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UNITED STATES 
DEPARTMENT OF EDUCATION N E W S 

For Release: April 20, 1998 Contact: Julie Green (202) 401-3026 

STATEMENT BY U.S. SECRETARY OF EDUCATION RICHARD W. RILEY 

I am here today to help focus attention on what wiU be, without a doubt, a defining series of 
Congressional votes on education. 

I say "defining" because the votes over the next several days will clarify whether this is a 
Congress that wants to represent the American people with meaningftjl action that makes a real 
difference -or with marginal legislation that makes phony claims of fundamental 
improvement. 

Does this Congress want to invest taxpayers' money wisely —in real and shared priorities for 
the American people? Let's not squander this opportunity on a gimmick that will help a very 
limited number of Americans ~ mostly high-income families— in a very limited way, as 
figures from the bipartisan joint tax committee clearly show. 

The Coverdell bill proposes a tax break that, on average, will bring just $7 extra into the 
homes of Americans with public school children by 2002, and just $37 to taxpayers with 
children in private schools. 

It would send a disproportionate share of benefits to wealthier families who will save with or 
without this legislation, and it would divert funds from productive efforts to improve 
education. 

The difference between the Coverdell bill and the Moseley-Braun bill is the difference between 
pocket change and real change. 

It is the difference between $7 a family in the year 2002 —and a bold plan to finance $22 
billion in bonds to modernize and build schools -to address overcrowding, fix leaky roofs, 
accommodate better access for children with disabilities, and help wire our schools for 
technology. 

The House and Senate have passed very large highway bills. Now is the time to do something 
concrete for education. Now is the time to pass the Moseley-Braun school construction bill. 

Our irtlsshn Is to ensurs access to education and to promote educational excellence throughout ttte Nation. 



EFFORTS ON SCHOOL CONSTRUCTION AMENDMENT 
Vote Will Be on Tuesday, April 21 

To Do's (tentative) 
• recommended POTUS meeting with Democratic leadership on Tuesday followed by a statement 

on school construction (tentative) (*Chief of Staff meeting) 
• POTUS letter to Hill (to be given to Hill point person on Sunday to be distributed on Monday) 
• target list from Leg. Affairs for calls from POTUS and VP (Roderick Johnson) 

Target States: California VP's Community Forum States: Iowa 
Delaware Arizona 
Louisiana Texas 
Florida North Carolina 
New York Mississippi 
Pennsylvania Ohio 
Colorado Virginia 
Rhode Island Maryland 
Vermont Massachusetts 
Maine *Califomia 
West Virginia •Delaware 
Connecticut * Florida 
New Jersey *New York 

•Pennsylvania 
•Rhode Island 
•Maine 
•New Jersey 

VP calls and possible trip to Hill (John Schnur) 
conference calls to regional print reporters in 20 states (Estela Mendoza) 
report from community forums in 20 cities to be released by VP Tuesday (John Schnur) 
Talking Points for OPL, Political Affairs, IGA and other friends (Communications-attached) 
one-pager for OPL, Political Affairs, IGA and other friends to distribute to their networks and 
constituencies (Communications—attached) 

Outcomes 

Monday, April 20: 

Tuesday, April 21: 

POTUS letter to Hill 
call(s) by POTUS 
calls by VP 
press release issued announcing VP visit to Capitol Hill for Tuesday 
regional conference calls to print reporters 
calls to print reporters who have written on this already 

VP brings report of summaries from community forums held in 20 cities 
last week to CMB/Daschle on the Hill 
POTUS meeting with Democratic leadership (tentative) 
highlight construction vote to press as key education issue as Congress 
prepares to vote (Senior Staff, Communications) 



SCHOOL CONSTRI CTION TALKJiNC POINTS 

The Vote 
• On Tuesday. April 21, the Senate considers the Moseley-Braun School Modernization Amendment to H.R. 

2646, the Education Savings Act for Public and Private Schools. 

• Tuesday's vote is critical in determining whether Congress will act this year to provide adequate 
support for school construction. With only a few working days left in session, this is the best remaining 
opportunity for the Senate to ensure that communities get the resources they need to make sure that our 
students learn in safe, modern, well-equipped schools. 

• The School Modernization Amendment replaces provisions in H.R. 2646 that would reward wealthier 
families who would send their children to private school with or without subsidies, but would do nothing to 
fix school buildings or build new ones with a simple and effective means of helping communities 
modernize schools. 

The Problem: Deteriorating Schools and Growing Enrollment 
• This year, the American Society of Civil Engineers gave our schools an "F" in its infrastructure report card 

this year, worse than in roads, bridges, mass transit and every other category of investment. One third of all 
our schools need major repairs. More than one half have major building problems. The School 
Modernization Amendment is designed to address a nationwide school facilities crisis. 

• The School Modernization Amendment is especially necessary now, because: 

The inventory of repair needs is large and growing. The General Accounting Office (GAO) estimated 
that the cost of bringing the nation's schools into "good overall condition" was $112 billion. The 
amendment will help states and communities stretch their education investments. 

The problem is worsening as enrollment surges. The National Center for Education Statistics projects 
that elementary and secondary enrollments will swell from 52.2 million in 1997 to 54.4 million in 2006. 
States and communities must act now. To accommodate the larger number of students they will need to 
build 6,000 new schools in the next decade. 

The condition of schools is related to student achievement. A growing body of research links student 
achievement and behavior to the physical building conditions and overcrowding. Construction and 
renovation is needed to accommodate smaller class sizes and new technology. Decaying environmental 
conditions - peeling paint, crumbling plaster, non-functioning toilets, poor lighting, inoperative heating 
and cooling systems - affect the leaming as well as the health and the morale of students and staff 

The School Modemization Amendment 
This amendment leverages our money by creating zero-interest bonds for states and school districts 
to issue to finance capital improvements. Communities would be able to issue $21.8 billion worth of 
these bonds. 

• We spend money at the federal level on roads that are the responsibility of state and local governments, but 
the most important infrastructure for our future is the infrastructure of education. This amendment creates 
a smart, effective investment that works at helping states and communities do more with less. Purchasers 
of these bonds would receive federal income tax credits in lieu of interest, cutting the cost of upgrading 
schools by at least a third, and by up to 50 percent in some cases. 

This amendment replaces current education IRA provisions in H.R. 2646 that would reward wealthier 
families who would send their children to private school with or without this subsidy. In fact, the average 
per return tax benefit in tax year 2002 would be only $7 for taxpayers with children in public schools and 
only $37 for taxpayers with children in private schools. The IRA provisions do nothing to fix school 
buildings and build new ones at a time when public schools face record enrollment for years to come. 



LEGISLATIVE OVERVIEW: 
MODERN CLASSROOMS IN PUBLIC SCHOOLS VS. TAX CUTS FOR PRIVATE SCHOOLS 

On Tuesday, April 21, the Senate considers the Moseley-Braun School Modernization 
Amendment to H.R. 2646, the Education Savings Act for Public and Private Schools. The vote 
is critical to determining whether legislation will be passed this year that includes adequate 
support for school construction. With only a few working days left in session, this is the best 
remaining opportunity for the Senate to ensure that America's communities get the resources 
they need to make sure that students will be able to learn in safe, modem, well-equipped 
buildings. 

H.R. 2646 would disproportionately benefit the most affluent families and provide little benefit 
to lower- and middle-income families or to families whose children attend public schools. 
Families in the highest income bracket that saved the maximum amount permitted by H.R. 2646 
would receive more than twice the benefit of families in the lowest tax bracket that saved the 
same amount. Moreover, the bill would not create a significant incentive for families to increase 
their savings for educational purposes; it would instead reward families, particularly those with 
substantial incomes, for what they already do. Finally, a recent analysis by the Congressional 
Joint Committee on Taxation shows that taxpayers with children in public schools would receive 
an average benefit of only $7 under this proposal in 2002. Clearly, the education IRAs proposed 
in H.R. 2646 won't modernize our schools, they won't bring qualified teachers into our 
classrooms, and they won't link our schools to the information superhighway. This is not an 
effective way to improve education. 

The School Modemization Amendment replaces the provisions of H.R. 2646 relating to 
Education Individual Retirement Accounts with a simple and effective means of helping 
communities revitalize schools. This amendment creates a new category of zero-interest bonds 
for states and school districts to issue to finance capital improvements. Communities would be 
able to issue $21.8 billion worth of these bonds (in addition to $800 million that is already 
authorized). Purchasers of these bonds would receive federal income tax credits in lieu of 
interest, cutting the cost of upgrading schools by at least a third, and by up to 50 percent in some 
cases. 



SENATOR MOSELEY-BRAUN'S AMENDMENT VS. SENATOR COVERDELL'S BILL 
School Construction or Peanuts for Education 

The CMB Amendment: Improving Public Education to Benefit All Americans 

• Addressing the Real Educational Needs in America. Our nation's schools suffer from 
problems like overcrowded classrooms, leaky roofs, asbestos and no heat or air 
conditioning. The CMB Amendment creates and expands tax incentives to help states 
and local school districts finance the constmction and modemization of 5000 schools. 
With this funding, our children can leam in safe, modem and well-equipped schools. 

• Working to Strengthen Public Schools. Most middle-class and working families send 
their children to public schools (approximately 90%). School construction and 
modernization will reduce class size and improve student achievement. 

• Helping States and Local Communities Prepare Students for the 21st Century. The 
CMB Amendment will help states and local communities to provide modem, well-
equipped schools. In order for students to be prepared to compete in the global economy, 
schools must be wired with computers and the latest technology. 

The Coverdell Bill 

• Low priority for improving America's schools. The Coverdell bill will not improve 
American education. Instead, it will give a tax break of approximately $96 for high-
income families and only $1 for the lowest income families for educational expenditures 
like purchasing a home computer. 

Weakening public schools. Public schools are facing record enrollment for years to 
come and need school constmction and modemization. The Coverdell bill will not 
provide for the repair, constmction or renovation of public school buildings. Instead, the 
bill will reward tax benefits to America's wealthier families, many of whom send their 
children to private schools. In the year 2002, the average per retum tax benefit under the 
Coverdell bill will be $37 for taxpayers with children in private schools and only $7 for 
taxpayers with children in public school. 

Widening the Technological Gap Among America's Children. The Coverdell bill 
will provide high-income families with a subsidy to buy home computers. The bill 
ignores the need among students who do not have computers at home and need computers 
in schools for access to technology. 



SCHOOL CONSTRUCTION INITIATIVE: 
DISTRIBUTION OF SCHOOL CONSTRUCTION BONDS BY STATE 

(Total=$22.6 Billion, includes $0.8 Billion currently authorized) 

STATE Estimated Allocation STATE Estimated Allocation 

Alabama $360,478,000 

Alaska $54,789,000 

Arizona $345, 748,000 

Arkansas $219, 375,000 

California $2,512,459,000 

Colorado $211,201,000 

Connecticut $219,298,000 

Delaware $54,882,000 

District of Columbia $61,816,000 

Florida $1,009,050,000 

Georgia $590,741,000 

Hawaii $61,526,000 

Idaho $65, 139,000 

Illinois $951,617,000 

Indiana $347,424,00 

Iowa $155,215,000 

Kansas $168,327,000 

Kentucky $371,254,000 

Louisiana $536,376,000 

Maine $91,932,000 

Maryland $302,456,000 

Massachusetts $443,049,000 

Michigan $972,061,000 

Minnesota $268,505,000 

Mississippi $359,835,000 

Missouri $382,256,000 

Montana $77,823,000 

Nebraska $95,748,000 

Nevada $67,983,000 

New Hampshire $54,985,000 

New Jersey $496,657,000 

New Mexico $185,694,000 

New York $2,031,730,000 

North Carolina $422,018,000 

North Dakota $54,944,000 

Ohio $890,897,000 

Oklahoma $257,629,000 

Oregon $206,763,000 

Pennsylvania $991,422,000 

Puerto Rico $753,541,000 

Rhode Island $78,573,000 

South Carolina $275,251,000 

South Dakota $56,745,000 

Tennessee $383,013,000 

Texas $1,872,997,000 

Utah $99,548,000 

Vermont $54,092,000 

Virginia $347,367,000 

Washington $332,178,000 

West Virginia $213,308,000 

Wisconsin $382,940,000 

Wyoming $49,910,000 



CAROL MOSELEY-BRAUN cOMMr-==5 
'LLiNO'S BANKING HOUSING A N ; 

URBAN AFFAIRS 

^mtfib ^intzs ^Bxiate 
WASHINGTON, DC 20510-1303 

April 6, 1998 

FINANCE 

SPECIAL AGING 

Dear Colleague: 

When the Senate begins consideration of H.R. 2646, the Education Savings Act for 
Public and Private Schools, we plan to offer an amendment that will help conununities rebuild 
and modernize their schools for the 21st century. We urge you to join us as cosponsors of 
this amendment. 

Our amendment would replace the provisions of H.R. 2646 relating to Education 
Individual Retirement Accounts with a simple and effective means of helping communities 
revitalue their schools. The amendment creates a new category of zero-interest bonds for 
States and school districts to issue to finance capital improvements. States and school districts 
will be able to issue $21.8 billion worth of these bonds over the next two years - doubling .-
the amount of school modernization and constmction that would otherwise occur. 

Purchasers of these new bonds would receive federal income tax credits in lieu of 
interest, cutting the cost of upgrading schools by at least a third, and by up to 50 percent in 
some cases Over five years, our amendment costs the federal govemment only $3.3 bilHon, 
which means that every federal dollar spent over the next five years will leverage 5.6 State 
and local dollars. In addition to strildug the proposed changes to the Education IRAs, our 
amendment restricts a number of unwarranted tax benefits. 

Our amendment imposes minimal admmistrative requirements on States, which need to 
comply with only two main requirements before issuing school modemization bonds, First, 
States must document their school facilities needs, Second, they must describe how they 
intend to allocate the bonding authority to assure that schools with the greatest needs, and the 
least resources, benefit. 

Without this amendment, too many children will continue to attend classes in 
substandard environments. According to the U.S. General Accounting Office, 14 milhon 
children attend schools in need of major renovations or outright replacement. They estimate it 
will cost $112 bilUon just to bring schools up to "good, overall condition." That pnce tag 
does not include the cost of building the estimated 6.000 new schools that will be required 
over the next 10 years to meet soaring enrollment, nor does it include the cost of retrofittmg 
schools so they can accommodate modem technology. 



April 6, 1998 
Page Two 

Our current school fmance system is failing to satisfy these tremendous needs, in part 
because State and local tax burdens are already high. By sharply reducmg the cost of school 
modemization and constmction, our interest-free school modemization bonds would provide a 
valuable new tool to communities seeking to improve their schools, and ease property and 
sales tax pressures on families at the same time. 

A summary of the amendment is attached for your review To cosponsor. or fok more 
information, please contact me or have a member of your staff call Steve CoUens at 4-2854. 

Sincerely, 

r 
Daniel Patrick MoynihUi 

Edward M. Kennedy 
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H.R. 2426 
Education Savings Act for Public and Private Schools 

A bill to amend the Intemal Revenue Code of 1986 to allow tax-firee expendimres from education 
individual retirement accounts for elemental' and secondary school expenses, to increase the 

maximum annual amount of contributions to such accounts, and for other purposes. 

AMENDMENTS 

ADOPTED: 

MAPK m-FLV D'AMATO (Tl-T<y\ TF.ACHHR TESTING/ MERIT PAY AMENDMEMI 
2̂288 f April 21 - vote no. 88) 

To provide incentives for States to establish and administer periodic teacher testing and merit pay 
programs for elementary and secondary school teachers. 

ADOPTED 63-35 

Republicans v̂ dth us: Democrats against us: Not voting: 
None Boxer (CA) Bennett (R-UT) 

Breaux (LA) Moynihan (D-NY) 
Byrd (WV) 
Feinstein (CA) 
Hollings (SC) 
Kohl (WI) 
Landrieu (LA) 
Leahy (VT) 
Torricelli (NJ) 

HT JTCHTSON fR-TY) STNGLF-SKX RDIJCATION AMENDMENT #2291 (April 21 - VQte no 

To establish education reform projeas that provide same gender schools and classrooms, as long 
as comparable educational opportunities are offered for students of both sexes. 

ADOPTED 69-29 
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Republicans with us: 
None 

Democrats against us: 
Bingaman (NM) 
Boxer (CA) 
Breaux (LA) 
Bryan (NV) 
Byrd (WV) 
Conrad (ND) 
Feinstein (CA) 
Graham (FL) 
Landrieu (LA) 
Lieberman (CT) 
Mikulski (MD) 
Reid (NV) 
Robb (VA) 
Rockefeller (WV) 
Torricelli (NJ) 

Not voting: 
Bennett (R-UT) 
Moynihan (D-NY) 

GOKT̂ ^N rR-WA) BLOCK GRANT AMENDMENT #2293 f April 22 - vote PQ 9.D 

ADOPTED 50-49 
Republicans with us: Democrats against us: Not voting: 
Chafee (RI) None Helms (NC) 
Jeffords (VT) 
Snowe (ME) 
Specter (PA) 

•Campbell (R-CO) changed his vote from no to yes. 

î rrrHmsON ru-AR) DOLLARS TO THF. CLAS.̂ SROOM SENSE OF THE SENATE #2296 
f Appi 22, vote no 9l\ 

ADOPTED 99-0 

Not voting: 
Helms (NC) 

ASHCROFT fR-MO) NATIONAL TESTING BAN A\fENDMENT #2300 f April 22. vote no 

2nd degree amendment (offered to Levin lifetime learning amendment) to restore Coverdell 
language and adopt House prohibition of Voluntary National Tests (permanent ban unless explicit 
Congressional approval). 

ADOPTED 52-47 
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Republicans with us: 
D'Amato (NY) 
Jeffords (VT) 
Specter (PA) 

Democrats against us: 
Feingold (WI) 

Not voting: 
Helms (NC) 

REJECTED: 

KFNNE,DY rP-MA) TPACHF.R LOAN FORGIVENESS AMF^NDMENT #22R9(April 21 -

vote no. 861 
To authorize funds to provide an additional 100,000 elementary and secondary school teachers 
annually to the national pool of such teachers during the 10-year period beginning with 1999 
through a new student loan forgiveness program. 

REJECTED 41-56 (MOTION TO TABLE AGREED TO) 

Republicans with us: 
Chafee (RI) 
D'Amato (NY) 
Jeffords (VT) 
Specter (PA) 

Democrats against us: 
Biden (DE) 
Breaux (LA) 
Byrd(WV) 
Graham (FL) 
Lieberman (CT) 
Torricelli (NJ) 

Not voting: 
Bennett (UT) 
Inouye (HI) 
Moynihan (NY) 

GTFNNfD-OH^ AMFNDMF,NTTnDEI.FTEK^l? EXPENSES #2017 (APRTT, 21 -VOleilP. 

87} 
To delete education IRA expenditures for elementary and secondary school expenses. 

REJECTED 38-60 (MOTION TO TABLE AGREED TO) 

Republicans with us: 
None 

Democrats against us: 
Biden (DE) 
Breaux (LA) 
Byrd (WV) 
Feinstein (CA) 
Lieberman (CT) 
Torricelli (CT) 

Not voting: 
Bennett (R-UT) 
Moynihan (D-NY) 

MOSET.EY-BRATTN m.n.-> SCHnOT. rON^STRUCTTON AMENDMF.NT #2292 (April 21 
vote no 90̂ ) 

REJECTED 56-42 (MOTION TO TABLE AGREED TO) 
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Republicans with us: Democrats against us: Not voting: 
D'Amato (NY) Biden (DE) Bennett (R-UT) 
Specter (PA) Byrd (WV) Moynihan (D-NY) 

Lieberman (CT) 

Torricelli (NJ) 

MTTRRAY rP-WA) CLASS SI7F. SENSE OF THE SENATE #?.295 f Anril 22 vote no 93) 

REJECTED 49-50 

Republicans with us: Democrats against us: Not voting: 
Campbell (CO) None Helms (NC) 
D'Amato (NY) 
Jeffords (VT) 
Specter (PA) 

PENDING: 

JRSDAY APRn. 23 - SENATE WILL CONCLUDE DEBATE A>rt) VOTE ON: 
Coats (#2297) - Preferential tax treatment for charitable donations for vouchers (additional 10% 
for donations to scholarship funds for low income students — has offsets from changes in tax 
code) 
Kempthome (2nd degree) - Creating a K-12 student incentive program 
Landrieu (#2301) - Substitute on Blue Ribbon Schools 
Levin (#2646) ~ Expansion of Lifetime learning tax credit for teacher technology training 

Tffl JRSDAY. APRIL 23 - SENATE WTI.L BEGIN DEBATE r30 MINS. EOUALLY 
DIVIDED) ON: 
Dodd " Use Coverdell fijnds to increase IDEA funding 

:Boxer — Afler-school ($250 million over 5 years) () -
Bingaman-Dropout prevention ($150 million in FY 1999) i]̂  }/^^^ 
Feinstein (2nd degree) ~ Expands definition of weapons in gun-free schools m .̂-
Gregg (2nd degree) — To Dodd substitute to prevent the Administration fi-om funding any of the 
new initiatives until IDEA is fully fiinded 

WfTHDRAWN: 

WELLSTONE EDUCATION AS WORK (TANF,) AMENDMENT (April 21) 
Would have increased from 12 to 24 months the limit on vocational education for TANF 
recipients; removed teen parents without a high school diploma fi'om the vocational education 
cap; and allowed participation in the Federal Work-Study program to count as a work activity for 
the purposes of TANF. Sen. Wellstone will introduce this amendment on HEA. 
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nPFnomEA DTSPTPT TNE AMENDMF,NT f Ann] 21) 
This amendment to IDEA would have allowed State and local educational agencies to estabhsh 
"uniform policies" in disciplining students with and without disabilities. 



THE 1998 CONGRESSIONAL EDUCATION AGENDA 

Expert and Editorial Quotes Supporting Democrats and Criticizing Republicans 

Experts Support President's and Congressional Democrat's Plan to Save Public Schools 

NEA President says America's Schools Need a "National Response" 
In a National Education Association press release supporting the Democratic plan to modernize 
schools, NEA President Bob Chase: "America's children all deserve modem schools, where 
small classes, new computers, and high standards of achievement are the norm. But the sad truth 
is that more than 14 million students - one in three— attend classes in schools that need major 
repair or total replacement. This is a national crisis, and it demands a national response." [NEA 
Press Release, 6/8/98] 

American Federation of Teachers Supports Modernizing Schools 
Amencan Federation of Teachers President Sandra Felman: "In far too many schools in this 
country, students spend their days in conditions no adult would tolerate in the workplace. Some 
14 million students attend public schools needing extensive repair or replacement. It's 
unconscionable." [NPTA Background Brief, 2/98] 

National PTA Supports "Public Funds for Public Schools" 
According to a recent National Parent-Teacher Association legislative memo: "The National 
PTA supports public funds for public schools. The National PTA also supports funding for 
facilities to ensure that they are safe, well-maintained and equipped for student leaming." 
[NPTA Legislative Action Memo, 3/3/98] 

Study Shows Condition of Schools Affects Performance 
"Sufficient data exists to state that the condition of a building does resuh in a difference in 
student scores and actions," says Dr. Glen Earthman, citing a May 1996 study he conducted as 
professor of education administration at the Virginia Polytechnic Institute and State University. 
[NPTA Background Brief, 2/98] 

Experts and Editorial Boards Criticize Republican Tax Break for Wealthy 

Washington Post: Republican "Scheme" Benefits "Only the Relatively Well O f f 
In an editorial criticizing the Coverdell education plan, the Washington Post writes, "This is in 
fact not so much an education proposal as a tax cut in educational disguise, and a regressive cut 
at that....Only the relatively well off would be able to set aside enough to take much advantage of 
the scheme." [Washington PosL 3/17/98] 



National Education Association Says Coverdell Bill is "Harmful" 
While the NEA issued a Legislative Alert supporting the Democratic plan, it opposed the 
Republican altemative. According to the Alert, the Coverdell proposal is "a harmful bill." [NEA 
Legislative Alert] 

American Federation of Teachers Calls Coverdell Bill a "Hoax" 
American Federation of Teachers President Sandra Felman on the Coverdell bill: "This bill is 
simply a sham, a hoax...It is a diversion of money to the wealthy that ought to be going to public 
schools." [USA Today. 3/25/98] 

National PTA Calls Republican Plan a "Gimmick by Pro-Voucher Forces" 
While supporting the Democratic plan. National Parent-Teacher Association President Lois Jean 
White refered to the Coverdell proposal as "the newest gimmick by pro-voucher forces." [The 
Boston Globe. 3/25/98] 

AASA Says Coverdell Bill will Cause "Damage" 
The American Association of School Administrators says the Coverdell Bill will hurt our 
education system. According to an AASA legislative memo, "Coverdell is a 'foot in the door' 
voucher that will lead to more serious damage, if it passes." [AASA Legislative Alert, 3/27/98] 
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Kindergarten to College: Tax-Free Eiiucation 
Savings 
Coverdel! Educalion Accounts Benefit Lovv'- and Middle-Income Families 

The Presidc^nt hfis indicated th.^t he will \'eto the Coverdell-Tomcelli education SAVIIT'S 

account pmposci! bcccii.i'̂ 'C it "vvotild disproportiOMMtcly benefit the niost ?,fTl!icr!t f.'^milies 
QnH prpyiH^ little bencfit to lower-.^nd nuddle-iiicome ffimilies " The trict is the 
CoN'erdell-Torricelli propns.^l — contained in S ! 133 — utilises the same income 
limit.^tions as the current $S00 education IR.A that President Clinton siiined into law as 
part of the Taxpayer Relief Act of 1997 

.Ma jor i ty of Benefits Go to Middle-Income F.*imilies. Of families expected to take 
advantat^e of the tax benefits of the Coverdell plan. 70 percent have incomes of $7'>.000 
(\r less, and 87 percent have earninus of $100,000 or less, accordin'j to the ,!oiiit 
Committee on Taxation (.!CT) 

Parents of Public School Students Wi l l Benefit. .Ahont 14 million Americans are 
expected to sign up for these accounts by the year 2002, and 75 percent of them will 
have children enrolled in public elementan,' and secondap,' schools Contributions can be 
saved over time to cover college expenses, or Msed when needed to pay for a wide range 
of education expenses diirint:, a student's younger years, such as 

• text hooks, computers, tutoring, home schooling, after-school care, college 
preparation courses, school uniforms, transportation; and advanced placement 
college credits 

Special Needs Individuals Receive ! ifetime Benefit. More than 5 million individuals 
(throimh atie 21) require special needs services The Coverdell proposal recognizes these 
special circumstances and sets no limit on how long a parent or other sponsor can 
contribute to. or withdraw from, an education savings account for a special needs 
individual 

Mil l ions Who .Aren't Wealthy Opt for Private Schools. Despite the Administration's 
misleading claims, millions of lov.'- and middle-income children and their parents are the 
primaiA' consumers of private elementary and secondary education .According to data 
collected by the National Catholic Education Association, of those families whose children 
attended Catholic elementan,' schools during the 1904-1995 school year: 

• percent h.ave incomes of $35,000 or less and 
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• 88 percerit have incomes of $50 000 or less 

Clinton's 'Wealthy Families'. A third of families with two or more children in Catholic 
elementa.''y schools qiialifx' for the Earned Income Tax Credit (EITC) The EITC. not 
commonly associated with the wealthy, phases out at just over $29,000 income for families 
with two children. Yet, one out of three families sending their children to Catholic 
elementan,' schools (with a total enrollment of I S million) report incomes below $25,000. 

Edncation Savings Accounts Increase — Do Not Divert — Resources. The cost of 
providing families with a tax break' for education savings v.'ill not decrease federal or state 
funding for education by a single dime. The $1 6 billion cost of the Coverdell ESA 
provisions will be offset v.'ith additional revenues from clarif\'ing tv.'o tax provisions --
effectively providing an additional $1.6 billion in education resources. 

The Need for Education Savings is Cr i t ical . American families incurred more debt to 
fmance college education between 1990 and 1995 than during the !96ns. !970s^and i98Qs 
combined. According to N E I ! IE MAE, the largest nonprofit provider of education loans in 
the nation: 

• The average student loan debt increased from $8,200 in IQ9] to $18,800 in 1997 

• 40 percent of borrowers surveyed said that repayment of their student loans caused 
them to delay purchasing a home (versus 25 percent in 199!) 

Insurance .Against Rising College Costs. As the cost of higher education continues to 
outpace inflation, this expansion of the Education IRA from S500 to $2,000 offers the best 
return on investment and the best protection against future debt available to parents 
According to the National Center for Education Statistics (1906 Digest ofEducation 
Statistics): 

• The avera'je cost of attending a four-vear institution has nearly doubled in just the 
last ten vears from $5,964 in 1986 to $10,3 1 5 bv 1905: and 

• Over the last 20 years, colle'-^e tuition has skvrocketed 400 percent from $2,577 in 
1976 to $10,.11 5 by 199'; 

Education Savings Accounts Offer Ssihstantial Return on Investment. One look at the 
bottom line reveals the potential value Education Savings Accounts offer parents and 
students at even,' urade level. f.'sinL' a conservative 7 S percent annual rate of reTi.irn on an 
annual contribution of $2,000, contributors would earn; 

• $ I 5 574 after 6 ve.ars hy the time a child enters first (ir.ade: 
• $39,61 I after 12 years, by the time he or she enters junior high; 
• $50.2.16 after 14 years, bv the time he or she enters high school; and 
• $69,.v54 after ! 7 years, by the time he or she is applying for college 

By contrast, contributing the maximum $500 annually to the recently enacted education 
IRA (contained in the Taxpayer Relief Act) would yield only $16. !29 after 17 years 
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V . S. S e n a t e Larry E. Craig, Chairman JaAc We»t, Staff Director 

No. 53 March 12, 1998 

S. 1133 Parent and Student Savings 
Account PLUS Act 

Reported from the Committee on Finance in the nature of a substitute, and with an 
amendment to the title, February 19, 1998, by a vote of 11 to 8; Minority Views filed. S, 
Rept, 105-164. 

NOTEWORTHY 

At press time, it was expected that the Majority Leader would attempt to tum to 
the consideration of the education savings bill on Friday, with the possible filing of 
a cloture petition on the motion to proceed to the House-passed bill, H.R. 2646 
(Senate Calendar item No. 227). 

S. 1133 provides some $6 billion (over 10 years) in tax relief for education. 

S. 1133 expands the recent education savings account changes included in the 
Taxpayer Relief Act of 1997 [P L. 105-34] by increasing the annual contribution 
limit for education IRAs fi-om $500 to $2,000 for taxable years 1999 through 
2002. The bill also expands the definition of qualified education expenses 
(currently limited to higher education) to include K through 12 expenses. 

The bill provides an exclusion from gross income for distributions made from a 
qualified state tuition program. Distributions must be made for qualified education 
expenses related to attending college (including graduate school) or vocational 
school. 

S. 1133 extends the current-law section 127 tax exclusion fi-om May 31, 2000, to 
December 31, 2002, and permits graduate-level courses to be included in the 
section 127 tax exclusion from an employee's gross income for employer-provided 
(up to $5,250 a year) education assistance. 

The bill assists local govemments in issuing bonds for school construction by 
increasing the small-issuer exception from $10 million to $15 million, provided 
that at least $10 million of the bonds are issued to finance public schools. 

The bill contains neariy $6.9 billion in offsets (revenue raisers) over 10 years to 
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come from modifications to the employer deduction for vacation pay ($3.6 
billion), and treatment of the foreign tax credit carrryback and carryforward 
periods (S3.3 billion) 

BACKGROUND 

Current Procedural Situation 

Because S. 1133 includes a revenue provision, the House exercised its "blue slip" 
prerogative based on the constitutional requirement that revenue bills originate in the 
House Therefore, the Senate likely will be voting on the motion to proceed to the 
House bill which, if successftil, would allow the Senate to move to substitute the Senate 
language in S. 1133 for the House language. H.R. 2646 passed the House on October 23 
by a vote of 230-198. 

Legislative History 

By a vote of 59 to 41, the Senate adopted Senator Coverdell's K-through-12 Education 
Savings No. 150). The provision was included in the final budget agreement reached 
with the White House, but due to a last-minute veto threat from President Clinton, the 
language was dropped from the conference report (H.R 2014) prior to its consideration 
in the House and Senate. The TRA became law with education IRAs limited to $500 per 
student annually, and limited to higher education expenses (see below). 

The Coverdell proposal was again considered in the Senate as a freestanding bill (H.R. 
2646, "Gingrich-Archer") just prior to sine die adjournment. Two attempts were made 
to invoke cloture on the bill On October 31, the Senate failed to invoke cloture by a 
vote of 56 to 41 (vote No. 288) and again failed to cut off debate on the measure on 
November 4, by a vote of 56 to 44 (vote No. 291). [For further details on H R 2646, 
refer to RPC Legislative Notice No 44, issued October 29, 1997 ] 

Current Law 

The Taxpayer Relief Act of 1997 provides tax exempt status to education IRAs that are 
established to pay for the expenses of higher education only. Contributions to an 
education IRA may not exceed $500 per-beneficiary annually and may not be made once 
the beneficiary reaches age 18 The annual $500 contribution limit is phased out ratably 
for contributors with modified adjusted gross income (AGI) between $95,000 and 
$110,000 for individuals and between $150,000 and $160,000 for joint filers. 

BILL PROVISIONS 

Title I 

A-PLUS Education Savings Accounts 

• S 1133 increases the annual contribution limit from $500 to $2,000 for education 
IRAs and expands the definition of "qualified education expenses" to include the 
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costs of elementary and secondary education (including home schooling expenses). 

• The new $2,000 limit will be in effect from January 1, 1999, through December 
31, 2002. For 2003 and future years, annual contributions will revert to the $500 
limit and will be limited to post-secondary education expenses. 

• Qualified elementary and secondary expenses include (1) tuition, fees, academic 
tutoring, special needs services, books, supplies, as well as the cost of computers 
and other equipment incurred "in connection with the enrollment or attendance" 
of a student in a private or public school; and (2) room and board, uniforms, 
transportation and supplementary items (including after-school care), "required or 
provided by a school for enrollment or attendance." 

• The bill removes the current age limit (i.e., age 18) for contributions made on 
behalf of a special needs individual. For special needs individuals, the bill also 
removes the current age limit (i.e., age 30) by which any remaining balance in an 
education IRA must be distributed. 

• The bill clarifies that corporations and other entities (e.g., charitable 
organizations, foundations, etc.) are permitted to make contributions to an 
education IRA, regardless of the corporation's income for that year. 

• The bill retains the current-law eligibility requirements for high-income 
individuals Contributions are phased out ratably at incomes between $95,000 and 
$110,000 (for individuals) and $150,000 and $160,000 (for joint returns). 

• These provisions provide $1.64 billion in tax relief over 10 years. 

Qualified State Tuition Programs 

• The bill provides for the tax-exempt treatment of fiinds distributed from a 
qualified state tuition program. Amounts distributed for the qualified education 
expenses of attending a college, university (including graduate school), or 
vocational school are not included in the gross income of the contributor (or the 
beneficiary) for tax purposes. 

• The exclusion from gross income is not permitted in cases where a HOPE or 
Lifetime Learning credit is claimed on behalf of a student 

• If a parent chooses to claim a HOPE or a Lifetime Learning credit for a 
dependent, then the earnings portion of a distribution made to a student from a 
qualified state tuition program will be included in the gross income of the student 

• These provisions provide $1.57 billion in tax relief over 10 years. 

Extension of Employer-Provided Education Assistance 

• The bill extends to December 31, 2002, the current-law exclusion from an 
employee's gross income amounts paid or incurred by an employer for education 
assistance provided to the employee The provision is scheduled to expire with 
respect to courses beginning after May 31, 2000. 
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• The bill also reinstates the tax exclusion for graduate level courses. 

• The exclusion is limited to $5,250 of education assistance per employee in any 
calendar year. 

• These provisions provide $2.63 billion in tax relief over 10 years. 

Small issuer Exception for Government Bonds 

• The bill increases local governments' small issuer exception to $15 million, 
provided that at least $10 million of the bonds are issued to finance public schools. 

• Under current law, arbitrage profits earned on tax-exempt bonds must be rebated 
to the federal government. However, an exception (the "small issuer exception") 
allows local government units to issue government bonds without the arbitrage 
rebate requirement in order to encourage public school construction. The current 
limit on the small issuer exception is $10 million for government units that issue at 
least $5 million in bonds for public schools during the calendar year. 

• These provisions cost $194 million over 10 years 

Tax-Free Treatment of National Health Corps Scholarships 

• The bill would allow students who receive a National Health Corps scholarship to 
exclude the dollar value of the scholarship from their gross income for tax 
purposes The tax- free treatment will be extended to scholarships received by 
medical, dental, nursing, and physician assistant students under the National 
Health Corps Scholarship Program. 

• Consistent with current law, the tax-free treatment does not apply to amounts 
received by students to cover regular living expenses, such as room and board. 

• These provisions have a negligible cost (according to the Joint Tax Committee). 

Title II 

Revenue Offsets 

Pay-as-you-go procedures under the Budget Act require offsets in mandatory spending 
for any legislation that decreases revenues. As reported from the Finance Committee, the 
bill contains two offsets totaling $6.88 billion over fiscal years 1998-2008. 

Employer Deduction for Vacation Pay 

The bill provides that, for purposes of determining whether an item of compensation 
(other than severance pay), is deferred compensation, the compensation is not 
considered to be paid or received until it is actually received by the employee 

In addition, an item of deferred compensation is not considered paid to an employee 
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until it is actually received by an employee 

The bill overrules the Schmidt Baking decision which held that letters of credit may 
constitute actual receipt by the employee of an item of deferred compensation. 

The Joint Committee on Taxation (JCT) estimates that this provision will increase tax 
revenue by $3.6 billion over 10 years. 

Modification to Foreign Tax Credit Carryover Period 

The bill reduces from two years to one year the carryback period for excess foreign tax 
credits. The bill also extends the excess foreign tax credit carryforward period from five 
years to seven years 

JCT estimates that these modifications will increase tax revenue by $3.26 billion over 10 
years. 

ADMINISTRATION POSITION 

The President and his advisers have issued numerous veto threats against legislation 
extending the use of education IRAs to elementary and secondary education. In a March 
12, 1998 Statement of Administration Policy, the White House reiterated its strong 
opposition to expanding education savings accounts. According to the statement; 

IfS. 1133, or its hou.se companion measure H.R. 2646, were presented to 
the President, the Secretaries of Education and the Treasury would 
recommend that he veto the hill because it is bad education policy and had 
tax policy. 

COSTS 

The Joint Committee on Taxation projects 10-year costs for the Education IRAs to be 
$1.644 billion, the qualified state tuition programs provision to be $1.568 billion; the 
employer-provided education assistance expansion to be $2,627 billion, and the 
small-issuer arbitrage rebate exception to be $194 million Total 10-year cost is $6,033 
billion, with revenue offsets (described above) of $6,877 billion. 

OTHER VIEWS 

Senators Moynihan, Baucus, Rockefeller, Conrad, Moseley-Braun, Bryan, and Kerrey 
jointiy filed Minority Views in the committee report, beginning on p. 29. 

POSSIBLE AMENDMENTS 

Daschle Substitute that would delete K-12 provisions, and add school construction. 

Unknown. To reduce income phaseouts (Sen. Rockefeller offered such an amendment 
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in committee, which was defeated). 

Unknown To strike private school tuition. 

Related RPC Paper:>*: 

"Kindergarten to College; Tax-Free Education Savings" 13-16-981 

"Republicans Give Education Top Priorty" 111-13-97] 

"White House Rehashes Old Accounting Gimmick to Attack Education Bill" 110-28-97] 



Coverdell Parent and Student Savings Account Plus Act (1) 

(1998 Incofne Levels) 

Famiiy Economic 

Income Quintile (2) 

lu>west(5) 

Second 

Third 

Fourth 

Highest 

Total (5) 

Top 10% 

Top5% 

Top 1% 

Total Tax Change Tax Change as a Percent of 

Number Current Famity 

of Avenge P6rc9nt ' Federal Economic 

Famiiies Tax Change Amount (3) Distribution Taxes (4) Inconrw 

(millions) ($) ($M) (%) (H) {%) 

21.6 -1 -13 0.4 -0.10 -0.01 

22.2 -2 -39 1.3 -0.06 -0.01 

22.3 -7 -158 5.1 -0.10 -0.02 

22.3 -32 -716 23.3 •0.23 •0.04 

223 -96 -2147 69.8 -0.24 -0.05 

111.3 -28 -3076 100.0 -0.21 -0.04 

11.1 -75 -840 27.3 -0.13 -0.03 

5.6 -24 -135 4.4 -0.03 -0.01 

1.1 -1 -1 0.0 -0.00 -0.00 

Department of the Treasury 

Office of Tax Analysis 

Octol»er21, 1997 

(1) This table distribute* the estimated change in tax burdens due to the Parent and Student Savings Account Plus Act 

introduced by Senstor CevefdeO, as adcpted by the Ways and Means Committee. 

(2) Family Economic Income (FEI) is a broad-based income concept FEI is constructed by adding to AGI unreported and under-

reported income; IRA and Keogh deductions; nontaxabte transfer payments such as Social Security and AFDC; employer-

provided fringe benefits; inside build-up on pensions, IRAs, Keoghs, arfd life insurance; tax-exempt interest; and imputed rent 

on owmer-occupied housing. Capitai gsins are computed on an accrual basis, adjusted (or inflation to ttw extent ttiat reliable 

data allow. Inflationary losses of lenders are subtracted and gains of borrowers sre added. There is also sn sdjustment for 

accelerated depreciation of noncorporate busmesses. FEI is sho«Kn on a famity rattier than a tax-retum basis. The economic 

incomes of all members of a family unit are added to arrive at the family's economic income used in ttie distributions. 

(3) The chsnge in Federal taxes is estimated at 1996 inoiArne levels but sssuming (uUy phased in (2007) law and betiavior. The 
change is measured as the present value of ttte tax savings from one yesrs contributions. Tt>e technical correction pertaining 
to mandatory distributions at age 30 with a ten percent penalty for distributions not used (or education expenses is assumed 
to have twen passed. 

(4) Tt>e taxes included are Individual and corporate income, payroll (Social Security and unemployment), and excises. Estate and 

gin taxes and customs duties are excluded. The individusi income tax is sssumed to tie bome t>y psyors, ttie corporate 

income lax by capital income generally, payroll taxes (employer and employee shares) by labor (wages and self-employment 

income), excises on purctiases by individuals by the purctisser, and excises on purctisses by business in proportion to total 

consumption expenditures. Federal taxes are estimated at 199S income levels but assuming 2007 law and, therefore, exclude 

provisions that expire pnor to the end ol the Budget penod and are adjusted lor ttie effects o( unindexed parameters. 

(5) Families with negative incomes sre excluded (rom the lowest quintile but included in the total line. 

NOTE: Quintiies begin at FEI o(: Second $16,950; Third $32,563; Fourth $54,758; Highest $93,222; Top ^0% $127,373; 
Top 5% $170,103; Top 1% $408,551 



Coverdell Parent and Student Savings Account Plus Act (1) 

(1998 Income Leveis) 

Family Economic 
Income Cl8aa(2) 

(OOP) 

Total Tax Chartge Tax Change as a Percent of: 
Number • Cunar« Fainty 

of Avarag* Percant Federal EconomK 
Fwidaa TBC Change Amount (3) Ovtaribution Taxe8(4) Income 
(miBons) (S) (SM) (%) (%) 

0-15 18.5 -1 -10 0.3 •0.11 •0.01 
15-30 21.8 •1 -32 1.0 •0.06 •0.01 
30-40 121 -3 •41 1.3 •0.07 -0.01 
40-50 9.7 -8 •74 24- -0.10 •0.02 
50-60 7.9 -15 •115 3.7 -0.15 •0.03 
60-75 9.4 •23 •219 7.1 -0.18 •0.03 
75-100 11.7 •59 .-690 224 -0.34 -0.07 

100 - 200 15.6 •118 •1842 59.9 •0.43 -0.09 
200&ovar 3J9 •13 •50 1.6 -0.01 •C.OO 

Total (5) 111.3 •28 -3078 100.0 •0.21 -0.04 

Department cf the Treasury October 21.1997 
OfTica of Tax Analysia 

(1) This table diaribmss the sslimstwictisngs in tax burdens due te the Psrsnt wid Student Savwgs Atceunt Plus Act 

inftdueed by Senetor Caverdsa, as sdeptsd by the Weys and Maans CamiNltae. 

(2) Fswity Eeenemie tnccms (FEI) is a broed bsiid Inecme FEI Is cansbuetsd by edding Is ACi unrsportsd end under-
reported ineama: IRA and Keogh dedudtens; nomsasMe Ssnrtw peymenw such es Sociel Security swd AFDC; wnpteyer-
provided fringe banatMi; iiaida buildup on pensions, RAs, Keoghs, snd Ms insurance: ax-exempt imarsst: and impuisd rent 
on owner-eceupied housing. Capital gains aro cempuM on an aecnal beats. adiustsdlDr inAalienle the o i M that relisbte 
datssUow. InWatienaiy tosses of tenders sre nibgactad and gains sfbenesmssrasddsd. There is sise sn sdiusaneni far 
•LuelsiiiBd deprecistlen of nenccrporate businesses. FEI is shewn on s (Smiiy lathar than a tsx-ratum basis. Tltoi 
incomes et all members of a f*m«y unit are added ta sntve st the (amity's econemic in coma used In the dislributions. 

(3) The change in Fedetsl teas is esbmatsd at 1998 Ineeme levels but sssuming fulty phaaed in (2(X)7) law and behavior. The 

change is measured SS the present value of the tax savings (rem one yeefseonttibubens. The technical eorrecaon pertainwg 

to mandatory disvibulions SI sge X «im s tan percani penaay tor dittiMiens net used tor edueaaon expenses is sssumed 

r busMMSs m preporlien 10 iDtil 

(4) The taxes induded sfo individusi and eoiporata income, payroll (Seoal Security and unampleymonO. and 
gill taxes and euatoma duties sre soBtuded. Tho individual ineomo lax is aastanod to be bome by payofs. the 
income mx by espM ineeme genorslty, payroll taxes (ampleyer and empleyoe shares) by Isbor (wages snd 
income), excises on purchases by individuals by the puretiaaar. and udaes on purchases by busMiees m 
consumpbon oxportditurss. Federsl tans sre esamated st 1998 income levels but aaaummg 2007 law and, 
previMons that expvo prior to the end of tho Budget period and are adjurtad ter the effects of unwdOMod pstameiers. 

(5) Families irtfi negative incomes sre induded in the total line but not shown sepsrslety. 

f 
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Congress o( tljc Bnitct) States 
JOINT COMMITTEE ON TAXATION 

ma5\)\uq[or\, 1B€ 20515-6*^53 

OCT 2 81997 

TO: 

FROM: Kenneth J. Kies 

SUBJECT: 10-Year Revenue Estimates f o r H.R. 2^46 

The attached table is i n response tc your reguest dated 
October 22, 1997. for a 10-year revenue estimate of H.R. 2646, 
the "Education Savings Act f o r Public and Private Schools," as 
approved by the Committee on Ways and Means. We are also 
including a 10-year revenue estimate of H. R2^64_6_,__as_passed by 
the House of Representatives. 

Ad d i t i o n a l l y , you requested information regarding the 
u t i l i z a t i o n of educational savings accounts for public versus 
private education. We estimate that approximately_38.3 m i l l i o n 
returns would have dependents i n schools ot the primar>- or 
secondary- level i n 1999. We estimate of those e l i g i b l e to 
contribute that approximately 2.9 m i l l i o n returns would have 
children i n private schools. Orthose seeking private education, 
we estimate that approximately 2.4 m i l l i o n returns would u t i l i z e 
on educational savings account. 

Conversely, we estimate that of the 38.3 million returns 
eligible approximately 35.4 million returns would have dependents 
in public schools. We estimate that in total approximately 10.8^ I 
million returns would utilize the educ"ational savings accounts. \ 

Please note that the numbers a t t r i b u t a b l e to public versus 
private u t i l i z a t i o n do not r e f l e c t Che relevant dollar benefit 
attained by each group. The d o l l a r benefit to returns with 
children i n public schools i s assumed to be sicjn^ficantly lower^ 
than that a t t r i b u t a b l e to returns w i t h childfreoggn private 

c c : Kenneth J . K i e t (tl 1 OS - 1 Q7S/ccrnplct 
A t t a c h m e n t : ( T a b l e s : t ( 9 7 - l 256 R E< Bcrnie schmitt 

t j S V ' l 262 ] M»ry Schnit t 
Judy X a n t h o p o u l c ; 
P u L r ; <• i; t ^ r. 
Mcl Thcmae 
Earr>' Wold 
C a r o l y n Smith 
A l y » » McD»ni - l 
Tom B a r t h o l d 
Steve ArV.ir. 
Joe Nega 
Joe M i k r u t 
M»xin« T a r t y 
Leon Klvjd 
M c l a n i Houcer 



M I M O R A N D I J M 

TO: SENATOR LEVIN 

FM: RICH ARENBERG 

RE: EDDCAHON SAVINGS ACT [COVERDELL 

DATE: NOVEMBER 4, 1997 

According to the Joint Tax Committee, the cost of the Coverdell bill would be $8.1 billion over 
ten years. 

Distribution of Benefits 

According to the Treasury Department Office of Tax Analysis, the distribution of benefits of the 
Coverdell bill is as follows: 

Income Percent 
Distribution 

Lowest 20% .4% 

2"' Lowest 20% 1.3% 

Middle 20% 5.1% 

2"' Highest 20% 23.3% 

Highest 20% 69.8% 

Joint Tax Committee staff estimates: 

% of taxpayers with children in private school 
who will utilize the Education Savings Act 

% of taxpayers with children in public school 
who will utilize the Education Savings Act 

82%' 

30%' 

' 2.4 million of the 2.9 million would use the Education Savings Act 

Mo S million of the 35.4 million would use the Education Savings Act 



.According to Kenneth J. Kics, Chief of StatTof the Joint Coniniittce on Taxaii;;: 

"The dollar benefit to retiirn.s with children in public schools is nssumed 
to be significantly lower than that attributable to returns with children 
ill pi i \ ntc schools." 

As a result. Joint Tax told our staff over the phone the estimated 2.4 million taxpayers with 
children in privatejdioglo/iiUec^ half of the tax benefit under this bill, and more 
than the 10 8 min|onJaxpayecs3vjtlv^^W^ 



Memorandum 

To: TAD 
From: Rick and Joan 
Ref: "Coverdell" IRA Icsi.slation 
Date: October 2S, 1997 

Bill Contents and Status 

Senator Lott has placed on the calendar and indicated that he will call up on Wednesday the so-
called Coverdell IRA legislation approved by the House last week. The bill would: 

increase tfie annual contribution limit of the education ERA enacted this summer from $500 to 
$2,500; and 

expand the range of educational expenses that may be paid with tax-free withdrawals to include 
elementary and secondary school expenses. 

The legislation sunsets after 2002. The income phase-out limits remain the same as those that 
currently apply to the educational [RA (i.e., $95-1 lOK for single filers and $150-160K for joint 
filers). 

Substantive Concerns 

In addition to broad concerns about providing federal tax subsidies for private, often parochial, 
education, the bill poses other problems. For example: 

• it is as distributionally unfair as the Republicans' overall reconciliation tax proposals (i.e., 70% 
of the benefits would accrue to the top 20% of taxpayers according to Treasury); 

• the bill has major loopholes that would render it an administrative nightmare: 

— wealthy taxpayers could get around the income limits by making gifts to their children of the 
amounts intended to be placed in the IRA; and 

— the definition of eligible elementary and secondary school expenses is so broad that it would 
cover even tutoring by a child's older brother or sister or the purchase of a car to drive a child 
to school. The definition in the bill is "tuition, fees, tutoring, special-needs services, books, 
supplies, computer equipment and other equipment, transportation and supplementary 
expenses required for enrollment or attendance at a public, private, or religious school." 

the revenue offset is the same as used for the TRS restructuring bill reported by the Ways 
and Means Committee. Moreover, because it is a one-time acceleration of revenues (it deals 
with v.lien Cviupanics can uikc «Cuu..:i- r,.; Ic; deferred vacation .i j .vrance pay lo iheir 
employees), it may not cover the bill's cost over ten years; we're looking into that now. 
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I ^ I T M A T E D R E V E N U E EFFECTS OF A P 0 S 5 \ Q I E M O D i n C A T I O M TO H.R, 25d6 . 
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F i s c a l Years 1998 - 2007 
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V I I . DISSENTING VIEWS 

We iiro deeply commitLed to the goal of expanding educational 
opportunities in this country. Improving our educational system is 
the most effective way of ensuring that all of our citizens have an 
opportunity to participate fully in our economic system. In addition, 
investments in education are necessary for this country to remain 
competitive in the world economy. 

America's children deserve first-class schools that emphasize aca­
demic excellence in the basics. They need well-trained, highly moti­
vated teachers to help tliem achieve high standards. Public tax dol­
lars should be used to improve public schools—ratheiLthan_private 
scliool 'VoucherV^^atjHiblicexpense. We believe in a Federal role 
in education~tEarsuppofCs"Tocal Trritiatives for strong neighborhood 
public schools. Every child should have access to a safe, well-
equipped public school. 

We oppose the Committee bill because it is inconsistent both 
with the goal of improving our educational system and with our 
commitment to attaining a balanced budget. The reasons for our 
opposition to the bill can be stated quite simply: 

(1) The Committee bill is a diversion of scarce resources for the 
benefit of a small group of wealthy families. These resources should 
be devoted to the improvement of our public school system, which 
serves approximately 90 percent of the students in this country. 

(2) The Committee hill threatens the goal of a balanced budget 
because of its large and growing revenue losses. 

(3) The Committee bill is not administerable and is so flawed 
that it invites taxpayer abuses. 

Deficit impact 

The Committee bill results in large and growing revenue losses 
that are inconsistent with the recent budget agreement and our 
goal of a balanced budget. The provision of the bill that expand.^ 
^ucat ion savings accounts has a revenue" loss which in the firsTS 
;i:earsjncrease3jronr^TT million per vear to over 16600 million oer 
j i^ar . The bill is funded by a revenue offset that is largely a one-
time acceleration of recoij-ts into the first several years of the budg­
et window For example. nie__revenue offset is estimated to raise 
2^:£l47^J;^^^^2ILi!lJl^ .vci^TTotign^t only $120 million in hscal 
Xear20ui. As a resTiTirilTirtjlll Will produce large and growing reve-
nue^sses. T T i e J o m t ^ ^ has estimated that 

I^JjjiQii. I his meanslKal UTeannual revenuTlo^s^roiirTlie bin 
would be well over $1 billion in the later part of that 10-year pe­
riod. I' J ^ 

Administerability 

From a technical standpoint, the Coinniitlee bill is so flawed that 
i t is an embarrassment. The Committee bill is largely based on a 
Senate Floor amendment that was offered by Senator Coverdell 
during the consideration of the recently enacted Taxpayer Relief 
Act of 1997. Like many Senate Floor amendments, Senator 
Coverdell's amendment appears to have been developed with some 
haste, largely for political purposes, and v.ith little regard to 
whether i t could actuidly be administered, ' ihat is an accurate 
characterization of the bill reported by the Committee. 

The Committee bi l l would permit taxpayers to contribute $2..'50f) 
per year, per beneficiary to education savings accounts! Income 
j rom assets in those accounts would accumulate on a tajf^ree basis 
and that income would be exempt from tax i f used to pavliuflirflml 
elementary nnH .sftrnnHary educ{»ti"nexjK:nse3 of the designated 

• beneficiary. The bi l l defines qualified expenses as being tuition, 
fees, tutoring, special-needs services, books, supplies, computer 
equipment (including related software and services) and other 
equipment, transportation, and supplementary expenses required 
for enrollment or attendance at a public, private, or religious 
school. The bil l provides no hint as to how tl^e Intemal Revenue 
Sendee 13 administer such a provision or "what spfeCtftcalljris-m-
chided in the broad definition ol qualiliecl exiTSnses. The technical 
flaws of the bill were convincingly demonstraied~auring the Com­
mittee markup. 

Inquiries by Representatives Rangel and IHeczka during the 
markup demonstrated the absurd nature of th Committee bil l . In 
response to those inquiries, the Joint Committee staff indicated 
th&t pa>Tnents for tutoring would qualify, even i f the tutoring were 
provided by a parent or brother or sister of the child being tutored 
and that purchases of cars could qualify as tra nsportation expenses 
iQ_certain circumstances. These are but two example3~or^otential 
abuses that could occur under the careless lant;uage of the Commit­
tee bil l . There are many other personal expenses that taxpayers 
could characterize as qualified educational expenses for which tax 
benefits would be provided under the bill. It .should be pointed out 
that this opportunity for abuse would be limilL d to taxpayers with 7 
large amounts of investment assets. 

The bill purports to l imit the availability of educational savings 
accounts to taxpayers with annual incomes of less than $95,000 
($160,000 for joint returns). During the markup, Repre'sentative 
Becerra inquired whether a wealthy taxpayer could avoid this l imi­
tation through the simple expedient ol' makini; a gift to the tax­
payer's child, who would then make tlie cont: ibution to the edu­
ation savings account. Staff of the Joint Committee responded, 

that the bill would permit such an avoidance technique as long as' 
the child eamed less than $95,000. In a classic understatements 
that created laughter in the audience, the staf! described the bill's 
income limitation as being "porous." 

Benefits limited to families with wealth 

We recognize that opposing a proposal advertised as promoting 
school choice is not an easy vote for some Members. Those Mem­
bers should examine the substance of the Committee bill . I f the 



Committee bill promntes school choice, i t does so only for a small 
r-al-f-gory of wealthy f.imilies. 

] . The only fai i i i l i . s who would benefit from the legislation are 
families with su/Ticient investment assets to enable them to accu­
mulate income on those assets over a long period of time. Families 
paying_educaUonaLcxpauses oiU ofjkva£e_and sadar jUf lcon^^ 
receive no benelit underThe^^^omnuttee bill—no matter where 
those children wTrre ŝcliooTecT 

2. Families with school-age children would receive little benefit 
I f a family currently has a child in private school, that family 
would receive the ful l benefit of the Committee bill only i f i t could 
contribute $2,500 to an investment account after paying the cur­
rent-year costs of the private school. With private-school rn.gts^pr-
cTgii 1 g overJ.3>0^i(^)erj^^ 
alTord to make such a contribution. Inj idi l i t iQiL_iheCommit tee~^ 
wouldjxoyadel iu^ only i f themoney were allowed 
toaccumulate in thejiccomTrover a period of yearg. ThereTore, even 
The few forlunaleTanulies~able to save fbr next year's tuition'costs 
would receive little benefit. 

3 To receive the ma.^umum benefit, a family would need to have 
both young children (so that there is time to accumulate income in 
the account) and substantial investment assets. The following table 
indicates that few families meet the second requirement The table 
13 based on data collected by the Federal Reserve Board in its 1995 
burvey of Consumer Finances. I t shows the median amount of non-
retirement investment assets held by families in various income 
categories. Non-retirement investment assets include checking ac­
counts, savings accounts, and all other financial assets not held in 
a retirement plan. Not surprisingly, i t shows that young families 
and families with children have relatively small amounts of non-
retirement investment assets. 

Median imounr ol non-fetircment inveilmenl 
assets 

Pticeni o( ;: 

35»e.,sol l lyo-Jo l 
\ aie 

less lhan SIO.OIM ic 
JIO.OOO 10 20.000 \t ° * ̂ 0 10 
$20.000 10 30.000 , , »0 

$40,00010 5O:DOO • • j .™ 

l/S 0 0 ' I I'Z .'All 
$100,000 to 2 0 b . 0 0 0 - "̂  ".300 

- * 1 255.000 270,000 183.100 

We believe that the table above amply demonstrates which fami­
lies will benefit from the Committee bil l . The amount of non-retire-
rnent investment assets is a very good measure of a family's ability 
to take advantage of the Committee bill . Without those assets, a 
amiJy would have to save out of current-year wages $2,500 per 
heJc-I'^" «d-^"tage. We all know how few fami-lies can aUord to do this. 
.,1.11 Committee hill had provided a nonrefundable credit avail­
able to all taxpayers with children for (lualified education expenses 

and that credit were designed to have the same revenue loss as the 
Committee b i l l ,UieJo in t Committee indicated that the amount of 
t»at c red iLwould :E^^I5=piF:^ t l^ p S F ^ r . This is an indication 

l - f r ^^^^^ benefit per child received under the Committee bill 
the $15 figure is merely the amount derived by averaging the 
large benefits received by relatively few ta.^;payers with the non­
existent or nominal benefits received by the overwhelming number 
of taxpayers. Representative McDermott oiTered an amendment 
that demonstrated this inequitable feature of the Committee bill. 

Democratic alternative 

We believe that to improve our public schcd system we must en­
courage both greater private-sector involven.ent and provide addi­
tional resources for our public school system to meet pressing needs 
ot school construction and repair, equipment purchase, course de-
veloprnent^ and teacher training. We believe the amendment of­
fered by Representative Rangel in the Committee, to expand the 
education zone bond provisions of the recently enacted Taxpayer 
Relief Act, would accompHsh both goals 

Section 226 of the Taxpayer Relief Act of 1:197 provides an inter­
est-free source of capital for public schools that enter into partner­
ships with the pnvate sector to improve the academic curriculum 
those interest-free funds can be used for s.aool rehabilitation or 
repair, purchases of equipment, devclopmenL of course materials 
and teacher training expenses. 

The program established under section 2:̂ 6 is targeted to the 
public schools with the greatest needs. To be eligible to participate 
in the program, a school must be located in a distressed area elim-
ble for special tax incentives under the cmixr.verment zone and en­
terprise commumty provisions of the Inlernal Revenue Code or at 
least 35 percent of the students in the school must be eligible for 
free or reduced-cost unches under the Federal school lunch pro­
gram. More than half of pubhc schools meet those eligibility re­
quirements. In addition, a school not meeting those requirenients 
could create a special program within the school for disadvantaged 
students and receive benefits for that program 

The program provides interest-free capiti-.l by permitting the 
local govemment to borrow money from financial institutions with­
out interest costs. Under the provision, a tax credit is provided to 
the financial institution equal to the interest (hat would otherwise 
be required to be paid. The local government is required to repay 
the principal amount of the borrowing, but it will receive an inter­
est rate subsidy with a value equal to 50 percent of the principal 
d 111 \ J \A 1 J L V 

Under current law there is an overall limitation on the amount 
that can be borrowed under the program-$^100 million in each of 
tfie next two calendar years. The amendment offered by Represent­
ative Rangel would increase that lirnitatio.i to $4 billion for each 
wn, M " ^ f / w ° / 3 l f n d a r years. In addition, school construction 
would qualify under the program. 

No benefits would be provided under Re; •, esentative RaiiRel's 
amendment to any school unless that school ,:nters into a partner­
ship with the pnvate sector to insure that its academic program is 
relevant in today's ever-changing economy ^ 



\Vf; V uld like to eiiii)hasize that all of the benefits from Rep­
resentative Rangel's amendment would fiow directly to the public 
school system. The tax credit provided under his amendment to f i -
nanci.il institutions would merely compensate them for the interest 
that they otherwise would have received from the public school sys­
tem. 

The other point that we would like to emphasize is that Rep­
resentative Rangel's amendment would not be inconsistent with 
our goal of a balanced budget. His amendment would have a posi­
tive impact on the deficit both.during a 5-year and a 10-year budg­
et window. 

Ninety percent of the students of this country attend public 
schools, and therefore, we should focus our limited resources on the 
public school system. 

CriAjiLEs B. RANGEL. 
XAVIER BECERRA. 
RICHARD E . N E A L . 
MiCILVEL R. McNULTY. 
J O H N LEWIS. 
PETE STARK. 
B E N CAIOJIN. 
W M . J . JEFFERSON. 
BARBARA B . KENNELLY. 
K A R E N L . THURMAN. 
ROBERT T . M A T S U I . 
J I M MCDERMOTT. 
WILLL«LM J . COYNE. 
SANDER L E V I N . 

O 



TALKING POINTS ON THE COVERDELL BILL 

--Summary. The Coverdell legislation would increase the contribution limit to education 

IRAs from $500 to $2,500, provide for tax-free build-up on the earnings in such accounts, 

and tax-free withdrawals for an array of expenses relating to elementary and secondary 

education. 

—Treasury estimates that 70 percent of the benefits of the bill will go to the top 20 

gercent of income earners. These are taxpayers with annual incomes in excess of $93,000. 

If proponents of the measure are truly concerned about the middle class, consideration 

should be given to reducing the income limits and preventing the circumvention of those 

limits. 

—Other Education Priorities. The TRA of 1997 failed to address adequately the school 

construction problem, and extended employer-provided educational assistance for only three 

years (for undergraduates only). These and other priorities should take precedence over 

creation of yet another IRA regime. 

—We are already spending enough on IRAs and savings vehicles. At a cost of $38 billion 

over the next 10 years, the TRA of 1997 created the Education IRA and the Roth IRA, and 

significantly expanded existing IRAs and the tax benefits of State-sponsored prepaid college 

tuition plans. 

--Complexity. This bill would create a maze of rules in attempting to dellne what 

constitutes a qualified elementary and secondary education expense. To further increase 

confusion, the provision would sunset after 2002. 



—Taxpayers are confused by constant changes in the law. Taxpayers are just beginning to 

become aware of the hundreds of changes made in the Taxpayer Relief Act of 1997. And 

now, less than 3 monllis after that bill became law, we arc unwisely considering additional 

changes. 

The bill invites taxpayer abuse. Qualified elementary and secondary school expenses are 

defined to include e2cpenses for tuition, computers, and transportation required for enrollment 

or attendance at a K-12 institution, and home schooling. There is no guidance as to what 

specifically is included in the definition. For example, would it be possible to use these new < . ' ' • ~ 
accountsto purchase the family car? 

-Violates the Budget Act. With the revenue offset (change in the timing related to an 

employers deduction for vacation and severance pay), the bill raises more than $500 million 

during the first 5 years. However, it would lose $500 million in the second five years and 

therefore is subject to a "paygo" point of order. Absent the provision's sunset, it would have 

lost $4.8 billion over 10 years. 



Selection of Amendments Shut Out by Cloture 

Ci Limbling Schools (Moseley-Bfaun) 

Child Care Credit (Dodd) 

Corporate Child Care Deduction (Kohl) 

Health Insurance Deduction for the Self-employed (Durbin) 

Pre-paidJQiitionJTa^^ 

(Other possibles) 

Expand Dependent Care Credit 

Expand Health Care Coverage to children not covered by this 
year's bill 

Small Business Capital Gains Reduction supported by Senate 
and dropped from conference 

Employer Provided Education Exclusion C^6fiJ^ 

Payroll Tax relief or offsets 

# # # 



Selection of Amendments Shut Out by Cloture 

Crumbling Schools (Moseley-Braun) 

Child Care Credit (Dodd) 

Corporate Child Care Deduction (Kohl) 

Health Insurance Deduction for the Self-employed (Durbin) 

Pre-paid Tuition Tax Preference Expansion (Graham) 

(Other possibles) 

Expand Dependent Care Credit 

Expand Health Care Coverage to children not covered by this 
year's bill 

Small Business Capital Gains Reduction supported by Senate 
and dropped from conference 

Employer Provided Education Exclusion 

Payroll Tax relief or offsets 
# # # 



SENATE VOTING RECORD 

No. 150 

105th Congress 

1st Session 

June 27,1997,12:57 p.m. 
Temp. Cong. Rec. p. S-66S4 

BUDGET RECONCILIATION, 1997 (TAX CUT) 
(EDUCATION IRA) 

AMENDMENT NO.: 51^ BILL NO.: S. 949 (Tl.R. 2014) 

TfFLE: "Balanced Budget Act of 1997" 

SUBJECT: Coverdell, et al., amendment which permits tax free expenditures from an education IRA account for 
elementary and secondary education expenses, including private schools. 

RESULT: 
S. 949 (H.R. 2014): Vote Nos. 131-160, 210, 211. 
AMENDMENT AGREED TO 

Democrats 
(8 or 17%) 

YEAS (59) 
Republicans 
(51 or 92%) 

Abraham Hutchinson Akaka 
Allard Hutchison Baucus 
Ashcroft Inhofe Bingaman 
Bennett Kempthome Boxer 
Bond Kyi Bryan 
Brownback Lott Bumpers 
Bums Lugar Byrd 
Campbell Mack Oeland 
Coats McCain Conrad 
Cochran McConnell Daschle 
Coverdell Murkowski Dodd 
Craig Nickles Dorgan 
D'Amato Roberts Durbin 
DeWine Roth Feingold 
Domenici Santorum Feinstein 
Enzi Sessions Ford 
Faircloth Shelby Glenn 
Frist Smith, B . Graham 
Gorton Smith, G. Hollings 
Gramm Specter 
Grams Stevens 
Grassley Thomas 
Gregg Thompson 
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Hafch Warner 
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Democrats 
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Inouye 
Johnson 
Kennedy 
Kerrey 
Kerry 
Lautenberg 
Levin 
Mikulski 
Moseley-Braun 
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Reed 
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Wellstone 
Wyden 

Republicans 
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Chafee 
Collins 
Jeffords 
Snowe 

NOT VOTING (0) 

Democrats 
(0) 

Republicans 
(0) 

ANALYSIS OF ISSUE 

Party Cohesion 

Democrats—83% 
Republicans—92% 

Measure of Party Support on this Vote 
For (59) Againu (41) 

Democrats—8 or 13% Democrats—37 or 90% 
Republicans—51 or 87% Republicans—4 or 10% 

Prepared and Compiled bv Senate Democratic Policy Committee 
Tom base hie, Chairman 
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The Truth About the Coverdell Ta.x Bill H.R. 2646 

Proponents say: Hie Joint Committee on Taxation estimates that almost 75 percent of funds y,i II 
go to public school students. 

FACTS: Proponents' own data shows that private school students will receive a 
disproportionate share of funds. 90 percent of all students m the nation attend public schools 
but as proponents claim, only 75% of funds will go to public school students. 

This proposal disproportionately benefits children from affluent families who are 
more likely to send their children to private schools. According to the Department of 
Treasury 70% of the benefit of the bill would go to those families in the highest income bracket 
All October 28, 1997, Joint Tax Committee memorandum states that 83% of families with 
children in pnvate schools would use this account, but only 28% of families with children in public 
schools would make use of it. Therefore, the majority of the benefit goes to the highest income 
tamilies who are already sending their children to private school. 

Proponents say: It is estimated that 70 percent of the benefits from the Coverdell accounts 
woidd go to families that eam under $70,000 a year. 

FACTS: The majority of the benefit of the proposal goes to upper income families - those 

r^nVnn " ' . 7 ' ^^^'^^^ ' ^"^^ P"''̂ "̂̂  of taxpayers have incomes between 
$70,000 and the capped income levels. Therefore, 30% of the benefits would go to just 10 
percent of the taxpayers. The majority of the benefit for families who eam under $70 000 a year 
goes to those in the income brackets between $55,000 - $70,000. 

But for taxpayers in the three lowest income quintiies - those earning below $55 000 -
l <:n n T ^ " 'ndividual benefit would be less than $7. The majority of the nation earns less than 
3.3U,UU0, SO the majonty of the nation would receive little benefit. 

Proponents say: The Coverdell IRAs do not use public money The money invested in the 
accounts, whether by an individual, their employer, or their labor union is their own money not 
public funds. 

FACTS: In order to stay with the Balanced Budget Agreement, an offset is necessary to cover 
the revenue loss that would be incurred if the Coverdell proposal were enacted. Even Chairman 
Archer has indicated that the offset means that public resources are in play under this proposal. 

Proponents say: The Joint Tax Committee estimates that 10.8 million tax return filers with 
children in public schools would utilize the educational savings account. 

FACT: Let's not di.stort the facts - this is a public subsidy for people who already send 
their c.̂ widreiz to private schools. The October 28, 1997 Joint Tax Committee memorandum 
states that 83% of families with children in private schools would use this account but only 28% 
of families with children in public schools would make use of it. 



Regardless of who uses the accounts, the benefits would go to the most afiluent 
taxpayers and provide little or no assistance to those with fewer financial resources 60 
percent of families will receive very little benefit - only a few dollars. 70 percent of the benefit 
goes to those families in the highest income bracket. 

l i t S 
The Joint Tax Comuiittec connrni.s that this provision disproportionately ben. 

famdies who already send their children to private schools. In their October 8̂ "l997 
memorandum, the Committee says, "The dollar benefit to retums with children in pi'.hlir .rhn.ic ;c 
assumed to be significantlv lower than that attnbutahle to retums with children in nHv.f. 
schools." 

Proponents say: The Coverdell bill is not a voucher scheme. It does not use public dollars 
therefore, it does not raise constitutional problems by diverting public funds to religious schools. 
FACTS: This bill is simply private school vouchers under another name. We know that 
83% of families who already send their children to private school would benefit fi-om this 
proposal, and only 28% of families in public schools would use it. It is wrong for Congress to 
subsidize pnvate schools. We should improve our public schools - not abandon them. 

Senator Coverdell's proposal would spend 2.5 billion dollars over the next five years 
on subsidies to help wealthy people pay the private school expenses they already pay, and 
do nothing to help children in public schools get a better education. It is important to 
continue the national investment in children and their fijture. We should invest more in improving 
pubhc schools by fixing leaky roofs and crumbling buildings, by recruiting and preparing excellent 
teachers, and by taking many other steps. We should not invest in bad education policy and bad 
tax policy. 

Proponents say: No member can honestly believe that a chance to bring new private resources 
to middle-income families who want to get engaged in their own child's education is a bad idea 
FACTS: We all hope parents will be involved in their children's education - and many of 
them already are. Parents of all income levels are seizing as classroom volunteers, helping 
children with homework, and reading to children in the evening and it's paying off. ' Parent 
involvement makes a difference in a child's education. However, a tax proposal that 
disproportionately benefits private school students, and offers virtually no benefit at all to low-
income pubhc school students, will do nothing to improve parent involvement or public 
education. 

This "tax savings" may end up costing middle income families more than it saves 
To achieve even the minimal tax savings of $7 (the benefit for those making $55,000 and below) 
middle income families must set aside resources from the same pot of money that they use to 
cover day-to-day living expenses. Under this proposal, families incur costs of record keeping and 
may have to forsake necessary day-to-day living expenses in order to save money in this account. 

The proposal will be difilcult for the federal government to administer and will 
likely cause increased IRS audits. Qualified expenses" are defined so broadly in this bill that 



parents could justify almost any expense even remotely connected to the costs of elementary and 
secondary education, creating a large loophole for people to spend fiinds in ways not intended. 

In order to guard against fi-aud and abuse, the LRS would have to take on more tax audits 
of fa;v,ilies that establish these accounts The IRS will have to ?.sk what school a child attends, 
what expenses the parents actually incurred, and whether the accounts were properly set up and 
used. 

This bill does not help the working class as proponents state. A family earning 
$93,000 a year and up (twice the eamings of a middle income family) gets 13 times as much help 
as a family with an income of $55,000 a year or less. 

Wealthier families can set aside savings for these accounts, working families cannoL 
A study by the Federal Reserve indicates that families with incomes between $30,000 to $40,000 
a year had non-retirement investment assets of $2,500. But, out of that annual savings comes the 
fijnds for paying off debts, paying for health care, and paying for other daily living expenses. In 
reality, very little money would be left over for putting money into an IRA savings account. 

Proponents say: We've already votedfor this same formula in the tax bill. President Clinton's 
HOPE proposal has the exact same distribution formula. Why would you vote against this now? 

FACT: According to counsel to the House Ways and Means Committee, the income caps 
in this legislation are "porous," unlike the ones in the HOPE Scholarship. For example, in 
the Coverdell proposal, parents who exceed the income limits can transfer resources to their 
children who can then set up their own accounts to take advantage of the tax benefit. 

Unlike the HOPE Scholarship, the Coverdell proposal requires a family to set aside 
considerably of their income than they would ever accrue in tax benefits. The HOPE 
Scholarship is designed to enable a student to use the tax credit to cover the costs of their 
education up to $1500. Funds could be available up-fi-ont either through a short-term loan or by 
adjusting withholding. In the Coverdell bill, a family with limited resources would not be able to 
meet the threshold to benefit. 

Higher education is not free ~ public elementary and secondary education is. 
Federal higher education programs are about access: they help students afford to go to college. 
Federal K-12 education programs help improve the quality of schools. 



Reasons to Oppose HR 2646 

^^?nh o T l " " ^ ^'"S"'^ ^"^^y- ' ' ' ' ""'^^'^ by Ways and Means on 
October 9. No hearing has been held in the House or the Senate on this legislation The 

c " r " " " ' ' ' ' ' ^"^"'"^^"^ "^^^^^ Coverdell to th 
reconciliation bill, at ŝ.h.ch time it received only 2 minutes of debate The proposal was 
the subject ol the President's veto threat on the reconciliation bill. ' 

Undermines the. Balanced Biidpet 

Congress recently approved a balanced budget which would be undemiined by this bill 
The loss of revenue created by HR 2646 insignificant. The cost is $2.5 billion over five 
years, and $4̂  1 billion over 10 years, with forther expanded growth over the long" J 
This means there will be significantly less fiinds under a balanced budget to ftind areas that 
lielp the national economy grow, such as children's and education programs 

Benefits wealthipr Famii;»«; 

These tax shelters could be used by taxpayers who are comparatively wealthy - modified 
adjus ed gross income of up to $110,000 for individuals and $160,000 for joint tax filers 
Yet the Federal Reserve s data shows that families with an income of up to $40 000 a 
year, with school-age children, barely have enough savings after they put away ̂ ome 
money for retirement. This won't help them. 

Taxpayers in the higher income brackets are going to receive a "bigger ba.l'for the buck" 
because they have a much greater ability to put aside $2500 a year per child and get more 
of a tax benefit when they use the accounts. " more 

According to the Joint Committee on Taxation, roughly 70 to 80 percent of American 
families would not make use of this new IRA. Most Americans do not have the savings to 
put away even $2,500 into this kind of account unless they have a higher income. 

According to the Joint Committee on Taxation, the majority of the tax benefits would be 

Z . J r t r """^"^ ^ y^^'- ™ s means that families that 
can afford to send their children to private schools, which are costlier than expenses for 
sending children to pnvate school, will get the most benefit. Meanwhile, the investment 
available for improvements in public schools would be diminished because the tax cut will 
lower revenues to the balanced budget. 

Doesnot. improve public education for the 89% of children who go to public school. 

These federally-created ta.x-free savings accounts don't move us fonvard on what parents 
and teachers say is needed to improve the education of all children. A tax fi-ee account or 
tax credit does not create better teacher training; it does not improve cmmbling school 
infi-astructure; it does not put into our public schools proven reading and math programs 



so that all children reach high standards, and it doesn't increase parental involvement in 
our schools. Those are the things the public and parents say they want and that is what we 
should work on — not tax shelters and benefits for a few. 

Difference between higher education tax credits and IRAs and K-12 ones. The difference 
between elementary and secondary' education and higher education is important in this 
debate. Every state mandates K-12 education for every child. Higher education is purely 
optional. Every state provides every child with a tuition-free education for the elementary 
and secondary grades. Higher education, whether public or private, is tuition-based. 

Let's be clear about these tax schemes for K-12 that are promoted by HR 2646. They 
don't help public schools which educate roughly 46 million children and youth. They 
don't raise academic standards for all children. They are tax shelters benefiting only those 
families who choose private or religious schools instead of public schools. We should not 
create inequities in education through tax schemes or through direct spending at any level. 

The Washington Post and the Christian Science Monitor both correctly point out 
significant problems with this proposal. These Coverdell accounts are a significant step to 
"positioning govemment behind private — most often church-related —elementary and 
secondary education" (Monitor). The Washington Post also says that these accounts 
would be of most value to wealthier families. 

Eighty-nine percent (89%)) of America's children and youth attend public schools. While 
we do not oppose parents' right to choose a private or religious school for their children, 
we do oppose using public dollars for tuition tax credits, vouchers, or similar schemes 
such as these Coverdell "IRAs" to pay for private and religious school tuition and fees. 
The role of the federal govemment is to ensure equity in education, and providing back­
door subsidies to private and religious schools will not create high quality public schools 
for the majority of America's children. 

This scheme benefits families with up to 160,00 of adjusted gross annual income. This 
creates an even greater disparity between the "haves" and the "have nots." Wealthier 
families get a greater retum because they are already paying for annual tuition at private 
and religious schools. People whose children attend neighborhood public schools will use 
the account for a one-time cost of a home computer or a SAT preparation course. 

Let me give you an example of what HR 2646 means. Think of it this way. Your tax 
dollars support a local police force to ensure your personal and community safety. It 
would be unfair and unsound to create a tax credit or an ERA to pay for private home 
security systems or body guards. Likewise, your tax dollars go to support public pools, 
tennis courts and recreation. It would be unfair and unsound to create tax credits and 
IRAs for persons who wish to join a private country club. 

A tax-fi-ee savings account does not guarantee or help a child get into a private school. 
The private school decides who to admit and who to reject on the basis of its own criteria. 



This primarily helps families who are already sending their children to pnvate and religious 
schools 

Bad tax policy 

HR 2646 would only further complicate the tax code and tax forms. For many years the 
goal has been to simplify the tax system and the fomis used by ta.xpayers. 

won ld t n '"^"^^ ^S""^^ fr^"^ b̂use of this program 
would be to take on more tax audits of families that establish and use these accounts The 
IRS will have to ask what schools the child attends or whether the child was 
homeschooled, what expenses the parents actually incurred, and detemiine if the accounts 
were properly set up and used. ^^^uum^ 

Tax free savings offered through the HR 2646 accounts will result in an incentive to use 
these plans to shift existing savings into investment vehicles that are never taxed It is a 

shehTrs ' "^ '"^"S' ^^"^'^ ^^-free 

o r T ^ ^ e l a t e T l l ^ H Z " " " ^̂ ^̂ ^ grandchildren 
or unrelated child, it provides an opportumty for high income taxpayers to avoid estate 
and gift taxes on substantial transfers. 

A c c l Z ' l l m l f P^°P°^^|.•^"^^,^^" ̂  But when traditional Individual Retirement 
Accounts ( I R ^ ) were less limited (pnor to the 1986 tax law), less than a fifth of the tax 
savings frorn IRA deductions went to the bottom 72 percent of all income tax filers The 
average IRA tax savings fi-om deducting IRA contributions for the bottom 72 percent was 
only $20. In contrast, more than half of the 1985 IRA tax savings went to the best off 8 
percent of aU tax filers, with an average tax savings from deducting IRA contributions of 

By whatever name they are given, these tax accounts will be shehers that favor weahhier 
taxpayers. Higher income taxpayers are more likely to have the cash on hand to 
contnbute to a tax-sheltered savings account. In 1985, 57.8 percent of the top 8 percent 
of taxpayers contnbuted to an IRA. By contrast, only 7.6 percent of the bottom 72 
percent of all income tax filers contributed to an IRA. 
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Dear Colleague: 

Recently the Senate debated the merits of allowing parents-to use funds in the 
newly established education savings accounts for the purpose of paying education 
expenses associated with grades K-12. Although there is widespread suppon for tĥ rs 
coneept-in the Senate, there is concern thai we should take the necessary steps to 
preserve continued support for our public school systems and to ensure that the 
benefits of this provision are evenly distributed and cover legitimate education 
expenses. 

Minority Leader Daschle has asked me to work with other Democratic senators 
and coordinate efforts with the Repubhcans, as well, to draft a bill by the beginning 
of the next session lhal meets these criteria. I would iike yotir input and suggestions in 
this process. Darla Romfo, my legislative director will coordinate this on the staff 
level. Please eoiitact mc with your thoughts or have your staff contact Darla at 
4-8537. Thank you and 1 look fonvard to working with you, 

Sincerely, 

B. BRbAlUX 

i 
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THE WHITE H O U S E 

WASHlNGTOt^^ 

C? OS 
February 8,1998 

MEMORANDUM FOR TH^T^^DENT 

FROM: SEANMALONEY-— 

SUBJECT: Strategy on CoverdeU Education IRA Proposal 

. -̂ ^«t a ctrateev for dealing v/ith Senal r 
The anached Sp«U„8/R^=d/St.in - - X ^ ^ o L 3 ^ ^ ^ ^ ^ ^ Finance Contain;. 
CoverdeU's education IRA proposal, m ° ' 5 ^ , ^ , and Rubin, met with ErsV LC on 
ntaricup on Tuesday. Your ^ " ^ ^ ' • ^ ^ ^ ^ ' ^ 
Friday to discuss tbe two opnons presented below. 

from $500 to $2,000 md ' ' ' ' ° ^ ^ ^ ^ ^ ^ . , ^ ^ Z < . ^ the rich that would divet sci ce and secondary school tuî on -ab .ck-^orvo^« ft J ^ ^ ^ 

î.̂ nnrflffe Democrats from add ng 
Opti.nl. Stick.oth.s.r»gvetom.a»g.«^d»»^^^^ ad 
ameUorativeproybioM. 1^"=''^""'"^^'^hT^aainable in fte House, ttê ^ «aps 
.atisftr public school advocates. AJ«° » ,^es. Howe-er, 1 aschle 
not in the Senate. You coû d reassess la^..fave»^ 

roit:urpo:̂ r»t̂ =̂ --̂ -'=̂ -̂ ^ 
opti.n2. *'rtri':::'sSo"r"s:i''eL°;̂ 'ŝ s 
; ? ^ r = ^ r ; J ; C . S r s . ^ ^ r . S - P - " V o u c h e r s . a n d . . u l . . 

criticiz^ by public education supporters. 
n.,rio„ 1 - sticking with a strong veto messag.; foi ow and 

Views. XHo/}»«r^i«« support Opncml coverdell is bad p<. cyanda 
discouragiuE Dems ftom ' ^ . ' ^ I ^ X M ^ ^ hard, however, and harder sa: the 
„ove towards O ^ C I ^ ^ suggest encouraging D«.s t„ ,ffer a 
bill includes some help for public scnoois. i v. 
subsltn̂ ie tor CoverdeU when the bill goes to the floor. \ 

;cnss *̂  
Option 1 (recommended) _ _ Option 2 Discuss 
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THE WHITE HOUSE 

W A S H I N G T O N 

FEBRUARY 7,1998 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

RE: 

GENE SPERLING 
BRUCE REED 
LARRY STEIN 

STRATEGY ON COVERDELL EDUCATION IRA PROPOSAL 

1 f̂K^rnverdell Education IRA pr posal 
The senate Finance Committee is scheduled to rnaA-up R„hi„ „d 
rTu^Say.FebruarylO.1998. ^.gr-P of yom a*.^r^^^^^ ^sniemorandtml. sout 

firc^lideU'sproposal would expmdfje^^^^^ 
lould broaden the accounts to â low ̂  ^ accounts are U ni«. to 
tu t̂ion. at private e . e « ^ ^ t ^ c t — n limit ftom S500 to S2.00) an. lally. 
higher education. Second, u wouiu x<" 

senator Covetdell's proposal is obiecdonable on ^ ^ ^ . " " ^ ^ ^ ^ ^ r e X - ^ -
p"vW s for tax-side subsidy for private ^ ^ ' l ^ ^ ^ . t J^ffea^Moor voucbe,. S., .ndly, 

hb̂ t̂a-f̂ S:'-̂ ^̂ ^̂ ^̂ ^ 
to the top 20 percent of families. ^ ^^^^ 

For these reasons, as you will "^tiX^^rprC^^^^^^ ^^'^T 

removing the CoverdeU provision from the biU). ^ ^ 
Last fall the House passed the Coverdell propos^^^^^ p^sitioij 
consideration. Secretary Riley and Seer t ^ ^^^oZducation and tax poUcy ground This biU 
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Current Situation . t!„ublican agenda and they are trying tc nove 
The Coverdell proposal remains a top itetn ' ' ^ . ^ . ^ ^ ' ' ° ^ l 2 < l i a strategy of garnering 

CtairmanRoth and W L^^^^^^^^^ „,.h= m.. ibers 
support for Coverdell m return for the •"•̂ "̂ 'P" " P ^ Ip^^ senator Giaham, aproMSioi 
„ „ ' L committee. That stra«gy appears to ^ J ^ ^ ^ tuition plans will be :.dd<. to 
providing tax-ftee treatment f " ' f a U b l e tax treamient for <mpl. /er 
the Chairman's mark. Apparently for M^y"™^^^ ^ , ,o include gradmte 
provided educational assistance ,s ' ^ ^ ^ ' ^ B ^ U ^ who has supported Coverde 1 

cĴ uld come out of Committee with a strong vote. 

Despite attemp. by senator Moseley.B.u. ScWco^^^^^^^^^^ 
though discussions are ' " " - ^ T * teluded" school constmction propo:^ v, nh at 
that she would probably vote for C ° ' " f » ^ ^ " ^ o n proposal is S5 billion). You wil ecall 

rs='.:^°^---^^^^^^^ 

other items for a possible ultimate deal. 

strategy option, we would sfck very st^gly » 

pros: 
consistent with the position you »ok in y o u r ^ o the Cong^ssional leader. P 
during the Balanced Budget Agteeroent negotianons. 

Satisfies pubUc school advocates concemed aboit vouchers. 

^sus t^b lea t leas t inH^^^^^^^ 

school construction provision. 

Canreassesslateritdynamicschange,crifveto-prootmajoritybeginsto.,me, , 
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* 

Cons: . , 

their position last year oppusmb ^ 
overwhelming vote. 

Lose 
.e opportunity for possible progress on school consnuction. 

Republicans continue to have a popular issue to criticize us on. 

g S ^ s s t r a , e g y , w e w o u l d . i c k t o ^ . v ^ . ^ b u t ^ ^ ^ ^ ^ ^ , 

provisions that ^ ' ^ ^ ^ ^ T ^ Z l Z l S S ^ U i n o U - i o - » 
° ; ^ : r o f : : ' w S S : k ^ ^ o u r veto threat. 

Pros: 

. An opportunity to achieve a success on school construction. 

. RohsRepnbUcansofsnissue,whUeforcingtliemtocaveinonschoolcons,ruc,i a 

Cons: 

. wouldbeportrayedasafUp.flop,perhapsaffechngcredibiUtyofhitureve,o., ats. 

. Maycontnbu.eto"slipperyslope"onschoolvouchers,aspuhlicschoolad,oc..fear. 

. would be strongly critici.,d by public education supporters, even if it inchides 

ibstantial school construction mvestment. 
sue 

r : f T : : ' — a g r e e t h a t C o v e ^ - - ^ ^ ^ ^ ^ 
for this to be a first step towards vouchers. Moreover, 
high income people 

• u- ,;ii>,̂ «ieen as moving away from upni îpiea 
Som=ofyouradvisorsbelievetl^tsv.«hmgv«^he^^^ 

oosition Others, however, pomt out the P""^"^^'°" ,1 ̂ aractive comp<.neni , mcliidmg 
CoTgress with possible strong - " — ^ ^ ^ ^ ^ S d E d u c a t i o n benefits antI xrhaps 
p^faid Mition plan provisions =fi"==f '̂ S^rtive public case again:* su, , a bill. 
Uool construction. It would be dUBc^t to ' ^ ^ ^ . J ^ IRAS and they 1: = them, 

?̂ e%t:raŜ "-̂ ^̂ ^̂ ^̂  ' 
help public schools, such as school construcuon. 
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Whilesomeofyomadvisorsbelieve^a.^^^^^^^^^ 
even«. unfold, and some felt we ? moving off of your stron; ve, 

.substitute for CoverdeU when the bill goes to the Senate floor. 

Recommended Option _ • veto Threat 
Strong Veto Threat Encourage Democrats 
Encourage Democratic ^ ^̂ ^̂ ^̂ ^̂ ^ 
Substitutes 


