ASHA BLAKE 

HIGHLIGHT: 
BILLS CONTAIN SPECIAL INTEREST ITEMS 

BODY: 

... And President Clinton has four days left to decide whether he'll exercise his 
new iioe~itern veto power on two bills he signed into law yesterday', The 

prc:sident is praising the bipartisan cooperation that made the tax cut and 

budget bills possible. But as ABC's Nancy Ambrose reports. not everyone is 

happy with the deal. 


NANCY AMBROSE, ABC News: (voice-over) President Clinton, surrounded by Democrats 

and RepUblicans, sounded almost Reagnnesque as he hailed the balanced budget and 

tax cut agreement as a "true milestone for the nation." 


Pres, BILL CLINTON: We can say with pride and certainty that those who saw the 

sun seHing 011 America were wrong, The sun is rising on America again, 


NANCY AMBROSE: (voicc-over) The theme oftIlc day was bipartisanship. 


Rep. NEWT GINGRICH (R), Speaker of the !louse: This has been a long time coming. 

It has. been a difficult process. But in that process, \""C have proven together 

that Ihe American constitutional system works. 


NANCY AMBROSE: (voice~over) Noticeably absent from the signing ceremony was 

I louse Democratic leader Dick Gephnrdt, who opposcs the agreement Gephardt 




called on the president to use his line-item veto. authority to strike a 
provision that allows tobacco companies to deduct the 10.,cent~per-pack increase 
in the cigarette tax from the proposed tobacco settlement. This provision. it 
turns out, can't be cut by the line-item veto. 

But administl-ation officials haven't ruled out a veto of other special interest 
items including - a tax break for producers of hard cider, a 5568 million 
export credit for Microsoft and other computer software makers and a 563 million 
tax break for Tuas billionaire Harold Simmons for the saJe of his beet 
processing plant. Simmons bas admitted to making illegal campaign contributions 
to candidates of botb parties. 

(on camera) That last item could get the ax, givcn the controversy surrounding 
it. But the president has pledged to usc his veto authority sparingly, not 
wanting to jeopardize a deal that has been so long in the making. 

Nancy Ambrose, ABC News, Capitol Hill. 
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USA TODAY 

August 5, 1997, Tuesday, FINAL EDITION 

SECTION: NEWS; Pg. IlA 

LENGTH: 619 words 

HEADLINE: 79 tax breaks could be veto bait Goodies hidden in provisions of 
budget deal 

BYLINE: Jessica Lee 

DATELINE: WASHINGTON 

BODY: 
WASHINGTON -- Five days after Congress overwhelmingly approved 

a landmark denl to cut taxes and balance the budget. lawmakers 
and tax experts arc still trying to figure out how many t~payers 
got special treatment and ",.'hat tax breaks they will get. 

From the White House to the Treasury Department to the tax~writing 
committees Otl Capitol Hill, tax specialist'; were scrambling Monday" 
Their goal: figure out who's going to benefit from the 79 tax 
breaks aimed at specific companies or individuals. 

One reason those 79 are of interest: They could be struck from 
the legislation if President Clinton exercises the line~item veto, 
the controversial power granted to presidents just this year. 

About a quarter of them in particular arc under assuult as "rifle 
shots," pushed by lawmakers who hnvc remained mostly nameless: 
so far, that an: narrowly targeted for specific companies or individuals. 

One would allow Texas sugar bcel Ilroccssor Henry Simmons to defer 
taxes on $ 104 miHjon in profits from the sale of stoek in his 
company to II farmers' cooper:ldvc that supplies him with raw farm 
products for refining. 

Clinton said ~1onday he has asked Whitc House chief of staff Erskine 
Bowles to "Institute an intensive pmco.!ss to review both the 
spcnding <lnd lhe tax bills to sec if there were any items that 
would be appropriate for the !ine~jtcm veto." 



But Monday evening, White House aides were still trying to ferret 
out infonnation about the 79 provisions. . 

At the Treasury Departmen4 meanwhile, tax specialists were also 
examining details of the 79 provisions. By evening, they had identified 
most of the taxpayers who will get breaks, but not all. 

Not even the lawyers, accountants and economists of the congressional 
Joint Committee on Taxation knew Monday precisely who will get 
the deductions and exclusions listed as IlLimlted Tax Benefits", 
in the tax bill. 

The provisions subject to Clinton's veto each affect 100 Of fewer 
taxpayerS..Provisions in the package that will cut the tax rate 
on capital gains, lower estate taxes and give most families with 
children 8 $ 500 per child tax credit will not be vulnerable to 
a line-item veto because they affect thousands, or miHions, of 
taxpayers. 

While they were published in the July 31 edition oftl}e Congressional 
Record, the 79 prospective tax breaks are written in legislative 
language, 1.U1inteHigib!e to all but tax experts who know how to 

cross~reference the Internal Revenue Code. 

"The average person couldn't possibly know what is squirreled 
away in there," says Robert Greenstein, director of the Center 
on Budget and Policy Priorities. "Big tax bills have traditionally 
been vehicles in which to bury special tax benefits." 

That makes senators and representatives just as average as everyone 
else, Several exploded with outrage last week as details of some 
special break~ dribbled out. 

Rep, Pete Stark, D~Calif., second-ranking Democrat on the tax~writing 
Ways and Means Committee, bitterly denounced as "criminal" the 
exeeption for Simmons. 

That pDrticular provision ca1ls for changing a section of the 
tax code "rel3ting to nonrecognition of gain on sale of stock 
to certain fanners' cooperatives." 

Some critics complain thut firms such as Disney, Microsoft and 
Amway will be big winncrs. But tax lawyer William Wilkins, a fonner 
staff director of the Senatc Finance Committee who is now with 



, , 

the law finn Wilmet, Cutler and Pickering, disputes the notion 
that the 1997 bill is a big giveaway, . 

"In terms of writing a tax bill to benefit one or two taxpayers, 
(compared with what) we saw in 1986, this bill is pretty clean 
on that count," he said. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGeMENT AND BUDGET 


WASHIN<lTON.. D,c.. ZO!.i03 


THE DepUTY OIRECl'OR 
~ November 26, 1997 

MEMORANDUM FOR THE P~DENT 
FROM: lack Le~d Gene Spe~ 
SUBJECT: Discretionary and Mandato!)' Spending Constraints and Initiatives 

As we noted at the budget briefinlflast Friday, the Balanced Budget Agreement (BBA) 
will finish the job ofeliminating the deficit, most likely sooner than expected. To accomplish 
tbnt goal, the BBA imposed tight constraints on discretiona!)' spending and exhausted most of 
the mandatory savings that we had used in previous budget proposals. As Erskine requested. this 
memo outlines the extent of the resource constraints and how we could provide more room for 
new initiatives. We hope to review this material with you at our budget meeting Dn Monday; 
December L 

Discretionary Resources 

The budget agreement set the discretionary spending cap for FY 1999 at very close to a 
freeze ofFY 1998 levels. Budget authority increases from'$258 billion in FY 1998 to $262 
billion in FY 1999 .. an increase of $4 billion, or half of the increase netossa!)' to keep pace with 

( . inflation, ~T() preserve reSumces fo"t you to i1locate to initiatives in FY 1999. OMB's guidance to 
the agencies ...vas substantially tighter than the caps. At the same time, agency requests exceeded 
OMB's guida..ce by $37 billion and the statutory cap by $32 billion, 

On November 25th, OMB gave the agencies FY 1999 budget levels that fund essential 
government services and past initiatives. but are nonetheless quite tight. (Separately, we have 
sent you an agency~by-agency summary to review.) As Frank indicated on Friday. the agencies 
recc:1ved two sets ofguidance -- base funding levels and a list of additional items to be submitted 
for your review as candidates for the resources that we have reserved. The cost of all of the items 
00 the candidate list greatly exceeds tbe resources we have Set aside for initiatives. There will be 
l;ompcting demands to both fund new initiatives and increase funding for "core" activities. In the 
meetings that follow, we intend to first bring forward options for initiatives and secondly 
consider any remaining agency appeals for "base" funding levels. A few examples of efforts 
necessmy to maintain high priority programs helps illustrate the effect of these constraints: 

The Department of Education requested an increase of 14 percent over FY [998; 
the base recommendation will contain a freeze with additional options on the list 
of possible initiatives. Within the freeze, however, there arc a number of 
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increases (e.g., the maximum Pell award is increased from $3,000 to $3,100) and 
a number of decreases (e.g., in the education block grant). . 

NIH requested a 10 percent increase. OMB will pas, back a freeze, and the 
increa.~ 'WiU be on the initiatives list. To incrcrase NIH. without severely reducing 
public health programs, we will recommend other reductions in HHS (e.g., in 
Low Income Home Energy Assistance). 

The base recommendations attempt to preserve "core" government services. For 
example: 

We moved $225 million from the FAA .irport grants progranlS to their operations 
account to ensure a continued high level ofattention to safety and security. 

The Internal Revenue Service receive, $8 billion, $230 million more than the FY 
1998 enacted ievell to continue investments in technology and deal with the Year 
2000 computer problem. 

Veterans Affairs Medical Care receives $17 billion, the same level requested in 
your FY 1998 budget and $700 million over guidance. This level reflects the 
agreement reached last year between the White House and the V A. Funding for 
V A medical research is also maintained at the FY 1998 request level. 

As the totals suggest. initiative candidates far exceed resources available under the cap. 
tn addition to the examples noted above. there are substantial new resource requests for 
education initiatives (early mentoring. education empowerment zones, afterschool programs, 
etc.), research and deveiopment, child care and environmental protection. In some cases, 
discretionary increases can be presented as. mandatory options, pennitting additional resources to 
be made available under the caps, provided that there are offsets to make the new mandatory 
spending deficit neutral as required in the Budget Enforcement Act. We are also looking at 
changes to budget concepts that would anow new user fees Or other governmental receipts to 
finance new discretionary spending outside of the existing caps. 

Secretary Rubin risked that this memo note that he thinks the process should be reversed 
~~ fund essential non~optional core activities such as the FAA and the IRS first and consider 
initiatives as candidates for whatever resources remain. He is concerned that ifhigh visibility 
core functions are underfunded, the result will be a legacy of mismanagement. 

-~----- .....---o--. 

Mandatof)' Offsets 

In addition to major new initiatives, there arc a number of prior mandatory spending 
policies that will compete for any available offsets. For example, large initiatives such as school 

2 
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construction and smaller items~ such as the Africa trade policy, will compete with new initiatives 
such as child care, climate change and health care expansions, 

The hudget will need savings to' offset any new mandatory spending, The BBA produced 
savings far greater than the new spending, which is why we have deficit reduction. As in an 
prior major budget deals, the BBA eliminated all balances that could otherwise have been used as 
offsets for ne,w spending. Since the BBA contained most of the acceptable deficit reduction 
options QD tte table. offset optjons for this year's budget are quite scarce . 

...-... ... ..... 

In particular, we are not likely to recommend substantial Medicare and Medicaid offsets 
~~ with one possible exception~· which have provided the largest amount of resources in the past, 
The changes enacted in health progrnms in the BB<A were large and should be implemented 
before an additional round of savings are enacted, Moreover, as you noted on Friday, the 
Medicare savings will be the subject of both the Medicare commission review and other attempts 

address long-term Medicare solvency. One exception that we may wish to consider is a . 
Medicare income~related premium, which could raise $5-10 billion in addition to the savings 
qescribed below. A premiwn proposal eould be used to finance health coverage expansions, 
such as the Medicare buy-in for individuals age 55~64. . ~ 

Apart from any possible health care savings;wc expect that between $2~3 billion of 
offsets in each of the next five years will be available to support mandatory initiatives in the FY 
1999 budget. This estimate includes savlngs from the following policies; 

curtailing state cos1~shifting from the TANF block grant to the Federally-matched 
Food Stamps and Medicaid programs; . 

extending Superfund taxes, which traditionally have been used as an offset for 
mandatory spending, and which were prot~ted in the SBA (which said that they 
should not be used as an offset for a tax cut); and 

reducing the reserves held by education loan guarantee agencies. 

Two additional offsets CQuld significantly increase the amount ofmandato1)' offsets 

available for the FY 99 budget: {I) proceeds. of the tobacco settlement. and (2) a policy to 

address VA tobacco~related illness liability. 


With regard to the tobacco settlement. we are exploring options: to utilize at least 
some of the resources that would be available, without setting an upper limit on or 
placing an obstacle in the way of legislative action. 

Reversing a recent ruling that extended VA coverage to wbaccD-relatcd illnesses 
for many veterans could theoretically save $25 billion over five years, but only a 

} 
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fraction can be recaptured for other purposes if we are to maintain any chance of 
accomplishing the policy, 

Revenue Offsets 

At the end of the BBA negotiations, Congress left on the table approximately $20 billion 
in additional loophole closers and reform.S that we had proposed (in addition to Superfund 
revenues). We could re~propose these items and provide' additional offsets, However, if they are 
used as offsets for spending, they are likely to be characterized as a taX increase. We are looking . 
at options to pursue new initiatives on the tax side (e.g., child Care taX credits; school 
construction through a tax provision). [fpolicies that meet the pollcy objectives can be pursued 
as revenue measures; these offsets will not result in a tax. increase, 

Mandatory Initiatives 

There are several mandatory initiatives under consideration through the policy councils, 
It is safe to sny that, if we stay with $15 bi1lion in mandatory savings and $20 billion in tax 
expenditure savings, we would be able to afford only a fraction of the ones you might be 
interested in, 

MaodatoQ' Initiatives $ billions 

-----school tonstruction 3-5 
Smaller class size 9 
Double NIH (normally discretionary) 20~ 

~hildcare 2~6 --. 
0-5 initintive 2-4 

~5~64 health care initiative 2-8 
6 weeks paid family/medical leave 10 

Subtotal 48 - 62 

Tax Initiatives 

....'~Clima[c Change 2-5 

~hildcare 5 • 10 


Suhtotal 7 - 15 

TOTAL 55·77 
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THE WHITE HOUSE 

WASH1NGTON 

Deeember 6, t997 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING AND BRUCE REED 

RE: 	 Policy Initiatives for tbe FY 1999 Budget 

At the end ofnext week, we will be having a budget meeting y,ith you in which you win begin 
making an ass(!;ssment on how to spend limited resources on both existing programs ahd new 
initiatives. OUf staffs have been working hard to complete their inter-agency processes on these 
new initiatives so that you could have a b'etter understanding of them when we enter the budget 
process. It is important to note because of tight constraints, we are not asking you to make 
budgetary choices at this time, but rather to understand each ofthe initiatives so that you are in 
the best position possible to make such choices when Frank Raines presents you with the overall 
budget presentation. 

Attached are many Qfthese initiatives, including all of the education proposals, Over the next 
few days we will forward you several others and Katie McGinty will also be sending you a 
memo' on new environmental po'icies, 

cc: 	 The Vice President 
Erskine Bowles 
Frank Raines 
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THE WHITE HOUSE 


WASHINGTON 


December 6, 1997 

MEMORANDUM FOR THE PRESIDENT 


FROM: 	 BRUCE REED 
MIKE COHEN 

SUBJECT: 	 Class~Size Reduct jon InitlatlYe 

We are proposing for consideration in the FY 1999 Budget a $9.2 billion, 5-year initiative 
to improve early reading by reducing class size in grades 1 and 2 to a maximum of 18 (the 
current average is 22.5). and by taking the steps necessary to ensure that all teachers in those 
grades have the knowledge and skills necessary to teach reading effectively in small classes. 

Reducing class size has long been an important goal for parents and teachers thrQughout 
the country, Although research on the impact of lower class size has produced some conflicting 
findings. two major well-controlled experiments undertaken in the i 9805 in Tennessee and 
Indiana showed that reduCing class size in the early grades to between 15 and 18 students has a 
significant effect on student achievement. AU students benefit from smaller classes. but the 
effects are larg(~st for the most disadvantaged ~~ low~income and minority students in inner cities, 

A numher of states are now launching their own chtss-size reduction initiatives. (Class 
slze is also a Iynchpin of Tony Blair's education agenda.) The proposed class-size initiative, 
structured as a partnership between the federal government and state and local governments. 
would help spread this effort across the nation. It also would provide a concrete way to 
demonstrate yoU! commitment to help all students meet challenging national standards. 

Class-size initiatives raise significant issue..'), especiaHy involving teacher quality, For 
example. California's new initiative to reduce class size to 20 in the primary grades has 
exacerbated the shortage offuUy qualified teachers and resulted in increa<;ed hiring of 
noncertified teachers, especially in urban areas. It also has increased the need for professional 
development filr existing teachers, so that they can take fun advantage of small classes. Finally, 
the initiative has placed added pressure on already overcrowded facilities. 

The significant reductions in class size occurring in California. however, have had dear 
benefits, In the first year of implementation, most tcachers report that smaller classes clllible 
(bern to pay greater attention to individual students, to assign and help students with more 
challenging work. to communicate more often with p~cnts, and [0 have less disruptive classes. 
Many parents echo these reports. and support for public schools appearS to be of!. the risc , 
lhroughoullhc state. And many schools and districts are i1nding ways of meeting the challenges 
of te~lcher quality and fndlitics, They have implemented effective training programs for both 
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new and experienced teachers. And tIley have purchased portable classrooms or changed their 
use ofexisting facilities to make room for smaller classes. 

The proposal described below is designed to help states and districts take advantage of 
the opportunities afforded by reductions in class size and to respond effectively to the challenges. 
We assume it will be ooupled with • robust school oonstruction proposal. 

Purpose 

The purpose of this initiative is to reduce class size and provide quality teachers in the 
early grades, so that all students learn to read independently and well by the end of the 3nd grade. 
Specifically, this initiative will help stales and local communities hire an additional 89,000 
teachers over S years in order to reduce class size in'grades'l and 2 to a maximum of 18. (The 
nationwide average is now 22.5.) At the same time, it will help states and school districts recruit 
and prepare new teachers and upgrade the skins of existing teachers in the early grades so that 
they have the 'skills necessary to teach reading effe<::tively in small classes. 

Fupding Stream 

The initiative would provide states and local corrununides with $9.2 billion over 5 years. 
Funding in the first year ($615 million in FY99) would cover the costs ofhiring an additional 
17,800 teachers, and funding in succeeding years would cover a similar number. The 
Department of Education would distribute funds to states on a formula basis, taking into account 
the number of additional teachers each state would need to reach the class size target. as well as 
poverty and tcacher salaries within the state. We are also exploring ways to provide funds 
directly to the largest urban areas, as we did in last year's schoo~ construction initiative. In 
addition to paying for additional teacbers. funds from this program WQuid go towards measures 
to improve teacher quality, such as improved training for people entering the teaching profession, 
enhanced professional development opportunities for eXisting teachers, and new incentives for· 
qualified teachers to teach in underserved areas, The federal government would cover 80% of 
the costs, with state and local communities providing matching funds for the rest. 

State and Local Plans 

The Department would require states to work with local school district~ to develop a 
statewide plan Jor class size reduction. The pian would include a timetable for phasing in class 
siz~ reduction, strategies for ensuring that ever), classroom has a qualified teacher and that every 
school has appropriate facilities, and a plan for financing the state and local share of the costs. 
The Department would encourage states and school districts to consider first how to make better 
use of existing staff and resources to reduce class size, such as by reassigning certified but non
teaching staff to classroom positions.. 

States and districts would have considerable Hexibility in designing these plans. They 
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could carry over federal funds from one year to the next, enabling jurisdictions to invest in 
preparing and training teachers at the front end of the process and scale up class-size reductions 
in later years, 10 cases where the lack of facilities or qualified teachers make it cOWlter

productive to meel the class-size reduction target. jurisdictions could propose alternative 
approaches -- ,.g,.) Reading Recovery or Success for All -. to provide intensive high-quality 
reading instruction in the early grades~ 

Quality Teachers 

State and local plans would be required t9 address teacher quality in a number of ways. 
States and local districts would have to show that (I) they will work with institutions ofhigher 
education and others to recruit and adequately prepare teachers; (2) they will hire new teachers 
without increasing the pereentage ofuncertified teachers already in the classroom; (3) they will 
use tests and other ce,rtification requirements to ensure that new teachers have the appropriaje 
knowledge and Skills; and (4) they will ensure that new teachers gct high-quality, sustained . . 
professional development. We are also considering a requirement that states and districts 
demonstrate that they have effective ways of identifYing low-performing teachers, giving them 
help and) if necessary. quickly and fairly removing thC?m from the classroom. 

States ~md school districts would use funds from this initiative, as well as state and local 
funds and funds from other federal programs, including Title 1. America Reads, the Eisenhower 
Professional Development program~ and Chapter 2, to fund the teacher quality component of the 
initiative. To ass.ist state and local efforts, the Department of Education would launch a majO'r 
effort to disseminate information about best practices and proven approaches to improving 
teacher quality and reading achievement. 

Facilities 

This initiative will place added burdens on existing facilities. and some school districts 
will have difficulty finding adequate space for-smaller classes. It is therefore important for the 
Administration to propose a school construction initiative along with this proposal and press the 
Congress 10 enact it. In addition, as indicated above, Ihls initiative will allow schools that cartnot 
reduce etas·s Si7--C to use federal funds for other proven approaches 10 teaching young children to 
read. 

Accountability for Results 

Under this initiative, local school districts will have to evaluate the impact of their class
size reductions on reading achievement and make midcourse corrections as needed, If a district 
cannot show significant gains in reading achievement after 3-4 years, it wouLd not receive 
continued funding under this initiative, This provision wilt ensure that school districts have a 
sirong incentive to make the most effec!ivc use ofal1 of their resources and to usc proven 
practices to improve Ihcquality of teaching, In addition, the Education Department will conduct 
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a national evaluation ofthls initiative to identitY implementation problems and to leam about the 
most effective practices. 

Budget Options 

If the cost of this proposal needs to be scaled back, we can reduce the overall cost by 
aiming to reduce class si2'.e to an average of lS with a ceiling of20, or by reducing the federal 
share of the initiative to -70%. Alternatively. we could phase in the program over a longer period, 
such as 7 years. The chart below shows the total5 w year cost of these options, . . 

80"10 Federal Share 70% Federal Share 

Class size ceiling of 18 $9.2 Billion $8.0 Billion 

Class size average of 18. 
ceiling of20 

$7.7 Billion $6.7 Billion 

Class size average of 18, 
Ceiling of20; 7 year ramp-up 

$SSBillion (for first 5 years) $4.75 Billion (for first 5 
years) 

'., 



THE WHITE HOUSE\ 
WASHINGTON 

December 6, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 GENE SPERLING 

BOB SHIREMAN 


SUBJECT: 	 College-School Early Intervention Initiative 

In preparation for the budget decisions that v.iU n~d to be made in the next few weeks. 
this memornndwn is intended to provide you with a statul'i report on the development of a 
possible cOllege-scliool early intervention initiative, and an opportunity for you to provide 
direction to our continuing efforts. In order to move forward on the budget, there are three issues 
that need to be settled: (1) the basic parameters of the early intervention programs, (2) the issue 
of early notification (the "guarantee" of aid), and, of course, (3) funding. '. 

With the approach described in this memo, you would be able to announce a new 
program that would, with an initial investment ofup to $300 million ~~subject to the budget 
process: 

• 	 Provide families at high~poverty middle schools (and possibly others as well) with an 
official notification of the $20,000 or more that is already available for their children to 
go to college; and. 

• 	 'Through colleges and other partners, provide intensive, long-term early intervention and 
support services to 200,000 to 400,000 new children each year (at 1500-3500 high
poverty schools), depending on funding. 

Backu:fOU.rui 

As you remember, this initiative began With your interest in the "21st Century Scholars. 
Act" by Rep. Chaka Fattah. This legislation, whieh continues to garner significant support, 
including some Republicans, would guarantee sixth graders at high-poverty sChools a maximum 
Pel! Grant when they got to college: send a notice to them annually from the Secretary of 
Education reminding them of the availability of aid; and make them automatically eligible tor the 
COllllsding. academic support, and other services provided hy TRIO progrums (such as Upv"ard 
Bound) in high school and collcg,l.:, 



\ Working with OMB and Education, we anal~ the specifics of the Fallllh approach and 
found a number of problems: higher-fuan-expeeted costs arid inefficiencies; inequities and 
perverse incentives; and the difficult issue of a new entitlement. Most importan~ the research on 
early intervention programs indicated that in order for them to be successful t it is critical that 
mentonng, cOWlseling and tutoring be provided to students, Simply making them eligible for 
TRIO is not enough. As-you know. Rep, Fattah is aware of these Concerns and is flexible on the 
design of a program. 

We felt strongly that the Administration·needed a strong eady intervention initiative that 
goes well beyond a notification about financial aid. Research demonstrates that programs that 
start earty and are sustained for a number ofyears are effective. For example, in the rigorously~ 

,. evaluated Quantum Opportunities Program, 42 percent of the participants attended college, . , 
compared to 16 percent in the control group. To have a significant impact on college enrollment 
of disadvantaged youth, it is clear th.t we need a full-fledged early intervention program, 

OUf idea IS to center this effort on coHeges reaching out to children at high poverty 
schools. College involvc:-ment is critical for a nwnber of reasons. First. this approach creates an 
ethic of responsibility: it reminds colleges that they are responsible for helping to build a pool of 
disadvantaged youth - disproportionately minorities -- who are weH-prepared for college. 
Second, ifcollege is to be the goal that sixth graders see, they need to have some connection to 
the institution. Third, colleges can ease student fears about coHege costs, and pemaps even offer 
guarantees or financial aid and admittance if students meet certain milestones. Fourth. colleges 

\. are best able to teU students ~~ and the schools they attend -- what types of courses and skills they 
need to su«.<od, Indeed, an ancillary benefit of this approach should be higher standards.' And 
finally. a stable. long-term institution needs to be there to ensure the quality and staying power of 
a progr.un (ikl: this onc. 

In October, principals discussed options (DPe, OMB, Education, PIR, COS, and OLA 
\vcre represented). At that meeting, there wai strong support for the concept ofFedera~ aid to 
partnerships hetween colleges and needy schools. to provide sixth graders with ~entoring and 
other support that would be sustained through high school graduation. There was also strong 
support for gdting early information to families about the availability of Federal financial aid fo~ 
college, 

Since the principals meeting. we have accelerated OUf consuHations and research, J have 
spoken with more than 200 college presidents, both individually and in groups, and the response 
has been quite positive. Many of them have provided examples of their mvn efforts to tap into 
K~12 schools to recruit and offer help early. Education is reviewing aU of the research liter.ature, 

I In fact, in response to our consu!!.lltions on this Issue, we already have a proposal from colleges: in the 
Calilomia Sl;)le University sySlem for an early inlervention program that would foew. on Jnath as the gateway 
to C\li1t:gc. 
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and with my staff has carried out an effort to identify model programs with the pharacteristics 
that we discussed at the principals meeting. Both Mike Smith and I have spoken with Eugene 
Lang, founder ofthe "I Have a Dream" program, and he agrees that we are on the right track. 
Lang is coming in to meet with me in mid-December. Even though he is best known for his
promise ofaid to Harlem sixth graders, he feels strongly that the early and sustained support 
services are the most important determinant of a successful program (and he agrees with the 
need for coHege involvement). 

It is important that while pursuing this effort, we do not give the impression that we are 
denigrating two types of· young people: those who do not go to college" but who prepare well for 
productive jobs without college; or those who only need one or two more years of post
secondary education or skill training to be successful in the workpiace. Your School-to-Work 
initiative values equally a variety of pathways to success. We will ensure that the program 
design helps all ehildren know they =go to college if they work hard and suc=d through high 
school, without implying that they may be failures if they choose postsecondary education other 
than college. 

Basic Parameters of the CoUegt~School Partnerships . 

Some of the colleges with whom we have consulted want the program to be very flexible1 

to incorporate a wide variety of program models. But we have pressed that while we support 
flexibility, there needs to be a vision -- some common elements that give the proposal an identity 
that will propel it to success both legislatively and, ultimately. programmatically. We 
recommend the: following core components: 

Start Early and Stay with Kid. through High School. Students should begin in the 
program not later than the seventh grade. The program must continue to provide services 
through high school graduation (or at least for six years). (There wtll be some attrition 
due to dropping out of school or of the program. moving out, or participating in another 
program.) Programs should not prewjudge some kids as not having college "potential." 
Instead, we should encourage programs that involve whole classes or cohorts ofsfl:ldents.. 

College as a Goat The programs must make sure tbat every child in the class/cohort 
comes to believe that college is within grasp ifhe or she works hard, and that it is 
affordable with Federal aid, The message will also make it clear that the same kind of 
rigorous academic preparation is needed for careers that do not require college. Special 
consideration would be given to partnerships that guarantee enrollment in a .conege for 
pal1icipating students who reach particular milestones, andlor for programs that guarantee 
additional financial aid 10 cover the full coslS ortbe college. 

An Intensive 1~lemenl. Programs must provide intensive assistance to studenl') at least 
during some part of the program, For example, this may be a residential summer 
component at a college. 
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COttlll1:unity Inv~lvement. Community o.rganizations and businesses should be tapped 
to offer mentors. guarantees ofadditional financial aid in exchange for student 
performance. exposure to careers, and other support. 

Full-Time Coordinator. To make the program a success requires the full commitment 
of the school district and the middle and high schools 'nto which the college mentors will . 
reach. It is critical that full~time coordinatorS serve as the "glue" between the colleges 
and the schoo.ls. ensuring that Colleges come through on their commitments, and schools 
link their own counseling and guidance program and other services -- including Title 1 
and systemic refo.rm efforts -~ to the college program on an on-going basis. 

Family Involvement. It is also critical that fumilies learn both about the college 
financial aid that is available, the courses that the child needs to increase the likelihood of 
success in college and career. and the resources that are available to help (tutoring, 
mentoring. etc.). 

Note on relationship to TRIO programs, Some colleges already have Federal TRIO 
grants with some of the above characteristics. and/or they have other similar programs, The 
largest Federal investment. Upward Bound. provides cOllllseling and intensive academic support 
to selected disadvantaged high school students who show aptitude for college. The Talent 
Search program provides a one-shot program of cady information about college to middle school 
students. Those programs do not corne close to addressing all of the need~ so there would not 
oonnally be a problem with them duplicating some part of this new program. Applicants forth. 
college-school partnership funds would have to describe how their existing early intervention 
programs would be coordinated with the new program. It is expected that some partnerships 
would apply for the new grants to extend and expand their programs, so that Upward Bound. for 
example, CQuid essentially create a grade 4·' 0 feeder program, and Talent Search could add a 
more intensive component with follow~up during the high school years. Others might simply 
focus on high-poverty schools where the students are not being served by any current program. 

Maintaining the separate TRIO programs with similar purposes could be an ineffective 
use of funds. if the new design turns out to work better for poor children. However, the poHties 
of attempting to reform or integrate TRlO into the new design legislatively (as noted, we hope it 
will happen iocally). argue against making the effort We will design the evaluation of the new 
program to address comparisons to TruO (and other modds), 

Early NotificatiQnlGuarantee 

At the October principals meeting. there was concern that Fattah's idea of early 
notification guarantees not translate into any new entitlement to aid: first. it creates budget 
complications, both politically and praclicaHy; second. it creates the impression that the current 
programs art': not secure .~ contrary to the "universal access" message that we arc sendiag in the 
wake of victories on HOPE and Pel!' 
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Our feeling is that we do not need to go so far that we create a new entitlement. We can 
" 	 achieve Fattah's goal by providing children and tileir families with early. official notification of 

their eligibility for college financial aid, Because of the combination ofstudent loans, Pell 
Grants, and HOPE Scholarships, virtually everyone is already eligible for at least 52Q,000 ofaid 
for four years of college, We can make a firm statement about eligibility without creating the 
budget cOmplications. (As with Federal pensions and some military benefits, the actual amounts 
would depend on the continuation of the programs.) 

This would be part of the Jarger infonnation campaign on access to higher education, 
which i wlH get you a memo on in the coming week. WhHe the focus would be on getting the 
notifications to families at the highest-poverty schools. we would not need to be that restrictive 
and eQuid reach a larger number than the Fattah legislation proposes, Our expectation is that 'we 
can provide a minimwn level of information to every family on a regu1ar recurring basis, and that 
we will find ways to make speeial efforts to tailor the message for poor families with children of 
an ages, 

As already noted, we would encourage partnerships [0 supplement Federal aid with 
aqditional financial assistance and/or guaranteed admission to a particular college if the student 
takes the right classes and works hard.· 

Funding 

The costs of successful programs range significantly, from a few hundred dollars per, 
participant to several thousand. The ability of a college and other partners to put up some of its 
own resources also varies. It was clear from my discussions with the presidents of Yale and 
Columbia that they mainly wanted to be associated with a national effort and would put a lot of 
their Ov"l1 (substantial) resources to the effort. On the other hand, in some parts of the country it 
would be important to be able to have a Significant Federal contribution. at least at the start. oUr 
work continues on these design questions. 

For the purposes of estimating potential Impacts. we have assumed an average $1,000 per 
particiPant cost in the first three years, and $800 for the remaining three, New cohorts of 
children are added each year, but there is a declining (nattonal average) Federal match. with the 
local programs ex~ted to take over after the sixth year (again, our work continues on these 
design questions), With those assumptions. a $300 million Federal investment in FY 1999 
would allow us to serve 375,000 seventh graders (at about 3,300 high-poverty schools). That is 
more than seven limes as many as are now served by Upward Bound. The amount would need to 
ramp up som'~what as new (.'Uhorts of students arc added. The initiai, FY 1999 funding amount 
could be reduced either by redUCing the size of the proposal. and/or by phasing in the number of 
partnerships fttnded. 



\. Add at /east SJO miUitJn. The TRIO programs have a strong, organized constituency. 
We are working with theaisoeiation on this proposal, and so far they are supportive. But they 
are concerned that our interest in this new proposal may weaken our resolve as far as increases 
for the TRIO programs. Therefore. it is critical that an increase ofat least $30 million he . 
included in the Budget for TRIO if we move forward with the school-college mentoring 
partnerships.' Doing SO will help get the proposal through Congress. An increase 0/$53 million 
for TRIO is suggested in my menw to you on Hispanic education, ' ' 

Legislative strategy~ We are currently assuming that this would be a new~ competitive 
direct grant program from the Department of Education, prohably part ofour proposal for 
reauthorization of the Higher Education Act If funded on the discretionary side, it wouJd benefit 
us in ~e appropriations process to use an existing authority. and ihere are a couple we could 
choose from. We are also exploring the possibility of funding the program on the mandatory 
side, which could have some strategic advan~ges. 

Some of the Committee leadership on the Hill are expected to pursue a state-based modeJ, 
making use ofa progTam aut.horized in 1992 called the National Early Intervention and State 
Scholarship Program. It is funded at $3.2 million now aad funds some useful models. Education 
opp'oses using [his authority, however, because it would be more difficult to maintain a high~ 
quality, highly targeted effort within a state fonnul. grant program. 

l'ext StS<Qs, 

Ifyou are comfortable with the general approach, then we will continue to draft the 
descriptions that will need to be included in the Budget~ if funding is to be included. We will 
then continue to vet the idea. and will begin to develop a roll-out strategy. 

Vjews and Recommendatjons 

Secretary Riley strongly supports this initiative as a logical next step in our efforts to 
assure access to higher education for aU Americans. 

Sperling considers this to be as important as any education initiative this year, because (I) 
given the strong interest of colleges in the ctTort, we can have a considerable national 
mobili71ltion, (2) it targets the age group that is most neglected in Federal education policy. and 
(3) it helps with the long·term needs relating to affirmatjve action. Reed and Kagan support the 
proposal for similar reasons. 

Judy Winston considers this proposai to be fully consistent with the President's Initiative 
on Race. which includes 'a focus on action designed to bridge racial divides. She is exploring the 
possibility of including a representative of an effective early intervention program in the program 
for the December 17 Advisory Board meeting. 



THE WHITe; HOUSE: 


WASHINGTON 


December 6, 1997 

MEMORANDUM FOR THE PRESIDENT 


FROM: 	 GENE SPERLING 
BOB SHIREMAN 

SUBJECT: 	 Hispanic Education Investments and Actions 

This memorandum provides you with backgrQund on our efforts to improve educational 
opportunities for Hispanic Americans. and a possible further investment strategy for the FY 1999 
Budget. Once budget decisions are made. we wiH have a comprehensive package of research~ 
based recommendations. new investments, and administrative actions ready for an 
armouncement. The announcement would include: 

• 	 a report on the Hispanic dropout problem by researchers named by Secretary Riley two 
years ago (in response to a request by Sen. Bingaman). The report includes research
based advice for schools, famlHes, and ali levels of government; 

• 	 new investments (proposed in this memo) in programs that address the needs of Hispanic 
and LEP children; 

• 	 a list of administrative and other actions -- including a Conference on Staying in School 
-- that Education, Labor and HHS are taking to improve Federal programs so that they 
better serve the Hispanic (and LEP) community; and, 

• 	 the Secretary of Education> s plan to ensure tha.t th.e major education programs and our 
agenda of research, standards and testing, teacher training, and outreach address the needs 
of Hispanic and LEP children. 

Section I of this memo describes the consultations that have taken place and the 
legislative arId appropriations actions that we have already taken, Section II is a reminder of 
some of the planned or possible FY 1999 investments that are generally important for minorities. 
but are not eKplicidy part of the Hispanic pllln .. Section III lays out a possible investment 
strategy for Hlspanics and LEt) ebildren and famines for the FY J999 Budget. Section IV 
describes th(: other actions that agencies would announce as part of the Hispanic Action PI,,-m, 



Section V presents the views of your advisors, 

I. Background 

In response to your request, the NEC, OPC, OMB, Department of Education, as well as 
Maria Echaveste, Mickey Ibarra. and Janet Murguia set out to detennine what we could do to 
address the Hispanic dropout rate and to generally improve the educational opportunities of 
Hispanic Americans, We aimed to: 

• 	 Improve then-pending Adminlstration initiatives and reauthorization proposals so 
that they provide a greater benefit to Latinos (for example, adjusting funding 
formulas that do not adequately take into consideration growth areas). 

• 	 Identiry Appropriation items in the FY98 Budget that have a disproportionate 
impact on the Latino population, so that we would be sure to take that into 

•consideration in the continuing budget proce..'iS. 

• 	 ldentify and carry out additional admi'.'istrative and legislative proposals that 
could be aimed at increasing Hispanic educational opportunities. 

As a foundation for our efforts, we were able to use a report and recommendations 
released last year by the President'!l Advisory Commission on Educational Excellence for 
Hispanic Americans, We met with constituen.;y groups, and held a series of meetings with 
Hispanic Caucus members and staff, where officials from Education, Labor. HHS, and USDA 
discussed their programs and some of the concerns and recommendations that have been raised, 
Most recently. we have been able to review the not.yet-re1eased report of the Hispanic Dropout 
Project, by a group of researchers named by Secretary Riley at the suggestion of Senator 
Bingaman. We have also reviewed legislation proposed by Congressman Hinojosa and Senator 

'. 	 Bingaman. . ~ 

it is important to note that the consultative effort brought tangible resuils. As a result of 
these efforts: 

, 
• 	 We insisted that our 35% increase for Bilingual and Immigrant Education be an 

explicit part of the Bipartisan Balanced Budget Agreement, a very exciusive list 
(only 13 items government-wide). 

• 	 The $]99 million in Bilingual Education·indudes $25 miUion for {raining 
teachers to help limited English proficient (LEP) kids, a proposal that Republican 
appropriators fought last year. (Thank Delia for working with the appropriators 
this year to assure their support). 

• 	 We took another look at our America Reads legislation and added provisions to 
make doubly sure that States would have to make a particular effort to ser.'\! LEP 



children. 

• 	 Our proposal for Adult Education reauthorization ••• program that provides adult 
ESL - includes a new fonnula that targets states with large numbers of LEP 
adults. (Unfortunately. no one in Congress is pushing the formula). 

• 	 We propose~ and received an 11% increase in the FY 1998 appropriation for 
Hispanic.Serving Institutions (HSIs). 

• 	 In a reversal from our position to eliminate the program a few years ago, we 
proposed and received a small increase for HEP-CAMP (migrant college support 
services ~d early intervention program). 

• 	" Other selected FY 1998 Appropriations that provide disproportionate benefits for 
Hispanics include: 

··Job Corp ••• an effective program in which 70% ofthe participants are 
minorities - got $92 million increase (to $1.246billion). 30 Job Corps Centers 
teach ESL. 

••Youth'Opportunity Areas: $250 million to the highest poverty areas tO'help out· 
"f·school youth(age 16·24) become employable, (Currently six cities are funded. 
In NYC. 67% of those served are Hispanic; in Houston. 65%; in Los Angeles, 
50%.)\ 

~-$1.4 bHJion increase in PeH Grants for low-income coHege students. 

-Obey's Comprehensive School Refonn provides funds that win go to schools 
that need to be transformed •• first in line should be those with high dropout rates. 

U. Generic Issu~ 

It is important that OUI overall campaign for high standards and accountability remains to 
be seen as an important part of the answer for all children,particularly those who are at risk. ror 
the announcement of the Hispanic Action Plan, Education has developed a document that 
describes ho~ the key education programs work for Hispanic and LEP children. 

There arc also other new initiatives that have already been announced or are being 
considered that are oriented toward needs that have been identified in our work on Hispanic 
Education. including; 

• 	 Teacher Training and Recruitment Your five~year. $350 million teacher training and 
recnritment proposal is aimed at improving teacher preparation particularly for harder-to~ 
serve poputations, and recruiting more minority teachers. 

1 



,. Education Opportunity Zones. This new investment is aimed at spurring and 
rewarding effective refonn efforts in school districts that tend to be predominantly 
minorities. 

• CoUege...sc:hool Early Inten'ention Partnerships. This is a proven response to the 
dropout problem: it takes children at high-poverty sc,*,ls by the seventh grade, delivers 
a firm message about college opportunity, and then provides them with support through 
to high schoo! graduation. We consider this a major initiative ~t should be announced 
in a broader context, but (depending on wha~ IS annolUlced first) we can describe it a<; part 
of the dropout ini~ative. 

III. Decision: M!Ied Investmenls 

For FY 1999, we recommend that you consider increasing fimding in some key programs 
that are important to Latinos. This package addresses five of the six highest-priority items 
identified by the Hispanic Education Cooiition (HECl. In a forthcoming letter, the Congressional 
Hispanic Caucus (CHC) is expected to ask for increases in the same six items listed below, 
although at higher levels. 

\ .. 

! lnvestmeni (in millions): 
I 
: Bilingual Education. Teacher Training 

FY 1998 

$25 

Increase 

$25 

FY 1999 

SSO 

: TRIO College Preparation Programs $S30 SSJ $560 , 

; Hispanic~Serving lnslitutjons (non~add; already approved) 
I 
.Adult Edu;;:ation ~ Model ESt Programs 

: Mig,rant Education Program 

$12 

nt. 

$305 , 

($I6J 

$10 

$50 

$2S 

$20 

5365 

, 

i 

: Migrant Edl,.lcfttion: HEP and CAMP 

ITOTAL: 

$9.7 SH 

$IH) 

Sl5 

Secretary Riley and the HEC also cite Title I as an appropriate area for investment. 
While people tend to think of it as a program for African Ameri~ Tille 1now serves more 
Hispanics than Blacks. If you decide to provide an increase to Title I, we might want to cOllSJder 
including it in the Hispanic Action plan as a way of changing perceptions about who is served by 
programs for disadvantaged populations. . 

t. Bilingual ~ducat1(}n - Teacher Training. This program provides current teachers 
with the skills they need to address the English language deficiencies of their students. (Despite 
the name, it docs not require a bilingual program). By doubling the FY 1998 investment and 
sustaining that level over five years, we could train 201000 teachers. The need in this area is 
huge -- Ca.lifornia. alone has a reported shortfall of 20,000. The 525 million compares: to a S56 
million rcque~l cxpc<:ted from the CHC, 

·1 
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2. TRIO College Prep·ara1ion Programs. A recent evaluation of the Upward Bound 
program (support for promising disadvantaged kids to go to college) showed dramatically 
positive resu1ts for Hispani~, This is an opportunity to showcase this success. ·We will also be 
making changes to the TRlO statute to encourage more funding to areas that are under-served, 
such as the Hispanic conununity. Even though we may be proposing an earlier mentoring : 
program. it is important that we propose an increase in roo ~ that the very strong TRIO 
cO:lStituency dOI!S not see the new program as a threat. The $S3"milHon would be a 10 percent 
increase: The separate memo on the College"&hool Early Intervention initiative suggests at least 
a $30 million increase in'TRlO. The CHC is expected to ask for an increase of$70 million for ' 
TRIO. mostly in Upward ,Bound. 

3. Hispanic-SerYing Institutions. These funds go to strengthen colleges where at least 
25 percent of the stedent body is Hispanic and a large portion are needy. The program is funded 
at $12 million in FY 1998.' As a result ofwork on the Higher Education Act reauthorization and 
discussions wid, Rep. Hinojosa (chairman of the education task force of the CHC). we have sent 
a letter to Hinojosa promising an increase of$I6 million. CHC members and the HEC have 
been very pleased with the $16 million proposed increase; nonetheless, the CHC is expected to 
ask for the authorized level. an increase of $33 million 

4. Adult Education - Model ESL Programs. The largest single source of English-as-.
Second-Language funding comes from the Adult Education program (wruch also promotes adult 
literacy and OED attainment). There are a plethora of approaches, and huge demand for these 
programs. But there is little infonnation about what types of programs are most effective for 
different populations. This five-year S100 miHion investment would go toward improving the 
IlSL programs that we now fund through identification and dissemination ofproven and 
promising practices. It could also be used to provide more training for adult ESL instructors. 
andlor to expand the use of the televised ESL series "Crossroads Cafe;' if the evaluations of that 
program are as positive as expected. The CHC is interested in increasing adult ESL, but was 
unsure what level or method of increase to seek. 

S. Migrant Education Program. Because of their mobiJity. migrant chHdren -- more 
than 80 percent of whom are Hispanic - often do not "belong" to anyone school system or even 
one State. That is why the Federal role in this area is critical. Funded at $305 million in FY 
1998. MEP is a State formula program that supports an extremely wide range of interventions 
specifically tailored to the needs of the local population it serves, Services range from the 
identification and ree.ruitment of kids into schools j to all kinds of school-based interventions. to 
after school programs and summer sessions. 

The 1994 reauthorization (of the Elementary and Secondary Education Act) focused MEP 
o·n the most mobile families, and resulted in more services are now being provided in the summer 
and between school sessions. Despite a narrowing of eligibility rules, the number of . 
participating children has been increasing since the reauthorization, in part because of 
partnerships between MEP and several major agribusiness partners. These partnerships have led 
to improved service and coordination by local providers {education, health, jJublic safety. 
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Increased funding would help to address the growing population ofchildren who are ' 
being referred to the progranl. and to continue to provide a richer array ofsupplemental 
educational services. A $50 million investment is proposed in a separate memorandum 
descrihing.oplions for addressing Child Labor issues, The CHC is expected to ask for a $70 
million increase. 

IV. Administrative Actions and Program Improvements 

Based on our review of the Advisory Commission recommendations, other reports. and 
our meetings with the constituency groups and the Caucus. the agencies have signed offon a 
number ofchanges to, or enhancements in, current programs to better serve the Hispanic 
population, These are not a part of any budget decisions that need to be made. . 

Dropout Prevention: 

• 	 Comprl!hensive School Reform. The FY 1998 Appropriations bili included a new $150 
million progr~ to transfonn failing schools using proven models, The Secretary of 
Education win identify model school reform approaches that address the needs of LEP 
children and dropout prevention, States and school districts will use these funds to tum 
around Jow~performing schools, many of which enroll high concentrations of Hispanic 
students and have high dropout rates. 

• 	 Conference on Staying in School. An option under consideration would inVOlve the 
President and the Administration in a conference to share solutions to the dropout 
problem (Hispanics: and others). The conference -~ which mayor may not be sponsored 
by the White House ~~ would highlight lessons from successful efforts to reduce dropout 
rates and to provide youth with alternatives to traditional high schools. Clearly this will 
need to be weighed against other scheduting requests and proposals for education 
conferences. 

• 	 Clearinghouse on Successful Models for Dropout Prevention. TIle Education 
Department, through is various research centers (and other clearinghouses), has a great 
deal of resources relating to dropout: prevention, This would provide school and 
community leaders with "one-slop shopping" for ideas and information on best practices 
for keeping kids in school. 

General: 

• 	 Public Service Announcements. Unlvision has agreed to produce a series of Spanish
language public service announcements on education. such as encouraging parents to read 
~o their children at an eady age, and telling families about college financial aid. The 
spots will be devcloped in coopCraltOn with tht:: Department of Education, and wilt refer 



viewers to the Department's toll-free line. 

• 	 Toll-Froe Number. The Department of Education will establish a toll-free number that 
is answered in Spanish (or change the current nwnber to prompt non-English speaking 
callers earlier), to ensure that there are nQ barriers to parents who want to find out how 10 

bettc{ heJp their children succeed in school. The Department wiU explore how best to 
provide assistance in other ianguages: as wen, . 

• 	 Information Dissemination. The Education Department will expand the number of 
publications that are translated into other languages. so that LEP parents have better 
access to infonnation that win help their"chiJdren learn. Working with the White House 
Initiative on Educational Excellence for Hispanic Americans, the publjcations· will be 
more widely distributed in the Hispanic community, 

• 	 Model High School.: Working with the National Council of La Raza and ASPIRA, the 
Education Department's New American High Schools Initiative will focus attention on 
schools that better prepare .11 students for college and careers. Four ofthe ten schools 
initially selected have a Hispanic population of20 percent or more. In additioI4 the 
Department has awarded a two-year contract to improve student preparation at six urban 
high schools and to serve as models for other high schools, Three of the six have 
substantial Hispanic student participation. 

Early Childhood and Parental Invo'vement 

• 	 Early Head Start: FY 1998 Appropriations nearly double the size of the Early Head 
Start program. Grants are awarded through a competitive pr""""". The Department of 
Health and Human Services will ensure that the Hispanic community and Hispanic 
organizations, as well as other communities and organizations. are fully informed about 
these opportunities. The Department anticipates that about a quarter of the children 
served by the new progT'dffiS will be Hispanic. 

• 	 Head Start; The Bipartisan Balanced Budget includes continued expansion of the 
program, toward the goal of serving one million children by 2002, The Department of 
Health and Human Services will implement an outreach plan to ensure that programs are 
reaching the Hispanic community. As a part of that effort. the Department will identify , 
and disseminate a "best practices" guide for serving limited.Enghsh proficient (LEP) 
children. 

• 	 TUie I/parcnt training: Parents who do not speak English well need extra care and 
SUppOit to gain their active participation in'the schooling of their children. The 
Department of Education is compiling a set of "best practices" for implementing family 
litcmcy and parent involvement programs. This will inc1ude guidelines for working with 
tEll pliwn::,," 

" 



Improving teaching and learning 

• 	 AmeriCa Reads: The Education Department and Scholastic, Inc., have developed and are 
distributing, posters featuring the message "Reading is PowerlLeer es Poder. to The back 
of the poster provides reproducible reading activities for classroom use. Spanish language 
tutoring kits have been developed and will be distribut~ to Hispanic communities. 
LULAC haS been an active partner in America Reads effort. 

• 	 Bilingualffeaeher Training: The Bipartisan Balanced Budget Agreement secures a 27 
percent increase f9r the bilingual education program. As part of that increase, the 

.. 	 Education Department will dedicate $25 million to increase the nwnber of teachers who 
are qualified to teach LBP children, and to improve teacher preparation progrnms so that 
all teachers can meet the needs ofLEP students. 

• 	 Technology: To ensure that ,II schools take advantage of the funding available through 
the $2 billion Technology Literacy Challenge Fund and the discount' ofup to 90 percent 
(for the poorest schools) that will be .vailable through the FCC's Universal Service Fund, 
the Education Department will conduct a series of technical a'isistance workshops, 
including some that are targeted to communities with large populations of Hispanic 
students. [Mention VP's leadership ofoutreach effort?] 

Migrants 

• 	 Technology: The Education Department has awarded six grants, at $15 mUlion over five 
years, for projects that apply the use of technology to improve teaching and leaming for 
migrant children, 

• 	 Coordinated eligibility. The Education Department is exploring the possibility of 
waiving eligibility requirements for Migrant Even Start and oilier education programs so 
that children ofparticipants in the Job Training Partnership Act's migrant program 
(section 402). who have already been judged needy, will be automatically eligible. 

Second chance and job training 

• 	 Youth Opportuoity Areas: $250 millioo has been appropriated for FY 1999. targeted to 
the highest poverty areas in the country to help out-of-school youth (age 16-24) become 
employable. (Currently six cities are funded. In NYC, 67% of those served are 
Hispanic; in Houston, 65%; in Los Angeles, 50%.) 

• 	 Bilingual Contextual Learning. Th,c Labor Department is currently evaluating the 
results of an innovative approach for training individuals for the burgeoning home health 
care field. The Depanment will broadly disseminate the "'[essonsleamed" from this 
experience. 
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• 	 ESL in .Job Training. The Labor Department will include guidance for providing 
services to limited-English-proficient populations in JTPA or successor programs. 

College opportunity 

.. 	 TRIO programs: 'fhe Education Departmen~'s reauth?rization proposal YJili inclUde 
measures designed to make the programs more available in areas that are now under· 
served by T,R10. induding those with substantial Hispanic populations. ' 

• 	 Information about college financial aid: The largest Spanish language newspaper in the 
country, La OpiniOn. is publishing and distributing a Spanish-language version ofllie 
Education Department's guide, "Getting Ready for College Early.'" The Department is 
seeking out other opportunities to better ~h Latino families. 

• 	 Hispanic-Serving Institutions: The Education Department's reauthorization of the 
Higher Education Act will include the creation of a new part under Title HI for Hispanic
Serving Insti~tions, 

• 	 Community College Articulation: The reauthorization aiso would aHow the FWld for 
[nnovation in Postsecondary Education to focus a special competition on projects that 
promote articulation between two-year and fou~~year institutions. 

• 	 Graduate Education: The Education Department's proposal for reauthorizing Graduate 
Assistance in Areas ofNational Need gives special consideration, in awarding grants, to 
. institutions that show a strong past and continuing perfonnance in serving populations 
traditionaUy under represented in academic programs in areas of national need, 

Other efforts: The Education Department win release a plan that includes a number of other 
items, and improvements in data collection and research relating to HispaniC and LEP students. 

V. Views and Recommendation~ 

Secretary ruley supports these investments. but thinks there should be more. He would 
like to see them packaged with increas(!s in one or more of the larger programs that serve 
Hispanic children. such as Title L 

Sperling thinks these investments are n necessary platfonn for promoting the many other 
steps thut we are taking to address the educational needs of Hispanic Americans, 

Reed agrees that these arc important investments that need to be considered in the context 
of other prioril ies. 

Judy Winston notes that associating this effort with the President's Initiative on Race 
would help its'multiethnic focus, Le. moving beyond the b!ack~white paradigm. 
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School Construction 

/
You have publicly made it clear on a number ofoccasions *~ most recently in Chicago 

with Sen. Moseley-Braun -- that you wilt continue to fight to get Congress to address the 
problem ofihe crumbling school infraStructure. There are two issues on school construction that 
need to be considered in the context of FY 1999 Budget decisions: size and design (sPending 
versus tax). This memorandum briefly describes some of the policy and political dynamics 
around the qut:stion of size, then lays out the pros and cons on the design issue. 

As with all of the new initiatives, we are not asking you decide at this time the amount of 
money that should be dedicated to the School Construction initiative. You should keep in mind, 
however, that because of the history of this proposal, its size in the FY i 999 Budget wilt be a 
substantive and political pecision that will draw a great deal .of attention. 

The OMB passback funds the School Constructi~n initiative at $ i ,9 billion - down, from 
the $5 billion that was proposed last year. That matches a Daschle~Gephardt proposal developed 
in the late summer as a last~d1tch effort to get a down payment on the school construction issue, 
The amount was based on the size of the offset they were able to agree on (closing a tax 
loophole), There is no question that an initiative of that siz.e would no! be met warmly by 
supporters of 1. Federal invc,stmcnt in :h:s area. 

Pressures for us to rc-propose a school construction initiative of a! least $5 billion are 
coming [rom a number of quarters: 

• 	 Defining issue fur I)cmo.crats. Democrats see this as a popular initiative tbat sets them 
clearly :."Ipart from Republicans. Some have argued that the funding should be increased 



above $5 billion in order to provide more help to suburbs. 

• 	 Urban needs. In the context of negotiations over the voluntary national tests. School 
Construction came up a number of times with the Black Caucus as one item that wo~ld 
demonstrate the Administration's commitment to the needs of urban schools. 

• 	 Class size. Some have suggested that a school construction initiative could be lied to the 
idea ofsmaller class sizes. ' 

Obviously, u funding deCision needs to be made in the context of the whole budget. 
taking into consideration' proposals for chHd care, smaller class size. health care, etc. If we are 
constrained by funds available in the five year budget window, you should keep tn mind that one 
way (0 accommodate school construction might be to stretch it over a longer period (such as $8 
billion over 10 years, with $3.5 billion in the first five years). 

Design 

You need to decide whether we should continue to propose our School Construction 
initiative as a mandatory'spending proI'i?sal or shjft it to a tax credIt. 

Spending proposal. The bill you proposed, the Partnership to Rebuild AmeriCa's 
Schools, provided a one~time appropriation of $5 billion for grants to States and' localities to pay 
for up to one~half the interest cost of repayment of sehool construction bonds (or an equivalent 
amount in case.'i where an alternative financing mechanism is used). One-halfof the funding was 
reserved ror the 100 largest school districts. We estimated that the $5 billion would levernge $20 
billion in new construction/renovation over four years. 

.. 	 The Administration bilt in the House gained 116 cosponsors, including _ 
Republicans. A letter signed by 112 of them urges you to include the same. $5 
billion proposal in the FY 1999 Budget. 

• 	 The bill was designed to spur additional State and local effort (through a 
competitive portion of the funds) and to leverage the Federal funds. It is more 
difficult to design a tax credit that accomplishes those goais. 

• 	 This approach is more efficient at addressing our specific goals than a lax credit 
(tax incentives associated with bonds inevitably have some inefficiencies 
associated with them). 

" 	 The bill is flexible. allowing ror creative runding mechanisms such as !ease
buybacks, helping districts that arc not able to !loat additional bonds, 



'.. • 	 To propose $5 billion or more, We probably will need to reJy on "closing tax 
loopholes as the offset, creating a "tax:-and-spend" scenario. 

• 	 With a tax ..side offset, the spending proposal ai}d the offset would have to move 
through dHTerent committees. making the plan more difficult to achieve 
legislatively -- unless there is a reconciliation bilL 

• 	 While the· education groups prefer the spending program in the abstract, they 
would prefer a tax~side approach if it means more money could be dedicated to the 
purpose. 

Tax proposal. As part ofllie Taxpayer Relief Act of 1997. Coogressenacted a tax . 	 . 
credit proposal by Rep. Rangel that includes school renovation (but not construction). The 
'provision allows State and local governments to issue bonds totaling $800 million over two 
years. The Federal government essentially covers the interest on the bonds thiough a tax credit, 
providing the schools with an interest~free fonn of financing, These bonds can be used to cover 
certain costs of"academies" that link businesses with the schools to develop a curriculum that is 
employment-oriented (the description is not unlike your School-to-Work program). The bond 
proceeds can be used for a variety ofexpenses: rehabilitation. repairS. technology, eqmpment, 
cumculwn d(!velopment. and teacher training. 

While supporters of school construction were pleased to see Congress ratify a proposal 
t1ult included school renovation~ they do not see the Rangel plan as a sufficient approach for two 
reasons: (l) its narrow focus on these school-business academies, and (2) the broad use of funds, 

This bond/tax credit design could be expanded to focus more squarely on school 
construction and renovation. and beyond the academies in the Rangel provision. For example, 
Rep. Loretta Sanchez introduced legislation in October that would use the bond mechanism to 
support school consrruction in overcrowded districts. We would not need to provide detailed 
specifics in the budget. We could simply say that the bond/tax credit would be extended and 
expanded to assist school districts with their school construction and renovation needs. Then we 
could work with Mr. Rangel and others on the details. 

• 	 We can more easily propose a larger initiative on the tax side. 

• 	 A taxwside initiative will be revenue-neutral, ,md both the program and the offset 
would be handled by the same committees in Congress. 

• 	 The Senate sponsor of our School Construction legislation ¥¥ Sen, Moseley-Braun 
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loopholes ali the offset, creating a "'tax-and-spend" scenario, 

• 	 With a tax-side offset. the spending proposal an~ the offset would have to move 
through different committees, making the plan more difficult to achieve 
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that included school renovation, they do not see the Rangel plan as a sufficient approach for two 
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This bond/tax credit design could be expanded to focus more squarely on school 
construction and renovation, and beyond the academies in the Rangel provision. For example, 
Rep. Loretta Sanchez introduced legislation in October that would use the bond mechanism to 
support school construction in overcrowded districts. We would not need to provide detailed 
speciftcs in the budget. We could Simply say that the bond/tax credit would be extended and 
expanded to assist school districts with their school construction and renovation needs. Then we 
could work with Mr. Rangel and others on the details. 

• 	 We can more easily propose a larger initiative on the tax side. 

•. 	 A tax-side initiative will be revenue-neutral, and hoth the program and the Olfsc:t 
would be handled by Ihe same comlllittees in Cungress. 

• 	 The: Senate sponsor of our School Construction legiSlation -. Sen. !vlo;;c!cy-iJraull 
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~- is on the Finance Committee and would support the idea of a tax-side approach 
"that she could pusb there. 

• 	 We might be able to develop a proposal that would have the strong support ofthe 
ranking member in the House (Mr. Rangel). 

.. 	 The contentious issue of Davis-Bacon. which has caused some problems even 
with some members oftbe pro-school construction coalition, bas not been an issue 
on the taX side. 

.. 	 The bond/tax-credit approach is unprecedented, so we do not yet know how well 
it will work. 

.. 	 The bells and whistles that we built into our School Construction proposal 
leveraging, rewarding State investments, etC. -- would be more difficult if not 
impossible to design and enforce to a tax~side approach. 

• 	 The House sponsor of our School Construction legislation - Rep_ Lowey -~ 
prefers the spending bill that we proposed this year. . 

• 	 Rep, Rangel is very committed to his design, and may not be willing to make the 
changes that we would want to steer this toward school construction and 
renovation and away from his "academies" approach. There is a chance we would 
have to part ways with him, or accept something that we do not like and does not 
satisfy the constituency groups. 

Views and Re;;ommel1datiQus 

Treasury strongly, supports a spending*side strategy., The tax credit approach is awkward 
and inefficient. While Treasury is making every effort to implement the Rangel provision 
effectively. it ;s an unprecedented approach -- as would be any tax-side approach to subsidizing 
school construction. 

Secretary Riley also prefers the direct spending approach., 

Secretary He:-man heard from the Congressional Black Caucus on this issue in her efforts 
on Fast Tr<1ck. She would prefer the tax side because it would allow Sen. Moseley~Braun and 
Rep. Rangel to champion the legislation, 

Sperling <l:ld Ree<! would ideally prefer to stick with the your carefullywdesigned spending 
proposal, but believe that we should bl.: willing to pNpose a revcnuc~neutral $7 billion. lO~year 
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approach on the tax side if necessary to make room for child" care, health care or other proposals. 

Judy Winston considers either approach to be consistent with the President's Initiative on 
Race, and with the agenda for the December 17 Advisory Board meeting which will include a 
discussion ofracial disparities in educational resources including facilities. 
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