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DEPARTMENT OF THE TREI,\SURY 

WASHINGTON 

May 10, 1994 
ASSISTANT SECRETARY 

MEMORANDiJM FOR SECRETARY BENTSEN I 
DEPUTY SEC'RETARY ALTMAN I 

FROM: LESLIE B. SAMUELS L- {3 s I 
ASS I STANT SECRETARY (TAX P<DLICY)

I 

ISUBJECT: EITC Fraud 	 . I 

Attached is an op ed piece in today's Wall Street Journal 
regardin<;:J EITC fraud. We are working on talking point for you 
and the White House that responds to thislarticle. ,Also we are 
actively working on the EITC compliance Pfoposals that we 
discussed with you last month. Our plan is to have those ' 
proposals ready so that they can be included in welfare reform. 

Attachment 

cc: 	 Eric Toder 
Maurice Foley 
Janet Holtzblatt 



THE WALL STREET JOURNAL TUESDAY, MAY 10,1994 \ 
Clinton's Biggest Welfare lfrllud 

By JAMES BOVARD 
PresiciellL Ciinton has declared 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 
fra~rone welfare program-and one 

-mat is filmilding 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-

While people in the lowest tier rereive a 
bonus for each additional dollar they earn, 
the EITC benefit schedule effectively im­
poses a punitive tax on those earning over 
$l1,OOO-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,) 

tOI.1 taxes. But following sharp expansion~ The General Accounting Office noted in 
in 1990 and 1993, the EITC is now far mor: 1 a 1993 report: "Before' qualifying for the 
of a direct handout than a tax refund. The credit, a worker may vie,W: taking a second 
program will cost more than $16 billion this ,job as worth the sacrifice of forgoing 
year-more than the federal cost of Aid 10 leisure time. But after qualifying for the 
Families with Dependent Children. Almost credit, the extra income the credit offers 
one-mlhot all tau:eturns claimed the ben- partly replaces the Income the worker 
e1iffor 1993, and the Internal Revenue Ser- would lose if he or she were to quit the sec­

could qua!lfy if they worked only one ciay 
a year. . 

The EITC is stmctured 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 lias long been a gravy train 
for con artists. GAO noted last year that, 
before the 1990 el'pansion 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 ih January: 
"Today, nearly all fraudulent returns in­
volve two things: (I) claiming the EITC 

penaity in the history of the U.S. tax code. 
An unmarried couple, each with two chi!­
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 in February; 
"\Vhen 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 
people out of poverty. In 1991, the EITC de­
creased the poverty rate by less than one 
percentage point. And, even when the 
EIrC 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.· . . . 

According fo Assistant Treasury Secre­
vicemailedoutmorethanl0millionlet-ondjob.... Also.fuIHimeworkersmayand(2)fiIingelectronicallythroughabusi-taryAlicia.Munnell.·August.sEITC in­
ters April 22 encouraging more people to shift to part-time jobs to get the leisure . ness that offers a quick 10,!nag~Jnst the.t.e-,,__crease is_theJirst-step-toward,the-8Iinton· 
sign_upJorthe.program. In_ MisSissippi,--:-time -they-now-prefer;"-GAO-estimated-- fuM."---:---~-·-- . 

----45.1% of families will become eligible for 
the EITCby 1996; in the District of Colum­
bia, 42,3% of families will qualify. . 

\VhiIe 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 nat $2,528. And families 
earning between $11.000 and $25,300 rE!­
ceive $2,528 minus }7,68 cents for each dol· 
lar they earn above $11,000, 

. 

that hours worked by EITC beneficiaries 
may have been cut by 3,6% ovenill, and by 
more than 100/" for working wives. as a re, 
suit of this subsidy in 1988. The disincen­
live to work is probably much greater now; 
'as the benefits are much higher. 

Clinton chief economic adviser Laura 
Tyson declared on April 15 that the earned 
income credit is "away to reward hard­
working Americans who work full-time, to 

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 

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
ales perhaps the harshest marriage' 

welfare reform plan. Ms. Munnell declared 
last November; "We are already looking 
at consolidating the application for food 
stamps and the EITC. This would reduce 
transaction costs and eliminate any 
stigma that may accompany partitipa· 
tion." But reducing the stigma on welfare 

.. recipients is not the same as maKing peo­
pIe self-reliant. 

Designing government hancloll! pro· 
grams to encourage people to 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 low­
ering the burden of taxes on all working 
Americans. 

Mr. Bovard writes often 011 pllb/ic policy. 
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THE SECRETARY OF THE TREASURY .,. I 
WASHINGTON 

March 3, 1993 I 


MEMORANDUM FOR PRESIDENT CLINTON I 

FROM: 	 LLOYD BENTSE~ I 
SUBJECT: 	 MODIFICATIONS TO THE EITC 

Questions have been raised over the Administration's proposal on .the EITe. There are 
internal diffe:rences over the proper calculation of the gap between family income and the 
poverty level, but certain experts believe that our proposal fails 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 wouJd be,however, some modest changes] 

I 

in the distributional effects of the 
overall tax proposals. I 

I 

Our proposal, which has been reviewed by your relevant advisers, would shift $1.35 billion 
away from the proposed increase in the food stamp program/ and into the EITe. We also would 
eliminate the proposed extension of the income phase-out Irange 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 tif $30,000. This would mean lesser 
EITC benefits (compared to the February 17 proposal) fori families in the $24,000 to $30,000 
adjusted gross income range. In addition, fewer families would be eligible for the maximum 
credit. 

. 	 . . I 
There i:; a widespread view that the Congress would n~.t have approved the size of our food 

stamp incre:lses anyway. It is also possible to reiterate yoJr campaign promise on indexing the 
minimum wage, without specifying when. I 

. 	 I . 
The proposal would increase the maximum credit for t;.'/o or more children from $2,000 to 

$3,370. TItis would be sufficient to remove from poverty ~ four-person family headed by a full­
time minimum wage worker. Families with one child would receive a $224 increase to $2,062. 

. 	 I 
The distributional impacts would be as follows: I 

I 
• 	 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 $101,000 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 between $20,000 .'. 	 I' 




0, 

". 

2 

. and $50,000 would be subject to a slightly laIiger tax increase. The increase for 
families with economic income b.etween $30,000 and $50,000 would translate into 

I 

a monthly tax increase of 19 rather th month (the figure used in the 
State of the Union address), 

• 	 '. While changes to the distribution table woJld be minimal, reducing the food 
stamp allotment would also (vis-a-vis the Febfuary 17 proposal) distribute money 
away. from families with $0 to $10,000 of Jconomic income to higher-income 
working families. I . 

Finally, I have deep and serious concerns that the size hf our EITC increase would invoke 
strong Congressional opposition. . I . 

j , 
., The maximum credit of $3,370 results in a q9 percent increase inthe maximum 

EITC by comparison with current law (and fU1 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 addftion, existing compliance problems 
with the EITC would be exacerbated if the size of the credit is dramatically 
increased. . . 	 . . . 	 I. 

CIt 	 To mitigate some of this likely opposition, I would recommend that the expansion 
of the EITC be phased iri 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 Prio'rities will support these changes, as 
will other recognized experts on the EITC, inclwiing David Ellwood at HHS. 

Attachments 



I 
ATIACHMF..NT: DISCUSSION OF CHANGES TO THE ElTC PROPOSAL 

I. Backgrollnd 

1. Definition of the poverty gap. The poverty gap is defined as the difference between the 
. official povei:ty threshold and a family's disposable income. 	For this purpoSe, disposable income 
is defmed as the family's income, net of the employee's sh3re of payroll taxes. It is assumed 
that a minimum wage worker is employed for 2080 hours aiyear, or the equivalent 0(40 hours 
a week for .52 weeks a year. Further, the poverty gap i~ measured after accounting for a 
family's rece:ipt of the EITC and food stamp benefits. F~ stamp benefits are measured using 
data from tht: Agriculture Department. . . I ' ' 

2. Currentlail. The EITC isa refundable tax credit available to low-income workers with 
I 

children. In 1994, a family with one ,child Will be entitled ~ a credit of up to $1.838, while a 
family with two or more children will be entitled to a credif 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, th~ maximum credit was $953. The 
1990 bill provided for a rapid expansion of the credit. I 

By FY 1997, the mc will cost over $20 billion a year. Under the ETC proposal announced 
by the President on February 17, the cost of the ETC wo4Id increase to nearly $27 billion a 
year in FY 1997. An additional $1.3 billion would be ~t in FY 1997 under the proposal 
discussed in tltis attachment. In comparison, total expendit1fres on food stamps in FY 1997 are 
anticipated tel be $25 billion, while total Federal and state eXpenditures on AFDC benefits will 
also be arow'ld $25 billion in FY 1997. Thus, the ElTC ,ould be largest means-tested cash 
assistance priJgIam for families with children in the Federal govemmenL 

. 	 I 

I 
3. Februar:y, 17 Pl'OlX'sal. Under the Februat'j' 17 proposal, the maximum credit in 1994 for a 
family with two children would increase from $1,998 to Sf,400. Regardless of family size, 
creQit claimants would be eligible for the .maximum credit at S6,000. Eligibility for the credit 
would be extended to families with adjusted gross incomes I(AGI) up to S30,000 ($28.500 for 
those with orllyone child). In addition, the proposal contains a new smaIl ElTC for workers 
without children. Funding for the low-income home energylassistance program (LIHEAP) and 
food stamps would be increased when fully phased in, respectively, by Sl billion and 53 billion 
each year. ' 

n. Proposed Option 
I 

The amount of increase in the mc needed to bring a ta.ahiyof fo~ with· a minimum wage 
earner out of poverty depends on whether the minimum wag~ uincreased or not. The following' 
proposal w01.lld eliminate the poverty gap fora family of !four headed by a minimum wage 
worker if the minimum wage was increased from $4.25 to $4.50 an hour. For a family wit.'l 
two or more children, the maximum credit would increase ftom the current·law level of $1.998 
to $3.370, and eligibility for the credit would extend to inco~es up to S28,000. The maximum 
credit for fa.rr.Ulies with one child would increase from 51,838 under current law to 52,062 under 

.' I 

this proposal. This increase of up to $224 would compeni these families for both the direct 

I 
I 

i 
I 



I 

I 

and indirect (:osts of the energy tax. under~: option, the lredit rate for families with !Wo or 
more children would be 39.7 percent, and for families with one child it would be 34.4 percent. 

, ' I ' , 
This proposed option would be financed by (1) phasing out Ithe maximum credit faster than in 
the February 17 proposal and (2) reducing the $3 billion ~ year 3J.Iocated to the food stamp 
expansion by up to $1.35 billion. Under the proposed' optioh the credit would not be available 
to families wi.th one child earning more than $23.760 a year,j 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 ye:ax (by comparison with $30,000 under the February 17 
proposal). TIleEITC for workers without children contained lin the February 17 proposal would 

, I 

be retained. As in the February 17 proposal, the Low-Income Home Energy Assistance 
Program (llElEAP) appropriation would be increased by $llbillion. This proposal would cost 
510.6 billion in FY 1997 and 540.3 billion over 5 years, approximately the same as the February 
17 proposal (see attached revenue proposal). I· . 

m. Distributional Considerations 
I 
I ' 

Reducing the increases in food stamps and the mc phaseout ranges would affect the 
distribution tables. In particular, families with incomes belbw $10,000 would have a smaller 
reduction in n,et tax liabilities than under the February 17 proposal (i&,., they would still receive 
a tax cut under the proposed option) .. On the other hand, families with incomes between 
510,000 and $20,000 would be better off under the propose;d option. Families with incomes 
between $20,000 and 550,000 would pay an additional $569; million a ye:ax over the February 
17 proposal (about 12 percent more than under the February lil proposal). The average increase 
for a family of earnim~ $40.000 a year wQuld be ap,proximate1y 519 a month (rather than the 517 
a month mentioned in the State of the Union address). I 

i 

I 
These distributional results are not surprising. Reducing the lAG! cut-offs implies that families 
with economic: incomes between 520,000 and 550,000 will receive a slightly larger tax inc:re3..!e 
under this pro:posal. In addition, reducing the food stamp Pr9Posal (while increasing the ETC 
for families with more than one child) shiftS benefits from families with less-than $10,000 of 
economic incclme to those with higher incomes. Only 9% bf families with family ecooo'm,ic 
income below $1Q,000 are eli&ible for the me. Of the 15' million families with incomes in 

1this class, only about 400,000 have two or more children. Thus, expanding the ElTC for 
families with children will not offset the additional tax ~ilities incurred by this class. In 
contrast, expansions of the food stamp program are well-tarigeted for families with econorruc 
income below $10,000 (and more generally, for families with &:anomic income below $20,000). 

IV. Other Policy Considerations in DesIp.in& the EITC I 
! 

1. Administration and Compliance. As the credit amount incieases to levels as high as $3.370. 
compliance pnlblems may grow, Data from the most recent Taxpayer Compliance Measurement 
Program (TeMP) show that in 1988, ~ of EITC claimants! may not have been entitled to the 
amounts paid. About Ji!2. of the amouna paid were in'ex~ of the credit owed to n:cipienu. 

http:DesIp.in
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I 
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Indeed, in m.ost cases of overpayments, recipients were not entitled to illl ElTC. In contrast, 
overpayment errors in other transfer programs are relatively! small (for example, 7% in the food 
stamp progrmn). I 

Analysis of the compliance data from 1985 suggested that JmPlex eligibility rules are often the 
source of the:se errors. To reduce the error rates in the ElT~, 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 oflthis 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 ne~ compliance efforts. In 1991, 79 
percent of the 19,000 fictitious returns claiming refunds of fllore than $750 were' from families 
claiming the EITC. A maximum credit of more than $3,OPO could encourage more taxpayer 
fraud. Families earning less than $8,500 woUld have an incentive to overstate income to get a 
l3!ger credit. Particularly with the credit rate far in excess bf the social security tax rate, many 
may find the temptation of overstating income in order to lreceive a $3,370 credit to be well 
worth the minimal risk of an IRS audit. ' 

2. Losers under the proposal.' Families' earning between $23,760 and $28,500 with one child 
and families l:anUng between $28,000 and $30,000 with.twQ 

I 

children would not be eligible for 
the credit and thus would be worse off when compared to ~ treatment imder the February 17 
proposal. R.educing the expansion of food stamp benefits will also affect many famili~. 
Families who are not entitled to the EITC will be less protected from the new energy taxe.s: 

, among those hardest hit will be those who rely on benefits ~hich are not indexed for infla.tion 
(chiefly, AFDC). I 

I 
3. Work disincentives. Under current law, a family with two or more children can face 
marginal tax rates as high as 48 percent (and up to 56 ~t if they claim the supplemental 
credits). By extending the phase-Qut range to $30,000 for families with two or more children 
and $28,500 for families with one child,.lower middle inco~e taxpayers received a tax cut. aild 
marginal tax rates were reduced for low-income families. The proposed option does not anempc 
to achieve the same goal. Thus~ marginal tax rates for families with two or more children would 
be 2 percentage points hi&her than under current law. Economists differ on the impact of hIgh 
marginal tax rates on work incentives for primary earners. I But politically, high m.a.rgiJul tll 
rates may not. go unnoticed. 

Another cono:m is that the proposed option may reward par:t-time or part-year work over ~''';;:' 
time work. With a $3,370 cred.it,some low-wage work"bs who currently earn above :.~e· 
minimum wage could work fewer hours and receive the s.anie take-home pay. 



1997 1994-1998 

Current Law 

EITe Baseline 

February 17proposal ($4.25 minimum wage) 

EITe Expansion 

Increase in Food Stamp Benefits 

'Increase LlHEAP 

, Total 


Proposed Option ($4.50 minimum wage) 

EITe Expansion 2J 

Incnaase in Food Stamp Benefits 

Increase LlHEAP 

Total' 


-20.258 

-6,662 
-3,000 

-982 
-10,644 

-7,996 
-1,650 

-982 
-10,628 

-93.366 

-26,787 
-12.000 

-2,945 
-41,732 

-30,804 
, -6,600 

-2,945 
-40,349 

Department of the Treasury March 1, 1993 
Office of Tax Ancllysis I 

1/ Negative sign denotes increase to deficit. 

2J EITe increases: for families with one child are phased - in with energy tax. 



Minimum Wage and Earnedlncome Tax Credit Parameters Under Current Law, Present Proposal, and Alternatives' • 

Fully Phased-in Parameters at 1994 Income Levels 1/ 

ela~ea~ 
Minimum Credit Beginning End Maximum Phase-out Income 
Wag~___ 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 with one child 	 $4.25 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 

Families with one child 	 $4.50 34.4% $6,000 $11,000 $2,062 16.16% $23,760 
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 Marc:h 1, 1993 
Office of Tax Analysis 

1/ 	In the alternative option. the expansion of the EITe 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 twl or more children lIvOuld be effective in 1994. 

\' 
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I 
MEMORANDUM FOR SECRETARY BENTSEN 

I
FROM: 	 MAURICE FOLEY AND JANET HOLTZBLATT 

OFFICE OF TAX POLICY 
\. 

SUBJECT: Modifications to the Earned IIncome Tax Credit 
(EITC) 

[ 

ACTION FORI~ING 	EVENT: I \ 
You are scheduled to meet tomorrow with pr~sident Clint6n to 

I •discuss modifications to the Earned Income ~ax Cred~t (EITC) to 
insuretha1: a family of four will be pulled; above the poverty 
threshold. 

\RECOMMENDA~~ION : 

T~yoil S"~r the attached· memorandum to prrsident Clinton . 

.~ ( r~gree 	 Disagree I Let r s discuss 

ANALYSIS: I 

The Center on Budget and Policy Priorities has questioned the 
antipoverty effectiveness of the EITC proposal included in the 
Administrat:ion's revenue package released oh February 17. In 
response tel their concerns, we have restructured thE! EITC 
proposal. We have designed an option that,i in combination with 
an increase~ in the minimum wage from $4. 25 ~o $4.50 an hour, 
would satis:fy the campaign promise. Under the proposed option, 
the max,imultl credit for families with two orj more children would 
be increas~d from $2,000 to $3,370. 

ATTACHMENTS: 	 Tab 1: Discussion 
Tab 2: Tables 
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DEPARTMENT OF THE TREASURY 

WASHINGTON.,O.C. 

ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: JOHND. HAWKE, JR. . i 
UNDER SECRETARY FOR DOMEST!IC FINANCE 

, _ "tL--- I 
FROM: DONALD V. HAMMO~ ; 

FISCAL ASSISTANT SECRETARY 

SUBJECT: ETASM - Electronic Transfer Account 

Background 

Treasury is 'preparing to publish in the Federal Register a notice regarding e electronic transfer 
, I 

account, known as the ETASM. The ETASM is being developed as part 0 EFT '99 to provide 
individuals receiving Federal payments electronicallywith access to an ccount at a reasonable 

I 

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. Thede:velopment of this notice has been a joint undepaking of myself, Con:missioner\ (j1~ • 

Gregg, Deputy ASSIstant Secretary Barr and Under Secretary Hawke. I 
. I 

Proposal for ETAsM Notice I 
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, 6r retirement payment shall be 
eligible to open an ETASM at any Federally-insured financial instifution that offers the account. 
Any Federally-insured financial institution will be eligible, but not! required, to offer ET AssM as 
Trea·sury'sFinancial Agent. ETAsSM offered by a Federally-insuted financial institution must have 
the attributes prescribed by Treasury. In order to maximize the n'umber of financial institutions 

, that choose to offer ETAssM, Treasury will propose to reimbursel each financial institution that 
offers the ETASM se ee er accoun 0 offset the costs of setting up the account. Treasury will 

I 

propose compensation that rises as e number ofETAs opened by the institution meets certain 
volume benchmarksinorder to offs the higher marketing and other costs incurred in successful 
broad outre,ach to benefit recipients . . I 

. -" be~.... Q.,hJJl'"..tti~ 
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Key Tssue 

As discussed below, we intend to propose in the Federal Register n~tice that the ETAsM have 
. certain required attributes. We are in agreement in recommending to you that we propose an 
ETASM and compensation as outlined' above, with the ETASM attrib~tes described below. 
However, there remains one policy issue to be resolved prior to publication. This issue is whether 
to propose that financial institutions be permitted, but not required, ~o offer three optional 
features for the ETA SM, at. an additional fee to consumers. I ~ 

v81
Proposed ETASM Attributes 	 . 

Afterconsidering the comments that we have r~ceived on the EF-i?9 regulation and additional 
research that we conducted on the costs to financial in~titutions of t,he possible account features, 
we propose to issue a notice seeking comment on an ETAsM with the following attributes: 

I 
an individually owned account at a Federally~insured financial institution (banks, thrifts, 
and credit unions);' 	 . I 
available to any individual who receives a Federal benefit, wage; salary, or retirement 
paymt:nt;' 	 I· . 
accept electronic Federal benefit, wage, salary and retirement payments only; 

• 	 subject to a price cap of $3 .00 per month; I 

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

available through a) over-the-counter transactions at the fiJanciai institution or branch, b)


I 

the financial institution's automated teller machines (ATMS), or c) any combination of a) 
and b) at the option of the financial institution;l I 
for firlancial institutions that are members ofpoint-of-sale ("POS") networks, allow POS 
purchases at no additional charge by the financial institutiori offering the ETAsM, as wen 
as ca~:h withdrawals and cash back with purchases, consistent with current commercial 
practice; . I S"Q,..,.e.. 

• 	 provide the same consumer protections that are available to other account holders at th~ 

financial institution, including, for accounts that provide elJctronic access, Regulation E 

protections such as disclosure, limitations on consumer lia8ility, procedures for reporting 


~rlost or stolen cards, and procedures for error resolution; I 

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

provide a monthly statement. 


.."..-------6.fA-
Discussion of OptionaYFeatures 

In forrnulatil'lg the attributes for comment, we considered whetherl t6 permit financial institutions 
to offer the following additional features: (I) pay interest on the account balance; (2) accept 
electronic d~:posits other than Federal benefit, wage, salary and retirement payments at an 

, 

, 
I Financial institutions may provide additional withdrawalr at no charg!! or for a fee. 

I 

I 

I 
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additional fee to the account holder, andlor (3) provide pre-authoriz~d debit capability at an 
additional fee to the account holder. .l.'. I 

/C)f/t.~A . I 
• 	 Advanta&es: Each of thtffeatures offers potential advantages to some portIOn of eilglble 

\ recipients. Each of the features would be offered at the opti~n of the financial in~titution, 
~ an additional cost to the recipient which would minimize concerns about cross­


subsidization for these features. Because' these features would increase the ETA'SSM 

attractivenes~, permitting t]lEZ~~ features may encourage morf Federal payment recipie~ts 


(
to sign up forthe ETAS~Mrel.I.1ting in increased long-term sa.vings to the Govem~U 
This is particularly impo nt given our recipie ndty ap~roach to waivers. These 
option,il features may als help to create a use~ermedia~e step for those without bank 
accounts in their transitio to the financial services mainstream. . 

f'd-t{\ii\it' \\1.) . i 
A. Interest on Account Balance i. 

The payment ofinter~~t on savings would encourage! and reward savings 
by low income recipients and could be provided at negligible cost to 
financial institutions. Consumer organizations comniented that this feature 
would be useful for their constituencies. I 

C. Pre-Authorized Debit Capability 

i 

The ability for recipients.to initiate preauthorized thitd-party debit 
transactions would be a convenient and cost-saving fueans for ETASM 

I 

holders to pay recurring bills and could reduce recipients' reliance on using 
third parties, such as check cashers, to obtain money orders and cash. 

Disad'vantages: Many financial institutions commented th~t the ETAsM should be 
designed as a basic account that could be easily offered by ahy financial institution and 
easily understood by consumers. Variation in ETASM featu~es may be confusing to 
recipicmts and more difficult to market as an standard product. Additionally,variation in . 
the fel:lltures of the ETASM a1so may make it harder to protect the ETASM mark. Adding 
featurc~s, even as options, poses the risk that financial institu~ions will not be willing to 
participate, or that some existing customers may prefer thes~ accounts to others offered by 
financi.al institutions. In addition, permitting financial institutions to offer optional features 
has operational implications for FMS. Greater complexity ih the ETASM will likely result 

1----- ­
I 
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in more inquiries from recipients, increasing FMS workload.! Monitoring compliance by 
banks with ETASM requirements will be more complicated apd time-consuming if the 
produGt is more complex. j 

A. Interest on Account Balance 

Our analysis shows that a majority offunds are draWn down soon after deposit by 
benefit recipients and thus the interest paid to the ac~ount holder would be very 
small, bringing into question whether the benefit is ~orth the additional complexity 
that this feature would add(i.e., Truth in Savings di~cJosures, 1099 reporting). 

, I 

B. Acceptance of Other Electronic Deposits­

'In general, Federal benefit payments (e.g., Social Security) may not be attached by 
creditors. Iffunds deposited are limited to Federal ~enefit, 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 ETASi 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. Sevkral consumer groups 
commented that many unbanked individuals do not htilize accounts at financial 
institutions because they fear that funds deposited t6 such accounts will become 
subject to attachment by creditors., (lfthe additionkl deposits option were offered 

I 

to consumers, Treasury would want to assure appropriate disclosures and also 
encourage Federal agencies to issue simple resolutiOn rules to help recipients and' 

,financial institutions quickly detennine which funds :cannot be attached.) , , 
Consumer protection provisions would add complefity to banks that might 
consider offering the acco~nt and could discourage Ithem from offering this feature. 

C. Pre-Authorized Debit Capability 

If the ETASM were permitted to offer ACH debit dpability, differences in 
I 

clearance mechanisms between ACH debits and A1jM withdrawals could result in 
overdrafts to ETAssM or rejected transactions, which will result in higher costs 
both to financial institutions and recipients. Overd~afts were, cited by both financial 
institutions and consumer groups as a reason many irecipients avoid banking 
relationships. In addition, in view of the increasing I incidence of ACH debit fraud, 
recipients may inadvertently authorize ACH debit e,ntries to pay for goods and ' 
services that are not delivered or are not as represehted, thereby incurring costs 
they can ill afford. Additionally, it is est,im.ated that only a small percentage of 
recipients would use this feature if it were availabl~. 

, I 

I 
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Recommendation 

We recommend that the ETASMlild compensation e proposed as outlined above. We would like 
to meet with you to discuss the three optional features discussed a~ove, and the appropriateness 
of excluding them from the account at this time. I 

______._.Approve___.....;Disapp(ove___....;:Let's Discuss 

cc: R. Gr,egg 
M. Barr 

..­



EXECUTIVE SECRETARIAT CORRESPONDENCE MEMO COVER SHEET 
i 

Tuesday, November 03, 1998 

PROFILE #: 1 !398-SE-012456 

DATE CREATED: 1'1/03/1998 PRlORlTY:Y 

ADDRESSEE: Robert E. Rubin AUTHOR: Hammond, Donald V, 
.secretary Fiscal Assistant Secretary 

ISUBJECT: ETA sm - Electronic Transfer Account 

ABSTRACT: ETA sm - Electronic Transfer Account. / 

RM 3419 
• J 0 "­

TO RE:EWERS AJ tv i 
TO THE SECRETARY 

DATE SIGNED: 

.. 
It \)>1~ 'b\~ I 

.. \\- , ~(f'III(;J
(/--' ~Sl 

DISTRlBUTION: US, DOMESTIC FINANCE 

. 

TO EXECUTIVE SECRETARY 

IN: 

AS, FISCAL 

IV L ( 

/f/C C/O, 

/,/c (. C c ~ (h F 
I C'lAj1-M .. 

i. /l/~(l/if~tC 
1l/~!1f 

I 

11/03/199810:25:13AM 

.. _«_._-_._------­



-.; 

_ 

_ 

i \ C'\ C) ~. 5'e- () I.;; 4 
! 

, I NO. _____
TREASURY CLEARANCE SHEET! 

Date _____I 
I 

MEMORANDUM FOR: (E SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
o ACTION 0 BRIEFING 0 INFORMATION 0 .........,... &'"'.~.. 


o PRESS RELEASE OPUBLICATION OREqUl..ATION 0 SPEECH o TESTIMONY 	 0 OTHER ________ 

FROM: Donald V. Hammond, . !tant Secretary 

THROUGH: John D. Hawke, J ,-Domestic Finance' 

SUBJECT: Electronic Transfer Account (ETA) 


I 

o Illternoc.iolUll AHain 	 o ~"I..tiv~ Allain/ o OOu______o Mill. !gemeat , 
OOCC . 

, 
INITIAL DATEINAME IPleJl..:W! T.vpel OFFICE: TEL. NO. J 

INITIATORIS) 

IDonald'Hammond ~iO/28/9E Fiscal Asst. Sec. 622-0560 

REVIEWERS 
 I 


I 

Commissioner, !FMS 874-7000 

I 
I[OUL lQ/,-,{ ~~ Deputy Asst. Sec.Michael Barr 622-0016 

1<iV'M,$ur 

I 
Ed Knigh.t General Counsel 622-0287 

I 
Exec. Sec. 	 Exeeutive sec~etariat 622-0066 

! 

I. 
.SPECIAL.INSTRUCTIONS 

/ 

REVIEW OFFICES (Cheek when office clears) 

o UDd.!r SecreIAry for. FiDlln<:e 	 o Elllorcemellt 
o DORl..stic FiDAlI~ 	 OATF 
o Economic Pallcy 	 o CUlll.Omi 

CXFiscal 	 o FLETC 
CJ FMS o Secret Srrrice 
C) Public Debt o Gueral Gaullel 

o Iaspector Gaeral i 

o Ulldu St"CI'elAry for laU!rnac.ional AUain; o IRS j 

1 
I 

o Policy Maugemeat 
o 	Schedllliag 

o Public Allairsll.iaillOl!. 
CJ Tu Poliey 
o Treuarer 

DE.!.P 
o Miat 
o Saviag. Boadl 

I 
. . I 

o Review Officer 	 Date o Exeaative Secretary . Date 

I . 
ab F 80-<)2.1 IOM891 



. , 	
'1 

\ 

.. ~t~ .1i 
tfI'{Yl~b 

TREASURY CLEARANCE SHEET No.·lcIS [ -s e - CJ I 2..'-t:5'-' 
. 	 . i.. Date ------ ­

MEMORAJ'IDUM FOR: IZI SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
o ACTION . 0 BRIEFING OINfjORMATION 0 LEGISLATION 
o PRESS RELEASE 0 PUBLICATION 0 REGULATION 0 SPEECH 
o TESTIMONY 0 arn~ I _________ 

FROM: Donald V. Hammond, Fiscal Assistant Secretary 
THROUGH: John D. Hawke, Jr., Under Secretary-Domestic Finance 

SUBJECT: Electronic Transfer Account ~ETA) 

REVIEW OFFICE:S (Checlc when oCfice clears) 

o UDder Seaew,' for FiDU<:e 	 o Enloreement 
o Domestic Finna 	 OATF 
o J::COIIOmiC PoU")' 	 o Cu.tom, 
CX:Fiscal 	 o FLETC 

IJ FMS o Seent Scrvi~ 
IJ Public Debt o GeMl'aJ CoWl.e! 

o IoaptC'l4l' Generall' o UDder Seaeary for IDtenlat.iou.! AHairs o IRS 

! 

a Policy ManagemeDt 
a Scheduliog

o Public Allain/Liaison
o Tu Policy 
a Treuurer 

OE&P 
o Miot 
o Saviog. Soad. 

o IDtUDatiooai AHains 	 o I..egi"Ltuve Allain o Othao ______o M&I..;gemeat I 
DOCC , , 

I 

TEL NO.DATE OFFlq:!NAME (Please T:rpel , INITIAL I 
iINITIATOR'S) 
I 

V I~-~ Donald Hammond . 10/28/9f~ Fiscal . Asst. Sec. 622-0560 
REVIEWERS I 

Richard Gregg Commiss~6ner, FMS 874-7000 

IMichael Barr Deputy Asst. Sec. 622-0016(JUL 
({Of / '2-' ( q~ 

I 

'M,$ur~~ 

Ed Knigh"t General Counsel 622-0287
I 
i 

Exec. Sec. Exeeutiv'e seJretariat 622-0066 

SPECIAL INSTRUCTlONS 

. Ia· Review Officer ' 	 Date o Exeeutiw Secretary , Date 

I 
00 F 80'()2.1 1041891 



'i 9 98 - :SE - 005'272 

1 

DEPARTMENT OF THE TREASURY 
WASHINGTON., D.C. 

April 28, 1998 

ASSISTANT SECRETARY 

MEMOR~NDUM FOR SECRETARY RUBIN ~ 
THRU: John D. Hawke, Jr 


, Under secretary 0 he Treasury 

(Domestic Finance) , 


FROM: Donald V. Hammo~' , 
Acting Fiscal Ass1stant Secretary 
, I

SUBJECT: EFT'99: Approaches to Offering the ETA 
I
!, 

,As our analysis of offering the lowlcost banking product 
(Electronic Transfer Account, ETA) directed to recipients of 
federal payments without accounts progresses, we have started to 
discuss an alternative way to offering t~e account. As 
originally conceived, Treasury wb~ld divide the country into a 
number of, region~ (e.g. five) and compet~tively select a provider 
to offer the ETA in each region. The selected depositary 
institution would then establish relatiohships with other 
depositaries (banks, thrifts, credit uni9nS) in the region to 
enroll recipients and allow surcharge-free access to the account 
at their locations.' The intent of this ~esign 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 population. ' i' ' 

Subsequent to our last meeting withi you, we have become 
concerned that the combination of our liberal waiver policy and 
the economics of offering such an accoun~ structure could lead to 
a situation in which we do not achieve the level of geographic 
coverage that we are interested in. Accordingly, we have been 
exploring an alternative structure. undbr this alternative, 
Treasury would publish the account features of the'ETA and 
encourage all depositary institutions tol offer the account. 
Those institutions interested in offering the ETA would then sign 
agreements with Treasury that would contain the detailed terms of 
being an ETA provider. Weare currently analyzing the economics 
of this approach" 

The two key differences between the, approaches are that: (i) 
there is no linkage 'between institutionsl offering the account in 
the second approach; and (ii) with the first approach the cost of 
the account is set by competitive bidding and under the second 
approach Treasury would presumably need to establish some type of 
maximum acceptable price. It is our intention to complete our 
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analysis of the second approach and then, by comparison with the 
original approach, determine which is most' likely to meet our 
programmatic objectives. I 

The basic features of the account remain essentially the 
same under both approaches but the opportuhity to offer 
additional services in the basic ETA is pr~bablY diminished with 
the second approach. . I 

As we analyze and compare the two aPPFoaches, it is our 
intention to discuss the merits of each with both financial 
institut~ons and consumer organizations .. We will conduct two· 
round tables with interested organizationslwithin the next four 
weeks. Additionally, I intend to discuss the concept of the 
second "franchise" option in an upcoming pr~sentation to the Mid­
America Payment Exchange. The new approach under consideration 
is likely to receive some press coverage irt trade pubiications 
such as the American Banker. 

cc: M. Barr 
R. Gregg 
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~1EMORAL'lt)UMFORSECRETARYRUBIN.. . I ~~~ 'Y'~1t 
THROUGH: 	 JOHN D. HAWKE, JR!,@8:l~d) I L 

UNDER SECRETARY FOR DO~STIG FINAL'iCE ' 
_. r"\.. \..-- , 

FRO~(: 	 DONALD V. H.Ai\1MON~ 
FISCAL ASSISTANT SECRETARY 

SUBJECT: 	 ETASM - Electronic Transfer Account 

Background 	 I 
i 

Treasury is preparing to publish in the Federal Register a notice regarding the electronic transfer 
llccount, kno'Ml as the ETASM. The ETASM is being developed as part ofEFT '99 to provide 
individuals receiving Federal payments electronically with access to: an account at a reasonable 
cost and with the same consumer protections as other account holqers at the same financial· 
institution. The Federal Register notice will descnoe the proposed/attributes ofthe ETASM and 
request public comment within thirty days. The development ofthis notice has been a joint 

. 	 I, 

undertaking 'Jf myself: Commissioner Gregg, Deputy Assistant Secretary Barr and Under 
. . 	 I 

Secretary HaWke. 	 .. . I . 
Proposal fo," ETASM Notice 	 : 

The EFT 99 Regulation (31 CFR Part 208), published on Septemb1er 25, as a final rule, provides
I 

.' 	 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 instihltion that offers the account. 
Any Ferlerally-insured financial institution will be eligible, but not required, to offer ETAsSM as 
Treasury's Financial Agerit ETAsSM offered by a Federally-insured financial institution must have 

I 

the attributes prescribed by Treasury. In order to maximize the m.imber offinancial institutions 
. that choose to offer ETAsSM, Treasury will propose to reimburse ~ach financial institution that 

offers the ETASM a set fee (about $12) per account to offset the cPsts ofsetting up the account. 
Treasury willopropose compensation that rises as the number ofEifAs opened by the institution 

-	 I 

meets certain volume benchmarks in order to offset the higher marketing and other costs incurred 
in successful broad outreach to benefit recipients. 

EXECUTIVE SECRETARIAT 
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Key Issue 

As discussed bel,ow, we intend to propose in the Federat Register n~tice that the ETASM have 
certain required ;attnbutes. We are in agreement in recommending to you that we propose an 
ETASM and cOnlpensarion as outlined above, with the ETASM attribdtes descnbed below. 
However, therelremains one policy issue to be resolved prier to publication. This issue is whether 
to propose th,Lt financial instirutions be permitted, but not required, to offer three optional 
features for the ETASM, at an additional fee to consumers. 1 

i I: 

Proposed ETAs... Attributes 

. After consideriJlg the comments that we have re<:eived on the EFr.i9 regulation (212 letters) and 
additional resldrch that we conducted on the cost.:; to financial institutions ofthe possible account 
features, we prJpose to issue a notice seeking comment on an ETASM with the following 
attributes: I ' ..I 

an individually owned account.at a Federally-insured financial instirution (banks, thrifts, 
and credit unions); . ' I 
aVailablf to any individualwho receives a Federal benefit,~e, salary, or retirement 
payment; 	 , 

• 	 accept bIectronic Federal benefit, wage, salary and retirement payments only; 
subjCi:t Ito a price cap of $3.00 per month; i 
permit ~ minimum of four cash withdrawals per month, without additional charge, 
availah~e through a) over-the-<;ounter transactions at the ~cial,institution or branch, b) 
the financial .institution's automated teller machines (ATMS), or c) any combination of a) 
.and b) in the option ofthe financial institutio~l I . . 

• 	 for fu~cial institutions that are members of point-of-sale \rPOS") networks, allow POS 
purct~es at no additional charge by the financial instirution offering the ETASM, as well 
as cash! withdrawals and cash back with purchases, consist~t with current commercial 
practice; I . 

• 	 provid~ the same consumer protCi:tions that are available t9 other account holders at the 
same financial institution, including, for accounts that provide electronic access, 
Regula'tion E protec+.ions such as disclosure, limitations on/consumer liability, procedures

I 	 . 
"for fI!pOrting lost or stolen cards, and procedures for error/resolution; 

. . require no minimum balance, except as required by Federal or State law; and 
• 	 providf a monthly statement. / 

I 	 ~ 

Discussion ofi Optional ETA Features i 
~ I 

In fOrrDulatin~ the attributes for comment, we considered whetheJ to permit financial institutions 
to offer the following additional features: (1) pay interest on the ~count balance; (2) accept 
electronic dep.,losits other than Federal benefit, wage, salary and r~ement payments at an 

I
I
I 	

. • 
1 Financial institutions may provide additional Withdrawal~ at no charge pr for a fee.: 	 .' . I 
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additional fee to the account holder, andlor (3) provide pre-authorized debit capability at an 
additional fee to the account holder. . I' , 
• 	 Advanta:es: Each of the optional features,offers potentiB;l advantages to some portion of 

eligible recipients, Each of the features would be offered~t the option of the financial 
institution and, with the exception of paying interest on th~ account balance, there would 
be an additional cost to the recipient which would minimize concerns about cross­
subs,idization for these features. Because these features wbuld increase the ETA' SSM 

attractiveness? permitting these features may encourage mpre Federal payment recipients 
to sign up for the ETASM, potentially resulting in increased long-term savings to the 
Government. This is particularly important given our recipient-friendly approach to 
waivers~ These optional features may alsci help to create ~ useful intermediate step for \ 
tho~>e :without bank: accounts in their transition to the financial services mainstream. , 	 I 

A. 	 Interest on Account BaJance 
, 	 I 

; Th f' . uld 'I d ' d ' , e payment 0 mterest on saVIngs wo encourage an rewar savmgs 
by low income recipients and could be provided at negligible cost to 

, financial institutions, Consumer organizations cOfumented that this feature 
would be useful for their constitue~cies. ' I ' 

I
B. Acceptan~e of Other E1ectronic Deposits: I ' 

, 	 I 
Permitting financial institutions to accept electror¥c depositi of other types 
of payments would enable broader use of the ET~SM for deposits and 
payments from other sources and wage income' ot matching funds under 
Individual Development Account (IDA) program~, ' 

I 
: . C. Pre-Authorized Debit CapabiJity ,I 

. 	 The ability for recipients to ini~te p;eauthoriz«!!third-Party debit _ 
transaCUons would be a converuent and cost-savmg means for ETA3M 

I 

, 	 holders to pay recurring bills and could reduce r~pientst reliance on using 
third parties, such as check cashers, to obtain mo:ney orders and cash. 

I 
: . 	 1 

Disadvanta:es: Many financial institutions commented thai the ETASM 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 . 
redpients and more difficult to market as an standard prbduct. Additionally, variation in 

, 	 I 

the features of the ETASM also may make it harder to protect the ETASM mark. Adding 
featltres, even as optionS, poses the risk that financial in~tutions 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 U¥tutions to offer optional feature~ 
h,1S ,operational implications for FMS. Greater compl~ty in the ETA3M will likely result '. 
in more inquiries from recipients, increasing FMS workload. Monitoring compliance by 

! 
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, , 

banks with ETASM requirements will be more complicated and time-consuming if the 
produ,;t is more complex. ' , , I' 

I 
A. Interest on Account Balance 	 I 

I 	' 
Our analysis shows that a majority ,offunds are dr:J.wp down soon after deposit by 
~enefit recipients and thus the interest paid to the acCount holder would be very 
small, bringing into question whether the benefit is ~orth the additional complexity 
~hat this feature would add (Le., Truth in Savings diflosures, 1099 reporting). 

B. Acceptance of Other Electronic Deposits 
I 

In general, Federal benefit payments (e.g., Social Sd:urity) may not be attached by 
creditors. Iffunds'deposited 3J'e limited to Federal ijenefit, wage, sa!ary and 
retirement payments, most ETAsSM would be largely exempt from attachment by , 
judgment creditors. In contrast, permitting other types ofpayments to be 
deposited to the ETASM would mean that the ETAj into which other funds were 
deposited could be a~(\ched in the same manner as any other account at a financial 
'institution to which Federal payments are sent Sev~ral consumer groups 
commented that many unbanked individuals do not htilize accounts at financial 
:institutions because they fear that funds deposited t? such accounts will become 
:subject to attachment by creditors. (If the additional deposits option were offered 
I to consumers, Treasury would want to assure appr6priate disclosures and also 
,encourage Federal agencies to issue simple resolutibn rules to help recipients and 
financial institutions quickly determine which fundslcannot be attached.) 

,Consumer protection provisions would add complcirity to banks that might 
: consider offering the account and could discoura~e; them from offering this feature. 

, 

: C. Pre-Authorized !lebit C.pabmg . I 
i If the ETASM were penrutted to offer ACH debit capability, differences in 

, I 

i clearance mechanisms between ACH debits and AThl -withdrawals could result in 
i overdrafts to ETAsSM or rejected transactions, whi'ch will result in higher costs 
: both to financial institutions and recipients. Overdrafts were cited by both financial 
, institutions and consumer groups as a reason man~ recipienti avoid banking 

., 	 relationships. In addition, in view of the increasing incidence ofACH debit fraud, 
recipients may inadvertently authorize ACH debit entries to pay for goods and 
services that are not delivered or are not as represbnted, thereby incurring costs 
they can ill afford. Additionally, it is estimated ~t only a small percentage of 
recipients would use this feature if it were availablb. 

I 



" 

Recommend:ltlon 

We r~ommend that the ETASM and compensation be proposed as outlined above. We would like 
, I 

to meet with you to discuss the three optional features discussed above, and the appropriateness 
of excluding them from the account at this time. . 

__---.;Approve__---:Disapprove___Let'5 Discuss 
i 

cc: R. Gregg 
M. Bart 
G. Geruler 

;
I 
I 

I 

, 

' .. 

II, 

I 

I 
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DEPARTMENT OF THE TREASURY..& 
WASHINGTON, D.C. I !NFORM~110NJanuary 19, 1999 

ASSISTANT SECRETARY -4?'( ~ 
MEMORANDUM FOR SECRETARY RUBIN V~ 
FROM:' DONALD HAMM~ , 

FISCAL ASSISTANT SECRETARY, ~.~~ 
I 

SUBJECf: ' ETA Ron-Out 

As you know, the Electronic Transfer Account (ETA) will highlight 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 

, 	 I 

An interdepar;tmental team has put together a very ambitious rolliout plan which has two goals: 

• 	 To be able to announce, at the time the ETA specs beco~e available, that a number of . 
influential financial institutions (we are targeting 100 large banks, community banks, credit 
unions, etc.) have agreed to offer the ETA account. I . 
To obtain commitments from a significant number ofbanks that they will actually offer the 
ETA ~s soon as it is available. .i 

statement. 

Attachment : 

I 
I attached the roll-out plan, for your information. We will be asking youto make a public 

, 
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(I 	 i ACTION 
DEPARTMENT OF THE TREASURY 

I 	 ' 
WASHINGTON, O:C. I 

May 7. 1999 
ASSISTANT SECRETAFIY 

MEMO]lANDUM FOR SECRETARY RUBIN 

THROUGH: GARY GENSLER 
UNDER SECRETAR 0 TIC FINANCE) 

FROM: 	 DONALOV. HAMMO~ 
FISCAL ASSISTANT SECRETARY 
. 	 I 

SUBJECT: 	 Electronic Transfer Account (ETAS~) Features, 

I 

ACTION FORCING EVENT: This memorandum sets fort~ 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 ~oncurrence. 

RECOMMENDATIONS: 
, 	 ' 

We recommend that the basic ETASM attributes and compensation ($12.60) for one-time account 
set up costs be finaJizecl as outlined below. We further reco,mtnend that financial institutions be . 
given the option of paying interest and the option of allowing ~dditional deposits (electronic, cash 
or check at the FI',S discretion) into an ETAsM, but not be gi~en the option of offering ACH debit 
capabilit)~ditional feature. " ! 

___V_ Approve Disapprove' Let's Disduss 	 ' 
, 	 I 

I 
! 

Backeround 

The EFT 99 Regulation, which was published on September ~5, 1998, provides that any 
individual who receives a Federal benefit, wage, salary, or reti~ement 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 ET AssM as Treasury's Financial Agent. IAiI ETAsSM must conform to the 
attributes prescribed by Treasury. I 

I 
The ETAsM will provide individuals who receive a Federal paYment with access to an account at a ' 
reasonable cost and with the same consumer protections as other account holders at the same 
financial institution, which conforms with ~,he criteria specified in the Debt Collection . 
Improvement Act of 1996. The ETASM will primarily be usefUl to Federal check recipients who 

I 

currently do not have a bank account. 

fiCunVE SECRETARIAT ' 
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. ~ ~ WASHINGTON, D.C. 20220 	\ AC1101 

MEMORANDUM FOR SECRETARY SUMMERS 

FROM: 	 David Wilcox' l)W 

Assistant Secretary 

(Economic Policy) 


Lisa S; Andrews J..,.it­
, Deputy Assistant Secretary 


(public Liaison) 


Michael S. Barr 
Deputy Assistant Secretary 
(Community Development Policy) 

DATE: 	 August 11, 2000 
; 
I 

SUBJECT:. NPFE Youth Financial Literacy Task Forc~ 

. . .' \ 


ACTION FORCING EVENT 

Jump$tart and other NPFE partners committed to youth educatio,n have asked that we create a 

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

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

of the sensitivity surrounding Federal mandates pertaining to publiC? school curricula. Indeed, 

our strategy has been to focus on alternative approaches to promot4tg youth financial literacy 

that do not involve school curriculum mandates. Based on our extensive consultations With a 

broad range 'of interest groups andp3rtners, our best guess is that, iD. addition to J~p$tart, the 


. five most important participants in this effort will be Chase and its ~ancial institution partners, 
the Business Roundtable, Junior Achievement, the National Education Association and its 
partner education groups, and the. National Urban League. i . , 

" 

i
, RECOMMENDATION : 	 i 


I 


,That we announc/ethe creation of the NPFE Y:;;:JUthF'cial Literac?, Task Force as described 

,below. IJ A AA
L ('

...> tlLJ f2-" I /V \. I v'-fl JL ­

Agree \; Disagree 	 Let's Di1scuss N' C- C. 

I 1Jti~ 

---- -,-------_.- ._-----,- ­
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DEPARTMENT OF THE TREASURY 
, I 

WASHINGTON, D.C. 202~OI, 	 ACTION 

MEMORANDUM FOR SECRETARY SUMMERS 


FROM: 	 David Wilcox "VW 
Assistant Secretary 
(Economic Policy) 

Lisa S. Andrews I.-- A-­
Deputy Assistant Secretary 
(Public Liaison) 

-. 
Michael S. Barr 
Deputy Assistant Secretary 
(Community Development Policy) 

DATE: 	 August 11,2000 

SUBjECT: 	 NPFE Youth Financial Literacy Task Force 

ACTioN FORCING EVENT 
; i 

Jump$tait and other NPFE partners committed to youth educhtion have askedthat we create a' 
task forcl.:~ 4evoted to improving the financial literacy and pe~sonal financial competence ofour 
natioFl's youth. In putting together the proposal for this task fbrce, we have been very cognizant 
ofth~ sensitivity surrounding Federal mandates pertaining 'to1public school curricula. Indeed, 
our strat(!gy has been to focus on alternative approaches toptomoting youth flnancialliteracy 
that do not involve school curriculum mandates. Based on o~r extensive consultations with a 
broad range of interest groups and partners, our best guess is ,that, in addition to Jump$tart, the' . 
five rhost important participants in this effort will be Chase apd its financial institution partners, 
the Business Roundtable, Junior Achievement, the Nation3.I Education Association and its 
partner education groups, and the National Urban League. I I 

i i 
.' I 

REC0MMENDATION 	 " I 

That we announce the creation of the NPFE Youth Financ~alLiteraCYTaSk Force as described 
belmY. 

Agre~ 	 . Disagree ______--;.-I I Let's Discuss ________ 



.... 


BACKGROUND 

The mission and objectives ofthe task force are: 

• 	 Mis~ion: to increase awareness of the need for our youth to !enter adulthood with adequate. 

personal financial skills, and catalyze and support collabor~tive efforts of state and local 

interests to enhance opportunities for learning. recognizing;the local nature of the decision 

making process. (See Tab 1.)' ! . . 


• 	 Objectives: 
I 

..; Create ~ national promotion campaign and a campaign bfoutreach to state and local 

business, education,communities and families.' iI . . . . 


..; Catalyze the creation of task forces by state and local decision makers to examine needs, 

recommend options, and develop and implement plans.: . . 


, I 

..; 	 Provide a national source of resource information to sta,te and local initiatives, e.g., "best 

practices" information. I 


I 

I 

A list of committed task force members is attached. (See Tab 2'.) 
I 

Leadership Group: The participation ofhigh profile leaders of organizations representing a 
. broad range ofkey community groups--financial and business interests, grassroots community 

interests, school, and community out-of-school interests-- is eskential to undertake the promotion 
campaigns; catalyze the creation ofstate and locaI.w9tking grclups; and facilitate development of 
options. A "wish" list ofpotential leaders is attached. (See Ta~ 3.) . 

I I 

. 	 . 
Value: WI~ and the organizations that have committed to thetask force believe that it would 
uniquely leverage existing efforts in two ways: 	 I 

! 
• 	 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 thari existing efforts, that cannot :command their attention. 

. 	 . I 

• 	 A national entity to coordinate broad exchange of resource information on all possible 

venues of action would provide a greater measure of a~sistance to state and local task 

furo~. i . 


. If you. approve of the mission and direction of the Task Force ~s explained herein, the Youth 
Education Task Force will meet in early September and formu:late plans on how to proceed. (See 
Tab 4 for proposed Agenda.) . i 
AttachJ.11ents: 	 I 

Tab 1. Mission Statement 

Tab 2. Members of Task Force , 


, 
ITab 3. Possible Leadership Advisors . 

. 

I. 

I 
I. Tab 4. ·Draft Agenda I 



. I 

I . 
NPFE Youth Education Task FQrce (Draft) 

Mission Statement I 
, 

What is the Youth Education Task Force: The Youth Ed~c~tioi1 Task Force of the National 
. Partnership for Financial Empowennent is devoted to improyihg 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 probl~m begins as soon as our youth . 
enter adulthood. This prevents them from laying the best possible foundation for a secure 
financial filture. 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 
possessing practical financial skills and understanding to manage their financial lives, participate 
in the workplaces' of our economy, support themselves and buqdwealth to meet their life goals' 
and protect themselves against financial adversity. It is criticalfto the wellbeing ofour people 
and our nation that we raise personal financial competence. By wisely managing their own 

I 

assets and investments, not only do people build their own economic futures, they sustain the 
economy as a whole. 	 ;.. 

,, 
I • 

Whatis our Mission: The mission of the task force is to incre~se awareness ofthe 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. 

. 	 ! 
i . 

The process by which our youth acquire financial skills is a multilayer one, which begins in the 
home and continues in the schools and in after-school settings. i,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, commhnity and family efforts, along 
whatever venue or combination ofvenues is appropriate to achi6ve the goal. . 	 I . 
What will we undertake: . The objectives of the task force are: I 
• 	 Improve awareness by creating a national promotion campaign and a campaign of outreach 


to state and local business, education, communities and fami'lies. 

• 	 Create venues for local decision making by catalyzing the crbation of task forces by state and 

local.decision makers representing all interests to examine needs, recommend options, and 
, • 	 I . 

develop and Implement plans. ..•. . 
• 	 . Assist in developing options, by providing a national source 6f resource irifonnation to state 


and local efforts, e.g., "best practices" infonnation. i \ '. 


Leadership Group: The participation ofbigh profile leaders of organizations representing a 

broad range Qfkey community groups and expertise--financial artd business interests, grassroots 

communi:ty interests, school, and community out-of-school interests-- is essential to undertake 

the promotion campaigns; catalyze the creation of state and local! task forces; and facilitate 

development ofoptions. \. . 


I 

1 




, I 
Youth Education TaskForce 


Members 

August 8, 2000 


Dara Duguay, Executive Director, Jumpstart 
Pete Harder, SVP for Education, Junior Achievement I 

Karla Ballard, President, National Urban League Young Professionals 
Steven Malin, VP for Media, Federal Reserve Bank ofNY 
Denise Nix Thompson, VP for Community Development, Chase 
Cynthia Booth, Firstar : 
Elizabeth Schiever, Director High School Financial Planning Program, NEFE 
Elizabeth Volard, VP, NCEE 
Susan Traiman, Director for Education, Business Round Table! 
Larry Sprenson, Director ofBusiness Outreach, NEA : ; . 
Steve S'alem, VP Government Relations (or designee), Boys and Girls Clubs ofAmerica 
Learning First Alliance or members?? i 

American Association of Colleges for Teacher Education, American Association of 
School Administrators, American Federation ofTeachek Association for Supervision 
and Curriculum Development, Council of Chief State School Officers, Education 
Commission of the States, National Association ofEle~entary 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 I 

Barbara Be:shol, President, Money Institute 
Stephan Avena,President Save for.America 
Catherine Cummings, VP, Mastercard (conditional) 
Kathy McNally, VP for National Financial Literacy, NFCC 
Bi'ian Amsel, Director ofEducational Services, Genus 

Fedr::ral agency affiliate members 
. Lucy Huffman, Treasury 
SuzanneBlouin, 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 firtancialliteracy working group) 

Julie Macadory, CCCC (Mississippi Jumpstart) :. . 


I 

I 
I 

I6 , I 



NPFE Youtb Education Task' Force 
Possible Leadership Advi~ors 

I I 
I 
I 
I 
I 

Note: this is a "wish" list. We have not{ormally contacted, any of these individuals. 
. , I 

Private corporations and associations 
(Executive VP or President of Foundation level) 

Chase (Mark Willis, EVP) ; 

Other New York money center financial institutions e.g., Merr~ll Lynch, Citibank 

Other regional and national banks who are supporters of partners or already supporting 


. local/state initiatives, e.g., MBNA, Bankcorp South , 
FNMA, Freddie Mac I 
Bell Atlantic, IBM, HFC, American Century, and others who Have met with Secretary 
Busine~s Round Table or Junior Achievement board members 1 . . 

~A I 

CBA II 

CUNA 

Regulatory banking-related 
Board bf 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 
American Federation of Teachers I 

•Association for Supervision and Curriculum DeveloPn1ent 
Council of Chief State SchocH Officers ; i 
. Education Commission ofthe States . I 
National Association. of Elementary School Principals I 

National Association of Secondary School Principals i 
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 

4 



\ 
Grassroots 
Boys and Girls Clubs 
Nationa14-H Council 
Boy Scouts and Girl Scouts 
Nation~l Urban League and others they will suggest 

Bipartisall political . 
National Governors Association 
Conference ofMayors ! 

National Association of State Treasurers or Attorneys General I 
I 

I 
! 
I 

I ! 

/ 
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\ 
, 

I 

I 

I 
I 

DRAFT II 
I 

. Youth Education Task Force Agenda 
(jor proposed Sept. mtg.) 

I 

I 
Note: Participants must come to a collective decision regarding the following questions and 
issues rega.rding the taskforce. 

1. Confirmation of goals and structure of task force . 

Current plan is to circulate mission statement, objectives, meh.,bership list and leadership 
group concept to current task force members, incorporate fee'dback, and obtai" general 
approval prior to the initial meetfng. i . 

(1) Confirm mission statement and objectives. 

(2)· Finalize task force membership: 	 I 
• 	 does membership need to be expanded to incorporate more views or get more 

expertise? 	 I 


i 

(3) 	Agree on leadership group concept: i 

• 	 what will we ask: lend name to/undertake promotional activity, willingness to meet 
. 	 . I ­

with individual state decision makers I 

.0 who should be on group (suggested list below) I 


OIl define invitation process 	 i 

(4) 	 Begin process of inviting leaders. 

II. Next steps 	 i 
I 

I 
(1) Confirm decisions on stage I (ifnot already completed). 	 \ 

. .. 	 1 

(2) rhoose a chair. . 	 .. I ' 

• 	 Suggest a dedicated high profile chair to facilitate work with leadership group and 

state and local decision makers. . , 


• 	 Will the chair need the assistance of an "executive ·ditector"/staff chair who is 

involved with task force operations on a routine basi~? Nominations. 


• 	 Need to form task force committees dedicated to specific aspects of effort? Recruit 
I

volunteers. . 	 i· . 
I 

(3) Recruit leadership group, 

(4) IdentifY interim and annual goals and evaluation process 
• 	 Where should we be in 6 months? a year? Annual go~ls?, 

.. , i 
I 
I 

2 



• 	 How to measure: targets on outreach, promotional ~ampaigJ;ls, state task forces 

convened, results ofdeliberations? ' i' ' 


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

(5) Decide need for additional research on status ofproblem. 
, 	 I 

• 	 Consensus that existing research fully describes problem? 
• 	 Prepare fact sheet 
• 	 Is any more research needed int9 problem? On wha~ topic? How to obtain? 

! 

(6) Task force defines process for catalyzing and assisting igrassroots initiatives and what'is · 
needed at each stage. This could include: : 
• 	 Define "pilot" states for initial outreach and evaluation? Or attempt to go nationwide? ' 
.. 	 Assist leadership grotip as needed to develop "bullylpulpit" promotion activity-­

national public awareness and outreach to states, particularly anypilot 

G 'Identify and secure partnership with existing state,n6tworks of partners and leaders 

(e,g., state affiliates ofbusiness and 'financial partnets, state coalitions ofnational 
'business and grassroots association partners). i , 

o 	 Facilitate work of existing networks and high profile leadership group to catalyze 
meetings at state level with chief educators, high level leaders from ieadership group, 
key grassroots representatives ofpartners, other keyiinterests, to help them open 
dialog, form state "task force" fully representative ofcommunity of interests. 

--Facilitate identification of names, consultation ito determine a truly 
representative group , I 
--Who will host and do administrative details i " 

G Support deliberations of state "task force" as needed; explore barriers, supply 
information and "best practices", arrange for contact~ with experts, help develop 
options. I 

(7) 'working group develop support "deliverables" for pro~otion and outreach campaigns , 
and to support state "task forces". Examples include:' I 

• 	 Prepare news links from NPFE web site, web site of:other partners as appropriate. 
e 	 Develop promotion material (pSAs, etc) for natiorialicampaigns by officials and 


individual leaders as needed, working with associated staff. ',' ' 

• 	 Distribute promotion packages to state task forces or. other initiatives. 
o 	 ' Identify sources of "best practices" information-- inclUding descriptions of programs 

Emd curricula for youth, teachers or other program leaders; experiences of users; pros 
and cons; expected results; how success is measured.! 

eo 	 Add clearinghouse links to NPFE website. I0 

G Identify contacts and/or experts on all aspects willing to consult with state task forces. 
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MEMORANDUM /0 /1
~~/. -t".····v'1/-J-· 

TO: Secretary Bentsen 
FROM: Randy Hardock and Marina Weiss 
DATE: January 25, 1993 
RE: :Meeting With President Clinton on He*lth Care Issues 

SUMMARY -~ You are scheduled to meet with ,President Clinton and 
other interested 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 appropriate alloc~tion of 
responsibilities between the various departments and entities 
responsible for portions of the health careidebate. This 
memorandum outlines some thoughts on issues! that may be raised at 
that meeting. Many of the thoughts in thisjmemo are based on our 
understand:ing of Ira Magaziner's .preliminary outline on a 
structure :Eor consideration of health care reform in the Clinton 
Administration. 

ACTION REQUIRED -- This memorandum is forY9ur information only. 
i 

DISCUSSION 	 i 
: 

o Whi1:e House Role -- We anticipate th~t 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 n-umber of 

" 	 Administration players that will have to bel involved, we believe 
that Mr. Magaziner's view is correct. In pcitrticular, we are 
concerned 1:hat without strong White House involvement, the 
Treasury DE~partment IS extens i ve interests i~ the health reform 
debate may not be given sufficient emphasis+ Secretary of HHS 
'Shalala 	may, however, be arguing for a veryibroad leadership role 
by the HHS.. Secretary Shalala is in the process of hiring Judy 
Feder and !nost of the rest of the transition health team. Ms. 
Feder, as you know, is an academic whose previous experience with 
this issue includes staffing the Pepper Commission. Feder is 
likely to focus almost exclusively on achie~ing universal access 
to coveragE!. . . I 

o Treasury Role in Various Working GroUps -- We understand 
that Mr. Magaziner may argue for the establ~shnient of a variety 
of subgroups or clusters to be designated the task of dealing 
with specific issues. As a general rule, ytm may want to' . 
consider making sure that Treasury is involved in all of the 
clusters that will be related to the Treasury issues. In some 
cases the Treasury connection wil'l be obvious (~, financing), 
but, as dif;cussed below, in many cases the need for Treasury 
involvement. will need to be highlighted. We believe that Mr. 
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Magaziner':s original rough outlin~ of assignments to various 
sUbstantive working groups may significantly. underplay the role 
tha.t Treasury should to play in crafting ~ pomprehensive health 
care reform proposal. 

I o Treasury Role in Financing -- The Tr~asury Department 
should b:e involved from the start in consideration of the details 
of the package, especially in the discussiop of the size of the 
package. 'rhe health care reform package will almost certainly be 
very exp'en.sive, with most of the savings frpm cost containment 
accruing to the private sector and state and local governments. 
Revenues,will ultimately constrain the size: of the package, but 
given the desire to produce a health carep!1an in 100 days, it is 
critical that the Treasury Department notbk put in the position 
of being asked at the last minute to financk a health reform 
p~ckage that is excessively expensive. '! 

I 
I

Treasury (and not OMB) needs to take .the lead in 
consider;ation of financing or what Mr. Maga~iner calls 
"recapture". This is just taxes by another: name. In order to 
fulfill this function an uriderstanding of progress in the other 
clusters will be critical. ' I 

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 (~, a VAT) 
with an alternative financing vehicle ident:ifying a variety of 
revenue :sources designed to "recapture" som:e of the savings that 
will accrue to the private sector and state' and local 
gove~nments. ! ' 

o Treasury Involvement in Estimating the Revenue Impact of 
Proposals -:-The Treasury Department (and nbt the OMB) is 
responsible for estimating the revenue impa6ts ,of all proposals, 
including health care. 'For example, a mana:ate that all employers 
provide health insurance will result in sig:nificant revenue loss. 
The Treasury Office of Tax Analysis is in t:he process of' refining 
a model for computing these estimates. We junderstand that Mr. 
Magaziner may propos.e sUbstantial OMB invol:vement in many 
cluster~ based on this estimating function 'and the same level of 
involvement will be necessary if Treasury i;s to fulfill its role 
in determining revenue impacts. I' 

, , I 

I 

o Treas~ry Role in Regulating Employe~ Benefits Plans -­
pr~sident Clinton's health care reform proposals are based on 
maintaining the existing private insurance~based system where 
possible. 'That system is based primarily dn employer-provided 
plans and the main government agency with any experience 
regulating employer-provided plans is the' ,'l1reasury Department. 
HHS and other agencies have experience pri~arily with the 
Administration of large public plans and ttiose agendieswill 

, I 
I 
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I 
I

approach the subject of health ca~e reform ~ntirely from the 
perspectiVle of those public programs (Medicare, Medicaid, etc.) 
This is essentially what seems to havehqpp~ned to Judy Feder's 
group. If expertise on employee benefits (and the different 
perspectiv1e that expertise brings to the debate) is to, be 
provided, from within'the government then it! 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. 

I 
o outside Advisors -- Mr. Magaziner ~ay suggest bringing in 

outside advisors. We believe this suggesti9n is a good one, but 
the list of outside advisors should not be limited to academics 
and health care professionals. There should also be involvement 
by people ,dth experience administering he,aith plans from' the ­
employers' perspective. They know what is administrable and what 
isn't. They know what employees will live with 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 
I 

TrE~asury input into, the benefits' p~i<!::kage will be 
important. The content of the benefits pac*age should be based 
primarily On health policy concerns, but, that does not mean that 
certain side effects of the decision on thelpackage should ,be 
ignored. l~irst, the size of the benefits p~ckage will have a 
direct impact on the costs to small employers. This will J 

directly impact the job loss associated with a mandate on small 
business and will also substantially affectithe size and 
structure ()f the small business subsidies that are part of 
President Clinton's health care reform prop6sals. In this 
regard, you should be aware that Treasury'~ Office of Economic 
Policy will prepare an analysis of the extent and type'of job 
loss that ~1ill be critical to "selling" the!proposal in the 
Congress. Second, the benefits package wil+ have to be: 
coordinated with a cap on the health exclusion (or deduction), if 
one is adopted. 'These tax elements should be a part of the 
discussi9n of the size of the benefit package. ' 

, I ' 
- In cmalyzing the employer mandate, the 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 significantly greater 
compliance than most other sanctions. Simil;,arly, the impact of 
the mandatE~ on COBRA health care continuation rights and 
cafeteria plans will have to be considered. iTreasury expertise 
should be :t:>rought to bear on those issues wqich are currently 
regulated almost exclusively through the In~ernal Revenue Code. 
In particular, coordinating the possible phase-out of COBRA 
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rights with the phase-in of mandated coverage will require 

considerable thought. Similarly,"the interaction between a 

mandate and current rules governing the tre?ttment of retiree 

health benefits, including the impact on th~ tax-favored 

prefunding of retiree health benefits must be considered. 


I 
I 

Treasury should also be involved in th~ 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 Cbde and must be 
consistent to the extent possible with self~insured health plans 
currently provided by larger employers. similarly, the issue of 
insurance regulation is a critical Treasury; issue since insurance 
company and product regulation has historic,ally been done at the 
Federal level primarily through the Internall Revenue Code. Note, 
HHS may argue that it has a role in insuran,ce regulation based on 
some Medicare regulation of Medigap policie's, but the extent of 

. HHS exp~rience on that issue is limited, wi~th most of the 
regulation being delegated to the states. , 

I 

'Treasury also needs. to be included inia 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 signiftcant advantages 
providing it in the form of a tax credit •. I 

I 

I 

Long-term Care clearly needs TreasurY,input. At least some 
of the potential changes that deserve cons~deration can be made 
through the Tax Code, ~, changes in. the Itaxation and 
regulation of long-term care insurance that you proposed along 

. with Senators Pryor, Dole and Packwood las~ year. " 

Finally, there are some issues that mJy be slipping through
• • I •the cracks:. In part~cular, the ~ssue of ERISA preempt~on of 

State laws, which is really a part of the bigger issue of the 
extent of flexibility given states to craft-different plans will 
require sElrious consideration. Adequately, addressing this issue 
will be c:ritical to· getting large employer isupport for the 
package. It may make sense to have'a Treasury/Labor/HHS team on 
this issuE~. In addition, it is worth considering whether a 
mechanism comparable to the Pension Benefit Guaranty Corporation 
should be created to, protect the health insurance benefits 
provided by insurance companies or self-insured employers that go 
bankrupt. Although the Federal government:may not want to get in 
a position of guaranteeing benefits, some ~ype of mechanism may 
be desirable to ensure that health benefits are provided. This 
may in. turn entail some type of monitoringlof the financial 
stability of companies, either by the stat~s or the Federal 
government. i 

! 
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STIMULUS 
i, I 

• I 
I 
I

• 	 'rhe fourth quarter advance GOP data will be released on 
,January 28. By most indications, I the figures. will show 
healthy growth. However, a stimulus package would 
~till be sound policy. i 

• 	 ~rhe economy is operating well b~lbw capacity_ The 
unemployment rate is 7.3 percent.! Only 78.4 percent of 
manufacturing capacity is being,utilized. The economy 
could produce about four percent thore if all of our 
resources were at 'work. I 

I

• 	 :rhis recovery has weakened before ~ We have already had 
1:wo "false starts"out of the 1990-91 recession. . 	 -! . 

• 	 Several known structural blows are about to hit the 
§~conomy. Defense spending plans (loosely put, budget 
~iuthority) have been falling since 1985, but actual 
~;pending (that is; qutlays) began to drop only in 1989; 
(:onsidering the extra spending ca~sed by the Gulf war, 
t:he 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 riot yet been implemented. i 

..peficit reduction will drain purchasing power from the• 	
I 

economy. Every dollar of spending that will be cut 
clS unworthy as any critical obser~er might argue it 
is -- is.someone's· income. When that income is 
reduced, the recipient will cut back his spending, 
Virhich will reduce someone else's income. The same goes 
for increases in taxes. I 

• 	 'l'he Federal Reserve will offset the deficit reduction, . 
};;IUt only with a lag. The Fed will! not cut interest 
r'ates on a promise of deficit reduction, because of the 
consequences if the promise is not! fulfilled •. stimulus 
vdll have to give the economy a bo;ost until the Fed 
sees that the deficit reduction is: real and begins to 
ease credit, and until that easin~ has real effects. 

/The risk of inflation is virtually: nil. Wages have• 
been so flat that, even with rising health insurance 
costs, there is little upward pressure on prices. 
Import competition is intense, andi so manufactur~rs 
have little freedom to raise prices • . I 

I 
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I 

I 

• cr1teria 
I 

: I
, • 	 (2uick spendout: Because the econqmy is far below its 

capacity, we should aim.to increase growth as soon as 
possible. We should also get the:economy moving before 
1:he deficit reduction begins to d~ain purchasing power 
from consumers and producers. Me~ting this goal 
requires that spending programs nqt require new 
authorizations;, that would significantly slow the 
legislative process. 1 

• 	 l'rinciples of Putting People First: 
i 

stimulus programs 
s.hould advance the objectives espoused in the 
President's'campaign. 

• 	 Message: We should aim for a small number of 
s:ubstantial initiatives (or at least a small number of 
cohesive groups of initia1;:ives) rather than a long list 
of s.all initiatives, so ~hat people can readily see 
c,ur objectives . I 

• 	 Size of the Package ; 

• 	 The consensus view is that the fiJancial 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 pro~ide flexibility, we 
are prepar ing options for: I 

I

• 	 Ap much as $15 billion of appropriate 
I 

spending 
programs; and . I 

• 	 As much as $20 billion of taxi 
i 
cuts (our 

understanding of approximately what Secretary 
Bentsen's options total to). , 

I 
These options 'can be mixed and matqhed to achieve just 
about any desired composition of stimulus within the 
anticipated totals. ! 

• 	 Themes 

Our op'tions suggest the following themes (with some programs 
contributing to more than one theme,'aslnoted-): 

I 

• 	 :summer of Opportunity: Summer Head Stare; 'additional 
Summer elementary and secondary edocation programs- i 
yc:mth Summer jobs-; public works, fncluding 
infrastructure and parks rehabilitation, to begin in 

I 
I 
I3 



the spring or Summer*; immunizatio'n program (with 
. th * Ic:mtreach 1n e Summer) • I 

Jnvestment in Our People: Summer Head stare;• 	
I 

additional Summer elementary and secondary education 
programs"; immunization program"; WIC. 

• 	 ~rob Creation and Rebuilding America: Infrastructure, 
including highways and transit"; yputh Summer jobs"; 
public works·; parks rehabilitatio~*. (Also 
continuation of unemployment compensation extended 
benefits. ) . ; . 

• 	 ~overnment Efficiency: Social Sedurity/Disability 
modernization. (Also IRS modernitation.) . 

i 
• 	 . • i , •• 	 Fr1vate-Sector Incent1ves: Inves"trment tax cred1t; 

Bumpers capital gains for long-te~m investments. in new 
ventures; pension-fund incentives ifor investment in 
real estate; early IRA withdrawals, for home purchase; 
passive-loss relief for real estate professionals; low­
income housing credit. (Also the :prospect of deficit 
reduction and lower long-term inte,rest rates.) 

• 	 Potential Requests for Supplemental Appiropriations: 

• 	 Somalia/United Nations Arrears I 
• 	 Request Al~iedcontributions?: 

• 	 I 
I 

• 	 Small Business Administration 

• 	 Disasters ~ i 

I 
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MAJOR BUDGET DECISIONSI, 

I 
• 	 DEFENSE: Needed for Plan A (from Bush)'· $23 billion in FY97 

I· $56 billion FY94-97 
i I $4 billion in FY94 

Ideep?• 	 110w.1 	 Aspin C (approximately equa~ito putting People 
First; $15 billion from Bushlin FY 1997, $37 
billion over FY 1994-97)? I 

.1 	 Aspin B (approximately $25 billion deeper in FY 
1997, $60 billion less over FY 1994-97 i $40 . 
billion from Bush in FY 1997j $95 billion over FY 
1994-97)? ' 

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

! 
I 

• fast?
Commit to a lower path now?, 

I' 


Wait until later in the year? 

. Next year? I, 


I 

• 	 MEDIC;~E: Needed for Plan A: $16 billion in FY 1997 
$47 billion over FY.1994-97 
$7 billion in FY 1994 

; I . 

• 	 :Use cuts for deficit reduction? :
• 	 Or dedicate all savings to 'increasing access? ' 
• 	 (Subsidiary question: What ~ill be the role of 

Medicare in a reformed healtp care sys.tem?) 
. 	 i 

• 	 :What kind of Medicare cuts?i
• 	 Efficiency cuts (such as apparently overpriced 

durable medical equipment [DME] -- we almost . 
certainly want these)? I ' . 
Beneficiary cuts (big bucks,l and little or no• 
impact on ultimate health ca~e reform, but a 
burden on the moderate-inconi~ elderly [poor 
elderly are protected by Mediicaid])? . ' 

• 	 Provider cuts (can be lucrative, and no direct 
impact on beneficiaries, but; might interfere with 
ultimate health care reform)~ 

• 	 SOCIA.L SECURITY AND OTHER RETIREMENT: i 
Needed for Plan A: . $15 billion i~n FY 1997 

$53 billion· o,ver FY94-97 
$9 billion in FY 1994 

(Combination of taxation of 85 p~rcent of Social 
Security benefits without changi~g thresholds, and a 
six-month COLA delay) I 

I, 
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, . 	 I

• Try for any Social Security savings? 
• 	 If so, face a high-profile,p~liticized Senate 

super-majority vote; arouse opposition from 
elderly groups; riE?k losing.momentum or even the 
entire.. package. .

• 	 . On the other hand I prove thatl you areserious 
about deficit reduction; forc~ other interest 
groups to contribute to deficit reduction 
(especially other retiree groups); create the aura 
of "spared sacrifice, everybody contributes;" have 
the opportunity to achieve really sUbstantial 
deficit reduction. ! 
Policy issues to be resolved:! devices to protect• 
the low-income elderly; unwan~ed technical side-
effects of COLA changes. i ' 

I 

• 	 Or leave Social Security out? . 
• 	 If so, have no chance of substantial 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 reduction; risk a rising deficit that 
becomes an issue in 1996, re~iring that the pain 
be faced just before the election. 

• 	 On the other hand, avoid a ditficult Senate vote; 
avoid opposition of seniors. I 

. ! 

• 	 REVENU15:S INCLUDING ENERGY TAXATION i 
N~eded for Plan A: $76 billion in'FY 1997 

$219 billion over FY 1994-97 
$18 billion iniFY 1994 

. I 
• 	 "Noncontroversial" items: ' 

• 	 Upper-income tax increases: t9P rate; 
millionaires' surtax; Pease aI?d PEP; alternative 
minimum tax rate; HI wage-bas~ repeal; corporate 
top rate. . I 

• 	 "Sin" tax increases; extend 2~. 5 cent gas tax 
increase. I 

• 	 Miscellaneous: business meals i.and entertainment; 
Section 936; foreign corporations; moving 
expenses; extend 55 percent estate tax rate; H.R. 
11 miscellaneous revenue raisers). 

• 	 The above leave a revenue hol~ of about $23 
billibn in FY 1997. Fill this hole with a tax on 
energy? 

• 	 Do a BTU tax? I 
• 	 If so, face opposition from coal-producing states 

(because coal is cheap on a per-BTU basis, and 
therefore a BTU tax will cause' a big percentage 
price increase; the ,only thing worse for coal is a 

• I 
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larger tax increases, largerientitlement cuts, 
and/or a higher deficit. ,I 

.1 	 However, the Appropriations q:ommittees typically 
work more from a target number than from a set of 
specific proposals, and they lwill want freedom: to ' 
find their own savings in lieu of those specified 
in the economic program. ! 

n 	 If we postpone releasing ouriown choices of 
discretionary cuts -- and instead release only a 

• I 	 • ' hard target forsav1ngs -- w~ could postpone t1me­
consuming and possibly divisive negotiations of 
cuts with Cabinet members. ~urther, opponents of 
those cuts would not be on nqtice to gear up. 

II 	 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 woul4 not know the answer. 
The absence 'of specifics could be interpreted by 
the public as a reluctance o~ an inability to make 
tough choices (because much,qf the "pork" is in' 
nondefense discretionary, even though the large 
and uncontrollable spending i- health care -- is 
in entitlements). Finally, 'the absence of 
specifics would not fool any!of the advocates of 
entrenched domestic program~,1 who would know very 
well what the aggregate numbers imply. 

II 	 N.B.: Unless we can achieve ithe specified 
discretionary cuts, the Appropriations 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. ' 

• 	 BUDGET PROCESS 
I 

., 	 Should we extend the budget process? 
I' 	 If procedural disciplines werie removed from the 

budget process, there would:probably be an 
expectation that the deficit iwould increase. 

II 	 The budget process is complicated, but 
simplification would probabl~ open serious 
loopholes. The complicated ;f\eatures were created 

,to stop abuses. I, 	 , ' 

I' 	 Therefore', extension of the budget process should 
build upon the current restraiints: 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 
I 

• 	 Should we pursue a "line-item veto?" 

9 / 
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Appropriators in the Congress would oppose any 
form of a line-item veto, including some kind of 
enhanced rescission authority (which might force a 
floor vote on the President's rescission request 
without amendment). Such a fight might be " 
politically costly. ' ! 

II 	 On the other hand, a fight f9r enhanc,ed rescission 
would demonstrate our commit~ent to deficit " 
reduction. It would also beithe one tool that 
would most help to enforce domestic discretionary 
cuts, and therefore to protect the investments. 

: I 
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DEPARTMENT OF THE TREASURY 

WASHINGTON .:~ti:n(1 

I 
: 

TO: secretary Bentsen I 
Deputy Secretary Altman 


FROM: Marina Weiss , I 

I 


SUBJECT: status Report on Health Care R~form 


DATE: March 8, 1993 
 I i 

I 
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 :multiple options that 

• I. •
will be presented to Ms. Cllnton, the 6 Cablnet Secretarles and 
the President within the next week to ten 4ays. Options will be 
written to force narrowing of policy choices. The hope is to 
complete policy selections by mid-April to1allow time to finalize 
the legislative language by May 3. I 

I 

Outlined below for your con~ideration are: ~ issues that I believe 
merit your attention. They pretain to (1) la request that the 
Secretary chair a two hour segment of an ugcoming forum on health 
care reform, (2) agency responsibility forirevenue estimates, (3) 
using reconciliation as the vehicle for health. care reform 
legislation, and (4) short term cost containment. 

, I 

I 

While you are not being asked to make deci~ions on most of these 
i terns at t.his time, I am raising them because I understand that 
you have both been at WhiteHouse meetings [where health care 
reform issues have come up as part of wide~ranging discussions. 
Since health staff has not been advised whJn the White House 
agenda will include health issues, this i~:an attempt to 
anticipate! what you might hear within the rtext few days. 

IRECOMMEND/l.TION: See below. I 
I 

! ACTION: See below. I 
I 

DECISION REQUIRED BY: As soon as feasibleJ 

DISCUSSION: i 
I 
I 

(1) Philip Diehl received the attached me~o from the' Deputy
I •

Secretary to the Cabinet. In short, Secretarles who serve on the 
Task Force have been asked to join the Pre~ident and First Lady 
in hosting a forum where testimony will b~:taken from interest 
groups likely to be impacted by the legisl~tion. The forum is 
scheduled for March 26-27. Meredith Oliver advises the' 
:Pi:Jry's schedule could accommodate the! request. 

~~m interested in participating, work with White House on 
timing ~nd details 

I' 




---

1 

I 

I prefer not to take part
--'--­

other: 

I' ,
(2) Several Treasury staff members from the Tax Analysis office 
are participating in the quantitative working group with staff 
from OMB, NEC, the actuary's office at HHSiand the Agency for 
Health Policy Reserach (AHCPR) which is also a part ,of HHS.' 
Thusfar, 'the group has spent' its time disc¥ssing estimating 
techniques, variations in the assumptions that underlie their 
respective models, and methodsforminim~zing the discrepancies 
in their ,estimates. Treasury ,staff repor,t~ however, that last 
week t s in'teraction with AHCPR representatives shifted toward,
•.• ' .l! • .

detal1ed questl0ns about the revenue estl~atlng process at 
Treasury. While no explicit statement ha's i been made about AHCPR 
taking thl3 lead in revenue estimating, Tr;e~sury 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 ~il1 handle all revenue 
estimates., If the issue is brought up in: meetings with the 
President or other principals, it may be w6rth reiterating the 
point that Treasury, not HHS, is the revehlie estimating agency.

'i ' , 
(3) As you know~ Senator Mitchell has b~en working hard to 
build supiJort on the Hill and within the Administration for 
moving health care reform as a part of re66nciliation. During 
construction of the economic package, thisiissue came up and 
Secretary Bentsen pointed out that the decision did not have to 
be made back, in January. NOW, however the Budget coromittees are 
preparipg,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. ,;1, '.', 

'Aside from the obvious problems associated with linking a, 
controver~ial and expensive health care r~forminitiative to the 
economic plan, there is the almost insurmodntable problem of 
dealing with the Byrd Rule in the Senate.' 1]1 am advised that, 
under inst.ruction from Senator Michell, Cha,irman Sasser has 
spoken to Chairman Byrd and found him unyielding on this issue. 
You will recall that Byrd personnally drafted' the "Byrd Rule" to 
prohibit continued abuse of the reconciliaiion process which he 
believes occurred during the early Reagan:~ears. tn short, he 
opposes short-~ircuiting the Senate filib~~t~i and amendment 
privilege~ by including non-germane provisi~ns in the fast track' 
reconciliation process. ' , ' :1' 

, ' , 

In approa¢hin~ Chairman Byrd, Chairman Sas~er apparently thought 
he might' be able to obtainByrd's support' for a waiver of the 
rule to be included in the budget resolutidn.However~ given 
Byrd's reluctance and the fact that this st.rategy assumes waiver 
of a,st~tutory provision on a budget reso~~tion that is not 

; I 

I 
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I 

, I 

signed by the President, Budget committee staff are pessimistic 
about the viability of this approach. The!minority is expected 
to be vigorous in its opposition to combin~ health care 'reform 
with reconciliation. : I 

. I, . .
(4) The health reform worklng group furt~est along ln lts 
deliberations is dealing with short term cost controls. 
Specifically, as a budget cutting measur~ ~to free up funds for 
improving access) the group is looking at two options for 
controlling costs. First, they are attemp~ing to design a price 
freeze proposal to be applied to the health care sector only. In 
the alternative, they are looking at the pbssibility of 
permitting businesses, individuals and ins~rance companies to pay 
the discounted rate for services currentlYi paid by Medicare. 
Presumably the federal government would enforce the lower rates. 
No specifics are available as yet,and you! should be aware that 
no staff -- Treasury or other agencies -- ~re comfortable with 
these options. : 

~ I 

I 
I 

I 
I 



THE: WHITE HOUSE: 


WASHINGTON 


March 2, 1993 

MEMORANDU~ FOR CHIEFS OF STAFF nl 
FROM: STEPHEN B. SILVERMAN~~ 

~ ~: .,', ""'"SUBJECT: The attached and(miscel1aneous information /.~ . ;",'

" . r 
'Attached are tooay's talking points and the President's schedule. 

, : 
, i 

The heal t:h care forum, sponsored by the Robert Wood· Johnson 
I 

Foundation, co-chaired by the First Lady ~nd Dr. Stephen 
Schroeder, the President of the Foundatiop, will take place March 
26 and 27 at George Washington Universityi. Tentatively, the 
President is sCheduled to open the procee:dinos on the 26th. T,he 
Vice President is tentatively scheduled t6 participate as well. 
Although the forum is still in the planI}ing stages, it is 
[expected that Mrs. Clinton, Cabinet Secreitaries and, other membe.rs 
of the 'Administration will engage in disc,ussions with over 100 
interest groups over the two day period i'n a series of two hour 
se·ssions., ' I 

If your Secretary is interested in partiqipating 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 topar"t:icipate.' I will give this information to 
Julia Moffett (.t!56-7151) who is coordinB~ingthe forum for the 
White House. She will be in touch with j10u regarding scheduling 
and further details as they become available. 

i 

Tomorrow I will be sending by hand deliv~ry, photographs of 
Secret:ar:!.es and family,members with Pres~dent Clinton's autograph 
taken at their swearing-in ceremonies .• i hope also to send 8 

package of the state-by-state stimulus ~nalysis for each agency. 

j 
I 

http:Secret:ar:!.es
http:hdurs.on
http:membe.rs
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TO: 
FROM: 
SUBJECT: 
DATE: 

I 
DEPARTMENT OF THE TREASURY 

WASHINGTON 

Secretary Bentsen 
Marina Weiss 
Health Care Reform 
March 15, 1993 I 

I 

93-118837 

f1IC­
-;1 
,O!; ~.~ 
... ';,c,;:;,';' 

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 provisions included in the health , I .

reform plan -- namely, the tax "cap" on employer contributions to 
health insurance, small business subsidi~s, tax based ~rovisions 
of laws relating to employer mandates, "portability" and/or pre­
existinq exclusions. In addition, Treas~ry will have to raise 
the fun~Ls needed to pay for universal access. (This is not 
,intended to be an exhaustive list of Trec!tsury issues, instead it 
is intended to serve as an illustration bf the breadth of 
provisions you will be asked to develop.) . 

, I 
! 

I would also -recommend that you emphasize to Magaziner the need 
for timl~ly. information about the overalll health reform. proposal 
to all'alll for Treasury to run numbers and l to develop the revenue 
provisions. I am becoming increasingly concerned that Treasury 
and other affected departments may not 'be given enough time to 

, •• I, • I .' •develop workable prov1s10ns for 1nclus10n 1n the deta1led' 
descrip'tion of the plan which the Presid'ent has said he will 
release on May 3. I 

I 

RECOMMENDATION: That you agree to meet 
• I

Iwith him for a 20-30 
minute briefing, late this week if feasible. 

I 

~ON~~"vN3 
~~ _. ld like to meet with Magazinel , arrange a time with Gay 

. t ' th . . I t th' t .I pref er not t 0 mee Wl. Magaz1ner a·· '1S . l:.me 

Ot:her: 

TIMING: If you agree with the staff recommendation, a quick 
response to this memo would be helpful to' permit early scheduling. I . .of a' mE!eting. 

I 
DISCUSSION: The summary above is fairl~ comprehensive relative 
to the issues I hope you will agree to raise. Two additional 
points may be of interest. First, therei is reason to believe that 
HHS has run some preliminary numbers which Magaziner.has found 
"unaccl:!ptable," I would guess that at l~ast a portion of the 
problem relates to cost of the overall ~lan. Secondly, in the 

I 

I 
I 



past Mag.aziner had been very negative on cit VAT tax as a.financing 
mechanism, but this weekend he shifted hi~ rhetoric and indicated 
he has begun to "reconsider" his earlier opposition. He raised 
the VAT issue with me both as a plausible I source of financing for 
health c·are reform but also as a sUbstitute for· the energy tax. 
While I :k:now that he is in very close touch with the First Lady 
and th.e President, he did not indicate that coupling the two was . 

. under consideration by the President. i 
! 

! 
! 



I 

! 

, , f NO.TREASURY CLEARANCE SH~ET 
Date Harch 15, 1993

/ I 
I 

I 


> MEMORANDUM FOR: [3 SECRETARY 0 DEPUTY SECRETARY '0 EXECUTIVE SECRETARY 
I ' 

I}] ACTION 0 BRIEFING DIN'FORMATION 0 LEGISLATION 
o PRESS RELEASE' DpUBLICATION DIiEGULATION 0 SPEECH 
D·TESTIMONY 0 aI'HER __________ 

lFROM: jvJ a r ina We j s s 

THROUGH: ____-'-_________-'-+--__~________ 


SUBJECT: Health Care Reform 

REVIEW OFFICES (Check when office clears) 
D Under Secretary for Finance D Enforcement I D Policy Management 

D Domestic Finance DATF D Scheduling 
D Economic Policy o Customs D Public Affairs/Liaison 
o Fiscul D FLETC D,Tax Poli~y 

OFMS D Secret ServiCe D Treasurer 
o Public Debt D General Counsel DE&P 

D Inspector Gene~8I D Mint 
D Under Secretary for International Affairs o IRS i D Savings Bonds 

o International Affairs D Legislative Affairs D Other _______D Management : 
DOCC 

I
NAME (Please Type) INITIAL DATE 
f 

OFF·ICE 
I 

TEL. NO. t 

INITIATOR(S) 

Weiss 

REVIEWERS 

3/15/93 Economic 

I 
I 
I 
I 
I 
I 

Polic:y 
I 
I 

2-0090 

" 

( 

-

I 
I 

! 
f 
I 

I 
I 
I 
I 

I 
I 

I 

I 

I 
I 

I 

, 
; 

i 

; 

I 

, 

i 
: 

I 

SPECIAL INSTRUCTIONS ' 

Please 'handle this memo as SENSITIVE LIMITED DISTRIBUTION per Marina Weiss. 
I 

o Review Officer Date D Executive S~c~etary Date 



I 

I 
THE DEPUTY SECRETARY OF THE T:REASURY 

WASHINGTON I 
, i 

March 24, 1993 

Memorandum for Secretary Bentsen 

From: Roger Albllan 

Subject: . Health Care 

"­
My knowledge of this subject is limited. Neverthele~s, there would seem to be a 
different way to approach the choices on reform. i 

, . I 

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

I 
I 

I 

The other approach is to calculate the size and types of tax increases 'which are 
feasible and then fit health care reform into that budge~. An analysis could be done 
on economic impacts, revenue potelltial (including elasticity of demand on tobacco, 
alcohol, etc.) and political reality. Several alternative ~ packages could be crafted 
and decisions made on which combination of taxes and health care reform would be 
optimal. i 

i 
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 alternative t.!u packages, keeping it quiet 
while Wl~ do it. That way, we would be best prepared for the bruising discussions on 
how to pay for "it." I 

The qu(:stion is whether we should launch such an internal: effort. Marina Weiss, 
. . •. I 

agrees that we should do the preparatory tax work. ~he urges against 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 ~at Treasury, OMB and CEA 
will try that approach and adamantly opposes it. i 

My view is that we should promptly do the internal work but keep it undeF wraps. 
I 

I 

cc: Les Samuels 
Sam Sessions 

. Marina Weiss 

\ 
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April 2, 1993 A1:1I011 

. 	 I 
MEi\IORANDUM TO SECRETARY BL'lTSEN I 

DEPUTY SECRETARY ALTh1A...~ 
I 
! 

TIIROUGH: LESLIE SA.\tWELS AI.'ID !\:~A WEISS 
I 

FROl\I: JAl~THOLTZBLATI, SONIA CONLY, A.t.'.lNDENTINGER, A~1)' 
GILLlAJ.'I HUNTER ' ,

I 

I 

! 

, SUBJECT: 	 Request for Approval to Provide ~imates to Health Care Reform 
Task Force I ' 

I 
, I 

SUMMARY - This memorandum requests approval to; submit the attached materials to the 
, "Quantitative Analysis Support" group associated with the! Health Refonn 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 participate in an' "analytical' exercise." The exercise was, in part, 
motivated by Ira Magaziner's interest in seeing how the nuinbers would look for a broad-based 
refonn package, as he began intensive meetings with the ~resident on its costs and financing. 

,Because some of the initial estimates by HHS of the supsidy options were very large, the 
Quantitativl~ Analysis Support group has already proceeded on to estimates of new options for 

. Mr. Magazmer's meetings with the President. I 
, 	 I ' 

RECOMMENDATION - Authorize release of the attached materials to the Health Reform 
. I ' 

Task Forces Quantitative Analysis Support Group. I I 

Agree.. Disagree. Let's Discuss. 

DISCUSSION ­ The analytical exercise consisted of four options. Each of these opti6ns 
assumed a federally mandated benchmark health plan aVafIable to all persons under the age of 
65. (HHS's Health Care Financing Administration (HCFA) worked separately during the week 
on an optilln to bring parity to the Medicare population.) iJ'he model for the plan was based on 
a very generous HMO package, including such benefits asl outpatient care for mental health and 

I 

substance abate, 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 options were: 

i . , 
(1) 	 A "strict" employer and individual mandat~ to provide health insurance. Under 

this option, employers would be required to pay up to 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 small businesses, setf­
employed persons, and low and moderate-:income families. 



-2­

· (2) 


(3) 

(4) 

Attachments 

"Comprehensive" payroll contributions. Under 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. Empl9yers would be responsible for up 
to 'SO 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 employ~'s pay in small businesses. 

I 

"Limited" payroll contributions. While ag~ 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. ! 

i 
:1 . 

Value-added tax; A value-added tax would ~ance benefits for all persons under 
the age of 65. Estimates of the necessary 

I 

tax rate assumed (1) a fairly 
comprehensive consumption base and (2) a imoderate consumption base with 
exemptions for items such as food consumed at home, medical care, and 
prescription drugs. 



Attachment A 

Description or the Analytical ~ercise 


The exercise consisted of four options. Each option required estimates from various 
different gov1emment agencies; the three principle agencies with estimating responsibilities were 
the Health Care Financing Administration (HCFA), the Agency for Health Care Policy and 
Research (AHCPR), and OTA. 

Benetit 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 induded 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" Effillloyer 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 defmition may 
not conform to;health insurance units, under common practice. For example, typical health 
insurance ljnits 4generallydo 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 ige 65 and not institutionalized or in the active 
military would be covered. 

Special rules would be applied in certain cases. Ifboth spouses are employed, the employer 
of the spcmse 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 premium. . ' 

To mitipae tbc effects of the employer and individual mandate, subsidies would be provided 
to three :groupc . 

fl' 	 Small business (those with 25 or fewer full-time eq\livalent employees) would be 
required to pay no more than 4 percent of each employee's earnings. 

4. 	 Self-employed persons would pay no more than 15 percent of the difference 
between adjusted gross inco~e and $8;000. (The exemption amount was based 
roughly on the full-time, full-year eq\livalent earnings of a minimum wage 
worker.) For purposes of this calculation, adjusted gross income would be 



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 and increased to 80 
percent. 

• 	 Payments for all other individuals would be capped at 3 percent of their adjusted 
gross income less S8,OOO. 

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 cLOd 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 th~ 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. First, following the 
. Medicare hr.alth 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 (unconstrained 
by the HI cl~iling). 

Option 3: "Limited" Payroll Contributions, Under this option, payroll contributions would 
finance heal.th insurance benefits for only employees and their families. Self-employed persons 
and those'olJtside the labOr force would pay for benefits using the fonnulas described in option 
1. The mec:hanisms for financing subsidies' to these persons were not specified. No subsidies 
would be pl~ovided for small businesses. 

. Option 4.; Yalue-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 
transff-l' tax but or a more narrow base. The broad base would include over 80 percent of total 
personal caa.~on expenditures. Items excluded from the base would include the rental value 
associated 1'rida aisting housing and expenditures on education, religion and welfare, net foreign 
travel, local tnIIISpOrtation, food produced and consumed on fanns, military-issued clothing, and 
domestic services. Sales of new housing were included in the base. The·medium II base also 
excluded food consumed at home, medical care, prescription drUgs, and the sales. of new 
housing. lbe medium base includes about SS percent of personal consumption expenditures. 

r 



Attachment B 

Description or Results 


premiulIl Cost Estimates: HHSestimates the per capita premium cost of the benchmark plan . 
to be $1,800 (1994 dollars). AHCPR projects that in 1994,225.8 million persons will be under 
the age of 6$ and not in either, institutions or the a,ctive military. As a consequence, AHCPR 
estimates. that total premium costs for the standard plan would be S406A 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 Hrms 
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 1: 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 1:. 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 spel:tding 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). 

Option.l;. OTA estimates that the combined employer--employee payroll contribution rat~ 
would have to be set at 10.5 percent. At the suggestion of AHCPR, no offsetting changes in 
Federal spending programs were assumed. 

Qption.i;, 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 all persons under 65. Using the 
medium base, the VAT rate is estimated to be 17.9 percent. 

\ 



.. Attachment C 
Caveats Cor Interpreting Results oC Analytical Exercise 

, 
As a fire drill, this exercise differed in many ways from the typical process for estimating 

.	ta:< proposals. First, options were estimated at calendar year 1994 income levels, assuming that 
the provision3 were fully implemented. This differs from the usual process of producing tiscal 
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 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 taJI: credit, or if the mechanism selected is a 'refundable tax credit instead of an 
itemized deduction. Each of these mechanisms can have widely different implications for 
eligibility, participation, administration, enforcement, and compliance. 

Third, further specification of the options could also make a difference with respect to 
behavioral re!,ponses 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 II fIXed GDP constraint," it is still possible to have significant behavioral 
adjustments by employers and their employees. Estima~s can be sensitive to the choice of 
assumed behavioral response, and the nature of the behavioral response will depend greatly on 
the choice of fmancing 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 [0 

. the specific nature of the mandate proposal, as well as other health reform provisions. 
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MEMORANDUM TO SECRETARY BENTSEN ' 

DEPUTY SECRETARY ALTMAN 


THROUGH: 	 LESLIE SAMUELS AND MARINA WEISS 

FROM: 	 JANET HOLTZBLATT, SONIA CONLY, AND GILLIAN HUNTER 

SUBJECT: 	 Request for Approval to Provide EStimates to Health Care Reform 

Task Force 


SUlVIMARY - 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 V ' 
provide a be:nchmark 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, thH: option would also provide a refundable tax credit for small businesses to lessen 
the bur~Qf the Il1~d:ate.Thi~, the option would extend and expand the health insurance 
deduction fOl)elf-employed workers. In total, these provisions reduce tax liabilities in calendar 
year 1994 by about $265 billion( '" 

¥CMMENDA~~Authorize release of the attached materials to the Health Reform 

Task or )~titative Analysis Support Group. 


"""",,---'-/-I'-1'<-/Agree., " Disagree. 	 Let's Discuss. 

DISCUSSION - The option assume,s 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 p~c~ge, including such bene~ts~~ef~r mental health an? substance 

abuse, prescnpuon drugs, and orthodontia: Wlth 

4 

;'-$SO dedhctible ($100 for famIhes), HHS 

estimates that this plan would cost abo /t $2,850 (1994 dollar ') for a single person and $7,180 

for a family. 
 ' 

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 t- ­
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 their total. self-employment income. 

Attachments 

t>/<-­
, Edward S. Knigh 
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Attachment A 

DescrJption of the April 2 Option 


~ 

Benefit Package:' Only one insurance benefit package would be available to e~i. ~s. 
This benefit package would be a fee-for-service (or "conventional") plan. Curre . y, 90 perc~nt 
of· employees in medium and large firms are covered by less generous plans t . ;he-1)eilefit 
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 $50 deductible ($100 for families), a 20 percent limitation on overall plan coinsurance, 
and a $500 cap on annual out-of-pocket expenses. Estimates_ ofpr~mium costS are based on an 
·a§.~umption of separate community rating pools for single i~diVidU3h and families. According 

'1~~ HHS stirnate~, the c~sts of this plan ~ould be about 2,850 r a single individual and 
. \7,180 fo a famIly plan In 1994. . 

.. trict" Employer Mandate. Under this option, all employers would be required to provide, 
at a minimum, the standard health insurance pl'!Jl. The employer would be responsible for 
providing up to 80 percent of the benchmark premium for the employee and family, with . 
families defuled as a tax filer, spouse, and their dependents. 

I 

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 ilie 
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 <;>r some of these additional expenses. 

Individual Mandate. All individuals, including those who were not employed, would be 
required. to purchase health il?-surance. 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 applled 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. (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. 

RIPC Coverage: All establishments with fewer than 1000 full-time equivalent employees 
would purchase· insurance from a health insurance purchase cooperative (RIPC). 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 employer and individual mandate, subsidies would 
be provided to three groups. These subsidies would be applied only to payments for the 
benchmark premium. . 

• 	 Small business (those· rth25 or few full-time equivalent employees) would be 
required to pay no mo than 9 percen of each employee's earnings. (Employers 
would receive subsidie for workers Ith salaries of up to $63,822 or 421 percent 
of poverty for a family ""'-'U£l.l.'--r 

Tax-exempt organizations could be eligible for the small business credit, 
. but small government agencies would not qualify. " ( ­

--	 The tax credit would be counted as taxable income by theflrm. J~~'~: 
• 	 Self-employed persons and non-workers wo~ld pay no more thZ-oC~ 

the difference between cash income and $8,000 ($6,000 if sing~ddition, 
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.) 

• 	 Employee contributions would be capped at 4 percent of their cash income less 
$8,000 ($6,000 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 helow the poverty level, out-of-pocket 
expenses would be capped at 4 percent of cash income. For those with incomes between 100 
and 200 perct~nt of poverty, the cap would be set at 10 percent·of cash income. The delivery 
service for thc:se mechanisms has not yet been specified. 

,., 
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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 ofcbmpensation received in the form of non­
taxable fringc~ 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 credit would reduce calendar year, 1994 tax liabilities by about $26.5i 
billion.'· . ' 

Caveats; 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 we:re 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 "leaming 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 w~re 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 RIPe's or as direct payments to 
individuals. JEach 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 employee is the high earner in her family. 

Third, fUither 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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THE DEPUTY SECRETARY OF THE TREASURY/r11~ (~I 
WASHINGTON, O.:C. 20220 vtP 'I /' (7 ' 

April 14, 1993 

MEMORANDUM FOR: SECRETARY BENTSEN 

FROM: ROGER ALTMAN tv 
RE: Health Care 

Just to keep you posted. At yesterday's meeting with the 
President on health care, there was renewed discussion of using a VAT 
to fmance 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 V AT rates, 
exemptions and money which could be raised. Today, we'll see the 
frrst real numbers on costs, but it sounds like something in the $70-80 
billion range. 

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

cc: Marina Weiss 



THE DEPUTY SECRETARY OF THE TREASURY 

WASHINGTON, D.,C. ;20220 


April 14, 1993 

MEMORANDUM FOR: SECRETARY BENTSEN 

FROM: ROGER ALTMAN tv 
RE: Health Care 

Just.to keep you posted. At yesterday's meeting with the " / 
. President on health care, there was renewed discussion of using a VAT V 
to fmance reform. Mrs. Clinton and Ira Magaziner have turned their 
attention back to it. Over the next two or three weeks, there will 
undoubtedly be mueh internal discussion on it. 

We are working up various alternatives on VAT rates, 

exemptions and money which could be raised. Today, we'll see th~ 

fust real numbers on costs, but it sounds like something in'the $70-80 

billion range. . 


Decisions are still a ways off, and won't be taken in your 

absence. 


cc: Marina Weiss 

/ 


