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President Clinton’s Tax Cut Proposal
June 30, 1997

Today, President Clinton unveils a tax cut proposal. It is a fair proposal that places a priority on education tax
cuts and provides a child tax credit to familics who work hard and pay taxes. The proposal incorporates
Republican prioritics in a good faith cffort to honor the budget accord and fo reach final agreement on a tax
cut thc American people deserve. :

(4 A 2-year modified $1,500 HOPE Scholarship to make two years of college universally available an
a 20% tuition credit fo make the third and fourth years of college more affordabt'e and to promote
lifelong learning.

& . A 8500 child tax credit for tax-paying working families with children under 17 rhrqugh 2002 and
under 19 thereafter. Families could put the credit plus $500 in a Kidsave Account.
& Two-rhirds of the President’s tax cul goes to the middle 60 percent of families, twice as large a sha
as the congressional alfernatives provide these middie-income families.
(4 To honor the agreement, the President’s plan allows taxpayers to exclude 30% of their long-term
capit.cfl gains from taxation and provides small businesses and farmers estate tax relief.
- Includes no tax time bombs that would explode in cost.
~ Major Provisions | 5Years 10 Years
L____ (Treasury estimates unless otherwise indicated) | (3 billion) ($billion)
Education Tax Cuts: .
HOPE Scholarship and 20% Tuition Credit . 345 - 94l
Education and Retirement Savings Accounts, - o 1.3 6.0
Tax Incentives for School Construction 2.9 ' 7.6
Emplayer-Provided Education Benefits 38 . 1. 8.5
Student Loan Interest Deduction and Forgiveness | [.8 4.4
Deduction for K-12 Computer Donations (JC1) 03 0.7
Repeal of bond éup Sor universitics 03 | 1.0
Child Tax Credit - 702 176.1
Brownfields, EZ/EC Expansion, CDFIs 2.4 , 3.9
Welfare-to-Work Tax Credit ' 0.6 0.6
Home Office Deduction - 0.6 o : 1.7
Smail Business Capital Gains Relief 04 . 1.7
President’s Home Sales Tax Cut . 1.1 1.9
30% Exclusion of Capital Gains 7.1, 15.6
Estate Tax Cut _ 2.3 . 7.2
DC Tax Incentives and Other Presidential Initiatives 1.3 ' 6.3
Extensions of expiring provisions 39 39
GROSS TAX CUT _ 134.8 . 341.1
Revenue ais‘rs

NET TAX CUT



President Clinton’s Tax Cut Proposal
A Fact Sheet

EDUCATION TAX CUTS

Two-year HOPE Scholarship, A maximum $1,500 credit beginning in 1998. Students attending on at least a
half-time basis would receive a 100% credit for the first $1,000 of tuition and required fees for enrollment in
a post-secondary degree or eertificate program and a 50% credit for up to the next $1,000. For example, a
student attending a community college with tuition costs of $1,400 would receivc a $1,200 HOPE.
Scholarship. Scholarships would be phased out for joint filers eaming between $80,000 and $100,000.
Eligible students could receive both a full Pell Grant and a HOPE Scholarship. The previously proposed B-
rule has been dropped. After 2002, the HOPE Seholarship increases to a 100% credit for the first $1,500 and
a 50% credit for the next $1,000 of tuition and required fees.

20% Tuition Tax Credit. Third and fourth year students, graduate students, plus working people going to
school to improve their education and skills, would benefit from a 20% tax credit on the first $5,000 of
tuition and required fees through the year 2000 and after 2000 a 20% tax credit on the first $10,000 of tuition
and required fees. The credit would be phased out for joint filers earning between $80,000 and $100,000.

Education and Retirement Savings Accounts. Allows penalty-free IRA withdrawals for undergraduate,
post-secondary vocational, and graduate edueation expense and the first-time purchase of a home.
Additionally, taxpayers are given the opportunity to contribute their child tax credit plus an additional $500,
up to $1,000, to a Kidsave Account for the ehild’s education, first-time home purchase or the taxpayer’s
retirement. Earmngs would accumulatc tax-free in the Kidsave Account and no taxes would be due upon
w1lhdrawal for an approved purpose. '

Tax Incentives for School Construction. Provides tax eredits to finance construction and/or rehabilitation of
elementary or secondary schools in distressed communities. States would be able to alloeate a fixed amount
of tax credits (based on population) to public schools to help pay for construction or renovation projects, The
allocation would be for projects in schools that are in empowerment zones or enterprise communities, or that
have a high percentage of low-income students. This program would function similarly to the current low-
income housing tax credit program. -

. Employer-Provided Education Benefits. Extends permanently Section 127 of the tax code, which atlows |

people to exclude $5,250 of employer provided education benefits from their taxable income. Both
undergraduate and graduate edueation would be eligible. Additionally, a 10% employer credit for small
business training is included. This credit would apply to payments madc to third parties to cover expenses of
edueation for employees under employer-provided education assistance programs. The credit would bc
available to employers with average annual gross receipts of $10 million or less for the prior three years.

Student Loan Interest Deduction and Forgiveness. Allows a deduction of up to $2,500 per year of interest
on edueation loans for expenses of students enrolled at least half-time at an institution of higher education.
The deduction would be allowed for the first 60 months interest is due on a loan. The deduction would phase
oul for taxpayers making between $45,000 and $65,000 (865,000 and $85,000 for married taxpayers filing
jointly}. This deduction would be available even if the taxpayer does not itemize deductions.

‘T'o encourage people to use their education and training in community service, the income exclusion for
student loan forgiveness would be expanded to include loan forgiveness extended by nonprofit tax-exempt
charitable or educational institutions, and 1o loans forgiven under the Direct Loan Program’s income-
contlingent repayment program. Currently, the exclusion generally covers only contingent forgiveness
arrangemenis between students and government entities.

Incentives for K-12 Computer Donations. Provides tax incentives for private sector donations of compuler
equipment to schools. The proposal would work in combination with the Telecommunications Act of 1996 to
ensure that publie schools have access 1o modern computer technology.

Repeal Cu F on Tax Exempt Bond Issuance by Colleges and Universities. Repeals the $150 million bond
cap that affects private higher edueation institutions and certain other charitable institutions. The repeal
would apply (o tax-exempt bonds issued by tbese institutions to finance ncw eapital expenditurcs,



CHILD TAX CREDIT
The President’s child tax credit includes the following features:

Age. Covers children under 17 through 2002 and under {9 thereafier.

Amount per child, $400 in 1998, $500 in 1999 and then indexed.

Income Limits. Phased out for families making $60,000 to $75,000 until 2000, and then $80,0600 10
£100,000 thercalter.

¢  Refundability to Cover Out-of-Pockef Income and Payroll Taxes. Working families that pay out of
pocket federal taxes would benefit from the child tax credit. Child tax credit is calculated before the EITC
and will be partially refundable. A family will get a child credit for their income taxes plus the extent to
which their out-of-pocket (employee share) gaymﬁ taxes exceed their EITC.

«  Savings Incentive Feature. As deseribed above, taxpayers who are entitied to a child credit would be
given the opportanity o contribute their child tax eredi! plus an additional 8500 each year to a Kidsave -
Account for the child’s education, first time home purchase or the taxpayer’s retirement.  Earnings would
accumulate tax-free in the aecount and no taxes would be due upon withdrawal for an approved purpose.

¥

URBAN REVITALIZATION

v Incentives to Clean Up and Redevelop Contaminated Sites (Brownfiefds). Certain environmental -
remediation costs would provided tax favorable treatment, allowing them (o be fully deducted immediately, lo
spur clean-up and redevelopment of contaminated sites in high poverty areas.  To qualify for thistax
incentive, sites would have 1o satisfy use, geographic, and eontamination requirements.

»  Expand Empowerment Zones wnrd Enterprise Contmunities. 'The proposal has the three main components
that were in the President’s budget. First, within 180 days of enactment, two additional urban empowerment
zones would be authorized and would benefit from current tax incentives. Second, technical ehanges would
be made o allow 2 broader range of businesses in EZs and ECs to borrow the proeeeds of tax-exempt bonds.
Third, the proposal authorizes the additional designation of 20 (15 urban and 5 rural) Empowerment Zones
and 80 (50 urban and 30 rural) Enterprise Communitics. The newly designated zones would have different
available tax incentives than existing zones. The current law wage credit would not be available. The
brownficlds incentives would be available as would special expensing of business assets and qualification for
private-activity bonds. .

s Conmmunity Development Financiel Institutions Fund., Up to $100 million in tax credits would be made

available to the CDFI Fund (o allocate to equity investors in community development financial institutions to
leverage privale investment in distressed areas and to stimulate economic revitalization.

WELFARE-TO-WORK TAX CREDIT
As proposed in the President’s budget, to help move people from welfare to work, a new 50% tax credit would be

made available on the first $10,000 i annual wages of certain long-term family assistance recipients for two
vears of employment.

'SMALL BUSINESS TAX CUTS:

Home office deduction

The existing home office deduction would be broadened to cover small businesses where: (1) the office is
exclusively used (o conduct substantial and essential administrative or management activities on a regular basis;
and (2) the taxpayer has no other location to conduct these essential administrative or management activities,

Small Busincss Capital Gains

Increases the cxisting exclusion for cquity investments in small businesses held at feast five years to a 75%
exclusion for up to $20 miihion in gains and doubles the elygibilily limits on firm size from 350 million o $100
million. '



PRESIDENT’S HOME SALES TAX CUT

Provides a $500,000 cxclusion for capital gains on home sales for couples, pmvzdmg tax relief and greatly
simplifying meard-kmpmg and compliance. The exclusion for single filers would be $250,000,

30% EXCLUSION FOR CAPITAL GAINS

Taxpayers would be allowed to exclude 30% of their long-term capital gains from taxation. Long-lerm capital
gains will be defined, as under current law, as assets held for more than one year. For example, a family in the
38% income tax bracket would face a capst.al gains tax rate of 19.6 percent.

ESTATE TAXES

A special exclusion is added for qualified family-owned businesses and farms. Currently, for married couples,
only estates valued above $1.2 million pay any estate taxes. A special exclusion of $900,000 would be added to
ensure that the first $2.1 & million of family-owned business or farm would aot be sab;az:z o esiate taxes. Thigis
a proposal advanced by Senator Daschle.

OTHER PRESIDENTIAL INITIATIVES

»  Washington, DC - provides tax incentives for irms to hirc District residents, and a new credif that will be
alloeated to debt and equily by a new economic development corporation, and to allow s;iw 1ssuance of
additional tax-exempt debt to ‘help finance new business activity in the District,

o Puerto cha Tax Credif - would be extended indefinitely and modified {6 provide an incentive for new.
invesiments and increase the economic-activity credit.

+ FSC Software - would extend the foreign sales corporation benefit, exempting a portion of income for tax
purposes, to include computer software licensed for reproduction ebroad.

* Egquitable Tolling - would extend time people are aliowed 1o claim a tax refund 1o include time that they are
medically detemnned to be mentally or physically impaired.

EXTENSIONS OF EXPIRING PROVISIONS

The R&E tax credit would be extended through the end of 1998, Contributions of appreciated stock to private
foundations, the Work Opportunity Tax Ceedit {including new targeteé group), and the orphan drug credit would
be extended for one year. ]

TOBACCO TAXES
The proposal includes a 20 cent increase in tobacco taxes that would be separated into a trust fund and dedicated

entirely to expanding health coverage for children, addressing other children’s development issues, and
improving the overall public health,



Alternative Tax Cut Proposals
A Comparison of Distributional Impact

;Iq_come.'by.Qdi;}tifé\f, ” tCl i , ﬂw‘_sg, anggg :
Lowest 2% 0.6% 0.4%
Second 10.1 2.5 2.7
Third 22.2 9.6 10,2
Fourth 34.6 20.0 213
Highest 31.5 66.8 65.0
Top 10% 11.7 47.3 42.3
Top 5% 6.5 349 28.2
Top1% 2.6 18.8 12.5
s Middle 60% 66.9% 32.1% 34.2%

Source: U.S. Department of Treasury

Tables assuines fully phased-in (2007) law and behavior, in 1998 dollars. It includes major tax cut provisions in each of the plans:
HOPE Schotlarship, tuition credit, Section 127, Student loan interest deduction, child tax credit, Kidsave accounts, capital gains
provisions, home office deduction, distressed areas tnitiatives, Puerto Rico tax incentives, mdnwdua] and corporate AMT changes,
prepaid tuition programs, IRAs, DC tax incentives, safe harbor for independent contraclors, modlﬁcauons of treatment of company

owned life insurance,




How the President’s Tax Cut Proposals
Benefit Typical American Families

Example #1

Considér a famiily of four who makes $40,000 a year. The father is a carpenter and makes $25,000 and the
mother makes $15,000 working at a loeal department store. They have two kids, a son who is 14 and a freshman
in high sehool and a daughter enrolled full-time in her first year at the local community college. Her tuition is
$1,200 a year. '

The President’s tax cut proposal will benefit this family in at least two ways. They will receive a child tax credit
of $500 for their son plus a HOPE Scholarship of $1,100 for thcir daughter. In total, they will receive a $1,600
tax cut in the President’s proposal. )

Tax Cut under

Clinton Proposal —

Family of four with two children .
aged 14 and 18 and $40,000 income:

Child Tax Credit for 14 year old $500
HOPE Scholarship for 18 year old $1.100

Total tax cut: $1,600

Example #2

Consider a family of three making $55,000 a year. The father has a degree in accounting and works for a local
business in the accounting department. The mother works part-time al the local library. They have one daughter
aged 14. The father would like to return to school to prepare for his CPA examination. He is going to attend the
local liberal arts college. He has signed up for two courses with total tuition of $4,000.

This family will receive a $500 tax child tax credit for their daughter and a $800 tuition tax credit to help pay for
the father’s course work.

Tax Cut under
Clinton Proposal

Family of three with one child
aged 14 and $55,000 income:

Child Tax Credit for 14 ycar old 3500
Tuition tax credit . 5800

Total tax cut: . $1,300



A single mother lives with her six year old daughter in California. She’s been working as a bank teller for several
years and her pay is now $20,000 a year. When she tallies o g her taxes, she owes §1,200 in federal income
taxes, A $1,150 Earned Income Tax Credit offsets much of this income tax. However, she pays $1,530 a year in
payroll taxes, not to mention the additional $1,530 the bank pays on her behaif,

Under the President’s plan this single mom would receive a $500 child tax credit for her daughter. (Note: This
wornan and her daughter would receive no tax cot under cither the House or Senate plans).

Tax Cut under

Clinton Proposal
Family of two with one ¢chiid
aged 6 and $20,000 income:
Child Tax Credit for 6 year old $500 —
Total tax cut; CL 8500

A teacher with six years experience, earning $40,000 a year, would like to get her masters degree before she

marries and has children, Her principal has agreed to adjust her schedule so that she can attend ciasses inthe
afternoon and evening. The tition and fees charged for the program total $6,304.

She will receive a 20 percent tax credit on the first 35,000 of the tuition she pays.

Tax Cat imﬁfsr

Single teacher making $40,000,
attending graduate school:

Tuition Tax Credic: . 31.000
Total Tax Cut: $1,000

{Note: All examples are for tax year 1999)



“IT ISSWRONG TO DENY TAX RELIEF
TO AMERICA’S WORKING FAMILIES

Compared to the President’s proposal, four million working families will largely be denied a ehild fax credit
under the eongressional tax plans. The President strongly believes that families who work hard, play by the rules
and make approximately 518,000 or 328,000, who pay tams‘a and who are trying to do the best for their kids just
like everybody, else, deserve a tax cut too.

This s an issue that is susceptible to both eye-glazing technical jargon, talk of “stacking,” and misleading

rhetoric: “It’s welfare.” Setting aside the jargon and the rhetorie, this is an issue best weighed by looking at real
peopls:

mple -~ Family of Four with Two
Consider a family of four with twe children living bt a medium sized southern city. The father is a raokie police

officer making 323,060, and the mother is taking o few years off from working, This family pays federal taxes o
well above the amauni of EITC they receive; -

Federal Tax Situation Before Any Child Tax Credit:

Income taxes owed before EITC ’ 8675
Payroll Taxes (just employee share) . £1,760
Fxoise Taxes/] : £354

Federat out of pocket axes owed before EITC $2,789

Employer Share of Payroll taxes $1,760

Federsl Taxes before EITC ‘ $4,549

Bencfit from EITC 31,668

President Clinton’s . House Bill Senate Bill
Proposal

Child Tax Credit for -
family of rookic police §767 B 30
afficer making $23,000 '

Nates:
i Bstimate caloulsted from Congressiona) Budget Office Bata. CBO estimales that in 1998, familics with incomes between
20,000 and $306,000 would pay 154 percent of thely income in fedega! excise laxes.



(1999 Tax Parameters)
¥
Current Law President's House Senate
Proposal Tax Bill Tax Bill

Adjusted Gross Income (AGH) — all eamings 23,000 23,000 23,000 23,000
Standard Deduction 7,300 7,300 7,300 7,300
Personal Exemptions 11,200 11,200 11,200 11,200
Taxable income 4,500 4,500 4,500 4,500
Income Before Tax Credits i 675 6575 675 875
Employee Payroll Tax (7.65% of eamings) . 1,760 1,760 1,760 1,760
Child Credits 0 87 G 0
Earned Income Credit {refundable}y - 1,668 1,668 1,668 1,668
Income Tax After Credits 993 -1,780 -983 -993
Tax Savings Compared to Current Law 767 0

Change in Income Tax: Comparison of Current Law with
The President’s Proposal and the House and 8enate Tax Bills

i

Couple with Income of $23,000 and Two Children

Department of the Troasury
Office of Tax Analysis

June 27, 1897




The President’s Higher Education Tax Cuts:
Greater Benefits for More Families

While providing the greatest help in the first two years, the President’s plan has always gone much further, -
granting a substantial tax cut for any investment in postsecondary cducation or training. Linlike the
Congressional plans, the Administration's higher education tax cut covers aff fypes and ages of students,
including; '

. part-lime students;

. students beyond their first two years of undergraduate study;

s graduate students;

s workers who are improving job skills rathf:r than seeking a degree;

» £hﬁse not fortunate enough to have been able to put a lot of money into savings.” -

For many situations that families find themselves in, the plans passed by the Senate and the House provide litile

or no help. Consider the following common situations:

Family with $50,004 income, one child
going (0 an average (wo-year community
collcge full-time (31,200 toition and fees)

junior at average private college (812,000 ' 30 $0 $1,000
tuition and Fees% -




Share of Tax Cuts Going to
Middle Sixty Percent of Families

President House

" Source: Department of Treasury |



TO:

FROM:
DATE:

lack Lew ‘

Bruce Reed , o

Gene Sperling

Jenmifer Klein

June 235, 1997

Praposals on Child Care and Adoption

L]

asked me to get this to you.

<

Ve

Attached please find a document deseribing our priorities for spending. Melanne

The Dependent Care Tax Credit could alse be expanded without making it

refundable, but our first priority is to make it refundable to help low-ineome working

families. Please feel free to call with any questions or congcems.

W o

Melanne Verveer, Elena Kagan, Nicole Rabner
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DEAFT DRAPY DRAPT LREAFT DRAFT
CHILD CAEE
1 _ Mygan

thg Qgggndent care Tax Credis ra reach gne

The Dependent Care Tax Credit is an income tax eredit for
raxpayers who incur employment related expenses for child care.
The credit is available  t¢ singla parents who work and to two-
parent families in which both parents work. The maXimum
allowable credit, available on a sliding scale depending on
income, ranges Ffrom $480 te $720 for families with one child, and
from $U60 o 51440 for families with two or more children.

Since the credit is not refundable, it can not be used by low
incoms working families with incomes below the federal income tax
threshold {approximately $24,000 for family of fouy). Thus the
credit is not available. to the low income working families most
in need of child care assistance, -

Cogh egtimats: 53-% billion

2 increase by 51 billion
order £a:

Low incomes working parents face major obstacles paying for
the child care they need in order to remain in the
workfiorce. It ig estimated that more than 10 million
children from working families will be eligible for federal
cnild care asgistance, yeb such assistance is currently
provided to less than 1.5 million children. Among working
families sarning 130 percent of poverty, 4 out of 5§ are not
receiving assistance. Among working families eayning at oy
below the poverty line, 2 ocut «f 3 ars not receiving this
asslistance.

Improve program O AN adomring _
guality enhana&m&ng 5200 mzli&mn

At theg Baryly Childhood Development Confersnce hsld at tha
Whire House in April, President Clinton pointed to the
military child care program as s model for rhe rest ¢f the
country. ©Of particular note was the focus on establishing
family child care networks, accraditation, and training tied
to cerpensation. Unfortunately, very limited dollars aré
available to programs in che civilian community to promote
such guality provisions. adopting the military approach for
quality enhancemgnt and providing assistance to child qare
programs to implement this approach will make a significanc
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contribution to improving the guality of child care services
across the coungry.

approach with tha Department of .

* Each day, millions of school age children across the country
go home to an empty house after school. The vast majority
of mothers with school-age children are now in the labor
market. Despite this fact, most schoels still cloge at 3.00
and remain c¢losed for. the summer months. While che number
of school-age programs has grown ovey the last decade, there
are still dramatically few school-age programs for lowe
income working families. Despite the poor access to guality
programs, recent research has documented the positive
effects that school-age programs can have on academic
achievemant of low~inceome children. - This proposal would
double the number of schools providing extended day “
saxvices.
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ADGPTION

1. One-year Reimbursement for Reunification Services.
{Section 304 of the Chafee/Rockefeller legislation - $.511)

The ability to use fostey cars maintenance funds to provide
reunification services will promote timely decisions ’
- regarding permanency. The availability of such services
will allow the child welfare agency to batter identify those
familiec who are likely to reunify and those that are not «-
thus exwpediting thely abllity to develop alternate peymanent
plans for these children.

Cost estimate: Approximately $500 million over five years.

2. Innovation Grants to Reduce Backlogs of Children in Awaiting
Adoption, :
{Bection 401 of 5. 511} -

Funds grantz for innovative projects that will reduce
barriers tvo adoption and reduce backlog of children awaiting
adoption, ({(Similar to $10 million for barrier grants
proposed in Adoption 2002 Regport).

Cost estimate: $250 million over five vears



