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! THE WHITE HOUSE &
: WASHINGTON { ((‘

June 16, 1998 ) (((( N

SIDENT: | . %

The attached Sperling/Reed memo asks you to endorse, v~7it§(f

some changes, the Coats-Harkin Individual Development

Accounts (IDAs) legislation, which would establish a 4-year, A
$100M demonstration program under which State, local and OzV‘) ‘
nonprofit entities would operate [DA programs.

MR. P

Under the demonstration, low-income households would Ce e d
qualify to open IDAs with a match from the administering W\ﬁmuz‘j
agency of at least 1:1 and no more than 8:1." Individuals could S(Lw\\,.ma
make wittidrawals from their accounts for (1) a first-home Qu(__ N
purchase; (ii) post-secondary education expenses;.or (iii) CCOS

starting a new business. The bill gives a preference to
administering entities that attract substantial private or non-
Federal matching funds. The bill enjoys bi-partisan support.

Gene/Bruce present three Options, but no one supports Option
2, which would have you put forward an IDA proposal with a
higher price tag, or Option 3, which would have you propose a
narrower IDA demonstration limited to home buying. All of
“your advisers (NEC, DPC, OMB, Podesta, Stein, VP, Treasury,
HUD, CEA, SBA, HHS) support Option 1, which is to endorse
Coats-Harkin with some modifications. There is some risk the
GOP will attempt to expand the IDAs to include K-12 private
school (a type of Coverdell Amendment), but Harkin has
vowed to oppose any such-efforts. Your advisers are seeking a
similar pledge from Coats.

Optlon 1 (recommendcd) Optlon 2 Option3 _ Discuss

Sean Maloney ‘%_
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| ~ THE WHITE HOUSE RESIDER

& s

WASHINGTON v 5\5 } T
June 14,1998 B =R ‘%
- 'MEMORANDUM FOR THE PRESIDENT \\ \’?/;

FROM: - GENE SPERLING | , o \wf""”/

BRUCE REED
SUBJECT: Individual Development Accounts

On Wednesday, the Senate Labor subcommittee will mark-up the Human Services
reauthorization bill. Besides Head Start and LIHEAP reauthorization, the Committee is planning to
include a demonstration of Individual Development Accounts. Given your record, we believe that
you should get out in front on this issue,and we should either endorse the proposal (with some
modifications) or propose our own IDA demonstration.

For many years, you have strongly supported Individual Development Accounts (IDAs) as a
means to build assets among lower-income Americans, help move people from welfare to work, -
expand homeownership opportunity, increase access to post-secondary education, and help people
start their own businesses. Indeed, nearly six years ago -- in September 1992 -- you announced your
support for IDAs, saying that they “would encourage poor Americans to set money aside in special
savings accounts that they can use for a home, their education, their training or starting a small
business.” To that end, your 1994 Welfare Reform proposal included an IDA proposal and the 1996

“Welfare Reform law allowed States to use welfare funds to establish IDAs.

"However, the Federal government has yet to provide direct funding to create IDAs. This
memo lays out three potential options for the Administration: (1) endorse the Coats-Harkin IDA
demonstration bill; (2) put forward our own Coats-Harkin-like IDA proposal with a higher price tag;
or (3) propose a narrower IDA demonstration for just homeownership.

CoatsfHarkin IDA Demonstration Bill:

~ Senator Coats and Senator Harkin are the lead sponsors of a bill which would establish a four-
year, $100 million IDA demonstration under which State and local agencies and/or non-profits would
be funded to operate IDA programs. The demonstration would be open to households that are either
eligible for welfare (TANF) or have an income level below the EITC phase-out point and a net worth
below $10,000. For each dollar deposited into the IDA by a low-income family, the administering
agency would provide a match of not less than 1:1 and not more than 8:1. Individuals could make
‘qualified withdrawals from the IDA for only three purposes: (1) purchase of a first home, (2) post-
secondary educational expenses, or (3) starting a new business. The Coats-Harkin bill gives a

_ preference to entities that are able to attract pledges of substantial non-Federal, especially private

sector, funding to serve as a match for the Federal dollars. And to determine whether this
demonstration works, the bill requires that there be a rigorous evaluation of the program.
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You should know that the Coats-Harkin bill has the support of a bipartisan group/6f L] - r'}
e f e

Senators, including Abraham, Lugar, Collins, Moseley-Braun and Wellstone. On the aouse side, f;
the lead sponsors of the companion bill are Tony Hall and Kasich. While there are no real) &,
substanuve problems with the bill, there need to be some clarifications and technical corré‘cuons "‘;i*j
e, = ""’V
~ Options: -

The following options would be coupled with two other measures to promote IDAs in the
private sector and at the state and local level: first, we would ask the banking regulators to clarify that
banks and thrifts can receive Community Reinvestment Act credit for IDA programs; and secohd, a
letter would be sent from HUD clarifying that HOME and CDBG funds can be used to establish IDA

~ programs. In addition, because of the need for an offset to pay for any of the following options, we
are investigating whether we could place the IDA program within the Treasury Department instead of |
at HHS (as the Coats-Harkin bill does) and direct the Community Development Financial Institutions
(CDFI) fund to set-aside funds from its existing budget rcquest for FY99 to pay for its operations.

Option 1: Endorsc Coats-Harkin bill

Pros:

° Could hclpvapproximatcly 50,000 lower-income Americans build assets, which is an
important means to get out of the cycle of dependency.

. While the national homeownership rate is nearly 66 percent, the rate among lower-income
and disadvantaged Americans is below 50 percent. IDAs would help expand
homeownership opportunities to this group of people. IDAs would also help increase access
to college and help low-income families start their own businesses.

. Provides another tool to move peoble from welfare to work.

° Enactment of Federal IDA legislation would complete the community cmpowcrrncnt agenda
you laid out in your 1992 campalgn :

. Would dovetail well with other housing proposals: Low-Income Housing Tax Credit
expansion will help develop more rental housing units; Welfare-to-Work Housing Vouchers
will help move welfare recipients into privately owned rental housing; and IDAs will help
these families save to become homcowners

. Of all the options being considered, most likely to be enacted this year.
Cons:
. The Coats-Harkin bill comes with a price tag of $25 million per year. One option to pay for

our endorsement could be to place its operation within the CDFI Fund and direct the Fund to .
set-aside $25 million within its FY99 budget request.
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° Some believe that Republicans would expand IDA bill to.include K-12 private schogl .
education, reopening the same issues raised by Coverdell amendment, but in a less fﬁvo\rilzf_/v
context (IDAs help lower-income Amerlcans while IRAs disproportionately benefit those -
with hlgher incomes).

. This initiative would help only a small percentage of low-income persons who need help
accumulating wealth.

. An IDA demonstration may be vulnerable to fraud, especially alloWing withdrawals for small
business activities.

. ® Endorsing Coats-Harkin means you will not have put forward your own IDA proposal (even
though Coats-Harkin is based largely on the one included in our 1994 welfare proposal). -

Option 2: Put Forward.Our Own IDA Demonstration with a Higher Price Tag .

Another option would be to put forward our own IDA demonstration proposal (with a higher
price tag), while acknowledging the proposal from Senators Coats and Harkin. OMB believes that
the largest our own IDA demonstration program could be - within your FY99 budget -- is $30
million per year (or $150 million over five years). This option would allow us to make the small
substantive and technical changes to the Coats-Harkin proposal without having to negotiate with
their staffs. ‘

Pros:
° Same as option 1, but.you would have ownership of the proposal.
Cons:

. Same as option 1, but the price tag for thls optlon would be h1gher and would requlr(' a
larger offset. - :

o Could upset Harkin and Coats that we are proposing a 51m11ar IDA demonstratlon without
endorsing their proposal.

Option 3: Propose More Narrow [DA Demonstration for Only Homeownershib '

Another alternative would be to propose a narrow [DA demonstration which would be
- focused solely on homeownership -- the only qualified withdrawal would be for the purchase of a
first home. ’
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Pros:

4 Focuses message on homeownership and focus attention on the importance of savmg o] M
homeownership.
. Allays concerns of education community that IDAs would be used as vehicle for Coverdell.
. Costs less than other two options.
\
Cons:
. Some may question why we did not propose allowing post—éecondary education as a qualified

withdrawal from IDAs, given your strong record on expanding access to college. We would
get the same criticism for not allowing withdrawals for starting a new small business.

Recommendations:

-NEC, DPC, OMB, White House Legislative Affairs, OVP, Treasury, HUD, CEEA, SBA, and

'HHS recommend that you support the Coats-Harkin bill with some modifications. There is ‘
unanimous agreement that endorsing Coats-Harkin would be consistent with your goals of helping
move people from welfare to work, provide educational opportunities, help people buy their own
homes, and help people start their own businesses. If you decide to endorse Coats-Harkin, we will

- work with their staffs to ensure that the bill is modified to address the specific concerns of your

advisors; for example, we want the bill to include a stronger evaluation component so that we have
rigorous evidence on whether this initiative works or not.

Education is conccmed that endorsing an IDA demonstratlon now may provide the
Republicans an opportunity to open up the accounts to K-12 private school education. You should
_ know_that Senator Harkin has indicated that he will not support the IDA demonstration ifthe
Republicans try to attach a Coverdell-like amendment. Your advisors believe that we should ‘work
with Senator Harkin to obtain a similar pledge from Senator Coats before we endorse the bill. In the
end, we believe that Senator Coats will prov1de us this guarantee because he is retiring and wants to
pass the IDA bill.

Endorse Coats-Harkin Bill (RECOMMENDED)
Put Forward Your Own, Bi gger IDA Dernonstrétion Proposal
Propose Namrow IDA Derﬁpnstration Program Targeted To Homeownership

Discuss Further
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3. It fails to include a reqmrement that banking orgamzanons both have a satlsfactory RA ratingas 5/
a precondition to engage in newly authorized financial activities and maintain their é%ratmg in %/
order to continue engaging in these activities. Chairman Gramm considers this requiremeént. . '

~ expansion of CRA. We, on the other hand, believe that failure to include this provision would
seriously erode CRA’s relevance over time, as bankmg orgamzatlons increasingly focus on these
new activities. (See appendix.)’ : :

In the House, the Banking Committee reported out a bipartisan bill (51-8), that we endorsed, that
does not contain any anti-CRA provisions. The House Banking bill includes the “have and maintain”
requirernent. If a bank fails to maintain its rating it must develop and implement a compliance plan or
risk penalties -- including the possibility of forced divestitures of the newly approved activities and,
according to some interpretations of the bill, civil money penalties.

When the Senate bill comes to the floor, Democrats currently plan to introduce both a Democratic
substitute bill, and a comprehensive CRA amendment striking the anti-CRA provisions and adding the
“have and maintain” requirement. Democrats will likely vote for the amendment -- although support for
individual pieces may vary -- and against final passage if the amendment fails. Republicans may offer
anti-CRA amendments. In addition, there may be amendments offered by members of either or both

- parties with respect to permitting banking organizations to conduct new activities through operating -
subsidiaries, and limiting the unitary thrift provisions. We support such amendments as consistent with
your veto letter, although there is some question about our likelihood of success on the floor. Qur strong
support for the “have and maintain” requirement for CRA is likely to further bolster our support from
Democrats for these other amendments. If the Democratic CRA amendment fails, Democrats are likely
to be unified in opposing the bill on final passage, and we may have more leverage to fix other issues in
conference, such as banking and commerce or the operating subsidiary. If the CRA amendments.
succeed, we may be in a weaker position to make other changes to the legislation in conference.

Cominunity groups strongly support our opposiiion‘ to the Gramm bill, but believe that the House-
passed version, with its “have and maintain” requirement, is at best minimally acceptable. They are likely
to oppose any financial modernization legislation that does not significantly expand CRA.

Recommendation

Part 1: CRA Veto Threat, including “Have and Maintain”

In both your letters to the Senate and Treasury statements, we have provided a number of reasons
why you would veto the current Gramm bill. This week, as some Senators seek to find a compromise,
Secretary Rubin inevitably will be asked whether you would veto the bill over specific provisions — in
particular over the absence of the “have and maintain” requirement. As a policy matter, your advisors
believe that you should veto financial modernization legislation that fails to include a requirement that
banking organizations both have and maintain a satisfactory CRA record in order to engage in newly
authorized activities.
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hypothetical 51tuat10n as no bill currently would address all our other concerns except the “have and -
maintain” requlrement Moreover, we do not have a clear sense of how many Democrats would support
you, if that were the only CRA problem raised by the bill. Thus, for now, your advisors recommend that .

we continue publicly to reiterate your veto threat on CRA generally. When asked, Secretary Rubin would
clarify that the veto threat includes the small bank exemption, the safe harbor, and the lack of a “have and
maintain” requirement. If pressed further on “have and maintain,” Secretary Rubin would explain that the
requirement is embedded in the veto threat. We would leave flexibility as to.the enforcernent mechanlsm

for this requirement.

Analysis: In the future, the relative importance of banking merger applications -- and,
thus, occasions for reviewing a bank's CRA record, may decline and the establishment of non-
bank financial activities will become increasingly important. In that context, the requirement that

 bariking organizations have and maintain an adequate CRA record in order to engage in newly
authorized financial activities will be essential to maintaining the relevance of CRA. This

~ requirement strengthens CRA enforcement -- by conditioning applications for non-banking
activities on CRA compliance and by subjecting the bank to further consequences if its CRA
record becomes unsatisfactory after the applications is approved -- without expanding the scope of
CRA beyond insured depository institutions.

In addition, insisting on the “have and maintain” requirement is consistent with your strong stance
on CRA over the last six years, and is a position that consumer, community, and civil rights groups expect
you to take. Moreover, there are tactical advantages to taking a tough negotiating stance on CRA. It
increases our leverage in conference, as Congressional Democrats have thus far been relatively united in
supporting a “have and maintain” requirement this year. Democrats are not as united on our other
concerns. Thus, CRA will be a key rationale should a veto be necessary.

_ In the end, however, it is unlikely that we will get a bill out of Congress containing the “have and
maintain” requirement. Chairman Gramm has said that he will bring down any bill that is not at least
“CRA neutral.” Chairman Gramm argues that “have and maintain” is an expansion of CRA. Moreover, in
the unlikely event that you are forced to veto a bill solely over the “have and maintain” requirement, that
veto could be difficult to sustain. For example, many Democrats at the end of the day may not oppose a
bill that addressed their other concerns with the Gramm bill, but dropped the “maintain” requirement.
(Prospects of sustaining the veto are somewhat better in the House than in the Senate.) Last Congress,
moreover, the Administration sent up a bill requiring that banks have a satisfactory CRA rating but not that
banks maintain their CRA rating, and the Senate Banking Committee reported a bill last year with this
more limited requirement, 16-2.

Part 2: Support Democratic CRA Floor Strategy
Your advisors believe that we should support the Senate Democratic Leadership’s floor strategy, be’
careful not to push votes that will divide Democrats on CRA issues, and be especially careful not to drive

moderates to cut a deal with Gramm. Although the situation is fluid, that strategy currently exists of
offering a full Democratic substitute for the bill, offering a single CRA amendment to strike offending
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provisions and add the “have and maintain” requirement, and opposing anti-CRA amendments?y (—( ’ 7’\

| | N
Analysis:  On the one hand, community groups have been urging us to be more aggresswe,\a_—//

arguing that we should expand CRA as we modernize the financial system. On the other, some

- Democrats would prefer to get financial modernization enacted, even if it meant a weakening of CRA.
Thus, some are tempted to compromise on the small bank exemption or “have and maintain.”
As a result, Democratic unity behind a comprehensive CRA amendment would be a significant
achievement. : : -

[
3

If Republicans offer an “anti-extortion” amendment, we would oppose it on the grounds that it
would chill legitimate relationships between financial institutions and communities, and that extortion is
already illegal, but the debate will be difficult for Democrats. Republicans also might propose an
amendment requiring disclosure of bank-community group CRA settlements, and it would be difficult to
press Democrats to oppose this. In fact, we could support such an amendment. If it is offered, we should
encourage Democrats to offer a “second-degree” amendment requiring financial institutions to report on
their progress in meeting their CRA commitments, which would garner support from Democrats and

. community groups, but the amendment is unlikely to pass. '

DECISION , Agreé ' Discuss Further

COPY .



THE WHITE HOUSE .
 WASHINGTON =~

August 11, 1998

- MEMORANDUM FOR THE PRESIDENT

- FROM: GENE SPERLING
‘ . BRUCE REED
CHRIS JENNINGS
SUBJECT: LONG-TERM CARE INITIATIVE
cc. : THE VICE PRESIDENT, ERSKINE BOWLES, ROBERT RUBIN,

JACK LEW, SYLVIA MATTHEWS, JANET YELLEN, MARIA
ECHAVESTE, JOHN PODESTA, RON KLAIN, LARRY STEIN,
RAHM EMANUEL, PAUL BEGALA, ELENA KAGAN

Per your request, an interagency NEC/DPC process examined long-term care policy options,
~spec1f1cally how long-term care options could be added to our tax cut package. This memo
summarizes our recommendations on both the best policy and the advisability of announcmg
such an initiative in August or September or waiting until the State of the Union.

We developed a long-term care initiative that both assists people who provide or pay for long-
term care and encourages workers to purchase high-quality, private long-term care insurance.
The centerpiece of the initiative is a broad-based, non-refundable tax credit for people with long-
term care needs or for families who house and care for such relatives. The credit could help
defray the costs of formal care (e.g., home health care and informal care (e.g., assisting parents
who are bed-ridden). Second, to complement the ongoing work of your Task Force on the
Employment of Adults with Disabilities, we could introduce a tax credit of up to $5,000 for
impairment-related work expenses incuired by disabled individuals. Third, we could announce
support for offering private long-term care insurance to Federal employees, which would have
virtually no costs and bipartisan support, Thelong-term care tax options cost a total of $4 billion
over S years and $14 billion over 10 years, and would be fully funded by savings from
postponing or modifying our budget revenue proposals, plus a few offsets that were in the Senate
IRS bill, but that were not included in-the final bill, or in your FY 1998 budget.

- The timing of-an-announcement of'a long-term care initiative in-a modified tax package depends -

on a number of factors that will be discussed later in the memo.
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BACKGROUND : ' ' g&'} ‘ , {’7}“
This policy initiative is motivated by an interest to address long-term care and issues facm the Ty
chromcally ill, particularly the elderly. . -_Q L‘l \ q, ‘

have begun to.raise. pohcy options. (e g., MSAs for long-term care in.their. Patlent Protection
‘Act), but not aggressively. Along with the lack of coverage of prescription drugs, the poor
coverage of long-term care répresents a major concern for the elderly and their families.
Medicare pays for only a limited amount of long-term care, and prlvate insurance even less --
only 10 percent of home health care and 5 percent of nursing home care. As a result, Iong-term
care costs account for nearly haIf of all out-of-pocket health expenditures for Medicare
‘beneficiaries.

Concern about long-term care costs is not limited to the elderly and people with disabilities.
‘Their children, other relatives and friends provide a large amount of formal and informal long-
term care. According to an HHS study that has not yet been released, one in three Americans
. voluntarily provide some unpaid informal care to an ill or disabled family member or friend.
Over 90 percent of people with three or more limitations in activities of daily living (ADLs)
living in the community receive some kind of 1nformal care, most often from a spouse or relative.
This means that middle-class fammes may find themselves caring b0ﬂ1 for their parents and their
children. . :

" A second motivation for this initiative is to make our targeted tax cut package include a more
progressive, senior-focused tax option. Most people with long-term care needs have lower
incomes: Forexample, the poverty rate for the elderly with two ormore limitations'in ADLS is -

~ twice as hlgh as the rate for all elderly.

POLICIES ‘
The proposed long-term care initiative would consist of three p01101es two new tax creditsplus
offering quality private long-term care insurance to federal workers. Savings to pay for this
initiative would come from new offsets and savings from postponing or modlfymg our existing
tax cut proposals

1 Long-term care tax credit :
The centerpiece of the long-term care initiative would be a tax credit for people with long—term

' care needs or the families who house and care for such relatives. A $500, non-refundable credit
would cost $3.9 billion over 5 years and $12.4 billion over 10 years (according to preliminary
Treasury estimates) and would help a total of 3.4 million chronically ill individuals (described -
below).. People with long-term care needs are defined as having two or more limitations in
‘ADLs (bathing, dressing, eating, toileting, transferring and incontinence management) lasting for

~ longer than six months or severe cognitive impairment, as certified by a doctor. Virtually all
people who meet these criteria need some type of long-term care. The credit would be given on

2
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. the basis of illness rather than expenses because, otherw’lse it would not help people whé geoexlvé }Q Z
unpaid long-term care. For example, a wife who cares for her husband herself rather th :
paying someone to do it would not receive a credit if it were based on receipts for long-terin,_care

~ expenses. This approach is also easier to administer than alternatives. About 1.7 million
chronically ill individuals would directly get this credit on their own tax returns.

Certain families with “dependents” with long-term care needs could also receive the credit.
Under current law, adults can be claimed by tax filers as dependents if they are related, have very
low income; and receive at least half of their support from the tax payer (among other criteria).
Adult dependents are generally not required to file tax returns themselves. For the purpose of
this credit, we would broaden the definition of a “depéndent” to include a person who needs .
long-term care (described above), lives with the family member, and generally does not have any
income tax liability. Because by definition they live in the commmﬁty, dependents are rarely
nursing home residents. Simply stated, this allows families (other than spouses) who house and
care for relatives needing long-term care to apply for the credit on their behalf. This improves
the ability. of the credit to help people who do.not have enaugh income.to. file tax returns, .
although it does not help the elderly with no tax liability living alone or outside of their relatlves
homes. Another 1.7 million families would get the credit in this way.

Over half of the chronically ill individuals benefiting from this credit are elderly, since the
need for long-term care increases with age. Preliminary conversations with aging advocates
suggest that this tax credit would be well received. However, private long-term care insurers
could oppose the credit for fear that it will decrease interest in insurance since people may think
that the credit protects them against long-term care costs.

Key Issues
Should the credit be refundable? A large proportion of people with long-term care needs are
low-income and do not have tax liability. Refundability could improve the effectiveness of this
‘ pohcy at reaching its target population.

Pro: ' : ' : : ~

. An additional several hundred thousand people would benefit from the credit if it were
refundable, and, for those with a low tax liability, they would get the full amount of the

- credit.

Cons:

«  Itadds complexity to the policy because it creates a need to exclude certain groups. A
large number of non-filers with long-term care needs are already receiving assistance
through SSI and Medicaid if in a nursing home. Because a refundable credit would count
against their eligibility for these programs, it makes sense to exclude them from the
credit. However, this would be difficult, administratively and politically. -

. It could jeopardize the initiative. Although we have been successful in our support for

-3
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the refundability of the E.I.T.C. despite the strong Republican opposition, addin: 'another

refundable credit could risk the passage of the initiative and potentially undenmnej Ll
support for existing refundable credits as well. \

«  This proposal, as a refundable credit, may not be admnustrable at acceptable levels c}\_y
compliance and intrusiveness.

Should we give a arger credit to few people or a smaller credit to moré people? If we make the
definition of needing long-term care stricter (i.e., three or more ADL limitations as opposed to
two), fewer people would be eligible but we could increase the credit amount within the budget
constraints.

Pros: A : : .
. Raising the credit amount to $1,000 would make the amount more meaningful. For
- example, it is enough to purchase a few hours of respite care per week.

« - Eligibility based on two or more limitations in ADLs could be more subject to fraud,

~ since it is a less strict standard. ‘

Con:

. Even with $500 credit and the broader definition of needing long-term care, the policy
helps a subset of the people who need long-term care or their families. According to one
estimate, about 50 million Americans provide some type of informal long-term care to
family and friends. :

« . Because most people meeting the stricter definition (three plus limitations in ADLs) are

ill enough to require institutionalization, even a $1,000 may be perceived as being too
small relative to the larger costs incurred by these people and their family.

2. Tax credit for impairment-related work expenses for people with disabilities

To complement the work of the Task Force on Employment of Adults with Disabilities, people
with disabilities could receive a new tax credit of up to $5,000 for their impairment-related work
expenses. This credit could be used to offset expenses for personal care in the workplace, for
example, which is often a pre-condition for leaving home for work. A similar credit was in the
Health Security Act and a Republican “return-to-work” proposal this year. It costs about $500
million over 5 years, $1.2 billion over 10 years, and helps about 300,000. :

Key Issue :

hould this credit remain as part of th long-term care initiative or be saved fcsr a separate
announcement? Although this credit can be considered a long-term care policy, it also fits in the
context of return-to-work policies for people with disabilities and could be announced by 1tse1f or
in the State of the Union.

cory .




Pro:

community, and especially close attention is being paid to Administration actions. VEVSQ\A“’;/
the aging advocates support including people with disabilities to avoid-this criticism.

Cons: , '
. The disability community seems happy with the Administration’s work on the Jeffords-
Kennedy leg1slat10n so that an additional pohcy at this point may not be needed. ‘

. Since we do not exclude people under age 65 from the long-term care tax credit, we
would be helping people with more severe disabilities even if we dropped this specific
credit. The overlap between the two credits, however, may be low.

3. Offering private long-term care insurance to Federal workers

* The third piece of the initiative is the small but symbolic non-tax option to offer F ederal
employées and afifiditants a range of high-quality privaté long-tefri ¢are insurance policies.
There would be no Federal contribution for this coverage, but Office of Petsonnel Management
(OPM) would set standards for the plans and sort them into benefit classes (e.g., “core” policy

* plus several types of “enhanced™ policies) to facilitate informed choice. A seriously flawed bill
to allow a open-ended long-term care insurance option was introduced by Representative Mica
(R-FL) last week. Democratic members of the Civil Service Subcommittee, plus some
Republicans (e.g., Connie Morrella), have expressed interest in a substitute. Proposing an
alternative would add to our series of policies for Federal workers that demonstrates our
leadership as a responsible employer.

Key Issues. None on policy grounds, although it is not a tax policy like the others. However,
your advisors recommend that we act on this as soon as possible to preempt the Republicans
from claiming the policy. .

4. Offsets : :
This long-term care initiative would cost about $4 billion over 5 years and $14 billion over 10

~ years. It could be offset by modifying our existing tax package and adding a few new policies.
First, we would postpone the effective date of our proposed tax initiatives until January 1, 2000.
G1ven the Year 2000 problem we would probably have to do so regardless Second, we would
scale back the child and dependent care credit (make it a 40 percent credit as opposed to 50
percent and slow the phase-down). Third, we would add two new policies that were in the ,
Senate IRS package, but weren’t included in the final bill and that were in your FY 1998 budget.

_ The first is to modify the Foreign Tax Credit carryover rules; the second is to reform the

treatment of Foreign Oil and Gas Income and dual capacity taxpayers. '

COPY
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Key Issues. None on policy grounds, although like any offsets, they are not universally 11ked

—
el =
RECOMMENDATIONS. Your advisors (Chief of Staff, Office of the Vice President, NEC t 7:‘)\57}
DPC, CEA, Legislative Affairs, Treasury and OMB) generally agree on all of the components of \5" /
this long-term care initiative. On the issue of refundability of the long-term care tax credit, we R /
recommend against it. In particular, NEC, DPC Treasury and Legislative Affairs fear that
making the credit refundable could spur an overall attack against refundability and jeopardize the
gains that we have made on the EIT.C. It does, however, leave us somewhat vulnerable to
criticisms.that it is.regressive. . We suggest responding.to this concern. by stating that we are
willing to work with Congress to make this credit more progressive. There is also agreement
choose a broader definition of eligibility (two plus limitations in ADLs) even though we would
- have to lower the credit to make it affordable. This could help broaden the base of support for
the initiative. Finally, even though the credit for people with disabilities could be part of the
long-term care package, we recommend making it a separate announcement. NEC/DPC think
that this credit might be best announced in the State of the Union, since it is likely to be
recommended by the Task Force’s November report and such an announcement would be viewed
as acting on that recommendation.

Long-term care tax credit:
Include refundable credit
Include non-refundable credit (RECOMMZENDED)

Do not include in the package

-

Tax credit for impairment-related expenses for people with disabilities:
Include tax credit for people with disabilities
Do not include in the package (RECOMMENDED)

Offcring*private longsterm'care insurance to federal employees: R RLIRE
- Include in package (RECOMMENDED) -
Do not include in the package . ~

Discuss some or all options further

ISSUES RELATED TO THE TIMING OF AN ANNOUNCEMENT

Assuming that the long-term care initiative and modified tax cut package are acceptable on
policy grounds, the next question is about timing of an announcement. The following outlines -
the pros and cons of announcing this initiative in August or early September.

Pros:

«  Secures ownership of the long-term care issue. A strong, affirmative Iong-terfn care
message would not only be popular amongst the elderly, people with disabilities and most

CoPY . |
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A > ‘
. advocacy groups, but it would probably be well received by validators who think a? this %}
is the great, untouched baby-boom issue. This could complement and affirm your! = :: L_{ { -%;L 57

Ieadershlp on major, societal issues facing the country in the next century. W : \_3 /

J Provides an alternative to private long-term care insurance and MSAs as the only
solution to the problem. In September, the Republicans will probably take up the Mica
federal employees’ private long-term care insurance proposal and the Senate Patient Bill
of Rights legislation that expands MSAs to inctude long-term care expenses. The
mainstream advocates are concerned about the singular focus on private long-term care
insurance and MSAs, since they will not come close to covering the costs of long-term
care. Even the insurance industry, in its most optimistic projections, does not foresee that
private insurance will cover even half of long-term care costs in thirty years. However, in
the absence of alternatives, some may feel some pressure to support the Republicans’
proposals.

. Confirms our support for responsible tax cuts. Presenting a tax cut package with
explicit offsets would reaffirm that we support tax cuts, so long as they are paid for. As
such, it could complement our Save Social Security First message. These credits also are
attractive alternatives to some of the Republican, proposals, since they focus on the
elderly and people with disabilities who have lower income.

Cons:

. Could provide impetus for an unacceptable tax cut this year. The proposal would
come at a time when Congressional Democrats, especially in the House, see the Social
Security First message as strong and simple. They would probably perceive a new tax
package as clouding that message. Also, Gingrich has been musing about settling fora.
tax cut this year of $70 billion or even less, so that our announcement of a revised tax
package of about $30 billion could be read as a sign that we are willing to deal with the
Republicans on their tax package in September and make our rule of not using the surplus
less clear as well. Finally, given that our revenue raising provisions are unpopular on the
Hill, an announcement with an attractive set of options could increase the chances of a tax
cut that taps the surplus. o

. Democrats may prefer marriage penalty regardless. The new package could have
somewhat limited value for Congressional Democrats because it does not include
marriage penalty-relief; which is their main concern; - -+ - -~

. May appear political and not receive the attention and validation that it deserves.
Since it is unusual to propose policies with budget implications outside of the State of the
Union and Budget process, the timing of the announcement, rather than the substance of
it, may be what the press focuses on.
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RECOMMENDATIONS. Your advisors generally do not recommend an August or ear; yz';:\ L{/ 7—9\ S
September announcement. The importance of this initiative to your overall policy agenda\would _>:“/
probably be obscured by a media focused on the timing. Moreover, Republicans could seize on /\_

the announcement to generate momentum in September for their tax package or one that uses thew__—
surplus. It appears, at this point, that Democrats think that inaction on the tax front is a good

outcome for them. -

However, we think that the question of timing should be revisited in mid-September. At that
point, we will have a better sense of the potential ramifications of the announcement for
Congress.”We cari also assess whefi and how we can make this antiouricement so'it clearly gets
the attention it deserves and puts you in a leadership role on this important issue. :

Announce in August or early September
~ Revisit timing decision in mid-September (RECOMMENDED)

Discuss further




THE WHITE HOUSE
WASHINGTON

Octobcr 3y, 1997

. MEMORANDUM FOR THE PRESIDENT

FROM: BRUCE REED
RAHM EMANUEL

. SUBJECT:  “Sporterized” Assault Weapons Directive

Attached is a draft directive on the importation of a new class of modified, or
“sporterized,” assault weapons. As youknow, the 1994 Crime Bill bans 19 specific assault
weapons, their duplicates, and certain other semiautomatic weapons with military-style features.
The 1968 Gun Control Act more generally prohibits the importation of firearms that are not
“generally recognized as particularly suitable or readily adaptable to sporting purposes.” In -
recent years, certain guni manufacturers have redesigned “assault-type” weapons in minor ways

" to circumvent the 1994 ban and to meet the criteria currently used to apply the sporting purposes
provision of the 1968 Act This directive is intended to address i unportanon of such redesxgmed
weapons. '

, The directive essentially mirrors the action you took in 1993 to ban the importation of
assault pistols and the action President Bush took in 1989 to ban the importation of assault rifles.
Everyone agrees that the directive should: (1) require Treasury to reexamine, and if necessary,
modify the criteria used to keep non-sporting weapons out of the country; and (2) temporarily
suspend the approval of all pending and future applications for permits to import sporterized
assault weapons. Although only a limited number of these firearms has come into the country

since passage of the assault weapons ban (approximately 14,000 in 1994, 12,000 in 1995, 30,000
in 1996, and nearly 20,000 to date this year — as opposed to nearly 160,000 in 1993),
applications are now pending to import as many as 1.1 million more of these firearms. The
directive would halt importation of these firearms while Treasury conducts its review -- and
depending on the outcome of that review, could lead to a permanent ban on such weapons.

‘ As you know, we have not yet resolved whether the Administration should take the
additional step of temporarily suspending permits that already have been granted. While ATF
originally estimated that 300,000 sporterized assault weapons could be legally imported under
roughly 50 existing permits, the Bureau now puts the figure at about 600,000. The difference is .
due largely to ATF staff's approval last week of 3 permits for an additional 175,000 sporterized
firearms -- action taken in the face of an informal departmental directive not to act on pendmg
apphcatmns until the scope of this directive was detemnned

We have asked Treasury Justice, and White House Counsel to develop the strongest

C O@ onr temporanly suspending cxxstmg perrmts Justice litigators continue to have

-COPY
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serious doubts that we have a sufficient factual basis for taking this action. They pomt oht that,
in upholding the Bush Administration’s suspension of existing permits in 1989, the co&r‘t relied <
on a combination of specific facts, including: a large number of approved and pending perr J
for assault rifles; a 57% increase in the number of assault rifles recovered 4t crime scenes; and
several highly publicized shootings involving assault rifles, such as the Stockton, CA murders. .
Arguably, the same combination of cu'cumstances does ot exist today. While the number of
(approved and pending permits is comparable the 145% increase in the number of sporterized

_ weapons traced since 1994 is largely attributable to an expanded tracing program (mdeed other

. makes of guns have shown a larger increase in tracings), and no highly publicized crimes have
involved these weapons.

Given these circumstances, Justice litigators believe that a court is very likely to enjoin
. our suspension of existing permits. Justice also points out that a loss on this issue could
" undermine our ability to defend any future action taken by Treasury to modify the test for non-
sporting weapons: for example, a court that believes we stepped over the line in suspending
existing permits may doubt whether we have a bona fide basis for modifying the criteria used to
" apply the sporting purposes test. The Justice Department, however, has stated clearly that it will
defend in court an Administration decision to suspend existing permits.

You have the following options with respect to the scope of the directive: -

Option 1: Suspend action only on applications for pending and future permits (covering
-about 1.1 million firearms). Allow imports under the 50 existing permits (covering
600,000 firearms) during the review period. If Treasury ultimately changes the sporting
purposes test, revoke permits for firearms inconsistent with the new criteria. Treasury
and Justice lawyers believe this option is entirely defensible. Senator Feinstein and other
Members of Congress would complain that this action is not sufficiently bold.

’ lesznl Suspend action on pending and future permits, and require Treasury to closely
monitor the levels of importation and criminal use of sporterized firearms during the
review period. If during the review period, the Secretary determines that circumstances
warrant additional action, including suspension of existing permits, then Treasury would
be directed to take such action. Although this solution will not be acceptable to Senator
Feinstein, it may dampen criticism from others -- and substanually reduce our htlgatxon
risk. ' :

Option 3: In addition to suspending action on pending and future permits, temporarily
suspend all existing permits (50 permits for 600,000 firearms) while ATF reviews the
sporting purposes criteria. After this review, if Treasury changes the sporting purposes
test, revoke permits for firearms inconsistent with the new criteria. Justice litigators
believe that this option presents a substantial litigation risk and could undermine our
ability to defend future action by Treasury to modify the sporting purposes test.
Additionally, key Treasury staff would spend much of the review period in court -- and
not necessarily working on re-examining the sporting purposes test. '

COPY
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Recommendation:

Chuck Ruff believes that, although it would be consistent with the Justice Departthent’s -
professional obligations to defend the revocation of existing permits, there is a substantial risk
that any ensuing litigation would ultimately undermine ATF’s ability to make defensible changes
in the sporting purposes criteria. Not only would discovery reveal the current weaknesses in
ATF’s analysis -- and thus potentially in the predicate for any changes it may propose -- but an -
adverse decision in the district court (and in the court of appeals), would adversely affect our-
ability to defend challenges to the new criteria. Thus, he would prefer Option 2.

We are comfortable with either Option 2 or Option 3. (Optiori 1 looks weak in not

holding out even the possibility of a suspension of existing permits.) Option 3 looks stronger to
start with, but may.well result in‘a quick loss in court. Option 2 will be subject to immediate

~ criticism by Feinstein and others, but may hold up best over time. .

COPY
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Wlthdrawal/Redactlon Sheet
Clmton L1brary

- DOCUMENT NO. SUBJECT/TITLE DATE RESTRICTION

‘AND TYPE ’

001. note re: Meeting with Chris‘. fennings (3 pages} 11/15/2000 PS5

002. note re: Meeting with Will Marshall- (7 i)ages) : 09/19/200‘0‘ PS5

003. note re: Meeting wi%h Carol Rasco (3 pages) | 10/11/2000  P5

004. note re:'Meeting with Al From (5 pageg) 10/04/2000  P5

005. note re: Meeting with B. Galston (3 pages) 09/25/2000 ‘PS |
COLLECTION:

Clinton Presidential Records
Domestic Policy Council
David Sewell

OA/Box Number: 20725 -

CLINTON LIBRARY PHOTOCOPY

FOLDER TITLE:
Notes - Meetings/Memos

Racheal Carter
2010-1111-8
rcd437

RESTRICTION CODES

Presidential Records Act - [44 U.S.C. 2204(a)]

P1 National Security Classified Information [(2)(1) of the PRA]

P2 Relating to the appointment to Federal office [(2)(2) of the PRA]

P3 Release would violate a Federal statute [(2)(3) of the PRA]

P4 Release would disclose trade secrets or cenfidential commercial or
financial information [(a)(4) of the PRA] ’

P5 Release would disclose confidential advice between the President
and his advisors, or between such advisors [a)(5) of the PRA]

P6 Release would constitute a clearly unwarranted invasion of
persenal privacy [(a)(6) of the PRA]

C. Closed in accordance with restrictions contained in donor's deed
of gift.
PRM. Personal record misfile defined in accordance with 44 U.S.C.
2201(3). ‘
RR. Document will be reviewed upon request.

Freedom of Information Act - I5 US.C. 552(b)}

b(1) National security classified information [(b)(1) of the FOIA]

b(2) Release would disclose internal personnel rules and practices of .
an agency [(b)(2) of the FOIA]

b(3) Release would violate a Federal statute {(b)(3) of the FOIA]

b(4) Release would disclose trade secrets or confidential or financial
mformatxon [(b)(4) of the FOIA]

b(6) Release would constitute a clearly unwarranted invasion of
personal privacy [(b)(6) of the FOIA]

b(7) Release would disclose information compiled for law enforcement
purposes [(b)(7) of the FOIA] .

b(8) Release would disclose information concerning the regu!anon of
financial institutions [{b}(8) of the FOIA]} '

b(9) Release would disclose geological or geophysical information
concerning wells {(b)(9) of the FOIA]
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