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Attached is an op ed piece in today’s Wall Street Journal
regarding EITC fraud. We are working on talking point for you
and the White House that responds to this|article. Also we are
actively working on the EITC compliance proposals that we
discussed with you last month. Our plan is to have those
proposals ready so that they can be included in welfare reform.
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Clinton’s Biggest Welfare hraud

By JAMES BOVARD

Presideni Ciinton has deciared that the
expansion of the earned income tax credit
in August was "the most significant pro-
work, pro-family economic reform we
have enacted in 20 years.” In fact, the
EITC program is the nation's most politi-
cally popular, fastest growing, and most
fraug-prone welfare program--and one

~fRat is a building block of the Clinton wel-

fare reform. .

. The EITC was created in 1975 to provide
rebates of Social Security taxes to low-in-
come workers, thereby counteracting the
antiwork incentives of Social Security pay-
foll taxes. But following sharp expansion
in 1990 and 1993, the EITC is now far mor:\
of a direct handout than a tax refund. The
program will cost more than $16 billion this
year—more than the federal cost of Aid to
Families with Dependent Children. Almost
o?%ﬁmmm:etums claimed the ben-
efit for 1993, and the Internal Revenue Ser-
vice mailed out more than 10 million let-
ters April 22 encouraging more people to

sign_up for the program. In.Mississippi,-—time -they-now-prefer:"~GAO estimated

45.1% of families will become eligible for
the EITC by 1986; in the District of Colum-
bia, 42.3% of families will qualify. -
While Mr, Clinton claims that the EITC
- rewards work, the details prove otherwise,
Households with children with earned in-
come below $25,300 (not counting welfare
received) are eligible for EITC benefits of
up to $2,528. Families earning up to $8,425
receive an EITC handout equal to 30% of
earnings. Those earning between $8,425
“and $11,000 get a flat $2,528. And families
earning between $11,000 and $25,300 re-
ceive $2,528 minus 17.68 cents for each dol-
lar they earn above $11,000.

While people in the lowest tier receive a
bonus for each additional dollar they earn,
the EITC benefit schedule effectively im-
poses a punitive tax on those earning over
$11,000—slashing their benefits for each
extra dollar they earn. American Enter-
prise Institute economist Marvin Kosters
estimated last year that almost three
times more EITC recipients are in the
phase-out range than in the phase-in
range. Thus, the EITC discourages work
for far more low- and moderate-income
people than it rewards work. (Benefits and
eligibility limits are scheduled to rise
sharply through 1996.)

The General Accounting Office noted in
a 1993 report: “‘Before qualifying for the
credit, a worker may view taking a second

. job as worth the sacrifice of forgoing

leisure time. But after qualifying for the
credit, the extra income the credit offers
partly replaces the income the worker
would lose if he or she were to quit the sec-
ond job. . .. Also, full-time-workers may
shift to part-time jobs to get the leisure

that hours worked by EITC beneficiaries
may have been cut by 3.6% overall, and by
more than 10% for working wives, as a re-
sult of this subsidy in 1988. The disincen-

tive to work is probably much greater now;
‘as the benefits are much higher.

Clinton chiefl economic adviser Laura
Tyson declared on April 15 that the earned
income credit is “a way to reward hard-
working Americans who work full-time.”
Yet, GAO found that the average EITC re-
cipient worked only 1,300 hours, compared
with a normal work year of 2,000 hours.
Last month, one nonprofit organization in-

formed potential beneficiaries that they

WOTRed only one day
a year.

The EITC is structured to subsidize low
incomes, regardless of how much or little

recipients work. University of Oklahoma

Law Prof. Jonathan Forman observed in .

Tax Notes, ‘“The maximum earned income
credit is equally available to both a sales-
clerk who works 2,000 hours per year at
$5.00 per hour and a part-time lobbyist who

“works 100 hours per year at $100 per hour.”

The EITC has long been a gravy train
for con artists. GAO noted last year that,
before the 1990 expansion of the program,
“about a third of the taxpayers who re-
ceived the credit were not entitled to it.”
The IRS estimates that between 30% and
40% of EITC benefits are given in violation
of federal tax law. Johnny Rose, IRS crim-
inal investigation chief for the Arkansas-
Tennessee district, declared in January:
“Today, nearly all fraudulent returns in-
volve two things: (1) claiming the EITC
and (2) filing electronically through a busi-

. ness that offers a quick loan against there-

fund.>™
Recently Rep. Dan Rostenkowski and
three ranking members of the House Ways
and Means Committee wrote to Treasury
Secretary Lloyd Bentsen that “‘the federal
government has an extremely serious and
growing problem in the area of tax refund
fraud.”” Rep. Bill Archer, one of the signa- .
tories, observed that the EITC is by far the
biggest source of fraudulent return losses,
with the average EITC fraud estimated at
$1.800. Yet the IRS makes almost no effort
to require people to pay back undeserved
or fraudulently received EITC benefits.
Moreover, Mr. Clinton’s new EITC cre-
ates perhaps

the harshest marriage’

penaity in the history of the U.S. tax code.
An unmarried couple, each with two chil-

dren and $11,000 in income, would lose,

$5.686 in-EITC benefits by marrying, ac-
cording to Tax Notes magazine. So much
for a pro-family policy.

. Mr. Clinton declared
“When tax bills come due this ‘April, 15
million families with a total of about, we
estimate, 50 million Americans, will be
lifted beyond the poverty line by getting
tax reductions under the earned-income
tax credit.” But the GAO found -that the

EITC has been a dismal failure at raising -

people out of poverty. In 193], the EITC de-
creased the poverty rate by less than one
percentage point. And, even when the
EITC lifts families out of poverty, receiv-
ing the credit does not affect eligibility or
benefit levels for families already receiv-
ing food stamps housing subsidies or
AFDC. T
Accozdlng to Assistant Treasury Secre-
tary Alicia .Munnell, August’s EITC in-

_crease is_the.first_step-toward-the-Glinten——-

welfare reform plan. Ms. Munnell declared

- last November: "“"We are already looking

_tion.”

at consolidating the application for food
stamps and the EITC. This would reduce
fransaction costs and eliminate any
stigma that may accompany participa-
But reducing the stigma on welfare
. recipients is not the same as making peo-
ple self-reliant.

_Designing gavcrnmem handout pro-
grams to encourage people 0 work is the
ultimate liberal pipedream. Instead of

glorifying new benefits for low- to moder-

ate-income groups, the Clinton adminis-
tration should devote its attention to Jow-
ering the burden of taxes on all wmkmg

. Americans.

Mr. Bovard writes often on public policy.

R

in "February:
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THE SECRETARY OF THE TREASURY
WASHINGTON |

~ March 3, 1993

MEMORANDUM FOR PRESIDENT CLINTON

FROM: LLOYD BENTSEW

SUBJECT: MODIFICATIONS TO THE EITC

Questions have been raised over the Admlmstranon s proposal on the EITC. There are
internal differences over the proper calculation of the gap between famxly income and the
poverty level, but certain experts believe that our proposal falls short of raising working families
to the necessary level. ~

As a result, we have redesigned the EITC proposal to ensure that it meets this test. It can
be done without spending more money, provided that we also assume a minimum wage of $4.50
in 1994. There would be, however, some modest changesJ in the dlstnbutlonal effects of the
overall tax proposals. - , |

|

Our proposal, which has been reviewed by your relevant advisers, would shift $1.35 billion
away from the proposed increase in the food stamp p‘rogram]and into the EITC. We also would
eliminate the proposed extension of the income phase-outjrange‘for families with one child,
leaving it at the current law level. The income phase»out range would still be extended for .
families with two or more children, but to $28,000 instead of $30,000. This would mean lesser
EITC benefits (compared to the February 17 proposal) for|families in the $24,000 to $30,000
adjusted gross income range. In addition, fewer families would be eligible for the maximum
credit. l ‘ -

There is a widespread view that the Congress would not have approved the size of our food
stamp increases anyway. It is also possible (o reiterate your campaign promise on indexing the
minimum wage, without specifying when. |

The proposal would increase the maximum credit for two or more children from $2,000t0
$3,370. This would be sufficient to remove from poverty d four-person family headed by a full-
time minimum wage worker. Families with one child woulid receive a $224 increase to $2,062.

The distributional impacts would be as follows: |
. Under the new proposal, as compared with the February 17 proposal families

with economic income between $0 and $10/000 would receive a smaller tax cut,
families with economic income between $IO:,OOO and $20,000 would receive a tax

cut (larger in the aggregate than the tax cut received by families with economic
incomes below $10,000), and families with economic income betwcen $20,000 -

|

|
|
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and $50,000 would be subject toa Slightly larger tax increase. The increase for

families with economic income between $30, OOO and $50,000 would transiate into
a monthly tax increase of $19 rather than $17 a month (the figure used m the
State of the Union address)

- While changes to the dlstnbutlon table would be mmxmal reducing the food

stamp allotment would also (vis-a-vis the February 17 proposal) distribute money .
away_from families with $0 to $10,000 of economic income to higher-income
working families. } :

Finally, I have deep and serious concerns that the size of our EITC increase would invoke
strong Congressmnal opposxtlon | :

The maximum credit of 33,370 results in a 69 percent increase in ‘the maximum-
EITC by comparison with current law (and an increase of 250 percent over the

‘maximum credit of $953 in 1990), and would meet resistance on the grounds that

this is too large a transfer payment. In addition, existing compliance problems
with the EITC would be exacerbated if the size of the credit is dramatically

" increased.

To mitigate some of this likely opposition, I would recommend that the expansion
of the EITC be phased in over the next few years. This would also give the IRS

an opportunity to develop better systems to prevent errors and fraud.
i

We believe that the Center on'Budget and Policy Pnontles will support these changes, as
will other recogmzed experts on the EITC, 1nc1ud1ng David Ellwood at HHS.

Attachments




ATTACHMENT: DISCUSSION OF CHANGES TO THE EITC PROPOSAL

[. Background

1. Definition of the poverty gap. The poverty gap is defined as the difference between the

“official poverty threshold and a family’s disposable income. For this purpose, disposable income
is defined as the family’s income, net of the employee’s shlarc of payroll taxes. It is assumed
that a minimum wage worker is employed for 2080 hours ajyear, or the equivalent of 40 hours
a week for 52 weeks a year. Further, the poverty gap 13 measured after accounting for a
family’s receipt of the EITC and food stamp benefits. Food stamp benefits are measured using .

data from the Agriculture Department. ’

2. Qumm The EITC is a refundable tax credit avaxlablc to low-income workers with
children. In 1994, a family with one child will be entitled to a credit of up to $1,838, while a
family with two or more children will be entitled to a credn of up to $1,998. Since 1985, the
EITC has been expanded significantly in two tax bills (the Tax Reform:Act of 1986 and the
Omnibus Budget Reconciliation Act of 1990). In 1990, the maximum credit was $953. The
1990 bill provided for a rapid expansion of the credit. { » «

By FY 1997, the EITC will cost over $20 billion a year. Under the EITC proposal announced
by the President on February 17, the cost of the EITC would increase to nearly $27 billion a
year in FY 1997. An additional $1.3 billion would be spe.nt in FY 1997 under the proposal
discussed in this attachment. In comparison, total expenditures on food stamps in FY 1997 are
anticipated to be $25 billion, while total Federal and state expenditures on AFDC benefits will
also be around $25 billion in FY 1997. Thus, the EITC would be largest means-tested cash
© assistance program for families with children in the Fedc:al government.

3. February. 17 proposal. Under the February 17 pmposal the maximum credit in 1994 for a
family with two children would increase from $1,998 to $2,400. Regardless of family size,
credit claimants would be eligible for the maximum credit at $6,000. Eligibility for the credit
would be extended to families with adjusted gross mcomw{(AGI) up to $30,000 (328,500 for
those with only one child). In addition, the proposal contains a new small EITC for workers
without children. Funding for the low-income home cnergy[assimncc program (LIHEAP) and
food stamps would be increased when fully phased in, respectively, by $1 billion and $3 billion
each year. : ' ‘

II. Proposed Option

The amount of increase in the EITC needed to bring a family of four with-a minimum wage
eamer out of poverty depends on whether the minimum wage is increased or not. The following
proposal would eliminate the poverty gap for a family of four headed by a minimum wage
worker if the minimum wage was increased from $4.25 to 34 50 an hour. For a family with
two or more children, the maximum credit would mmmmmmmm_oﬁlﬁm
to $3,370, and eligibility for the credit would extend to incomes up to $28,000. The maximum
credit for families with gne child would increase from $1, 838 under current law to $2,062 under
this proposal. This increase of up to $224 would compensate these families for both Lhc direct
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and indirect costs of the energy tax. Under this option, the credit rate for families with two or
more children would be 39.7 percent, and for families with one child it would be 34.4 percent.

This proposed option would be financed by (1) phasing out the maximum credit faster than in
the February 17 proposal and ) reducing the $3 billion a year allocated to the food stamp
expansion by up to $1.35 billion. Under the proposed opuon the credit would not be available
to families with one child earning more than $23.760 a year,\ which is the current law level (by
comparison with $28,500 under the February 17 proposal), and families with two or more .
children earning more than $28.000 a year (by comparison with $30,000 under the February 17
‘proposal). The EITC for workers without children contained 1m the February 17 proposal would
be retained. As in the February 17 proposal, the Low-Income Home Energy Assistance
Program (LIHEAP) appropriation would be increased by $1 ibxlhon This proposal would cost
$10.6 billion in FY 1997 and $40.3 billion over 5 years, approxzmatcly the same as the February
17 proposal (see attached revenue proposal).

mI. Dnstnbutxonal Considerations

Reducing the increases in food stamps and the EITC phaseout ranges would affect the
distribution tables. In particular, families with incomes below $10,000 would have a smaller
reduction in net tax liabilities than under the February 17 proposal (i.g., they would still receive
a tax cut under the proposed option). On the other hand, families with incomes between
$10,000 and $20,000 would be better off under the proposed option. Families with incomes
between $20,000 and $50,000 would pay an additional 3569 million a year over the Pebmary
17 proposal (about 12 percent more than under thc Fcbruary 17 proposal) The avcrage increase
for a family of eaming ximate h (r

a month mentioned in the State of the Umon address) ’

I -

These distributional results are not surprising. Reducing the |AGI cut-offs implies that famuilies
with economic incomes between $20,000 and $50,000 will recelve a slightly larger tax increase
under this proposal. In addition, reducing the food stamp pmposal (while increasing the EITC
for families with more than one child) shifts benefits from famﬂxﬂ with less-than $10,000 of

economic income to those with higher incomes. Only Qﬁmmmnmm
income below $10,000 are eligible for the EITC. Of the 15 million families with incomes in
this class, only about 400,000 have two or more children. 1 Thus, expanding the EITC for
families with children will not offset the additional tax habllmes incurred by this class. In
- contrast, expansions of the food stamp program are well- targeted for families with economic
income below $10,000 (and more generally, for families with econormc income below $20,000).

Iv. Other Policy Consnderauons in Derigmng the EITC

L. Admmmngn_and_ﬁqmnlmgg As the credit amount mcrmses to levels as high as $3,370,
compliance problems may grow. Data from the most recent Taxpayer Compliance Measurement

Program (TCMP) show that in 1988, 42% of EITC da.xm_ams may not have been entitled to the
amounts paid. About 33% of the amounts paid were in’ cxcess of the credit owed to recipients.


http:DesIp.in

E 2]

-~ 3 |
Indeed, in most cases of overpayments rec1p1ents were not entitled to any EITC. In contrast,
overpayment errors in other transfer programs are relanvely small (for example 7% in the food

stamp progrim).

Analysis of the comphance data from 1985 suggested that complex ehg1b1hty rules are often the
source of these errors. To reduce the error rates in the EITC a major simplification effort was
part of the 1990 expansion of the EITC. These modifications may have significantly reduced
the problem but it will be some time before the success of this effort can be judged. Data on
this issue will not be available for tax year 1991 before 1994 However, preliminary data from
the 1991 tax filing season suggests the possible need for new compliance efforts, In 1991, 79
‘percent of the 19,000 fictitious returns claiming refunds of | more than $750 were from families
claiming the EITC. A maximum credit of more than $3, 000 could encourage more taxpayer
fraud. Families earning less than $8,500 would have an mcl:enuve to overstate income to get a
larger credit. Particularly with the credit rate far in excess of the social security tax rate, many
may find the temptation of overstating income in order to}recexve a $3,370 credit to be well
worth the minimal risk of an IRS audit. !

2. wm_m;:mmm Families earning between 323 760 and $28,500 with one child
- and families earning between $28,000 and $30,000 with. two children would not be eligible for
the credit and thus would be worse off when compared to their treatment under the February 17
proposal. Reducing the expansion of food stamp beneﬁts will also affect many families.

Families who are not entitled to the EITC will be less protecwd from the new energy taxes:
" among those hardest hit will be those who rely on benefits whxch are not indexed for inflaton

(chiefly, AFI)C) . 1

3. Work disincentives. Under current law, a family w1th two or more children can face
marginal tax rates as high as 48 percent (and up to 56 petwnt if they claim the supplemental
credits). By extendmg the phase-out range to $30,000 for faxmhes with two or more children
and $28,500 for families with one child, lower middle i mcome taxpayers received a tax cut, and
marginal tax rates were reduced for low-income families. The proposed option does not attempe
to achieve the same goal. Thus; marginal tax rates for famth with two or more children would
be 2 percentage points higher than under current law. Economists differ on the impact of high
marginal tax rates on work incentives for primary earners. IBut polmcally, high marginal :ax
rates may not go unnoticed.

Another conczm is that the proposed option may reward part-nme or part-year work over il
time work. With a $3,370 credit, some low-wage workers who currently earn above e
minimum wage could work fewer hours and receive the same take-home pay.




< C*o:sts of-A!‘ternative Proposals to Offset Regressivity of Energy Tax 1/

($ Millions; Fiscal Years) |

| 1997 1994 1998
Current Law '

EITC Baseline -20,258 -93,366
February‘ 17 proposal ($4.25 minimum wage) ‘

EITC Expansion —-6,662 —-26,787

Increase in Food Stamp Benefits « —-3,000 —12,000

Increase LIHEAP ‘ —-982 - —2,945

- Total -10,644 -41,732

. ‘ N

Proposed Option ($4.50 minimum wage)

EITC Expansion 2/ . , . +=—7,996 i ~-30,804

Increase in Food Stamp Benefits. - —1,650 ~ -6,600

Increase LIHEAP -982 -2,945

Total . —10,628

—-40,349

Department of the Treasury

Office of Tax Analysis

1/ Negative sign denotes increase to deficit.

Me'}arch 1, 1993

2/ EITC increases for families with one child are phased—in with energy tax.




Minimum Wage and Earned Income Tax Credit Parameters Under Current Law, Present Proposal, arid Alterna_tives‘ *

FullyPhased-—-in Parameters at 1994 Income Levels 1 /

Plateau k -
Minimum Credit Beginning End Maximum  Phase-—out Income
S Wage ___Rate Point Point Credit Rate =~ Cut-off
~ Current Law ’
Families with one child $4.25 23% $7,990 $12,580 $1,838 16.43% $23,760"
Families with two or more children ) $4.25 25% $7,990 $12,580 $1,998 17.86% $23,760
February 17 Proposal ' ‘ ' ‘ .
Families withone child - » $425 30.6% $6,000 $12,580 $1,838 11.54% $28,500
Families with two or more children - - $4.25 40.0% $6,000 - $12,580 $2,400 13.76% $30,000
Workers without children $4.25 7.65% $4,000 $5000 $306 - 7.65% $9,000
‘ ‘ )
Proposed Option A
Families with one child $4.50 344% - $6,000 $11,000 $2,062 16.16% 323,760
Families with two or more children $4.50 39.7% $8,500 = $11,000 $3,371 19.83% $28,000
Workers without children : $4.50 7.65% $4,000 $5,000 $306 7.65% $9,000
Department of the Treasury , T : ' March 1, 1993
Office of Tax Analysis ’

1/ In the alternative option, the expansion of the EITC for families with one child is phased—in with the energy taxes. The levels shown in the table
reflect the fully phased—in levels. The full expansion of the credit for families with two or more children would be effective in 1994.
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Action Deadline: March 2, 1993
Date Memo Written: March 2, 1993

MEMORANDUM FOR SECRETARY BENTSEN

FROM: 'MAURICE FOLEY AND JANET HOLTZBLATT

OFFICE QF TAX POLICY
SUBJECT: : Modifications to the Earned [Income Tax Credit
' -~ (EITC) , :

ACTION FORCING EVENT: . : ' \

You are scheduled to meet tomorrow with Pre51dent Clinton to
discuss modifications to the Earned Income Tax Credit (EITC) to
insure that a family of four will be pulled above the poverty
threshold.

RECOMMENDATION: ' » ‘ A

That cu ng the attached memorandum to President Clinton.

ANS gree Disagree_ Let's discuss

ANALYSIS: 3 .

The Center on Budget and Policy Priorities has’ questloned the
antipoverty effectiveness of the EITC propogal included in the
Administration's revenue package released on February 17. In
response to their concerns, we have restructured the EITC
proposal. We have designed an option that, Iin combination with
an increase in the minimum wage from $4.25 to $4.50 an hour,
would satisfy the campaign promise. Under the proposed option,
the maximum credit for families with two or!more children would
be increased from $2,000 to $3,370. .

" ATTACHMENTS: Tab 1: Discussion V |
Tab 2: Tables
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

. THROUGH: JOHN D. HAWKE, JR. -
' UNDER SECRETARY FOR DOMESTIC FINANCE

FROM:  DONALD V. HAMMOM

FISCAL ASSISTANT SECRETARY

SUBJECT: ETASM - Electronic Transfer Account

‘7. e i
0

Treasury is'preparing to publish in the Federal Register a notice regardmg e electronic transfer

account, known as the ETASM, The ETASM is being developed as part of EFT ‘99 to provide

individuals receiving Federal payments electronically with access to an gecount at a reasonable

cost and with the same consumer protections as other account holders. The Federal Register

notice will describe the proposed attributes of the ETASM™ and request public comment within -
thirty days. The development of this notice has been a joint undertaking of myself; Commxssxoner) mw )
Gregg, Deputy Assistant Secretary Barr and Under Secretary Ha\gvke

Background

Proposal for ETASM Notice : i

The EFT 99 Regulation (31 CFR Part 208), published on September 25, as a final rule, provides
that any individual who receives a Federal benefit, wage, salary, o retirement payment shall be
eligible to open an ETASM at-any Federally-insured financial mstltutlon that offers the account.
Any Federally-insured financial institution will be eligible, but not required, to offer ETAsSM as
Treasury’s Financial Agent. ETAsS™ offered byaF ederally-msurfed financial institution must have
the attributes prescribed by Treasury. In order to maximize the number of financial institutions
that choose to offer ETAsSM, Treasury will propose to reimburse|each financial institution that
tee per accounpto offset the costs of setting up the account. Treasury wiil
propose compensation that rises as Yie number of ETAs opened by the institution meets certain
volume benchmarks in order to offset the higher marketing and other costs incurred in successful
broad outreach to benefit recipients ‘
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Key Issue |
As discussed below, we intend to propose in the Federal Register ndtice that the ETASM have

* certain required attributes. We are in agreement in recommending to you that we propose an
ETASM and compensatlon as outlined above, with the ETASM attnbutes described below. »
However, there remains one policy issue to be resolved prior to puh}:catxon. This issue is whether -
to propose that financial institutions be permitted, but not required, to offer three optional
features for the ETASM, at an additional fee to consumers. %

Proposed ETASM Attributes

After considering the comments that we have received on the EFT‘)(x'egulanon and additional
research that we conducted on the costs to financial institutions of the possible account features,
we propose to issue a notice seeking comment on an ETASM with the following attributes:

. an individually owned account at a Federally-msured financial institution (banks, thnﬁs
and credit unions); »

. available to any individual who receives a Federal benefit, wage ' salary, or retirement
payment,

. accept electronic Federal benefit, wage, salary and retirement payments only;

, subject to a price cap of $3.00 per month;

. permit a minimum of four cash withdrawals per month, without additional charge,

available through a) over-the-counter transactions at the financial institution or branch, b)
‘the financial institution’s automated teller machines (ATMS), or ¢) any combination of a)
and b) at the option of the financial institution;!
K for finiancial institutions that are members of point-of-sale (“POS”) networks, allow POS

purchases at no additional charge by the financial i msntutxon offering the ETAS™, as well
as cash withdrawals and cash back with purchases, consistent with current commercial
practice; : ! : Some.

+  provide the same consumer protections that are avallab e to other account holders at the(.
financial institution, including, for accounts that provide electromc access, Regulation E
protections such as disclosure, limitations on consumer habxhty, procedures for reporting
~-lost cr stolen cards, and procedures for error resolution;

. require no minimum balance, except as required by Federal or State law; and

«  provide a monthly statement,

Dtscusswn of Optmnal‘geatures

In formulating the attributes for comment, we considered whether! to permit financial institutions
to offer the following additional features: (1) pay interest on the aT‘ccount balance; (2) accept
electronic deposits other than Federal benefit, wage, salary and retirement payments at an-

|

|
! Financial institutions may provide additional withdrawal? at no charge or for a fee.




additional fee to the account holder; and/or (3) provide pre-authorized debit capability at an

additional fee to the account holder. ‘
o?.hhﬂa
. Advantages: Each of thefeatures offers potential advantages to some portion of eligible

> recipients. Each of the features would be offered at the optE?on of the financial indtitution,
an additional cost to the recipient which would minimize concerns about cross-
subsidization for these features. Because these features would increase the ETA’sSM
attractiveness, permitting these features may encourage more Federal payment recipients -
to sign up for the ETASM fres Qltmg in increased long-term savings to the Government.:
This is particularly importhnt given our rec:pter@endly apﬂroach to waivers. These
optional features may alsd help to create a usefu mtcrmedlate step for those without bank

~ accournts in their transitior to the finanicial services mainstream.
po¥analln, |

A. Interest on Account Balance 3)

The payment of interest on savings would encourageE and reward savings

by low income recipients and could be provided at negligible cost to

financial institutions. Consumer organizations commented that this feature

would be useful for their constituencies.

B. Acceyptance of Other Electronic Deposits

Permitting financial institutions to accept electronic deposits of other types
of payments would enable broader use of the ETAS™ for deposits and
payments from other sources and wage income or matching funds under
Individual Development Account (IDA) programs.

- C. Pre-Authorized DebitACag;_lbilitY

The ability for recipients to initiate preauthorized third-party debit
transactions would be a convenient and cost-saving means for ETASM
holders to pay recurring bills and could reduce rempnents reliance on using -
third parties, such as check cashers, to obtain money, orders and cash.

« . Disady ahtages' Many financial institutions commented that the ETASM should be
designed as a basic account that could be easily offered by alny financial institution and
eas;ly understood by consumers. Variation in ETASM features may be confusing to
recipients and more difficuit to market as an standard product. Additionally, variation in -
the features of the ETAS™ also may make it harder to protect the ETAS™ mark. Adding
features, even as options, poses the risk that financial i 1nst1tut10ns will not be willing to
participate, or that some existing customers may prefer these accounts to others offered by
financial institutions. In addition, permitting financial institutions to offer optional features
has operational implications for FMS. Greater complexity in the ETAS™ will likely result
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 in more inquiries from recipients, increasing FMS workload! Monitoring compliance by
banks with ETASM requirements will be more complicated and time-consuming if the

product is more complex.

A. TInterest on Account Balance

‘Our analysis shows that a majority of funds are drawn down soon after deposit by
benefit recipients and thus the interest paid to the acFount holder would be very
small, bringing into question whether the benefit is »\liorth the additional complexity
that this feature would add (i.e., Truth in Savings di?c}osures, 1099 reporting).

B. Acceptance of Qther Electronic Deposits

In general, Federal benefit payments (e.g., Social Security) may not be attached by
creditors. If funds deposited are limited to Federal benefit, wage, salary and:
retirement payments, most ETAsSM would be largely exempt from attachment by
judgment creditors. In contrast, permitting other types of payments to be
deposited to the ETASM would mean that the ETASM into which other funds were
deposited could be attached in the same manner as any other account at a financial
institution to which Federal payments are sent. Several consumer groups
commented that many unbanked individuals do not Utilize accounts at financial
institutions because they fear that funds deposited té} such accounts will become
subject to attachment by creditors. (If the addltxonal deposits option were offered
to consumers, Treasury would want to assure apprqpnate disclosures and also
encourage Federal agencies to issue simple resolution rules to help recipients and -

financial institutions quickly determine which funds ;cannot be attached.)
Consumer protection provisions would add complexity to banks that might -

consider offering the account and could discourage them from oﬁ’enng this feature.

C. Pre-Authorized Debit Capability

If the ETA®M were permitted to offer ACH debit ca:pability, differences in .
clearance mechanisms between ACH debits and ATM withdrawals could result in
overdrafts to ETAsS™ or rejected transactions, whlch will result in higher costs
both to financial institutions and recipients. Overdraﬁs were cited by both financial
institutions and consumer groups as a reason many remplents avoid banking
relationships. In addition, in view of the increasing incidence of ACH debit fraud,
recipients may inadvertently authorize ACH debit entnes to pay for goods and .
services that are not delivered or are not as represented thereby incurring costs
they can ill afford. Additionally, it is estimated that only a small percentage of
recipients would use this feature if it were available,




Recommendation

%& 731 Co'hmerw*;

We recommend that the ETASM&d compensationjbe proposed as outlined above. We would like

to meet with you to discuss the three optional features discussed ab

of excluding them from the account at this time.

Approve Disapprove

cc: R. Gregg
M. Barr

Let’s Discuss-

ove, and the appropriateness
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

April 28, 1998

ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

THRU: John D. Hawke, Jr
: . Under Secretary o he Treasury
(Domestic Finance)

FROM: Donald V. Hammonl
Acting Fiscal Assistant Secretary

SUBJECT: EFT'99: Approaches to Offering the ETA

As our analysis of offering the low|cost banking product
(Electronic Transfer Account, ETA) dlrected to recipients of
federal payments without accounts progresses, we have started to
discuss an alternative way to offering the account. As
originally conceived, Treasury would lelde the country into a
number of regions (e.q. flve) and competltlvely select a provider
to offer the ETA in each region. The selected depositary
institution would then establish relatlonshlps with other
depositaries (banks, thrifts, credit unlons) in the region to
enroll recipients and allow surcharge free access to the account
at their locations. The intent of this de51gn structure was to
meet our objectives of maximizing local access to the ETA at the
least possible cost and, thereby, make the account attractive to
the widest recipient populatlon.

Subsequent to our last meeting with you, we have become
concerned that the combination of our llberal waiver policy and
the economics of offering such an accounp structure could lead to
a situation in which we do not achieve the level of geographic
coverage that we are interested in. Accordlnqu, we have been
exploring an alternative structure. Under this alternatlve,
Treasury would publish the account features of the ETA and
encourage all depositary institutions toioffer the account,

Those institutions interested in offerlnq the ETA would then sign
agreements with Treasury that would contain the detailed terms of
being an ETA provider. We are currently| analyzing the economics

of this approach. ' ‘ o :

The two key differences between the! approaches are that: (i)
there is no linkage between institutions offering the account in
the second approach; and (1ii) with the first approach the cost of
the account is set by competitive blddlng and under the second
approach Treasury would presumably need to establish some type of
maximum acceptable price. It is our intention to complete our




.

2

analysis of the second approach and then, by comparison with the
original approach, determine which is most likely to meet our
programmatic objectives. :

‘The basic features of the account remaln essentially the
same under both approaches but the opportunlty to offer
additional services in the basic ETA is probably diminished with
the second approach. ‘

As we analyze and compare the two approaches, it is our
intention to discuss the merits of each w1th both financial
institutions and consumer organizations. We will conduct two -
round tables with interested organlzatlons$with1n the next four

- weeks. Additionally, I intend to discuss the concept of the

u , . : s | L v
second “franchise"” option in an upcoming presentation to the Mid-
America Payment Exchange. The new approach under consideration
is likely to receive some press coverage in trade publications
such as the American Banker.

cc: M. Barr
R. Gregg
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ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN o Srertom Gy, /,d«\
THROUGH: . JOHND. HAWKE, IRi{Slgnoq; | L
UNDER SECRETARY FOR DOMESTIC FINANCE !
: ~,
FROM: DONALD V. mwoméé( |
FISCAL ASSISTANT SECRETARY |
'SUBJECT: ETA - Electronic Transfer Account

Background

Treasury is preparing to publish in the Federal Register a notice reg!arding the electronic transfer
account, known as the ETASM, The ETASM is being developed as part of EFT *99 to provide
individuals receiving Federal payments electronically with access ta an account at a reasonable
cost and with the same consumer protections as other account holders at the same financial
institution. The Federal Register notice will describe the proposed [attributes of the ETAS and
request public comment within thirty days. The development of thxs notice has been a joint
undertaking of myseif, Comxmssxoner Gregg, Deputy Assistant Secretaxy Barr and Umfer
Secretary H&wke , J

The EFT 99 Regulation (31 CFR Part 208), published on Septemb"er 25, as a final rule, provides
that any individual who receives a Federal benefit, wage, salary, or retirement payment shall be
eligible'to open an ETASM at any Federally-insured financial institution that offers the account.

- Any Federally-insured financial institution will be eligible, but not required, to offer ETAsS™ as
Treasury’s Financial Agent. ETAsM offered by a Federally-insured financial institution must have
the attributes prescribed by Treasury. In order to maximize the number of financial institutions
that choose to offer ETAs™, Treasury will propose to reimburse each financial institution that
offers the ETA 3 set fee (about $12) per account to offset the ccsts of setting up the account.
Treasury wilk propose compensation that rises as the number of ETAs opened by the institution
meets certain volume benchmarks in order to offset the higher marketmg and other costs mcurred
in successful broad outreach to benefit recipients. . ‘ ,

Proposal for ETAs“ Notice

EXECUTIVE SECRETARIAT
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" features for the 1':"I'ASM at an additional fee to consumers.

' Proposed ETA™ Attributes

l

o !

Key Issue ‘ K }‘
.

As discussed telow, we intend to propose in the Federal Register nom:e that the ETAS™ have
certain requxred attributes. We are in agreement in recommending to you that we propose an
ETAS™ and compensanon as outlined above, with the ETAM attributes described below.
However, there lrema.ms one policy issue to be resolved pricr to pubhcanon This issue is whether
to propose that financial institutions be permitted, but not required, | to offer thre» optional

B

After considerixég the comments that we have received on the EFT’99 reguiation (212 letters) and

additional reSsAfch that we conducted on the costs to financial institutions of the possible account
features, we propose to issue a notice seeking comment on an ETASM with the following
attributes: :

. an mdmdual!y owned account at a Federally-msured ﬁnanaal institution (barks, thrifts,
and cr ed1t unions);

o avadable to any individual who receives a Federal beneﬁt, wage, salary, or retirement
paymﬁ-nt :

. accept electromc Federal beneﬁt, wage, salary and reurement payments only;

. subject lto a pnce cap of $3.00 per month;

. permit 3 minimum of four cash withdrawals per month, thhout additional charge,
avaxiabie through a) over-the-counter transactions at the ﬁnancxal institution or branch, b)

'« the ﬁnancaal institution’s automated teller machines (ATMS) or ¢) any combination ofa) -

and b) at the option of the financial institution;*
. for ﬁnanczal institutions that are members of point-of-sale (“POS”) networks, allow POS
purchases at no additional charge by the financial msntunon offering the ETASM, as well
as ca>h withdrawals and cash back with purchases, conszstent with current commerc.al
practice;
s prowde‘: the same consumer protections that are available to other account holders at the
same ﬁnancxal institution, including, for accounts that provxde electronic access,
Regulauon E protections such as disclosure, limitations on] consumer liability, procedures
for rz*pomng lost or stolen cards, and procedures for error|resolution,
require no minimum balance, except as required by Federal or State law; and -
provzd‘e a monthly statement,

-

Dlscussmn rof Orthna! ETA Features

l
l
In formulanng the attn'butes for comment, we considered whether | to permit financial institutions

‘to offer the followmg additional features: (1) pay interest on the account balance; (2) accept

electronic de posxts other than Federal beneﬁt, wage, salary and reurement payments at an

! Financial institutions may provide additional withdrawalé at no charge or for a fee.

|
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additional fee to the account holder; and/or 3) prowde pre-authorized debit capabthty at an
additional fee to the account holder

. _;A_gy_.antages: Each of the optional features offers potential advantages to some portion of
eligible recipients. Each of the features would be offered at the option of the financial
institution and, with the exception of paying interest on the account balance, there would
be an additional cost to the recipient which would minimize concerns about cross-
subsidization for these features. Because these features would increase the ETA’sSM

attractiveness, permitting these features may encourage more Federal payment recipients
to sign up for the ETAS, potentially resulnng in increased long-term savings to the
Government. This is particularly important given our recipient-friendly approach to
waivers. These optional features may also help to create a useful intermediate step for '
those without bank accounts in their transition to the financial services mainstream.

. A. Interest on Account Balance |

The payment of interest on savings would encourage and reward savings
by low income recipients and could be provided at negligible cost to

* financial institutions. Consumer organizations commented that this feature

* would be useful for their constituencies. ]

 B. Acceptance of Other Electronic Deposits

Permitting financial institutions to accept electronic deposits of other types
. of payments would enable broader use of the E’I'As"'i for deposits and
- payments from other sources and wage income or matching funds under
* Individual Development Account (IDA) programs

! C. Pre-Authonzcd Debit Capability I

The ability for recipients to initiate preauthorized;third-party debit
transactions weculd be a convenient and cost-savipg means for ETAM
holders to pay recurring bills and could reduce recipients’ reliance on using

third parties, such as check cashers, to obtain money orders and cash,
|

i
i
.

. Dusadvantwes Many ﬁnancxal institutions commented that the ETAS™ should be

: designed as a basic account that could be easily offered by any financial institution and
easily understood by consumers. Variation in ETASM features may be confusing to
recipients and more difficult to market as an standard preduct Additionally, variation in
the features of the ETAS™ also may make it harder to pmtect the ETASM mark. Adding
features, even as options, poses the risk that financial msjutunons will not be willing to
participate, or that some existing customers may prefer these accounts to others offered by
financial institutions. In addition, permitting financial i msntutxons to offer optional features
has operational implications for FMS. Greater complex.;xty in the ETA™ will likely result -

in more inquiries from recipients, increasing FMS workload. Monitoring compliance by

|
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banks with ETAS™ requirements will be more complicated and time-consuming if the
product is more complex.

]

' A Interest on Account Balance !‘

Our analysis shows that a majority of funds are dmwh down soon after deposit by
benefit recipients and thus the interest paid to the account holder would be very
small, bringing into question whether the benefit is worth the additional complexity
that this feature would add (i.e., Truth n Savings dxs{ciosures 1099 reporting).

B Acceptance of Other Electronic Deposits |
In general, Federal beneﬁt payments (e.g., Social Secumy) may not be attached by
- creditors. If funds deposited are limited to Federal b!eneﬁt, wage, salary and
retirement payments, most ETAs™ would be largely exempt from attachment by -
judgment creditors. In contrast, permitting other types of payments to be
deposited to the ETAS™ would mean that the ETAS?‘ into which other funds were
deposited could be attached in the same manner as any other account at a financial
institution to which Federal payments are sent. Several consumer groups
‘commented that many unbanked individuals do not utxhze accounts at financial
'institutions because they fear that funds deposited to such accounts will become
sub}ect to attachment by creditors. (If the addmonal deposits option were offered
'to consumers, Treasury would want to assure appropnate disclosures and also
_encourage Federal agencies to issue simple resolution rules to help recipients and
financial institutions quxcldy determine which funds! cannot be attached.)
- Consumer protection provisions would add complelx:ty to banks that might
! consider offering the account and could clxsccmravgef them from offering this feature.

- C. Pre-Authorized Debit Capability

" If the ETASM were permitted to offer ACH debit capability, differences in
' clearance mechanisms between ACH debits and ATM withdrawals could result in
. overdrafts to ETAs™™ or rejected transactions, whik:h will result in higher costs
" both to financial institutions and recipients. 0verdg‘raﬁs were cited by both financial
. institutions and consumer groups as a reason many recipients avoid banking
; relationships. In addition, in view of the i mcreasmg incidence of ACH debit fraud,
; recnpxents may inadvertently authorize ACH debit entnes to pay for goods and
j services that are not delivered or are not as represented, thereby incurring costs
' they canill afford. Additionally, it is estimated that only a small percentage of
¢ recipients would use this feature if it were available,

i

|
i

|
|
|

|
|
|



Recommendation

We recommend that the ETASM and compensation be proposed as outhned above. We would like
to meet with you to discuss the three optional features discussed above and the appropriateness

of excluding thern frcm the account at this time. : 4

Apprbve Disapprove Let’s Discuss

| ~ - |

cc: R Gregg |
M. Barr

G. Gensler
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- & January 19,1999 :
ASSIS?ANT'SECRETARY : R _b ka
. MEMORANDUM FOR SECRETARY RUBIN | W

FROM: " DONALD HAMMOND ’ :
| FISCAL ASSISTANT SECRETARY, | @ . A b
SUBJECT: ETA Roll-Out r .‘

As you know, the Elcctromc Transfer Account (ETA) will hi ghhght our commitment to try and
provide all Federal payment recipients access to a low-cost account at a Federally insured
financial institution. However, this will not succeed unless there §are enough financial institutions
that will commit to offering the account. |

|
i
i

An interdepaftmental team has put together a very ambitious roll-out plan which has two goals:

. To be able to announce, at the time the ETA specs become avmlable that a number of
influential financial institutions (we are targeting 100 large banks, community banks, credit
umons etc.) have agreed to offer the ETA account.

« To obtam commitments from a significant number of banks that they will actually offer the
ETA as soon as 1t is available. B

I attached 1he roI]-out plan for your mformatlon We will be asking you to make a pubhc
statement.

Attachment '
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The Sec%retary of the Treasury

- February 8, 1999

' NOTE FOR DON HAMMOND

FROM: BOB RUBIN

Fine. Also, Larry or I could call a few CEOs and
could speak sop@]ace to get on the record.




1999-SE-005064 -

DEPARTMENT OF THE TREASU‘RY

WASHINGTON, D.C. [

ACTION

May 7, 1999
ASSISTANT SECRETARY .

MEMORANDUM FOR SECRETARY RUBIN

THROUGH: GARY GENSLER L
» - UNDER SECRETAR TIC FINANCE)
FROM: DONALD V. HAMMO |

FISCAL ASSISTANT SECRETAR}Y

SUBJECT: - Electronic Transfer Account (ETAS'“;‘) Features-

ACTION FORCING EVENT: This memorandum sets fo;t}lx the staff recommendations on the
attributes of the Electronic Transfer Account (ETASM). We have developed a consensus position
within Treasury on the account structure and would like your concurrence.
RECOMIM"ENDATIONS: A ;
We recotnmend that the basic ETAS™ attributes and compeﬁsétion ($12.60) for one-time account
set up costs be finalized as outlined below. We further recommend that financial institutions be
given the option of paying interest and the option of allowing additional deposits (electronic, cash
or check at the FI's discretion) into an ETASM, but not be glven the optlon of offering ACH debit
capability as pa-additional feature. ;

1

L/_Approve ‘ Disapprove___ Let’s Dfsc:;uss
N . T .

Background . ‘ « ‘ i
!

The EFT 99 Regulatlon Wthh was pubhshed on September 25 1998, provides that any
individual who receives a Federal benefit, wage, salary, or retlrement payment shall be eligible to
open a low cost account designed by Treasury (an ETASM) at any Federally-insured financial
institution that offers the ETASM. Any Federally-insured financial institution will be eligible, but
not required, to offer ETAsSM as Treasury’s Financial Agent. lA]l ETAsS™M must conform to the
attributes prescnbed by Treasury. i
| .
The ETASM will provide individuals who receive a Federal payment with access to an account ata
reasonable cost and with the same consumer protections as other account holders at the same
financial institution, which conforms with the criteria specified in the Debt Collection
Improvement Act of 1996. The ETASM will primarily be useful to Federal check recipients who

currently do not have a bank account.

i
|
|
|
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EXECUTIVE SECRETARIAT CORRESPONDENCE!

MEMO COVER SHEET
Monday, May 17, 1999

{ :
PROFILE #: 1999-SE-005064
DATE CREATED: 05/17/1999

ADDRESSEE:  Robert E. Rubin
' Secretary

~ AUTHOR: Hammond Donald V.,
Fiscal Ass:stant Secretary

' SUBJECT: Electronic Transfer Account (ETAsm) Features

ABSTRACT: Electronic Transfer Account (ETAsm) Features
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- FROM: D.onaldJ_Hammnnd,_Exsral Assistant Secretary

THROUGH: Gaqaﬁmslen,llndemataq;_(Dxmm.&mn
SUBJECT: .Electronic Transfer Acconnt (ETASM) Features
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DEPARTMENT OF THE TREASURY

MEMORANDUM FOR SECRETARY SUMMERS

FROM: . David Wﬂcox W
= - ' Assistant Secretary
(Economic Policy)

Lisa S. Andrews LA’

- Deputy Assistant Secretary
(Public Liaison)

|
Michael S. Barr H’g _ 1\
- Deputy Assistant Secretary .
(Community Development Policy) 1

" DATE:

August 11, 2000 | o

: A 3

SUBJECT:. NPFE Youth Financial Literacy Task Force
ACTION FORCING EVENT o "

i

. . ‘
Jump$tart and other NPFE partners committed to youth educatlon have asked that we create a
task force devoted to improving the financial literacy and personal ﬁnanmai competence of our

nation's youth. In putting together the proposal for this task force, we have been very cognizant
of the sensitivity surrounding Federal mandates pertaining to pubhc school curricula. Indeed,

our strategy has been to focus on alternative approaches to promoting youth financial literacy
that do not involve school curriculum mandates. Based on our extenswe consultations with a
broad range-of interest groups and partners, our best guess is that, in addition to Jump#$tart, the

" five most important participants in this effort will be Chase and its ﬁnanmal institution partners,

the Business Roundtable, Junior Achievement, the National Educatzon ASSOClatIOD and its
partner education groups, and the National Urban League

s
: RECOMMENDATION 1 :

‘That we announce e the credtion of the NT?FE Youth Fi

cial theracy Task Force as ;ies;:nbed '
bel :
o /LS ,ﬁ,,?,ij e M Moo -

Agree

| /l/ L C
Disagree - Let's DISCUSS .

7 /{//ﬁ

WASHINGTON, D.C. 20220 | | ACTION
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ABSTRACT: NPFE Youth Financial Literacy Task Force
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‘2000 -SE-008252

DEPARTMENT OF THE TREASURY

WASHINGTON, D.C. 20220 : mou

!

i
i

: |

MEMORANDUM FOR SECRETARY SUMMERS

FROM: David Wilcox i)
L Assistant Secretary ‘
(Economic Policy) o

: Lisa S. Andrews Kk ko
‘ Deputy Assistant Secretary ,
(Public Liaison) , ;

- ’ . o
' C Michael S. Barr W b
: Deputy Assistant Secretary
(Commumty Development Pohcy)

DATE:  August 11,2000 ; .
SUBi ECT: NPFE Youth Financial Literacy Task Force
: ACTIEON FORCING EVENT

: J ump$taz‘t and other NPFE partners committed to youth education have asked that we create a’

: task force devoted to improving the financial literacy and peﬁsonal financial competence of our

: nation's youth. In putting together the proposal for this task force we have been very cognizant

! of the sensitivity surrounding Federal mandates pertaining to, pubhc school curricula. Indeed,

: our strate gy has been to focus on alternative approaches to promoting youth financial literacy
that do not involve school curriculum mandates. Based on oﬁr extensive consultations with a
broad range of interest groups and partners, our best guess is| that, in addition to Jump$tart, the -
five most important participants in this effort will be Chase and its financial institution partners,
the Business Roundtable, Junior Achievement, the National Education Association and its

b parmer education groups, and the Natwnal Urban League g

REC(DMMENDATION - , :

¢
'

That we announce the creation of the NPF E Youth Fmanc;la} Literacy Task Force as described
below. :

Agree__ ~ Disagree | Let's Discuss




BACKGROUND

The mission and objectives of the task force are:

'

e Mission: to increase awareness of the need for our youth to enter adulthood with adequate.
personal financial skills, and catalyze and support collaborative efforts of state and local
interests to enhance opportunities for learning, recognizing ] the local nature of the decision
making process. (See Tab 1.) B

. Obj'eczivés: ' o A _l
v Create a national promotion campaign and a campaign of outreach to state and local
business, education, communities and families.- E :
v Catalyze the creation of task forces by state and local dec1sxon makers to examine needs
recommend options, and develop and implement plans
¥ Provide a national source of resource 1nformat10n to state and local initiatives, e.g., "best
practices” information. - 1
‘ . |
A list of committed task force members is attached. (See Tab 2.)
: . |
Leadership Group: The participation of high profile leaders of organizations representing a
. broad range of key community groups--financial and business mterests grassroots community
interests, school, and community out-of-school interests-- is es'sentlal to undertake the promotion
campaigns; catalyze the creation of state and local working groups; and facilitate development of
optlons A "wish" list of potential Ieaders is attached. (See Tab 3.)
Value: We and the organizations that have committed to the task force believe that it would
uniquely leverage existing efforts in two ways:

i

|

_ o
+ High profile participation by national leaders has a far greater likelihood of success in
enhancing awareness and securing participation by the requisite broad range of state and
local decision makers than existing efforts, that cannot command their attention.
s A national enuty to coordinate broad exchange of resource information on all possible
venues of action would provide a greater measure of as'mstance to state and local task
. forces. A ' ]

A If you. approve of the mission and direction of the Task Force as explained herein, the Youth
Education Task Force will meet in early September and formulate plans on how to proceed. (See
Tab 4 for proposed Agenda.)

© Attachments:

Tab 1. Mission Statement

Tab 2. Members of Task Force
- Tab 3. Possible Leadership Advisors
.Tab 4. Draft Agenda




NPFE Youth Educatlon Task Force (Draft)
Mnsswu Statement | ‘

What is the Youth Education Task Force: The Youth Edhc‘atioh Task Force of the National
' Partnership for Financial Empowerment is devoted to 1mpr0v1ng the financial literacy and
- personal financial competence of our nation's youth. ~

' What Problem are We Addressing: There is abundant evidence that many Americans do not
plan, budget, save enough or invest wisely, and that this problem begins as soon as our youth -
enter adulthood. This prevents them from laying the best possible foundation for a secure
financial future. As the complexity of our financial system grows the competency of our people
needs to grow concomitantly. We should assure that our young people enter adulthood
possessmg practical financial skills and understanding to manage their financial lives, participate
in the workplaces'of our economy, support themselves and bulld wealth to meet their life goals
and protect themselves against financial adversity. Itis cntlcal to the wellbeing of our people
and our nation that we raise personal financial competence. By w1sely managing their own
assets and investments, not only do people build their own economic futures, they sustain the

economy as a whole. : . 1

i
i

Whatis dur Mission: The mission of the task force is to inc,re"ase awareness of the need for our |
youth to enter adulthood with adequate personal financial skills, and catalyze and support
collaborative efforts of state and local interests to enhance oppommmes for learning.

The process by which our youth acquire financial skills is a multﬂayer one, which begins in the
home and continues in the schools and in after-school settings. Since decisions on youth

* education importantly take place at the state and local level, it is essential that any national effort
work at the invitation of, and in collaboration with, state, community and family efforts, along
whatever venue or combination of venues is appropriate to achieve the goal.

What will we undertake: The objectives of the task force are: |

¢ Improve awareness by creating a national promotion campa1gn and a campaign of outreach
to state and local business, education, communities and families.

e Create venues for local decision making by catalyzing the crleatxon of task forces by state and
local decision makers representing all interests to examme necds recommend options, and
develop and implement plans.

¢ Assist in developing options, by providing a ‘national source of resource 1nformatmn to state

: and loca} efforts, e.g., "best practices” 1nformat10n . i

Leadership (:roup The participation of high proﬁle leaders of organlzatmns representing a

broad range of key community groups and expertise--financial and business interests, grassroots

community interests, school, and community out-of-school 1nterests-- is essential to undertake
the promotion campaigns; catalyze the creation of state and local task forces; and famhtate
development of options. :

|
|
N
&
|

1
i
o
[
i.




Youth Education T ask Force
Members =~ |
August 8, 2000 | ; :
o : |
Dara Duguay, Executive Director, Jumpstart
Pete Harder, SVP for Education, Junior Achievement ;
Karla Ballard, President, National Urban League Young Professionals
Steven Malin, VP for Media, Federal Reserve Bank of NY |
Denise Nix Thompson, VP for Community Development, Chase
Cynthia Booth, Firstar
Elizabeth Schiever, Director ngh School Financial Planning Program NEFE
Elizabeth Volard, VP, NCEE
Susan Traiman, Director for Education, Business Round Table
Larry Sorenson, Director of Business Qutreach, NEA o
Steve Salem, VP Government Relations (or designee), Boys and Glrls Clubs of America

- ‘Leammg First Alliance or members??

American Association of Colleges for Teacher Educaholn American Association of
School Administrators, American Federation of Teachers, Association for Superv1s1on
and Curriculum Development, Council of Chief State School Officers, Education
Commission of the States, National Association of Elementary School Principals,
National Association of Secondary School Principals, Natlonal Association of State
Boards of Education, National Education Association, National Parent Teacher
Association, National School Boards Association

" Barbara Beshol, President, Money Institute

Stephan Avena, President Save for America

Catherine Cummings, VP, Mastercard (conditional)

Kathy McNally, VP for National Financial Literacy, NFCC
Brian Amsel, Director of Educational Services, Genus

Federal agency affiliate members

.Lucy Huffinan, Treasury '
Suzanne Blouin, SSA
~ Rose Pianalto or designee, Board of Governors .

{
I
Associated ' : !
Jeff Bullock, Assistant to Governor Tom Carper, Delaware | |
Larry Heckner, Household Financial Group (North Carolina ﬁnancxal literacy workmg group)

Julie Macadory, CCCC (Mississippi Jumpstart) ’

|
i




NPFE Youth Education Task Force
Possible Leadership Advisors

’ {
~Note: this is a "wish" list. We bave not formally contacted any of these individuals.

Private corporations and associations . ’

(Executive VP or President of Foundation level) !

Chase (Mark Willis, EVP) :

Other New York money center financial 1nst1tut10ns e.g., Memll Lynch, Citibank
Other regmnal and national banks who are supporters of partners or already supporting
" local/state initiatives, e.g., MBNA, Bankcorp South ,

FNMA, Freddie Mac ]

Bell Atlantic, IBM, HFC, American Century, and others who have met with Secretary
Business Round Table or Junior Achievement board members %

ABA : ,
CBA . ]
CUNA ‘ ‘ B

Regulatory banking-related

~ Board of Governors

Regional federal reserve presidents
State banking commissioners

Foundations
Ford Foundation . ' ‘

Education - !
Public School education leaders of : ;
‘American Association of Colleges for Teacher Education
" American Association of School Administrators ‘ i
American Federation of Teachers |
Association for Supervision and Curriculum DeveIOpment :
Coungcil of Chief State School Officers
Education Commission of the States
National Association of Elementary School Principals !
National Association of Secondary School Principals
National Association of State Boards of Education
National Education Association
National Parent Teacher Association
" National School Boards Association

Catholic or independent school leaders
Junior Achievement

National Endowment for Financial Education
National Council on Economic Education




~ Grassroots ' ' <
Boys and Girls Clubs

National 4-H Council

Boy Scouts and Girl Scouts

National Urban League and others they w111 suggest

Bipartisan political . -

National Governors Association

Conference of Mayors

National Association of State Treasurers or Attorneys General




|

|

|

1

DRAFT . |

" Youth Education Task Force ! Agenda
(for proposed Sept. mtg. )

Note: Participants must come to a collectwe decision regardmg the followmg questions and
1ssues regarding the taskforce. |
{

: 1
L Confirmation of goals and structure of task force =

1 .
Current plan is to circulate mission statement, objectives, membership list and leadership

 group concept to current task force members, incorporate feedback and obtain general
approval prior to the initial meeting. {

(1) Confirm mission statement and objectives. ;
(2} Finalize task force membershlp i

¢ does membership need to be expanded to mcorporate more views or get more
expertise? :

(3) Agree on leadership group concept:

|
!
|
o what will we ask: lend name to/undertake promotio r'1 1 activity, willingness to meet
© with individual state decision makers : :

.o who should be on greup (suggested list bclow)
o define invitation process

(4) Begin process of inviting leaders.

IL Next steps

(D) Conﬁnn decisions on stage I (1f not already completed)

(2) Choose a chair. L

o Suggesta dedicated high profile chair to facilitate work with leadershlp group and
state and local decision makers.
o Wil the chair need the assistance of an "executive director"/staff chair who is -
~involved with task force operations on a routine ba51s‘? Nominations..

o Need to form task force committees dedicated to specnﬁc aspects of effort? Recrmt

volunteers. |

1

(3) Recruit leadership group, ’ |

(4) Identify interim and annual goals and evaluation process
e Where should we be in 6 months? a year? Annual goals'? .

x

l
|
|




e How to measure: targets on outréach, promotional campalgns state task forces
convened, results of deliberations?

¢ Should we consider studies measuring youth behavior changes from our efforts?

(5) Decide need for additional research on status of problein ,
o Consensus that existing research fully describes problem"
e Prepare fact sheet |
¢ Is any more research needed into problem‘? On what topxc‘? How to obtain?

(6) Task force defines process for catalyzmg and assxstmg grassroots initiatives and what is '

‘needed at each stage. This could include: -
e Define "pﬂot states for initial outreach and evaluatmn‘? Or attempt to go nationwide?
¢ Assist leadership group as needed to develop “bully' pu1p1t" promotion activity--
national public awareness and outreach to states, partxcularly any pilot
o - Identify and secure partnership with existing state networks of partners and leaders
- (e.g., state affiliates of business and financial partnets, state coalitions of national
‘business and grassroots association partners). | i
o Facilitate work of existing networks and high profil¢ leadership group to catalyze
meetings at state level with chief educators, high level leaders from leadership group,
key grassroots representatives of partners, other keylinterests, to help them open
dialog, form state "task force" fully representative of community of interests.
. --Facilitate identification of names, consultation Ito determine a truly
representative group ‘|
--Who will host and do administrative details f
e Support deliberations of state "task force" as needed: explore barriers, supply
information and “best practlces" arrange for contacts with experts, help develop
options. !

! ‘

(7) Working group develop support "deliverables" for pror{mtion and outreach campaigns
and to sipport state "task forces". Examples include: | L

o Prepare news links from NPFE web site, web site of 2other partners as appropriate.

e Develop promotion material (PSAs, etc) for natlonalscampalgns by officials and

~individual leaders as needed, working with associated staff. A

¢ Distribute promotion packages to state task forces or. ‘other initiatives.

o  Identify sources of "best practices" information-- mcludmg descriptions of programs
and curricula for youth, teachers or other program leaders; experiences of users; pros
and cons; expected results; how success is measured.

». Add clearinghouse links to NPFE website. ‘l

o Identify contacts and/or experts on all aspects wﬂhng to consult with state task forces.

l

i

1

b
|
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MEMORAND LT

TO: : Secretary Bentsen
FROM: Randy Hardock and Marina Welss
DATE: January 25, 1993
RE: Meeting Wlth President Clinton on Health Care Issues

o .;;,,IZ o

SUMMARY -- You are scheduled to meet with Preszdent Clinton and
other 1nterested Cabinet Secretaries at 1:00 TODAY to discuss

_health care reform. We expect that the main focus of the meeting

will be on the post-campaign health care reform views of
President 'Clinton and the approprlate allocatlon of
responsibilities between the various departments and entities
responsible for portions of the health care(debate. This
memorandum outlines some thoughts on issues!that may be raised at
that meeting. Many of the thoughts in thls memo are based on our
understanding of Ira Magaziner’s prellmlnary outline on a
structure for consideration of health care reform in the Clinton
Administration.

ACTION REOQUIRED -~ This memorandum is for~your information only.

DISCUSSION ' O

i
i
H

o White House Role -- We anticipate thet Mr. Magaziner will
be arguing for a significant White House role in running the
decision: making process in connection with health care.. Given
the complexity of the issue and the large ngmber of
Administration players that will have to be involved, we believe
that Mr. Magaziner’s view is correct. 1In partlcular, we are
concerned that without strong White House 1nvolvement the
Treasury Department’s extensive interests 1n the health reform
debate may not be given sufficient empha51s. Secretary of HHS

“"Shalala may, however, be argulng for a very broad leadership role

by the HHS. Secretary Shalala is in the process of hiring Judy
Feder and most of the rest of the transition health team. Ms.
Feder, as you know, is an academic whose prev1ous experience with
this issue lncludes staffing the Pepper Comm1551on. Feder is
likely to focus almost exclusively on ach1ev1ng universal access
to coverage.

o Treasury Role 1n’Var10us Working Groups -- We understand
that Mr. Magaziner may argue for the establlshment of a variety

of subgroups or clusters to be designated the task of dealing
with specific issues. As a general rule, you may want to
consider:making sure that Treasury is 1nvolved in all of the
clusters that will be related to the Treasury issues. In sonme
cases the Treasury connection will be obvious (e. ‘financing),
but, as discussed below, in many cases the need for Treasury
involvement will need to be highlighted. We believe that Mr.



-~

- -

Magaziner’s original rough outline of assignments to various
substantive working groups may significantly underplay the role
that Treasury should to play in craftlng a comprehensive health
care reform propeosal. _

o Treasury Role in Financing -- The Treasury Department
should be involved from the start in consideration of the details
of the package, especially in the discussion of the size of the
package. The health care reform package will almost certainly be
very expen51ve, with most of the savings from cost containment
accruing to the private sector and State and local governments.
Revenues will ultimately constrain the 51ze10f the package, but
given the desire to produce a health care plan in 100 days, it is
critical that the Treasury Department not be put in the position
of being asked at the last minute to flnance a health reform ‘
package that is excessively expen51ve !

Treasury (and not OMB) needs to take the lead in
consideration of f1nanc1ng or what Mr. Maga21ner calls
"recapture". This is just taxes by another name. In order to
fulfill this function an understanding of progress in the other
clusters will be critical. i ,

i A

In this regard, a memo is being prepared for your
consideration on financing options for health care reform. That
memo will contrast the use of a consumption tax (e.g., a VAT)
with an alternative financing vehicle identifying a varlety of
revenue sources designed to "recapture" some of the savings that
will accrue to the private sector and State and local
governments. !

.0 Treasury Involvement in Estimating the Revenue Imgact of
Progosals -- The Treasury Department (and not the OMB) is
responsible for estimating the revenue 1mpacts of all proposals,
including health care. For example, a mandate that all employers
provide health insurance will result in 31gn1flcant revenue loss.
The Treasury Office of Tax Analysis is in the process of refining
a model for computing these estimates. Welunderstand that Mr.
Magaziner may propose substantial OMB involvement in many
clusters based on this estimating function and the same level of
involvement will be necessary if Treasury is to fulflll its role
in determlnlng revenue impacts.

P

|
o Treasury Role in Requlating Emplogeé Benefits Plans --
President Clinton’s health care reform progosals are based on
maintaining the ex1st1ng private 1nsurance-based system where
possible. ‘That system is based primarily on employer-prov1ded
plans and the main government agency with any experience
regulating employer-prov1ded plans is the Treasury Department.
HHS and other agencies have experience prlmarlly with the
Administration of large public plans and those agencies will
o

]
]

o

)
i
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approach the subject of health care reform entlrely from the
perspectlve of those public programs (Medlcare Medicaid, etc.)
This is essentially what seems to have happened to Judy Feder S
group. If expertise on employee benefits (and the different
perspective that expertise brings to the debate) is to.be
provided. from within the government then 1t will have to come
from the Treasury. And that type of input will be needed if this
. proposal is going to receive the type of support (or at least
muted opposition) from the business community (and especially big
business) that will be necessary to get the package enacted.
o |

o Outside Advisors =-- Mr. Magaziner may suggest bringing in
outside advisors. We believe this suggestion is a good one, but
the list of outside advisors should not be llmlted to academics
and health care profe551onals. There should also be involvement
by people with experience administering health plans from the .
employers’ perspective. They know what is administrable and what
isn‘t. They know what employees will live w1th and what they.
will rebel over. Some of that experience needs to be brought to
the table if problems are to be avoided down the road. :

o) Other Areas Where Treasury Input Would be Beneficial

- Treasury input into the benefits package will be
important. The content of the benefits package should be based
primarily on health policy concerns, but that does not mean that
certain side effects of the decision on the\package should be
ignored. First, the size of the benefits package will have a
direct impact on the costs to small employers. This will -
directly impact the job loss associated with a mandate on small
business and will also substantially affectlthe size and
structure of the small business subsidies that are part of
President Clinton’s health care reform proposals. In this
regard, you should be aware that Treasury’s Office of Economic
Policy will prepare an analysis of the extent and type of job
loss that will be critical to "selling" theiproposal in the
Congress. Second, the benefits package will have to be
coordinated w1th a cap on the health exclu51on (or deduction),
one is adopted. These tax elements should be a part of the
discussion of the size of the benefit package.

- In analyzing the employver mandate, tﬂe Treasury has the
background to deal with how it should be enforced and how it
affects employee benefits plans generally. Internal Revenue Code
enforcement of the mandate will lead to 81gn1f1cantly greater
compliance than most other sanctions. Similarly, the impact of
- the mandate on COBRA health care continuation rights and
cafeteria plans will have to be considered. [Treasury expertise
should be brought to bear on those issues which are currently
- regulated almost exclusively through the Internal Revenue Code.
In particular, coordlnatlng the possible phase-out of COBRA
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rights with the phase-in of mandated coverage will require
considerable thought. 81m11ar1y, the 1nteract10n between a
mandate and current rules governing the treatment of retiree
health benefits, including the impact on the tax-favored
prefunding of retiree health benefits must be considered.
Treasury should also be involved in the HIPC cluster.
Perhaps more than any other reform proposal' HPICs could have a-
profound impact on employee benefit plans. | The HPIC proposal
must be constructed in the context of current employee benefit
plan law which is in the Internal Revenue dee and must be
consistent to the extent possible with self-insured health plans
currently provided by larger employers. Slmllarly, the issue of
insurance regulation is a critical Treasury issue since insurance
company and product regulation has historically been done at the
Federal level primarily through the Internal Revenue Code. Note,
HHS may argue that it has a role in insurance regulation based on
some Medicare regulatlon of Medlgap p011c1es, but the extent of
. HHS experience on that issue is limited, with most of the

' regulation being delegated to the States.‘i

Treasury also needs to be included 1n1a universal coverage
cluster to the extent that cluster considers small employer
assistance. The small employer subsidy could be structured as a
new spending program, but there are 51gn1chant advantages
prov1d1ng it in the form of a tax credit.. |

|
Long-term Care clearly needs Treasury 1nput. At least some
of the potential changes that deserve con51deratlon can be made
through the Tax Code, e.q., changes in. the|taxat10n and
regulation of long-term care insurance that you proposed along

. with Senators Pryor, Dole and Packwood last year.

Finally, there are some issues that méy be slipping through
the cracks. 1In partlcular, the issue of ERISA preemptlon of
State laws, which is really a part of the blgger issue of the
extent of flex1b111ty given States to craft different plans will
require serious consideration. Adequately addressing this issue
will be critical to getting large employer[support for the
package. It may make sense to have a Treasury/Labor/HHS team on
this issue. 1In addition, it is worth con51der1ng whether a :
mechanism comparable to the Pension Beneflt Guaranty Corporation
should be created to protect the health 1nsurance benefits
provided by insurance companies or self-lnsured employers that go
bankrupt. Although the Federal government may not want to get in
a position of guaranteeing benefits, some type of mechanism may
be desirable to ensure that health benefits are provided. This
may in. turn entail some type of monitoring|of the financial
stability of companies, either by the States or the Federal
government.. ‘l

|
!
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STIMULUS :
s

\
The fourth quarter advance GDP data will be released on
January 28. By nost 1nd1catlons,ithe figures will show

healthy growth. However, a stlmu;us package would
still be sound policy. '

The economy is ogerating well below capacity. The
unemployment rate is 7.3 percent.; Only 78.4 percent of

manufacturing capacity is being utlllzed. The economy
could produce about four percent Tore if all of our .

resources were at work.

This recovery has weakened before. We have already had
#wo "false starts" out of the 1990 91 recession.

Several known structural blows are about to h1t the
economy. Defense spending Qlans (loosely put, budget
authorlty) have been falling since 1985, but actual

spending (that. is, outlays) began to drop only in 1989;
con31der1ng the extra spending caused by the Gulf war,
the spending cuts have barely begun yet. The defense
base closures that were debated two and three years ago
have not even begun. Many of the major corporate
downsizings that were announced over the last two years
have not yet been implemented. ‘

1

‘Deficit reduction will drain purchasing power from the
economy. Every dollar of spending that will be cut --
as unworthy as any critical observer mlght argue it

is -- is. someone’s income. When that income is
reduced, the recipient will cut back his spending,
which w111 reduce someone else’s 1ncome.‘ The same goes
for increases in taxes. |

The Federal Reserve will offset the deficit reduction,
but only with a lag. The Fed will not cut interest
rates on a promise of deficit reductlon, because of the
consequences if the promise is not fulfilled. Stimulus
will have to give the economy a boost until the Fed
sees that the deficit reduction 19 real and begins to
ease credit, and until that eas;ngthas real effects.

,Ehe risk of inflation is v1rtually»n1 . Wages have
been so flat that, even with rising health insurance
costs, there is little upward pressure on prices.
Import competition is intense, and!so manufacturers
have little freedom to raise prices.

|
| |
2 i
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|
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~ legislative process.

Size ©
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Criteria E ' ,;
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[

, A ] A
Quick spendout: Because the economy is far below its

capacity, we should aim. to 1ncrease growth as soon as

possible. We should also get the ‘economy moving before
the deficit reduction begins to draln purcha81ng power
from consumers and producers. Meetlng this goal
requires that spending programs not require new
authorizations;. that would 51gn1flcantly slow the

Principles of Putting People First: Stimulus programs
should advance the objectives espoused in the
Pre51dent's campalgn.

Message. We should aim for a small number of
substantial initiatives (or at least a small number of
cohesive groups of initiatives) rather than a long list
of small initiatives, so that people can readily see.
cur objectives.

f the Package

" The consensus view is that the flnanclal markets are

prepared to accept a stimulus package of $20 billion to
$30 billion, if it is accompanied by significant long-
term deficit reduction, and depending upon developments
in the economy. Therefore, to provide flexibility, we
are preparing options for: ‘

l
u As much as $15 billion of approprlate spendlng

programs; and

u As much as $20 billion of tax!cuts (our
understanding of approximately what Secretary.
~ Bentsen’s options total to).

These options can be mixed and matched to achieve just
about any desired comp051tlon of stlmulus within the
anticipated totals.

Themes : ..{
N \

Our options suggest the following themes (w1th some programs
contributing to more than one theme,\as1noted)

1

‘Summer of Opportunity: Summer Head Start®; addltlonal

Summer elementary and secondary educatlon programs H
youth Summer jobs®; public works, 1nclud1ng
infrastructure and parks rehabllltatlon, to begin in




]
|
|
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the Sprlng or Summer"; 1mmunlzat10n program (with
outreach in the Summer)”. .
: sl .
n Investment in Our People. Summer Head Start’;
dddltlonal Summer elementary and secondary education
programs’; 1mmunlzatlon program’; WIC.

Job Creatlon and Rebuilding Amerlca: Infrastructure,
including highways and transit’; youth Summer jobs®;
public works®; parks rehabilitation®’. (Also

continuation of unemployment compensatlon extended
- benefits.) 'i

n Government Efficiency: Soc1al Securlty/Dlsablllty
modernization. (Also IRS modernlzatlon )

n Private-Sector Incent1ves: Investment tax credlt'
Bumpers capital gains for long-term investments. in new
ventures; pension-fund incentives for investment in
real estate; early IRA wlthdrawals for home purchase;
pa551ve-1oss relief for real estate professionals; low-
income housing credit. (Also the prospect of deficit
reduction and lower long-term interest rates.)

Potential Requests for Supplemental Agérogriations:

m Somalia/United Nations Arrears N
n Request Alﬂled contributions?

n Small Business Administration |

m Disasters ‘ “}

\

|
t
|
|



= DEFENSE:

How deep?
in

"How fast?

™
[
m

. MEDICARE:

-

MAJOR BUDGET DECISIONS|

I

Needed for Plan A (from Bush) $23 billion in FY97
' $56 billion FY94-97

‘I - %4 billion in FY94
|

Aspin C (approximately equal to Puttlng People
First; $15 billion from Bushjln FY 1997, $37
bllllon over FY 1994-97)7 ;

- Aspin B (approximately $25 bllllon deeper in FY

1997, $60 billion less over FY 1994-97; $40
bllllon from Bush in FY 1997, $95 billion over FY
1994-97)? o

Something in between - such as Budget Plan A
(one-third of the way from Aspin C to Aspin B)?

Commit to a lower path now?
Wait until later in the year>
" Next year? i
Needed for Plan A: $16 billion in FY 1997
: $47 billion over FY 1994-97
$7 bllll?n 1n FY 1994

Use cuts for deficit reduction? i

Or dedicate all savings to increasing access? -
(Subsidiary question: What Vlll be the role of
Medicare in a reformed health care system?)

kind of Medicare cuts? P

Efficiency cuts (such as apparently overpriced
durable medical equipment [DME] -~ we almost
certainly want these)?

Beneficiary cuts (big bucks,?and llttle or no
impact on ultimate health care reform, but a
burden on the moderate-lncome elderly (poor
elderly are protected by Medlcald])7

Provider cuts (can be lucrative, and no direct
impact on beneficiaries, but might interfere with

~ultimate health care reform)p

n SOCIAIL SECURITY AND OTHER RETIREMENT:
Needed for Plan A: -$15 billion in FY 1997

$53 billion~qver FY94-97
$9 billion in FY 1994

. (Combination of taxation of 85 percent of Social

Security benefits without changlng thresholds, and a

six-month COLA delay)
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n y for any Social Security sav1ngs°

a g; leave Social Securltx out’
n

If so, face a high-profile, politicized Senate
super—majorlty vote; arouse opp051tlon from
elderly groups; risk losing momentum or even the
entire- package.

- On the other hand, prove that}you are serious

about deficit reductlon, force other interest
groups to contribute to def1c1t reduction
(especially other retiree groups) create the aura
of "shared sacrifice, everybody contrlbutes;“ have
the opportunity to achieve really substantial
deficit reduction. 3

Policy issues to be resolved:: devices to protect
the low-income elderly; unwanted technical side-
effects of COLA changes. iv : :

If so, have no chance of substantlal deficit
reduction; be required to make up the lost savings
with smaller investments, and deeper defense and

- domestic cuts; face doubts about your seriousness

on deficit reductlon, risk a rlslng deficit that

.becomes an issue in 1996, requlrlng that the pain

be faced just before the electlon.
on the other hand, aveoid a difficult Senate vote;
avoid opposition of senlors.‘|

|

' ‘ 1

n REVENUES -- INCLUDING ENERGY TAXATION E
Needed for Plan A: $76 billion in FY 199?

$219 billion over FY 1994-97
$18 billion in%FY 1994

a

| "Noncontrover51al" items: o

Upper-income tax increases: top rate;
millionaires’ surtax; Pease and PEP; alternative
minimum tax rate; HI wage~base repeal; corporate
top rate. W

- "Sin" tax increases; extend 2.5 cent gas tax

increase. ;
Miscellaneous: business meals jand entertalnment,
Section 936; foreign corporatlons, moving

expenses; extend 55 percent estate tax rate, H.R.

11 miscellaneous revenue ralsers)
The above leave a revenue hole of about $23
billion in FY 1997. Fill thls hole w1th a tax on

enerqy?

BTU tax?

If so, face opp051tlon from coa1~produ01ng States
(because coal is cheap on a per-BTU basis, and-
therefore a BTU tax will cause a big percentage
price increase; the only thlng worse for coal is a

6
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" BUDGET PROCESS : ]

s

larger tax increases, 1arger¥entitlement cuts,
and/or a higher deficit.

However, the Approprlatlons Committees typically
work more from a target number than from a set of
specific proposals, and they will want freedom to
find their own savings in. lleu of those spec1f1ed
in the economic program. '

If we postpone releasing our own choices of
discretionary cuts -- and instead release only a
hard target for savings -- we could postpone time-
consuming and possibly lelslve negotiations of
cuts with Cabinet members. Further, opponents of
those cuts would not be on notice to gear up.

On the other hand, those negotiations would be
only postponed, not avoided altogether. Cabinet
members would be badgered to [confirm or deny

specific cuts when they would not know the answer.

The absence of specifics could be interpreted by
the public as a reluctance or an inability to make
tough choices (because much of the "pork" is in
nondefense discretionary, even though the large
and uncontrollable spending -- health care -- is
in entitlements). Finally, the absence of
specifics would not fool any of the advocates of
entrenched domestic programsg who would know very

well what the aggregate numbers imply.

N.B.: Unless we can achleve‘the specified
discretionary cuts, the Approprlatlons Committees
will reduce the investments to make up the
difference and comply with the discretionary caps.
Thus, without nondefense cuts there will be no
investments.

T

Chould we extend the budget grocess’

N

If procedural disciplines were removed from the
budget process, there would: probably be an
expectation that the deficit would increase.

The budget process is complicated, but
simplification would probably open serious
loopholes. The compllcated features were created

-to stop abuses.

Therefore, extension of the: budget process should
build upon the current restraints: the ~

- discretionary cap,.and the pay-as-you-go

procedures. We should consider carefully whether
we could allow pay-as-you-go for discretionary as

well as entitlement spending.!
|
I

Should we pursue a "line~item veto’“




1

. ﬁ
- |
Approprlators in the Congress would oppose any
form of a line-item veto, including some kind of
enhanced rescission authority (whlch might force a
floor vote on the President’s rescission request
witHout amendment). Such a flght might be
politically costly.
on the other hand, a fight for enhanced rescission
would demonstrate our commltment to deficit - '
reduction. - It would also be the one tool that
would most help to enforce domestic discretionary
cuts, and therefore to protect the investments.

10
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DEPARTMENT OF THE TREASURY - 93-118448

] VYASHINGTON i ;nglj
i
!
TO: . Secretary Bentsen "
Deputy Secretary Altman }
FROM: Marina Weiss. |
- SUBJECT: Status Report on Health Care Reform
DATE: March 8, 1993 t
, o ,
SUMMARY : The 538 member Health Care Task ‘Force continues to
meet in 35 separate working groups. As you know, this week marks
a shift in the focus of the group -~ from a series of issue

broadening exercises to the development of multlple options that
will be presented to Ms. Clinton, the 6 Cablnet Secretaries and
the President within the next week to ten days. Options will be
written to force narrowing of policy cholces The hope is to
complete policy selections by mid-April to'allow time to finalize
the legislative language by May 3. -
Outlined kelow for your consideration are 4 issues that I believe
merit your attention. They pretain to (1)‘a request that the:
Secretary chair a two hour segment of an upcomlng forum on health
care reform, (2) agency responsibility for revenue estimates, (3)
using reconciliation as the vehicle for health care reform
legislation, and (4) short term cost conta;nment.

- !
While you are not being asked to make decisions on most of these
items at this time, I am raising them because I understand that
you have both been at White House meetlngs]where health care
reform issues have come up as part of w1de‘rang1ng discussions.
Since health staff has not been advised when the White House
agenda will include health issues, this is an attempt to

anticipate what you might hear within the next few days.

RECOMMENDATION: See below.

. ACTION: See below.

DECISION REQUIRED BY: As soon as feasible.
DISCUSSION: | - i
|

(1) Philip Diehl received the attached memo from the Deputy
Secretary to the Cabinet. In short, Secretarles who serve on the
Task Force have been asked to join the Pre51dent and First Lady
in hosting a forum where testimony will be | ‘taken from interest
groups likely to be impacted by the leglslatlon The forum is
scheduled for March 26-27. Meredith Oliver advises the -
Secretary's schedule could accommodate the’request

I/am 1nterested in partlclpatlng, work 'with White House on

tlmlng and detalls ' .
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I prefer‘not to take part

Other:

-(2) Several Treasury staff members from the Tax Analysis office
are participating in the quantitative worklng group with staff
from OMB, NEC, the actuary's office at HHS| and the Agency for
Health Pollcy Reserach (AHCPR) which is also a part of HHS.
Thusfar, the group has spent its time dlscusslng estimating
techniques, variations in the assumptlons that underlie their
respeotlve models, and methods for minimizing the discrepancies
in their estimates. Treasury staff report, however, that last
week's interaction with AHCPR representatlves shifted toward.
detailed guestions about the revenue estlmatlng process at
Treasury. While no explicit statement has|been made about AHCPR
taking the lead in revenue estimating, Treasury staff are
concerned that the Chairman of the group, Ken Thorpe of HHS, may
be moving in that direction. Obviously, the position of the
Treasury staff has been that this agency: w1ll handle all revenue
estimates.. If the issue is brought up in meetlngs with the
President or other principals, it may be worth reiterating the
point that Treasury, not HHS, is the revenue estimating agency.
(3) As you know, Senator Mitchell has been working hard to
build support on the Hill and within the Admlnlstratlon for
moving health care reform as a part of reconc111atlon. Durlng
construction of the economic package, this issue came up and
Secretary Bentsen pointed out that the dec181on did not have to
be made back in January. Now, however the Budget Commlttees are
preparing.to mark up the budget resolution, and it is likely that
a decision on whether to incorporate health care reform into
reconciliation will be made this week.

“Aside from the obvious problems asseciated?with linkin§ a

controversial and expen51ve health care reform initiative to the
economic plan, there is the almost 1nsurmountab1e problem of
deallng with the Byrd Rule in the Senate. |I am advised that,
under instruction from Senator Michell, Chalrman Sasser has.
spoken to Chairman Byrd and found him unyleldlnq on this issue.
You will recall that Byrd personnally drafted the "Byrd Rule" to
prohibit continued abuse of the reconc1llatlon process which he
believes occurred during the early Reagan years In short, he
opposes short-circuiting the Senate flllbuster and amendment
privileges by including non-germane prov1sxons in the fast track
reconciliation process ‘ '

In approaéhing‘Chairman Byrd, Chairman Sasser apparently thought
he might be able to obtain Byrd's support' ror a waiver of the
rule to be included in the budget resolution. However, given
Byrd's reluctance and the fact that this strategy assumes waiver
of a.statutory provision on a budget resolution that is not
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signed by the President, Budget Committee staff are pess1mlst1c

about the v1ab111ty of this approach. The! mlnorlty is expected
to be vigorous in its opposition to comblng health care reform
with reconciliation. :

(4) The health reform working group furtLest along in its
deliberations is dealing with short term cost controls.
Spec1f1cally, as a budget cuttlng measure (to free up funds for
improving access) the group is looking at two options for
controlling costs. First, they are attemptlng to design a price
freeze proposal to be applled to the health care sector only. 1In
the alternative, they are looking at the p0551b111ty of :
permitting businesses, individuals and 1nsprance companies to pay
the discounted rate for services currently; paid by Medicare.
Presumably the federal government would enforce the lower rates.
No specifics are available as yet,.and youlshould be aware that
no staff -- Treasury or other agenc1es -= are comfortable with

these options. ]

’




THE WHITE HOUSE

WASHINGTON

March 2, 1993

MEMORANDUM FOR CHIEFS OF STAFF %
FROM: . - STEPHEN B. SILVERMAN
. : i _
SUBJECT: The attached and miscelleaneous information /< i':q

Attached are today's tslking points and'the President's schedule.

The health care forum, sponsored by the Robert Wood Johnson
Foundation, co-chaired by the First Ledy and Dr. Stephen :
Schroeder, the President of the Foundation will take place March
26 and 27 at George Weshington University. Tentatively, the
President 1is scheduled to open the proceedings on the 26th. The
Vice President 1is tentatively scheduled to participate as well,
Although the forum is still in the planning stages, it is
expacted that Mrs. Clinton, Cabinet Secreﬁaries and other members
of the Administration will engage in discussions with over 100
intarest groups over the two day pa*iod in a series of two hour
sessions. |

1f vour Secretary is interested in participating in the forum, .
please fax me a proposed block of four hdurs'on either day so
that the Forum coordinators can choose a two hour time period for
your Secretary to participate. I will give this information to
Julia Moffert (456-71351) who is coordinating the forum for the
white House. She will be in touch with you regarding scheduling
and further details as they become available

Tomorrow I will be sending by hand delivery, photographs of
Secretaries and family members with P*esident Clinton's autograph
taken at their swearing-in ceremoniles. I hope also to send a
package of the state-by-state stimulus analyais for each agency.

|
|
|
|


http:Secret:ar:!.es
http:hdurs.on
http:membe.rs

|
NO.

S - , .TREASURY CLEARANCE'SHEET — \
o Dae March 8, 1993
MEMORANDUM FOR: BJ SECRETARY [ DEPUTY SECRETARY [JEXECUTIVE SECRETARY
O ACTION O BRIEFING IO INFORMATION [J LEGISLATION
(O PRESS RELEASE (OPUBLICATION |[OREGULATION [JSPEECH
O TESTIMONY (J/OTHER
FROM:; _Marina Weiss | |
THROUGH: - ﬁ

SUBJECT: Status Report on Health f“,;rm Ref-orynr—
REVIEW OFFICES (Check wben office clears! | _ |

] Enforc’trg:\cnt {J Policy Mansgement

[0 Under Seerctary for Fioance ;
[ Domestic Finance ’ O ATF ' [0 Scheduling
{0 Ecopomic Poliew . 0O Custoim: ) Public Alfairs/Liaisoc
[ Fiseal " O FLETC . {3 Tax Pob~y
O FMS O S-("C!‘!I{ Service I3 Tressurer
[ Public Debt 3 Geoeral Counasd De&rP
- {7 Inspecror General 7 Mint
{0 Under Seoxtary for International Affairs D IRS ! D Saviogs Boods

O International Affairs  Legislative Affain.
D Mmg:‘.mcnt ) D Other
D occ ‘
NA_ME {Please Typel INITIAL| DATE : :OFFICE ‘ = ‘TEL NO.
INITIATORS) | } | :
RER——, PrRe M - .o — D - - . . e : ;
eiee | N e N
/M0 | 3/8/93 | Bconomic Bolicy | 2-0090
| A |
REVIEWERS |
|
|
|
|
S S |
B e S
|
|
1
f
|
i
|
|
SPECIAL INSTRUCTIONS .' -
!
!
|
{
l
|
T Review QOlficer Date - Txecutive Secretary Date

s
st
i
i
E
i
i


http:E.coDOm.iC

| a
TREASUKY CLEARANCE SI}IEET
-

AU _
NO. "5‘//'5"[}/5{
Date March 8, 1993

MEMORANDUM FOR: [ SECRETARY [®DEPUTY SECRETARY| [JEXECUTIVE SECRETARY
0 ACTION

[J BRIEFING
O PRESS RELEASE (QPUBLICATION [JREGULATION

O TESTIMONY

Marina Weiss

INFORMATION [ LEGISLATION

[JSPEECH

O OTHER

FROM:

"THROUGH:

SUBJECT:

Status Report on Health Care—Referm
|
|
|

REVIE\VVOF}Z‘!CES {Check when office clears)

{0 Under Scerctary for Finaner

{3 Domestic Finance
[ Economic Policy

{0 Fiscal
. O FMS

[J Public ngl

{0 Under Searctary for Interoational Alfairs

{J Interpational Affairs

{1 Eoforcement

D) ATF. |

O Cust,om:;

O FLETC

) Searet .S»cm::e
{J Geveral Counsel
{0 Inspecror ’Genrcrnl
Oirs - |
O Legislative Affnire,
O Mmggmfcat

[0 Policy Mansgement
{0 Scheduling ,
O Public Aliairs/Lisison

[0 Tax Policy

[ Treasurer
OcspP
O Mint
) Ssviogs Bonds

) Other

. Review

i
!

0 oce |
o I G . . e d N ‘ ,

NAME (chm/'r_xpel INITIAL| DATE fO,FFICE_ o 4 -~ TEL. NO. ...

INITIATORS) |
weiss - -'7;4/;{) .- PO g ;...‘ . - I:. o )
3/8/93 | Economic qulcy 2-0090
REVIEWERS
]
i
!
i
i
e - - - s, s S . - S— n e o .v.'f‘
1
i
|
i
}
i
i
i
SPECIAL INSTRUCTIONS . 7 :
i . i
T
I
_ » !
icer Date - Executive Secretary Date

|


http:Tru.u.nr

93-118837

i

|

|

|

5
DEF’ARTMENT OF THE TREASURY
WASHINGTON

TO: ‘Secretary Bentsen

FROM: Marina Weiss
SUBJECT: Health Care Reform
DATE: March 15, 1993

’ |

SUMMARY: Ira Magaziner has offered to meet with you to provide a
status report on the progress of the Task Force work groups. I
recommend strongly that you accept his offer and use the meeting
to underscore your expectation that Treasury will handle revenue
estimates and the design of tax prov151ons included in the health
reform plan -- namely, the tax "cap" on employer contrlbutlons to
health insurance, small business sub81d1es, tax based provisions
of laws relating to employer mandates, "portablllty" and/or pre=-
existing exclusions. In addition, Treasury will have to raise
the funds needed to pay for universal access. (Thls is not
intended to be an exhaustive list of Treasury issues, instead it
is intended to serve as an illustration of the breadth of
provisions you will be asked to develop )
I would also recommend that you empha81ze to Magaziner the need
for timely information about the overallfhealth reform proposal
to allow for Treasury to run numbers and to develop the revenue
provisions. I am becoming increasingly concerned that Treasury
and other affected departments may not be glven enough time to
develop workable provisions for inclusion in the detailed
description of the plan which the President has said he w1ll
release on May 3. o

|
RECOMMENDATION: That you agree to meet|w1th him for a 20-30
minute briefing, late this week if fea51b1e.

vl ’
' 1d like to meet with Maga21ner, arrange a time with Gay

| ~

I prefer not to meet with Magazlner at this time
Other:
TIMING: If you agree with the staff recommendatlon, a quick

-response to this memo would be helpful to permlt early scheduling
of a meeting.

DISCUSSION: The summary above is falrly comprehen51ve relative
to the issues I hope you will agree to raise. Two additional
points may be of interest. First, there{ls reason to believe that
HHS has run some preliminary numbers which Magaziner has found
"unacceptable," I would guess that at least a portion of the
problem relates to cost of the overall plan. Secondly, in the

l

|
| - | |
e ————————
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past Magaziner had been very negatlve on a VAT tax as a. financing
" mechanism, but this weekend he shifted his rhetoric and indicated
he has begun to "reconsider" his earlier opp051t10n. He raised
the VAT issue with me both as a plau51bleisource of financing for
health care reform but also as a substitute for the enerqgy tax.
While I know that he is in very close touch with the First Lady
and the President, he did not indicate that coupllng the two was.
~under conSLderatlon by the Presmdent. i
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Date March 15, 1993

MEMORANDUM FOR: (3 SECRETARY [JDEPUTY SECRETARY DEXECUTIVE SECRETARY
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[JTESTIMONY
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THE DEPUTY SECRETARY OF THE TREASURY
" WASHINGTON

March 24, 1993 - Voo
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- Memorandum for Secretary Bentsen i )& ,/L,\O/"/
From: Roger Altman -~ | .

Subject:. Health Care

. V
My knowledge of this subject is limited. Nevertheless, there would seem to be a
different way to approach the choices on reform. . - | '

Right now, an enormous effort is underway to detcrminle a basic benefit package, the
' phase-in rate on universal access, employee mandatcs!or lack of them, and all the
rest. Ultimately, a federal price tag will be calculated* and a discussion on how to
pay for it will ensue. The latter could be a very tough discussion.

The other approach is to calculate the size and types of tax increases which are
feasible and then fit health care reform into that budget An analysis could be done
~on economic impacts, revenue potential (including elastxcnty of demand on tobacco,
alcohol, etc.) and political reality. Several alternative tax packages could be crafted
and decisions made on which combination of taxes and health care reform would be
optimal. o
. | |
For example, a package of sin taxes and a provider and/or insurer tax probably would
fly from economic and political perspectives. In contrast, a "monster VAT" (e.g.,
15-20%) probably would be too damaging. |
I
Treasury could begin to prepare a set of alternatwe tax packages, keeping it quiet

while we do it. That way, we would be best prepared for the bruising discussions on .
how to pay for "it." ; |
The question is whether we should launch such an mtemal effort. Marina Weiss
agrees that we should do the preparatory tax work. She urges agamst any external
sign, however, that we want to "backfit policy to budget In her view, the health
reform community, from Mrs. Clinton on down, fears that Treasury, OMB and CEA
wxll u'y that approach and adamantly opposes it.
My view is that we should promptly do the internal work but keep it under wraps.

‘ .

|

cc: Les Samuels
Sam Sessions
. Marina Weiss

gLy
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MEMORANDUM TO SECRETARY BENTSEN *

DEPUTY SECRETARY ALTMAN

o 7 |
THROUGH: LESLIE SAMUELS AND MARINEA WEISS
FROM: ‘ JANET HOLTZBLA’I’I‘ SONIA CONLY ANN DENTINGER AND :
GILLIAN HUNTER ‘
, SU‘BJECT: ; Request for Approval to Provxde imates to Health Care Reform

Task Force

ﬁ_.f_‘,gj o

SUMMARY — This memorandum requests approval to submit the attached materials to the
' "Quantitative Analysis Support” group associated with the Health Reform Task Force. (The
Quantitative Analysis Support group consists. of representatives from various' HHS agencies,
Census, OMB, CEA, and Treasury.) Last week, the Treasury Department s Office of Tax
Analysis (OTA) was asked to pammpate in an “analytical exemse The exercise was, in part,
motivated by Ira Magaziner’s interest in seeing how the numbers would look for a broad-based
reform package, as he began intensive meetings with the Presxdent on its costs and financing.
‘Because some of the initial estimates by HHS of the subsidy options were very large, the
Quantitative Analysis Support group has already procwded on to estimates of new options for

. Mr. Magaziner’s meetings wnh the President. , [

RECOMMENDATION - Authorize release of the attached materials to the Health Reform

Tésk Force's Quantitative Analysis Support Group. ' f
‘I

Dzsagree ‘ ; ; Let’s Discuss

DISCUSSION — The analytxcal exercise consisted of four options. Each of these options
assumed a federally mandated benchmark health plan avaxlable to all persons under the age of
65. (HHS’s Health Care Financing Administration (HCFA) worked separately during the week
oon an option to bring parity to the Medicare population.) The model for the plan was based on
a very generous HMO package, including such benefits as outpatient care for mental health and
substance abuse, visits to chiropractors, and orthodontia. On a per capita basis, the cost of this
plan was estimated by HHS to be about $1,800 (1994 dollars) The four opnons were:

(L A "strict” employer r and individual mgndg;g to provi Qg health insurance. Under

this option, employers would be required to pay up to 80 percent of the costs of
the benchmark plan, with individuals respon51ble for up to 20 percent of the
costs. Generous Federal subsidies would be provided to small businesses, self-

employed persons, and low and moderate-income families.
!

Agree.

|
-
o
:

!
i
|
|
|
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2. - |
"Comprehensive” payroll contributions. Unﬂér this option, all persons under 65

would receive the standard benefit package from their Health Insurance
Purchasing Cooperative (HIPC). Financing for the package would be derived
from mandatory payroll contributions. Employers would be responsible for up
to 80 percent of the payroll tax, with employees responsible for the remaining
portion, at most. The payroll contribution iwould be on earnings up to the
Medicare health insurance (HI) base of §140, 100 (1994 dollars). The payroll tax
would be capped at 4 percent of each employee s pay in sma.ll businesses.

mw_u;ms While agam all persons under the age of 65 |

~would be eligible for the standard benefit package the mandatory payroll

contribution rate would be set at the level | inecessary to finance benefits for
workers and their families. Financing for persons outside the labor force and the
self-employed would come from unspecified sources No Federal subsidy would

be available for small businesses. :
}

' Value-added tax. A value-added tax would ﬁnance benefits for all persons under

the age of 65. Estimates of the necessary tax rate assumed (1) a fairly
comprehensive consumption base and (2) a moderate consumption base with ~
exemptions for items such as food consumed at home, medical care, and

prescnptxon drugs. '




Attachment A
Description of the Analytical Exercise
The exercise consisted of four options. Each option required estimates from various
different government agencies; the three principle agencies with estimating responsibilities were
the Health Care Financing Administration (HCF A), the Agency for Health Care Poli xcy and
Research (AHCPR) and OTA.

Benefit Package; For each option, it was assumed that only one insurance policy would be

available to eligible persons. This benefit package was designed to be on par with insurance
plans ranking in the 90th percentile in terms of the richness of its provisions and was modeled
on an HMO plan offered by Kaiser. Among the covered services, the plan included such
_benefits as prescription drugs, speech and occupational therapy, both inpatient and outpatient
“care for mental health and substance abuse, visits to chiropractors, and dental care (including
orthodontia work).  Estimates of premium costs were based on an extreme assumption of
community rating, in which no variation was allowed for differences in such characteristics as
age or gender. :

_ Option I: "Strict” Employer Mandate. Under this option, all employers would be required
to provide, at a minimum, the standard health insurance plan. The employer would be
responsible. for providing 80 percent of the benchmark premium for the employee and family,
with families defined as a tax filer, spouse, and their dependents. (Note that this definition may
not conform to_health insurance units, under common practice. For example typical health
insurance units generally do not include adult dependents, particularly those who are not lineal
descendants of the policyholder. A tax filing unit would contain all persons who meet the
relationship, residence, support and income tests of sections 152 of the Internal Revenue Code.)
Moreover, all individuals, including those who were not employed, would be required to
purchase health insurance. All persons under age 65 and not institutionalized or in the active
mxhtary would be covered.

Special rules would be applied in certain cases. If both spouses are employed, the employer
of the spouse with the highest annual earnings would be responsible for purchasing insurance.
Employer contributions would be prorated for part-time workers on the basis of the numbers of
hours they worked. Self—employed workers would be required to pay up to the full amount of
the prexmum ‘

I

To rrunm the effects of the employer and individual mandate, submdxes would be provided
to three groups: ‘ ,

® ° Small business (those with 25 or fewer full-time equivalent employees) would be
~ required to pay no more than 4 percent of each employee’s earnings.

0 - Self-employed persons would pay no more than 15 percent of the difference
between adjusted gross income and $8,000. (The exemption amount was based
roughly on the full-time, full-year equivalent earnings of a minimum wage
worker.) For purposes of this calculation, adjusted gross income would. be
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determined prior to the inclusion of the deduction for health insurance purchases
by self-employed workers. In addition, the deduction for health insurance
purchased by self-employed workers would be extended a.nd increased to 30

percent.

L Payments for all other individuals would be capped at 3 percent of their adjusted
gross income less $8,000.

The mechanisms for providing these subsidies were not specified.

Option 2: "Comprehensive” Payroll Contributions. Under this option, all persons would
receive the standard benefit package from their Health Insurance Purchasing Cooperative
- (HIPC). Financing for the package would be derived from payroll contributions. Both
employers. and employees would be required to pay a share of payroll contributions; the
employer share would be equal to up to 80 percent of the benchmark premium, with employees
responsible for up to the remaining 20 percent. Self-employed workers would be responsible
for the combined employer-employee shares. '

The payroll tax would be capped for certain employers and employees. Fxrst following the
" Medicare health insurance (HI) model, payroll contributions would be capped at $140,100 in
1994. Note, however, that the wage base would include employees who are exempted from the
HI tax (e.g., state employees hired prior to April 1, 1986). Second, small businesses would be
eligible for a Federal subsidy. Employers with up to 25 full-time equivalent employees could
pay the minimum of the payroll contribution or 4 percent of the individual’s pay (unconstramed
by the HI ceiling). ,

Qpiig_nj; “Limited" Payroll Contributions, Under this option, payroll contributions would
finance health insurance benefits for only employees and their families. Self-employed persons
and those outside the labor force would pay for benefits using the formulas described in option
- 1. The mechanisms for financing subsidies to these persons were not specified. No subsidies

would be provided for small businesses.

- Option 4; Value-Added Tax. A value-added tax would finance health insurance benefits for
all eligible persons under age 65. The value-added tax could apply to either a broad business
transfer tax base or a more narrow base. The broad base would include over 80 percent of total
personal consamption expenditures. Items excluded from the base would include the rental value
associated vrith existing housing and expenditures on education, religion and welfare, net foreign
travel, local transportation, food produced and consumed on farms, military-issued clothing, and
domestic services. Sales of new housing were included in the base. The "medium” base also
excluded food consumed at home, medical care, prescription drugs, and the sales of new
housing. The medium base includes about 55 percent of personal consumption expenditures.

r

{



Attachment B
Daicnpnon of Results

Premium Cost Estimates: HHS estimates the per cap1ta premium cost of the benchmark plan
10 be $1,800 (1994 dollars). AHCPR projects that in 1994, 225.8 million persons will be under

the age of 635 and not in either, institutions or the active military. As a consequence, AHCPR
estimates that total premium costs for the standard plan would be $406.4 billion in 1994. Of
this amount, $302 billion would be attributed to workers who are employed by others.

For option 1, OTA assumed (following assumptions made by HHS) that all persons in firms
of more than 1,000 employees would retain their current level of employer contributions toward -
health insurance, if such contributions were in excess of the standard plan. For options 2
through 4, all eligible persons are assumed to have the standard plan.

Option L: As specified, this option has two provisions which have a definite impact on
revenues. By mandating health insurance benefits, the option affects the share of compensation
between taxable wages and non-taxable fringe benefits. OTA estimates that individual income
and payroll tax liabilities would decline by $3.5 billion as a consequence of the mandate.
Moreover, the extension and expansion of the deduction for health insurance expenses by self-
employed workers would reduce individual income tax liabilities by an additional $2.8 billion,

Option 2: OTA estimates that the combined employer-employee payroll contribution rate
would have to be set at- 12.5 percent. This rate takes into account AHCPR's estimate that
Federal spending on existing health programs would be reduced by about $34 billion under the
new system (thus reducing the total amount of expenditures to be financed to $372 billion).

Qnption 3: OTA estimates that the combined employer-employee payroll contribution rate
would have to be set at 10.5 percent. At the suggestion of AHCPR no offsetting changes in
Federal spendmg programs were assumed.

Option 4; Using a broad business transfer base, OTA estimates that the VAT rate would
be set at 11.8 percent to finance health insurance premiums for ail persons under 65. Using the
medium base, the VAT rate is estimated to be 17.9 percent



, Attachment C
Caveats for Interpreting Results of Analmcal Exercxse

© As a fire drill, this exercise differed in many ways from the typical process for estimating
‘tax proposals. First, options were estimated at calendar year 1994 income levels, assuming that
the provisions were fully implemented. This differs from the usual process of producing fiscal
- year receipt estimates over a five-year budgetary period. Such revenue estimates would make
allowances for both explicit policy decisions to phase-in key provisions of a proposal, as well
as likely short-term adjustments by firms and individuals (for example, a revenue estimate might
include a "learning curve” to account for the time 1t may take for all firms and mdmduals to
leam about new requirements).

Second, the reforms in the exercise were not well specified. For example, the mechanisms
by which these subsidies would be provided to small businesses or individuals were not spelled
out. Yet, costs can vary greatly if subsidies are provided through a transfer program instead of
through a tax credit, or if the mechanism selected is a refundable tax credit instead of an
itemized deduction. Each of these mechanisms can have widely different 1mplxcau0ns for
eligibility, pa.mmpauon, administration, enforcement, and comphance

'Hnrd, further specxﬁcauon of the options could also make a difference with respect to
behavioral responses by employers and individuals. As with other revenue provisions, Treasury
assumed that the GDP level was constrained to remain at the levels predicted by the President’s
budget. Within this "fixed GDP constraint,” it is still possible to have significant behavioral
adjustments by employers and their employees. Estimates can be sensitive to the choice of
assumed behavioral response, and the nature of the behavioral response will depend greatly on
the choice of financing and subsidy mechanisms. For example, both the magnitude and the
direction of the estimates for the effects of mandates on tax liabilities could be very sensitive 1o

_the specific nature of the mandate proposal, as well as other health reform provisions.
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L PEPARTMENT OF THE TREASURY
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Y3 WASHINGTON

| ACTION
April 7, 1993 -
MEMORANDUM TO SECRETARY BENTSEN |
, DEPUTY SECRETARY ALTMAN
THROUGH: LESLIE SAMUELS AND MARINA WEI_SS
FROM: - 'J ANET HOLTZBLATT, SONIA CONLY, AND GILLIAN HUNTER
SUBJECT: Request for Approval to Provxde Estlmates to Health Care Reform
‘ Task Force

SUMMARY - For the next meeting with the President on health reform, Ira Magaziner
has requested Treasury’s estimates of the impact of a health reform option on CY 1994 tax
liabilities (assuming full implementation). Under the option, employers would be required to
provide a benchmark health insurance plan for their workers. An employer mandate affects
revenues by changing the allocation between taxable wages and non-taxable fringe benefits. In
addition, this option would also provide a refundable tax credit for small businesses to lessen
the burden of the manda”j”hu\d the option would extend and expand the health insurance
deduction fcl\self-employed workers. In total, these provisions reduce tax liabilities in calendar
year 1994 by ‘about $§6 5 billion? :

N

REC MMENDA}I N — Authorize release of the attached materials to the Health Reform

%aanutauve Analysis Support Group. , ,
Agree. . ____ Disagree. » Let’s Discuss.

DISCUSSION - The option assumes a federally mandated benchmark health plan available
to all persons under the age of 65. The model for the plan was based on a very generous fee-
for-service package, including such benefits ﬁpm for mental health and substance
abuse, prescription drugs, and orthodonua With a $50 deductible ($100 for families), HHS

estimates that this plan would cost abo it $2,850 (1994 dollar, ) for a single person and $7, 180
for a family. L—/ :

Under this option, employers would generally be required to pay 80 percent of the costs of .
the benchmark plan, with individuals responsible for up to 20 percent of the costs. Generous
Federal subsidies would be provided to low and moderate-income families through expenditure
programs. For small businesses (those with fewer than 25 employees), refundable tax credits
would be available, if premium costs exceeded more than 9 percent of any individual’s salary. —
- The self-employed would be permitted to deduct 100 percent of health insurance expenses, but  .—
no more than thezr total self—employment income. : :

Attachments

| - Ca
e | ' | - Edward s. knigp,
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Attachmént A ,
chr{ption of the April 2 Option

This benefit package would be a fee-for-service (or "conventional”) plan. Currently, 90 percent
of ‘employees in medium and large firms are covered by less generous plans than—the ténefit
package contained in the health reform option. Among the covered services, the plan includes
such benefits as prescription drugs, both inpatient and outpatient care for mental health and
substance abuse, and dental care (including orthodontia work). Other features of the plan
include a $5Q deductible ($100 for families), a 20 percent limitation on overall plan coinsurance,
~and a $500 cap on annual out-of-pocket expenses. Estimates of premium costs are based on an.
assumption of separate community rating pools for single 1@ and families. According

Benefit Package: Only one insurance benefit package would be available to figi/ms.
9

,t0 HHS “estimates, the costs of this plan would be about $2,850 for a single individual and
‘ %’/’ 180 for a family plan in 1994.

trict” Employer Mandate. Under this option, all employers would be required to provide,
at a2 minimum, the standard health insurance plan. The employer would be responsible for
providing up to 80 percent of the benchmark premium for the employee and family, with .
families defined as a tax filer, spouse, and thelr dependents

-~ Note that this definition may not conform to health insurance units under common
practice. For example, typical health insurance units generally do not include
adult dependents, particularly those who are not lineal descendants of the
policyholder. A tax filing unit would contain all persons who meet the
relationship, residence, support and income tests of sections 152 of the Internal
Revenue Code.

Employees would be required to pay up to the remaining 20 percent of health insurance
-premiums. Employers could pay all or some of these additional expenses.

‘ Individual Mandate. All individuals, including those' who were not employed, would be
required to purchase health insurance. All persons under age 65 and not institutionalized or in
the active military would be covered by this mandate.

Exceptions to Mandates: Special rules would be applied in certain cases. If both spouses.
are employed, the employer of the spouse with the highest annual earnings would be responsible
for purchasing insurance. Employer contnbutlons would be prorated for part-time workers on
the basis of the numbers of hours they worked. (Part-time workers are defined as those who
work fewer than 37 hours a week.) Self-employed workers would be required to pay up to the
full amount of the benchmark premium. , :

HIPC Coverage: All establishments with fewer than 1000 full-time equxvalent employees
would purchase insurance from a health insurance purchase cooperative (HIPC). Larger
establishments would purchase insurance from private carriers or self-insure. (Following HHS’s
assumptions, all firms with more than 1000 employees who are currently paying premiums
higher than the benchmark premium would continue to do so after reform.) However, all
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government agencies (Federal, state, and local) would purchase health insurance from a HIPC.
Subsidies: To mitigate the effects of the err;ployer and individual mandate, subsidies would

be provided to three groups. These subsidies would be applied only to payments for the
- benchmark premium. o :

L Small business (those {6 25 or fewey full-time equivalent employees) would be
required to pay no more than 9 percent of each employee’s earnings. (Employers
would receive subsidies for workers with salaries of up to $63,822 or 421 percent
of poverty for a family : ‘

- ATax—exémpt organizations could be eligible for the small buéiness credit,
but small government agencies would not qualify

- The tax credit would be counted as taxable income by the ﬁrm d K,e/

® Self-cmployed persons and non-workers would pay no more m@cent of
the difference between cash income and $8,000 ($6,000 if sing addition,

the deduction for health insurance purchased by self-employed workers would be
extended and increased to 100 percent. (For a policyholder with a family, the
cap would phase-out at an income of $42 190 or 278 percent of poverty for a
family of four.)

L Employee contributions would be capped at 4 percent of their cash income less
$8,000 (36,000 if single). (For a worker with a family, the cap would phase-out
at an income of $43,900 or 289 percent of poverty for a family of four.)

With the exception of the health insurance deduction for the self-employed, subsidies to
individuals would be made through expenditure programs. Subsidies to small businesses would
be made available through a refundable tax credit. '

Individuals and families would also be subsidized outside the tax system for out-of-pocket
medical expenses. For families with cash incomes below the poverty level, out-of-pocket
expenses would be capped at 4 percent of cash income. For those with incomes between 100
and 200 percent of poverty, the cap would be set at 10 percent of cash income. The dehvery
service for these mechanisms has not yet been specified.



Attachment B
Description of Results and Caveats

* As specified, this option has three provisions which affect revenues. By mandating health
insurance benefits, the option affects the share of compensation received in the form of non-
taxable fringe benefits. Treasury estimates that individual income and payroll tax liabilities
would decline by $26 billion in calendar year 1994 as a consequence of the mandate. Moreover,
the extension and expansion of the deduction for health insurance expenses by self-employed
workers would reduce individual income tax liabilities by about $4 billion in calendar year 1994.
The small business tax cred1t would reduce calendar year 1994 tax habxlmes by about $26.5.
billion. '

ngeats; This exercise differed in many ways from the typical process for estimating tax
proposals. First, options were estimated at calendar year 1994 income levels, assuming that the
provisions were fully implemented. This differs from the usual process of producing fiscal year
receipt estimates over a five-year budgetary period. Such revenue estimates would make
allowances for both explicit policy decisions to phase-in key provisions of a proposal, as well
as likely short-term adjustments by firms and individuals (for example, a revenue estimate might
include a "learning curve" to account for the time it may take for all firms and individuals to
learn about new requirements).

. Second, the reforms in the exercise were not well specified. For example, the mechanisms
- by which the subsidies would be provided to individuals were not spelled out. Yet, costs could
vary if subsidies were provided as grants to states of HIPC’s or as direct payments to
individuals. Each of these mechanisms can have widely different implications for eligibility,
participation, administration, enforcement, and compliance. Even though the small business
subsidy was assumed to be provided through a tax credit, many of its features were not well
specified or realistic. For example, it will be extremely difficult for an employer to determine
if an employes is the high earner in her family.

Third, further specification of the options could also make a difference with respect to
"behavioral responses by employers and individuals. As with other revenue provisions, Treasury
assumed that the GDP level was constrained to remain at the levels predicted by the President’s
budget. Within this "fixed GDP constraint,” it is still possible to have significant behavioral
adjustments by employers and their employees. Estimates can be sensitive to the choice of
assumed behavioral response, and the nature of the behavioral response will depend greatly on
the choice of financing and subsidy mechanisms. For example, both the magnitude and the
direction of the estimates for the effects of mandates on tax liabilities could be very sensitive to
the specific nature of the mandate proposal, as well as other health reform provisions.
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April 14, 1993

MEMORANDUM FOR: ~ SECRETARY BENTSEN
FROM: ROGER ALTMAN \\N

RE: : ‘Health Care’l

Just to keep you posted. At yesterday’s meeting with the
. ~ President on health care, there was renewed discussion of using a VAT
¢ to finance reform. Mrs. Clinton and Ira Magaziner have turned their
attention back to it. Over the next two or three weeks, there wxll
undoubtedly be much internal discussion on it.

We are working up various alternatives on VAT rates,
exemptions and money which could be raised. Today, we’ll see the
first real numbers on costs, but it sounds like something in the $70-80
billion range.

Decmmns are still a ways off and won’t be taken in your
absence.

cc: Marina Weiss
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April 14, 1993

MEMORANDUM FOR: ~ SECRETARY BENTSEN
FROM: ~ ROGER ALTMANM

RE: ' Health Care

Just to keep you posted. At yesterday’s meeting with the / K
“ President on health care, there was renewed discussion of using a VAT

to finance reform. Mrs. Clinton and Ira Magaziner have turned their

attention back to it. Over the next two or three weeks, there will

undoubtedly be much internal discussion on it.

We are working up various alternatives on VAT rates,
~ exemptions and money which could be raised. Today, we’ll see the ‘
first real numbers on costs, but it sounds like something in the 37@
~ billion range.

Decisions are still a ways off, and won’t be taken in your
absence. : y

cc: Marina Weiss



