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THE WHITE HOUSE
WASHINGTON

March 7, 2000

MEET-AND-GREET FOLLOWED BY
RALLY FOR AN INCREASE IN THE MINIMUM WAGE

DATE: March 8, 2000

TIME: 10:05 am. - 11:00 a.m.
LOCATION: Lawn Behind the Oval Office
FROM: Gene Sperling

I. PURPOSE

To call on Congress to pass clean, straightforward legislation to raise the minimum wage by $1
over two years.

I1. BACKGROUND

Substance:

The following bullets come from the draft Executive Summary of the CEA’s report on the
minimum wage.

A higher minimum wage will help more than 10 million Americans -- mostly adult
workers trying to support their families. According to data from the Bureau of Labor
Statistics, more than 10 million hourly paid workers earn between $5.15 and $6.14 and
would directly benefit from this pay raise. Over two-thirds (70%) of the workers who would
benefit are adults, age 20 or over, and three-fifths (59%) are women, many of whom are
trying to raise the family on $5.15. Almost half (46%) worked full-time. And the average
minimum-wage worker is estimated to bring home half his or her household’s earnings.

Valuing work: restoring the value of the minimum wage. Your proposal to increase the
minimum wage by $1 -- combined with the previous 90-cent increase -- simply restores the
real value of the minimum wage to what it was in 1982. During President Reagan’s eight
years in office, the minimum wage remained unchanged at $3.35 and the real value of the
minimum wage fell by 33 percent. This increase -- in percentage terms -- is in line with
previous ones that helped low-wage workers without adversely affecting the economy: both
this proposal and the last one combine to increase the minimum wage by about 20 percent.
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The Costas family lives in a 12 ft. by 70 ft. trailer, and in Cheryl's words, "Things get very
crowded at times.” She says a raise in the minimum wage would make a big difference for

herself and family.
[ ooi]

II1. PARTICIPANTS

Meet-and-Greet in Oval Office:

Total = 25-30 people

YoU

Rep. Dick Gephardt

Rep. David Bonior

Senator Ted Kennedy [probably will attend]

any other Members of Congress who attend the event
John Podesta

Sec. Lawrence Summers

Gene Sperling

Mary Beth Cahill

Dep. Secretary Ed Montgomery of the Dept. of Labor
Cheryl Costas, real person

Event on Lawn Behind Oval Office:

On Stage:
e YOU
e John Podesta
e Sen. Kennedy [probably will attend]
e Rep. Gephardt
e Rep. Bonior
e Cheryl Costas, real person
e All Members of Congress in attendance who can fit (overflow will flank the

stage on either side)
Audience:

Total = 150




¢ Helping ensure parents can raise their children out of poverty. In 1993, you expanded
the Earned Income Tax Credit (EITC), helping to lift hundreds of thousands of working
families out of poverty. Today, with the previous minimum wage increase and the expanded
EITC, parents who work full-time do not have to raise their children in poverty. A working
parent with two children earning the minimum wage in 1993 made $10,559 with the EITC
(in 1998 inflation-adjusted dollars) — well below the poverty line. With the 1993 increase in
the EITC and the 90 cent increase in the minimum wage in 1996 and 1997, a similarly
situated family in 1998 was above the poverty line — making $13,268 —a 26 percent
inflation-adjusted increase in their standard of living.

* The impact from last minimum wage increase is clear: 10 million workers got a raise
and there is no evidence jobs were lost. The last minimum wage, which went into effect in
October 1996, provided a pay raise to 10 million workers. Since then the economy has
created more than 10 million new jobs and the unemployment rate has fallen from 5.2
percent to 4.1 percent — near the lowest level in 30 years. For teenagers, African-Americans,
and women, unemployment is down and employment is up.

* Minimum wage contributes to welfare roll reductions. The welfare rolls have fallen by
39 percent since the minimum wage increased in 1996. A study by the Council of Economic
Advisers released in August, “The Effects of Welfare Policy and the Economic Expansion on
Welfare Caseloads: an Update,” found that the increase in the minimum wage contributed 10
to 16 percent of this reduction. '

¢ Yet more evidence that moderate minimum wage increases do not hurt jobs. A Card-
Krueger study of June 1999 studied the relative effects of minimum wage increases in New
Jersey and Eastern Pennsylvania. It finds that, if anything, a higher minimum wage
increased employment by increasing the labor supply.

Real Person: Cheryl Costas

Cheryl is a checkout clerk at the Colton Alba Grocery and Gas, in her hometown of Colton Alba,
Pennsylvania. She is 37 years old, married, and has 4 children ranging in the age of 5 to 15. She
just recently received a raise from $5.15 to $5.50 per hour.

She has worked at the grocery store since October 1999, and before that she worked at the Dandy
Mini-Mart earning the minimum wage. She is also receiving both federal and state grants to go
to school full time at Mansfield University, and would like to get her degree in criminal justice.
She just recently cut back her hours to 16-20 hours a week to devote more time to school, but
previously worked 36-40 hours at the grocery store.

Until last year, Cheryl was the sole wage earner for her family. Her husband has been on
disability since 1997 as a result of a back injury while working for the town roads department.
In 1999, he began receiving $925 in social security payments each month.



Sec. Lawrence Summers

Gene Sperling

Mary Beth Cahill

Dep. Secretary Ed Montgomery of the Dept. of Labor

Representatives of AFL-CIO

Representative of civil rights organizations

Representatives of a coalition of church-based groups that recently endorsed a
raise in the minimum wage

* Representatives of pay equity groups

IV. SEQUENCE OF EVENTS

-- YOU greet guests in Oval Office for meet-and-greet

-- All proceed to event area behind the Oval Office

-- Off-stage announcement of YOU, other speakers and Members of Congress
-- Podesta welcomes guests and introduces Cheryl Costas

-- Cheryl Costas tells her story then introduces YOU

-- YOU deliver remarks then introduce Rep. Gephardt

-- Rep. Gephardt delivers remarks then introduces Sen. Kennedy

-- Sen. Kennedy makes remarks and introduces Rep. Bonior

‘ -- YOU close event and depart

V. PRESS COVERAGE

Open press.

VI. REMARKS

Provided by speechwriting.
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U.S. Government is Among Nation’s Largest Wage Abusers; Many Federal Contract Workers
Earn Below the Poverty Level

As Local Living Wage Movement Takes Off, Grassroots Leaders Call on Federal Government
to Follow Suit

Washington, D.C. -- With an estimated 162,000 federal contract jobs paying below a living wage, the
U.S. Government is the among the largest abusers of low-wage workers. according o a report by the
Economic Policy Institute (EPI) released today by ACORN, the Association of Community
Organizations for Reform Now.

While cities across the country have passed living wage ordinances that require their contractors to
pay their employees a living wage, the federal government does not. Living wage standards were
developed on the principle that anyone who works full-time should be able to support his or her
family above the poverty line -- $17,050 a year for a family of four, or $8.20 per hour.

To coincide with the federal contract worker data, ACORN, in conjunction with the National
Campaign for Jobs and Income Support, announced today the {irst-ever national effort to secure
iving wage legislation at the federal level. Fifty cities around the country will participate in today’s
National Day of Action for a Federal Living Wage, organized by ACORN to build support for federal
legislation through meetings with members of Congress, demonstrations against low wage
contractors, op-eds, press conferences, radio appearances and other actvities.

“We’ve all heard plenty about ‘unprecedented prosperity.” Yet while this country continues to enjoy
a major economic boom, it does so on the backs of the working poor. Our limited public dollars
should not be subsidizing poverty-wage work,” said Denise Dixon, a Chicago ACORN member at
today’s event launching a national campaign to build support for federal living wage legislation.

The dectsion to take the living wage campaign national was based on the remarkable success of local
living wage campaigns in recent years. More than 50 cities have passed ordinances since 1994, and
75 additional cities are currently considering living wage legislation.

While the living wage movement is exploding at the local level, the federal government remains
significantly behind.

According to the study:

* In FY99, 11 percent of the 1.4 million federal contract jobs for work performed in the United States
were paid below a living wage (with the largest concentration of such jobs in California, Texas,
Maryland. Virginia, and the District of Columbia).

* These workers are found in jobs such as maintenance, sccurity. laundry. lood service. parking
attendants and clerical.

» Workers in private industries which contract with the government fare worse with respect o wages
and benefits than direct federal employees.

http://www.acorn.org/pressrelease/nov30.htm 12/19/2000



Nov. 30 Press Release Page 2 of 2

‘ * Those suffering the most from substandard wages are adult women working full time.

Representative Luis Guiterrez (D-IL) has introduced legislation that would directly address low wage
federal contracts. The Federal Living Wage Responsibility Act (H.R. 4353) would require that all
firms that hold federal contracts or subcontracts worth at least $10,000 pay all employees working on
that contract a living wage at least equivalent to the federal poverty level for a family of four
(currently $8.20 an hour). The bill exempts small business and most nonprofits. Senator Wellstone
will introduce similar legislation in the Senate.

"The nationwide campaign for a living wage is one of the most exciting and important grassroots
movements for economic justice in America today. Living wage campaigns all across the country
have won a series of successes at the city, county, and state level, but now it’s time to focus our sites
on a federal living wage,” said Senator Wellstone.

L}

Representative Gutierrez has also vowed to “hit the ground running” with his bill when Congress
reconvenes in January. “The current prosperity in the private sector, coupled with unprecedented
surpluses in the public sector, makes it difficult to understand how any company - particularly one
that has been awarded a generous government contract -- would even consider sending employees
home with paychecks to low to keep their families out of poverty. And it makes 1t impossible to
understand how our government could tolerate 1t.”

When subsidized employers are allowed to pay less than a living wage, taxpayers end up footing a
double bill: the initial subsidy, and then the food stamps, emergency medical, housing, and other
services low wage workers require to support themselves and their families.

“Public dollars should be leveraged for the public good -- reserved for those private sector employers
who demonstrate a commitment to providing decent, family-supporting jobs in our local
communities,” said Deepak Bhargava of the National Campaign for Jobs and Income Support.

Low income families are hit hardest by economic realities such as the failure of the mimimum wage to
keep pace with inflation (it now buys less than it did in the 1900's); the skyrocketing cost of housing
and child care; a lack of health care insurance; and the growing income gap between the rich and the
poor. Despite progress in recent years, both male and female low wage workers earn less today in
real dollars than they did in 1979.

Living wage campaigns have arisen in response to all these pressures. Many of the local ordinances
cover employers who hold large city or county service contracts or receive substantial financial
assistance from the city in the form of grants, loans, bond financing, tax abatements, or other
economic development subsidies.

ACORN, is the nation's largest grassroots organization of low and moderate income people with over
100,000 members in over 30 cities. Over the past five years, ACORN chapters have been involved in
over fifteen living wage campaigns, leading to victories in St. Louis. St. Paul, Minneapolis, Boston,
Oakland, Denver, Chicago and Cook County, IL, and Detroit.  ACORN also has established the
Living Wage Resource Center to track the living wage movement and provide support to the new
campaigns that are cropping up everywhere.

http://www .acom.org/pressrelease/nov30.htm 12/19/2000
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THE FORGOTTEN WORKFORCE

More Than One in 10 Federal Contract
Workers Earn Less Than a Living Wage

by Chauna Brocht
The living wage movement was born out of frustration with Congress” tailure to enact a minimum wage
‘ that lifts families out of poverty.' Initially, living wage activists tocused their etforts on passing ordi-

nances at the local level to ensure that the workers employed with government funds were paid above a
poverty-level wage. After claiming victories in over 50 localities around the country. the living wage
movement is now turning its attention to a group of workers laboring behind the scenes of federal govern-
ment: those people who work on federal contracts yet carn only poverty-level wages. Recent legislation
introduced in Congress would require businesses to pay workers cmployed on federal contracts a living
wage. that 1s, the amount a tull-time worker would need to carn o support a family ot four at the poverty
line (e, $17,050 a year or $8.20 an hour 1n 2000).

This examination of federal living wage legislation finds that:

+  According to data from fiscal year 1999, an estimated 162,000 federal contract workers earn less than
$8.20 an hour? and thus would potentially be covered by proposed living wage legislation. These
workers represent 11% of the total 1.4 million federal contract workers in the United States. An
additional 59,000 workers eaming as much as a dollar an hour more than the poverty-level wage
could also benefit from the spillover eftect of living wage legislation. Note that, because the tederal
government does not collect data on federal contract workers. this study uses data from the General

Scrvices Administration to estimate the number of these workers carning less than $8.20 an hour.

»  The majority of federal contractors paying poverty-level wages arc defense contractors (62%). Most
contractors are large businesses (59%), not small businesses or nonprofit organizations.



*  Private-sector workers carning less than a living wage arc mostly female. adult, full-time workers,

and they are disproportionately minoritics.

* In 1999 only 32% of federal contract workers were covered by some sort of law requiring that they
be paid at least a prevailing wage, which is usually defined as the median wage for cach occupation
and industry. But even this minority of covered workers arc not guaranteed a living wage under
current laws. For example, the Department of Labor has set its minimum pay ratc at a level below

$8.20 an hour for the workers covered by the Service Contract Act in 201 job classitications.

Most federal contract workers employed by private business do not enjoy wages and benefits
comparable to their counterparts in the federal workforce. In fact. the federal government currently does
nothing to ensure that contract workers employed with federal funds are paid a living wage.

Recent legislation introduced by Rep. Luis Gutierrez (D-[11)* would require businesses 1o pay
workers cmployed on federal contracts a living wage, defined as $8.20 an hour* If tederal fiving wage
lcgislation is expanded to include direct federal employecs, and additional 274,000 federal workers would
also receive a wage increase.

The lack of data on federal contract workers and who these workers are makes providing a provile
of these low-wage earners difficult. Further rescarch, such as a survey ot contracting firms, is necded in

order to know more about these workers and their economic circumstances.

What is a living wage law?

Living wage ordinances are based on the principle that anvone who works tull ime should be able to
support a family above the poverty line. The rationale behind the ordinance 1s that local governments,
which arc responsible for developing anti-poverty programs. should not contract with or subsidize
cmployers who pay poverty-level wages.

A living wage ordinance requires certain employcrs to pay wages that are above federal or state
minimum wage levels. Only a specific set of workers are covered by living wage ordinances, usually
workers employed by businesses that have a contract with a city or county government, or who receive
cconomic development subsidies from the locality. Living wage ordinances have been enacted in over 50
localities around the country (Table 1).

The living wage level is usually set between 100% and 130% ot the wage a full-time worker would
nced to carn to support a family of three or four above the federal poverty line. The wage rates spectied
by hiving wage ordinances range from a low of $6.25 in Milwaukee. Wis. to o high ot $12.00 in Santa
Crue, Calif. In addition to sctting wage levels, many ordinances also have provisions regarding benctits
(such as health insurance and paid vacation), labor relations, and hiring practices.

The living wage of $8.20 an hour in the legislation introduced by Rep. Gutierrez is based on the
wage a full-time worker would need to earn in order to support a fanuly of four above the poverty line
($17,050 annually in 2000). This proposed legislation would apply only to workers cmployed on con-
tracts for goods or services and would not cover direct federal employces. The proposed legislation also
cxcludes workers employed by small businesses or nonprofits; this exclusion would reduce the number of

covered workers to about 122.000.



TABLE 1

Localities with living wage ordinances

Alexandria, Va.
Baltimore, Md.
Berkley, Calif.
Boston, Mass.
Buffalo, N.Y.
Cambridge, Mass.
Chicago, lll
Cleveland, Ohio
Cook County, IIf.
Corvallis, Ore.
Dane County, Wis.
Denver, Colo.
Des Moines, lowa
Detroit, Mich.
Duluth, Minn.
Durham, N.C.

Eau Claire County, Wis.

Gary, Ind.
Hartford, Conn.
Hayward, Calif.

Hudson County, N.J.
Jersey City, N.J.
Kankakee County, lII.

Milwaukee City, Wis.
Milwaukee County, Wis.

Milwaukee School Board, Wis.

Minneapolis, Minn.
Multnomah County, Ore.
New Haven, Conn.
New York. N.Y.
Oakland, Calif.
Omaha. Neb.
Pasadena, Calif.
Portiand, Ore.

San Antonio, Texas
San Fernando, Calif.
San Francisco. Calif.
San Jose, Calif.
Santa Clara County, Calif.
Santa Cruz, Calif.
Somerville, Mass.
St. Louis, Mo.

St. Paul, Minn.
Toledo, Ohio
Tucson, Ariz.
Warren, Mich.

Los Angeles City, Calif.
Los Angeles County, Calif.
Madison, Wis.
Miami-Dade County, Fla.

West Hollywood, Calif.
Ypsilanti City, Mich.
Ypsilanti Township, Mich.

Source: Political Economy Research Institute, University of Massachusetts

The wages and benefits of private sector and federal workers
The federal government saves money by contracting work to employcers who pay less than a hiving wage.
Even the federal government jobs at the low end of the pay scale have historically paid better and have
had more generous benefits than comparable private sector jobs. As a result. workers who work indi-
rectly for the federal government through contracts with private industry are not likely to reccive wages
and benetits comparable to federal workers.

As Table 2 shows, fewer federal workers are paid poverty-level wages than private sector workers
— 9% of the federal workforce earns less than $8.20 an hour, compared to 28% of workers in the private
sector. This disparity is due partly to wage standards such as the Service Contract Act and the Davis-
Buacon Act, which help protect federal contract workers. But even with this existing legislation, 11% of
the tederal contract workforce earns less than $8.20 an hour.

Even so. the direct federal workers who do carn poverty-level wages are still more likely than their

private sector counterparts (including tederal contract workers) to have health insurance and pensions



TABLE 2
Federal and private sector workers earning less than $8.20 an hour, 1999

S ..Federal employees Private sector employees

Number of workers 3,040,220 95,272,250
Number of workers earning less than $8.20 273,620 26,676,230
Share of workers earning less than $8.20 9% 28%
Share of workers earning less than $8.20

with employer-provided health Insurance 43% 30%
Share of workers earning less than $8.20

with employer-provided pension 43% 19%

Source: EPI analysis of Current Population Survey data

through their employer. Table 2 shows that 43% of these federal workers receive health insurance and
pension coverage through their jobs. By contrast, only 30% of low-wage private sector workers receive

hicalth insurance through their employer, and just 9% reccive cmployer-provided pension coverage.

Characteristics and location of poverty-level workers

Table 3 shows the demographic characteristics of private sector workers (including tederal contract
workers) carning less than a living wage. The table shows that these workers are mostly female. adult,
full-time workers. and they arc disproportionately minorities.

Women represent 59% of workers carning less than $8.20 an hour. cven though they make up only
46% of the private sector workforce. Blacks and Hispanics are also over-represented. Blacks are 11% of
the private-sector workforce but 16% of those earning less than $8.20; Hispanics arc 12% of the private
sector worktorce but 19% of those earning less than a living wage.

An overwhelming majority (88%) of workers earning less than $8.20 an hour arc adults aged 20 and
older. About 68% are employed full time. Only a small 6% of thesc workers are union members.

Table 4 shows the distribution of low-wage federal contract jobs across the 50 states and the District
of Columbta. Five states have a particularly high concentration of these jobs: Califormia (15.6% of all
low-paying federal contract jobs); Virginia (10.3%): Maryland (3.8%): Texas (5.1%): and the District of
Columbia (4.3%).

Low-wage federal contract jobs by industry

In 1999, the federal government contracted tor $199 billion worth ot goods and scrvices (General
Services Administration 2000) — roughly 25% of these federal contracts were for the purchase of
supphes and equipment, and 73% were for the purchase of services tincluding rescarch and develop-
ment).

Table 5 shows the distribution ot jobs paying less than $8.20 an hour by industry.” The share of Jow-



TABLE 3
Characteristics of private sector workers, 1999

Workers earning

less than $8.20 All workers
Employment 26,676,230 94,775,090
Share of all workers 28.1% 100.00%
Sex
Male 41 4% 53.7%
Female 58.6 46.3
Race
White 60.6% 72.7%
Black 15.5 11.2
Hispanic 19.4 1.6
Other 45 4.5
Age
16-19 12.2% 4.3%
20-24 225 121
25 and over 65.4 836
Work hours
Full time (35+) 67.9% 84.1%
Part time
20-34 hours 22.9% 11.7%
1-19 hours 8.9 4.1
Unionization
Union 55% 10.5%
Nonunion 945 89.5

Source' EP! analysis of Current Population Survey data.

wagce federal contract jobs in cach industry is determined by the total dollar value of the contracts in the
industry and the share of low-wage workers in that industry. ©

Over 62% of jobs paying below $8.20 were in service-producing industries.” Among scrvice-
producing industrics. most tederaily contracted low-wage jobs were in business. auto, and repair services
and professional services. Low-wage occupations in the professional services industry include tile clerks.
weltare service aides. and teachers aides. Janitors are an examplc of a low-wage occupation in the
business. auto, and repair services industry.

A third of the low-wage contract jobs were in goods-producing industries. such as manufacturing;
cxamples of low-wage manufacturing occupations include hand packers and hand cutters. About 3% of
low-wage contract jobs were in construction industries (3%)*: painters arc an example of workers in this

industry who might earn less than a living wage.



TABLE 4
Distribution of federal contract jobs paying less than a living wage, by state, 1999

~ Number Share of total ; Number Share of total
Northeast 22,010 13.5% i South (cont.)
Connecticut 3,590 2.2 Mississippi 830 0.5
Maine 820 0.5 North Carolina 1,460 0.9
Massachusetts 4,980 3.1 Oklahoma 730 0.4
New Hampshire 300 0.2 South Carolina 2,390 1.5
New Jersey 2,900 1.8 Tennessee 5,530 3.4
New York 4,260 2.6 Texas 8,340 51
Pennsylvania 4,730 29 Virginia 16,690 10.3
Rhode Island 240 01 West Virginia 330 0.2
Vermont 180 0.1 [
| West 44 600 27.4%
Midwest 16,630 10.2% Alaska 330 0.2
Itlinois 2,480 1.5 Arizona 5,070 3.1
Indiana 1,670 1.0 | California 25,280 15.6
lowa 560 0.3 Colorado 2,430 1.5
Kansas 590 04 Hawaii 390 0.2
Michigan 1,270 0.8 Idaho 760 0.5
Minnesota 1,510 0.9 Montana 790 0.5
Missouri 3,860 2.4 Nevada 830 0.5
Nebraska 320 0.2 New Mexico 4,240 26
North Dakota 130 0.1 ! Oregon 470 03
Ohio 3.000 1.8 Utah 860 0.5
South Dakota 240 0.1 Washington 3,060 1.9
. Wisconsin 1.010 06 ‘ Wyoming 90 0.1
South 66,980 41.2% , US territories 1.080 0.7%
Alabama 3.200 2.0 ‘ Guam 150 0.1
Arkansas 150 0.1 Puerto Rico 530 03
Delaware 270 0.2 Other U.S. territories 400 0.2
District of Columbia 6,970 4.3
Florida 5410 33 Not indicated 11,230 7%
Georgia 2,530 1.6
Kentucky 600 0.4 U.s. 162.530 100%
Louisiana 2,060 1.3
Maryland 9,480 58

Source: EPI analysis of Current Population Survey and Federal Procurement Data System data

Employers paying less than the living wage
Federal agencies contract for goods and services from private sector companies. nonprofits, and state and
local governments. [n this section we report the types of contractors that directly employ these low-paid
fcderal contract workers and the federal agencies for whom these workers indirectly work.

Table 6 shows the federal agencies that contract with businesses that pay workers less than $8.20 an
hour. The share of low-wage federal contract jobs contracted by cuch agencey 1s determined by the total
dollar amount of the contracts and the share of low-wage workers i the industries.”

‘ Over 100,000 (62%) of low-wage federal contract jobs e through the Department of Delense ™

6



TABLE 5
Federal contract jobs paying below a living wage, by industry, 1999

Less than $8.20 $8.21 - $9.20

Number Share Number  Share
Goods producing 54,250 33.4% 23,640 40.3%
Agriculture 650 04 100 017
Forestry and fisheries n/a n/a n/a n/a
Mining n/a n/a n/a n/a
Manufacturing nondurable goods 5,570 3.4 1,790 3.05
Manufacturing durable goods 48,030 296 21,760 37.08
Construction 4,880 3.0% 1,700 2.9%
Service producing 101,350 62.4% 32,510 55.4%
Transportation 2,080 1.3 890 1.52
Communications 680 04 350 0.60
Utilities and sanitary services 230 0.1 100 0.17
Wholesale trade 7.520 46 2.790 4.75
Retail trade 1,910 12 260 0.44
Finance, insurance, and real estale 1,750 11 780 1.33
Personal services 910 06 140 0.24
Business, auto, and repair services 21,530 132 5.700 9.71
Entertainment and recreation services 230 0.1 40 0.07
Hospitals 480 0.3 180 0.31
Medical services (exc. hospitals) 860 0.5 240 0.41
Educational services 6,620 41 1,870 3.19
Social services 1,150 0.7 200 0.34
Other professional services 49,420 304 17,510 29.84
Public administration 320 0.2 140 0.24
Nonclassifiable establishments 2.050 1.3% 840 1.4%
Total 162,530 100% 58,690 100%

Source EPI analysis of Current Population Survey and Federal Procurement Data System data

The civilian agencies with the largest number of low-paid contract jobs are the Department of Energy
(19.100 jobs). the National Air and Spacc Administration (7,810), the Department of Health and Human
Services (7,460), the General Services Administration (3,970), and the Department of the Treasury
{3.500). These agencies all have a slightly higher share of low-wage jobs compared to the share of
contracts through their agency. For instance, the Department of Health and Human services accounts for
2.5% of tederal funds spent on contracts. but accounts tor 4.6% ol jobs that pay below $8.20 and hour.

Table 7 lists the types of contractors paying below a living wuage. A majority (39%) ol these jobs
are n large businesses. The next largest share (18%) of jobs are within the small business scctor,"
followed by nonprofits (7%), and state and local governments (7%). Il small businesses and nonprofits
arc exempted from the law, then the number of workers who would receive the wage increase is reduced
to 122.000, or by about 25%.



TABLE 6
Federal contract jobs paying below a living wage, by contracting agency,” 1999

Less than $8.20 $8.21-%9 20

o Number  Share. =~ Number___Share
Department of Defense 100,500 62% 38,140 65.0%
Civilian agencies 61,170 37.6% 20,380 34.7%
Agriculture 2,940 1.8 960 1.6
Commerce 920 0.6 270 0.5
Education 1,130 0.7 350 0.6
Energy 19,100 11.8 6,400 109
Environmental Protection Agency 830 0.5 280 05
Executive Office of the President 720 0.4 250 04
Federal Emergency Management Agency 360 0.2 140 0.2
General Services Administration 3,970 24 1.370 2.3
Health and Human Services 7.460 46 2.240 3.8
Housing and Urban Development 610 04 210 0.4
Interior 610 0.4 180 0.3
Justice 2,870 1.8 920 1.6
Labor 1,840 1.1 510 0.9
National Air and Space Administration 7,810 4.8 2,940 5.0
National Science Foundation 280 0.2 100 0.2
Nuclear Regulatory Commission 70 0.0 20 0.0
Office of Personnel Management 100 0.1 30 0.1
Smithsonian Institution 60 0.0 20 0.0
Social Security Administration 500 0.3 140 0.2
State 1,030 0.6 330 0.6
Transportation 2,560 .16 940 1.6
Treasury 3,500 2.2 1.160 2.0
Veteran's Affairs 1,870 1.2 600 10
Total 162,530 100% 58,690 100%

* Agencies with more than 50 jobs paying less than $8.20 an hour.

Source: EPI analysis of Current Population Survey and Federal Procurement Data System data.

The failure of current wage standards

Living wage ordinances were first created because local governments had been contracting out jobs
without setting standards regarding pay. In the case of federal contract workers. some laws. such as the
Serviee Contract Act and the Davis-Bacon Act. regulate wages tor certain types ol contracts. However.
these regulations do not ensure that workers are paid above a poverty-level wage; many workers are
excluded trom coverage by these laws, and the prevailing wage can be set below $8.20 an hour.

Some service workers on federal contracts are covered by the Service Contract Act, which requires
workers to be paid the prevailing wage. The prevailing wage is determined by the Department ot Labor.
and is usually defined as the median wage (the wage where half of all workers carn more and halt carn
less) or the average wage for each occupation and locality. The Davis-Bacon Act is a similar law that

covers the construction industry.



TABLE 7
Federal contract jobs that pay below a living wage, by type of contractor, 1999

Less than $8.20 $8.21-$9.20

- Number Share Number  Share
Small business 28,970 17.8% 9,830 16.7%
Small disadvantaged business 7.770 4.8 2,440 4.2
Other small business 21,200 13.0 7.380 12.6
Large business 95.830 59.0% 36,260 61.8%
Nonprofit 11.750 7.2% 3.930 6.7%
Nonprofit agency employing blind

or severely disabled persons 480 03 150 0.3
Nonprofit educational organization 4,180 26 1,420 2.4
Nonprofit hospital 380 0.2 130 0.2
Historically black college/

university or minority institution 140 0.1 40 01
Other nonprofit organization 6,580 0.1 2,190 0.1
State and local government 10,700 6.6% 3,050 52%
State-local government — educational 8.750 54 2,490 4.2
State-local government — hospital 190 01 60 0.1
Other state-local government 1.770 1.1 500 0.9
Women-owned business* 3,260 2.0% 1,040 1.8%
Not indicated 15,270 9.4% 5610 9.6%
Total 162,530 58,690

* Category is not mutually exclusive.

Source: EPI analysis of Current Population Survey and Federal Procurement Data System data.

TABLE 8
Total federal contract jobs by existing wage standards, FY 1999

Covered by law with wage standard

Service Contract Act
Davis-Bacon Act

Not covered by law with wage standard

Walsh-Healey Act

Not subject to Walsh-Healey, Service

Contract, or Davis-Bacon Acts

Not indicated
Total

Source: EPI analysis of Federal Procurement Data System data.

459,010
346,020
112,990

956,020
263,660

653,880
38,490

1,415,030

Number

Share

32.0%
245
8.0

68%
18.6
46.2
2.7
100%
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There are, however, many exemptions to these laws. For example. contracts tor the maintenance and
repair of computers are exempt from the Service Contract Act, In fuct, as Table 8 shows, in 1999 only
32°% of federal contract workers were covered by laws with wage standards: 23% were covered by the
Service Contract Act. and 8% were covered by the Davis-Bacon Act.

One drawback 1o using a prevailing wage standard 1s that 1t can be set as low as the minimum wage.
Thus, a prevailing wage law does not guarantee that workers will be paid a living wage. As a conse-
quence, the Department of Labor has sct the prevailing wage at a level below what is considered a living
wage for 201 job classifications covered by the Service Contract Act."? The job classifications for which
wages are set below $8.20 in at least some areas of the country include accounting clerk, bus driver, child
care attendant, corrections officer, court security clerk, food service worker, janitor, laundry worker, mail
clerk. parking lot attendant, receptionist, and vending machine repairer.

Because we have excluded all workers covered by the Service Contract Act and the Davis-Bacon
Act from this anadysis, we actually underestimate the number of federal contract workers who carn less

than a hving wage.

Conclusion

Pressure on federal agencies to reduce the size of their workforce has created incentives for contracting
for goods and services to private businesses. Most of the workers employed by these private businesses
do not enjoy wages and benetits comparable to federal workers.

In fact, an estimated 162.000 federal contract workers don’t carn a wage sufficient to lift a family of
four out of poverty. Just under 60% of these poorly paid workers work for large firms, and 62% work on
Department of Detense contracts.

Most of these low-wage workers are women, adults. and work Tull time. While a majority ot these
low-wage workers are white, blacks and Hispanics are over-represented among those carmning poverty-
level wages.

Currently, the federal government does nothing to ensure that contract workers cmployed with
federal funds are paid a living wage. Only one-third of contract jobs are covered by a wage standard, and
cven the standards that cover these workers don’t require that they are paid a living wage. Living wage
legislation would ensure that all federal contract workers could support their familics above the poverty

line.

November 2000



Methodology

The tederal government does not collect data on the number of federal contract workers or who these workers are '
For some idea of the characteristics of federal contract workers, we looked at the characteristics of private sector
workers in general (the majority of federal contract workers work for the private sector).

To estimate the number of low-wage workers covered by federal contracts, we combined General Services
Administration (GSA) data on federal contracts with data from thc Current Population Survey on the share of low-
wage workers. We were able to use the dollar value of a contract to estimate the number of workers on that contract.

We then estimated the number of low-wage workers on the contract by using the proportion of low-wage
workers among private sector workers in that industry. This assumes thar the samie proportion of contract workers
carn poverty fevel wages as workers in the private sector. We could not make this assumption Tor workers covered
by the Service Contract Act or the Davis-Bacon Act, because these workers are paid the prevailing wage the
location-specific median wage tor ther occupation). Under the conscrvative asstmption that abl workers on
contracts covered by the Service Contract Act und the Davis-Bucon carn above $8 20 an hour, workers on these
contracts were excluded from our analysis. Because there s evidenee that some workers covered by these laws do
carn less than $8.20 an hour (see below), our estimate of the number of contract workers who carn less thuan a living
wage 1s conservative.

The GSA data provided information on where the work on federal contracts was performed, which federal
agencies contracted for the work, and what types of businesses the contracts arc with (sce the data appendix for a
more detailed explanation of the methodology).

Data Appendix

Data on contracts were obtained from the Federal Procurement Data System (1FPDS), collected by the U.S. General
Services Admrinstration. The FPDS contains nearly 500,000 records of transactions over $25,000 that occurred
during fiscal year 1999 (October 1, 1998 — September 30, 1999). Each record contains data on the dollar amount of
the action, the location of the work perforimed, the contracting agency, the industry of the business doing the work,
and other information on the type of business.

To estimate the number of jobs on each contract, we matched the Standard Industrial Classification (SIC) code
for cach contract in the FPDS to the industry codes used in the 1998 Domestic Employment Requirements Matrix
from the Bureau of Labor Statistics (BLS). We used the number of jobs created per million dollars of sales™ from
the matrix to estimate the number of jobs created'™ on cach contract action. basced on the dollar value of the con-
racts.

For cach broad industrial classificaton. we estimated the proportion ot workers carnimg below $8.20 an hour
and S9 20 an hour using the Current Population Survey We then mualuplicd this proportion by the number off
workers per contract in cach industry to get the total number of workers that carned less than $8.20 an hour and
59.20 an hour. Because we use a national proportion of low-wage workers. this method may over-estimate the
number ot atfected workers in high-wage states and under-estimate the number m fow-wage staies

For cxample, for a firm in the building services industry with a contract worth $5 million, we muluplied 5 by
30 (the number of jobs per $1 million of sales for that industry). The result is an estimated 150 jobs. We then
multiplied the number of jobs on that contract by the share of fow-wage jobs in the building services industry (7%).
Thus, our estimate was 10 jobs paying less than $8.20 for that contract.

This methodology assumes that the same proportion of contract workers carn poverty level wages as workers
in the private sector. We could not make this assumption for workers covered by the Service Contract Act or the
Davis-Bacon Act, because these workers are paid the prevailing wage (the median wage for their occupation). Thus,
we excluded workers covered by the Service Contract Act and Davis-Bacon Act fron our analysis.

Using the data collected m the FPDS on cach contract, we were able to generate Tables 4-9. To determine the
characteristics of workers carning less than $8.200 we used Current Population Survey ORG dati. (See the data
appendix of Bernstein and Schimitt (1998) for more detatls.)



Endnotes

[ The last mimimum wage increase went into cffect in 1996-97. when the minmmum wage was raised from $4.25 10 $35.15.
Congressas currently considering legislation to merease the mimmmum wage to $S6.13. Without another inerease. the real value of
the mmmum wage sl falb o $4 67 (1999 dolhursy by the year 2003 aecarding o intlaton projections by the Congressional
Budyer Ottice.

200 W estimuied the number of jobs. regardless of swhether the jobs are tull tmie or pant e gin ather words, these jobs are not
expressed as "full thme equivalent” jobs).

3 Senator Paul Wellstone (D-Minn.) has also announced plans to introduce federal hiving wage legislation,

4. However, as the legislation is currently written, some of these workers would be exempt because they work for small
businesses or nonprofits.

5. We are unable to report the number ot jobs by occupation.

6. For the total dollar value of contracts by each industry, sce the Federal Procurement Report (General Services Admimstra-
ron 2000},

7. The share of low-wage workers in service industries is potentially Targer. We excluded workers covered by the Service
Contract Act because these workers are paid the prevailing wage, but there are some job classilications under that act that pay
less than $8.20 an hour.

No The share of Tow-wage workers in the construction industry is also porentially Luger - We excluded workers covered by the
Davis-Bacon Act because these workers are paid the prevailing wage. but there are some job classifications under that act that
pay less than $8.20 an hour.

9. For the total dollar value of contracts by cach agency, sce the Federal Procurement Report (General Services Administration
2000).

10. This is below the share of total federal funds spent on Department of Detense contracts (67%).

Il The definition of a small business varies by industry. The following are the most common small business size standards:
fewer than 500 employees for most manufacturing and mining mdustrics: fewer than 100 emplovees Tor all wholesale trade
industries: Tess than $5 nullion for most retail and service industries; less than $17 mllion for most general and heavy construc-
tion mdustries: fess than $7 million for all special rade contractors, and less than SO.S millwon for most agricultural mdustries.

120 Department of Labor memo to Rep. Gunierrez dated March 24, 2000

13, Legtslavon inoduced cartier this year the Truthfulness. Responsibihty, and Accountabiliny in Contracting Act (S, 2841
and 11.R.3706) - would, among other things, require all agencies to track the size ot their contractor workforees, for specitic
contracts as well as for all contracts combined, and would require the Ottice of Personnel Management and the Department of
Labor to report to Congress on how contractor wages and benefits compare to those carned by tederal employees.

14, We included only jobs created in the industry where the sales occurred.

15. Because some dollar amounts on the contract actions were negative (when contractors refund unspent money), some actions
were associated with negative job creation.

Bibliography
Bernstem, Jared. and John Schiite 19980 Making Work Pave The lupact of thie 1990-97 Mingnon age Inerease. Washington,

D.C: Economic Policy Institute.

General Services Adnumistration, 2000 Federal Procurement Repore, 1Y 1999 Hiowghe Fourel Quareer: Washimgion, D.C
General Services Administration.

Danielle Gao and Yvon Pho provided extensive programming assistance for this paper. Jennifer Lake,
Megumi Kubota, and Abe Cambier also provided rescarch assistance. Jared Bernstein. John Schmitt,
Edie Rasell. Jen Kern. Helene Jorgensen. and Kris Misave save helpful comments. Joe Procopio caretully
cdited the paper.



10671 CONGRICSS
._"l) SI‘:NN“)N H R 43 3
® °

To provide for a hivable wage for emplovees under Federl contracts and

stubeontracts.

IN TIIE TTOUSE OFF REPRESENTATIVIENS

May 2, 2000

MyoGerigrrez (for himsell, Mro BoNow, Meo Brany of Pennsyvlvanta, M

STARK, Mr.o Evans, Mr. THOMPSON of Mississippi, Mr. Kucrsten, Mr.
T RANK of Massachusetts, Mr. HiLLiarD, Mro GrigeN of Texas, M Fi-
NER, Ms. Lisis, Mr. MieiEks of New York, Ms. VELAZQUEZ, My, SANDIRN,
Ms, Kinpearricr, Mo Pannong, Mso Warpns, Mreo CaptaNo, M.
WyaN, Mr Hoerrsn, Ms. Norrox, Mreo Hixcney, A KNaicn, My
Davis of hinois, Mo 1arean, Meo Jacksox of Qlinos, Mreo NabLiR.
Mro Liswes of Georgia, Mo OWENS, Ms SCTIAKOWSKY., M CosTRLLO,
Mreo Coxvers, Meo Resno, Meo Pavses Mo MeDersorr, Ms CapsoN,
Mre Browx of Ohio, Meso ManoNeEY of New Yok Moo Dsrostas, M
CovNe, Meo Mawerisez, Moo Pasror, Meo Tospyey, Mies, CHEISTENSEN,

kit

MyoCranuxas, Meo Paenes, Mres, CravroN, Me Groar MiLnen of

Calitfornia, Mre, Kinosi, Ms, Prnost Mso Molkssey, Miess Mk ol Ha-
witi, Mo STriexknaxd, Meo Marscr Meo Ratiann, Mso Woorsey, Ms,
Baropwix, My Delazio, Mso Minnesxpiee-MoDoxannh, Mres, JoNes of
Ohio, M Ranarn, Mreo Orver, Meo Deranesrs Meo Powss, Ms.
Burows of Flovida, M. CLay, Ms. DeLavio, Meo MoNvLry, Mre Liaris-
SKL Mr. ROMERO-BARCELO, Mr. SErraNo, My FaLbzoanawaisaa, Ms.
1Kppi BurNwer Jonxsox of Texas, Ms. JacksoN-Lik of Texas, M.
Laxros, Mr o Jerrerson, Mre. Robricariz, Mo Saso, M 1Pakk of Cali-
Fornia, Mro Dixox, Mes. Mk ol Flonda, M Reves, Mo oz, Mo
Hixodosa, Mrs, Navorrraxo, Mreo Goxzarez, Mes DBacea, M MeGov-
ERN, Meo Bagirierr of Wisconsim, and Ms. Roviat-Aneard) introdueed
the followmg bills whieh was referred to the Conmmittee on Bdacation and
the Workforee. and i addition to the Connmittee on Government. Relorm,
for a period to be subsequently determined by the Speaker, in cach case
for consideration of such provisions as fall within the jurisdiction of the
conmittee coneerned



A BILL

To provide for a livable wage tor emplovees under Federal
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contracts and subcontracts.

Be at enacted by the Senale and House of Represenda-
tries of the Unated Stabes of America in Congress asseinbled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Federal Living Wage
Responsibility Act’.

SEC. 2. FINDINGS.

The Congress tinds the followine:

(1) American workers are working harder to
make ends meet.

(2) The wages of many working Americans
have not kept pace with the cost of providing for
their tamilies.

(23) The Federal Government provides billions of
dollars in subsidies to businesses each vear through
bhoth spending programs and the Internal Revenue
Code of 1986,

(4) Recipients of Federal contracts have bene-
fited oreatly from the provision of taxpayvers™ dollars.

(DY The Convresstonal DBudect Offiee coneluded
that the Federal Government spends more than $:30

billion a vear on spending and credit programs,

*HR 4353 IH
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(6) Congress must. ensure that Federal dollars
are used responsibly to mprove the ceonomice secti-

rity and well-heing of Americans across the conntry,

SEC. 3. POVERTY LEVEL WAGE.

() REQUIREMENT.—

(1) GENERAL RULE.—Lxcept as provided in
paragraph (2). any emplover under a Federal con-
tract for an amount exceedine 10000 or a sub-
contract under o Federal contract for such an
amount shall, except as provided in subsection (h),
pay each of the emplover’s emplovees workime on or
hired in conjunction  with  such  contract  or
subcontract—

(A) an hourly wage necessary for such em-
plovee to earn, while workine 40 hours a week
on a full-time basis, the amount ot the Federal
poverty level for a family of 4 (as published
the IPederal Register by the Departiment  of
[Health and HHuman Services under the anthor-
ity of section 67502) of the Onmibus Bodeaet
Reconciliation Act of T981), or

(B) $8.20 an hour,

whichever 1s greater.

(2) EXCEPTION.—An emplover which ws—

*HR 4353 IH
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(A) a small business coneern as defined
under section 3 of the Small Dusiness Aet (15
11.5.C. 632), or

(13) a nonprofit oraanmzation exempt. from
Federal imcome tax under seetion H01(¢) of the
Internal Revenue Code of 1986 1F the ratio of
the total compensation of its chief execative of-
ficer to the compensation of the full-time equiv-
alent of its lowest pald employee is not greater

than 20 to 1.

shall not be required to pay the waoe preserihed hy

paragraph (1).

(33) SCePE.—An emplover may not avord the re-

quirement of paragraph (1) by laving off or other-
wise terminating the emploviment of an emplovee
with the intention of replacing such emplovee awith
an emplovee who, under subscetion (h), s not ehgi-
hle for the subsection (a) wawe.

(h) EXCEPTION.—An emplovee who 1s participating

(1) an apprenticeship program. or

(2) any other tramimye progeun which does not

exceed 6 months e duration and whiely s ofTfered 1o
an emplovee while emploved e productive work that

provides training, technical and other related skills,

*HR 4353 IH
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and personal skills that are essential to the full and
adequate performance of the  craplovee’™s cmplov-
nient,
1s not elhigible for the wage preseribed by subsection (a).
() CONTRACT REQUIREMENT.—Any  contract  bhe-
tween the ederal Government and any contractor and
any contract hetween such contractor with a subeontractor
to carry out work for the Federal Government shall re-
guire the contractor or subcontractor to pay the wage pre-
scribed by subsection (a)(1).
(d) ENFORCEMENT.—

(1) SUSPENSION.—If an emplover does not pay
the wage required hy subsection (a) the Federal con-
tract or subcontract under which suceh emplover was
ctploving employees shall he suspended.

(2) INELIGIBILITY —An emplover described in
paragraph (1) shall not he eheible for any Federal
contract or subcontract for a period of 5 vears be-
oimning on the date the cimplover does not payv the
required wage,

(3) RESTITUTION. —An cruplover who does not
pay the wage required by subsection (a) shall he ha-
ble to the United States in an amount equal to the
unpald waces and inoaddition an equal amount as

Lguidated  damages. The Seeretary of Labor shall

*HR 4353 [H
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l pay to the employees who were not paid sueh wage
2 the amount recovered by the United States under
3 this paragraph.

4 SEC. 4. EFFECTIVE DATE.

5 This Aet shall take effect with respeet to Ifederal con-
6 tracts entered into, renewed, or extended after 90 dayvs
7 after the date of enactment of this Act.

O
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o Wt EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C, 20503

March 8, 2000
(House Rules)

STATEMENT OF ADMINISTRATION POLICY

(THIS STATEMENT RAS REEN COORDINATED BY OMB WITH YHE CONCERNED AGENCIES.)

~ Minimnm Wz ¢ 2

(Shimkus (R) Illinois)

H.R. 3232 - Small Busipess Tax Fairness Act
(Archer (R) Texas)

If Congress presents the President with legislation that cither unacceptably delays 2 minimum
wage increase or contains fiscally frresponsible tax cuts, the President will veto the legislation.

HR. 383.3 ~ Minimum Wage Tnerease

Congress should pass a szaightforward bill 1o raise the minimum wage by S1 in two equal steps,
as propased by the President. HR. 3833, which would extend a minimum wage increase over a
‘ three-year period, would unaceeptably delay the Amenean worker's much-needed pay raise,
costing 2 full-time, year-round worker more than 3900 over two yexs. The Adminismration
strongly urges Congress to enact a minimum wage bill as proposed by the President,
unencumbered by measures to repeal important overtime protections for warkers oF regr essive,
fiscally irresponsible tax cats that threaten Social Secunty, Medicare, and debt reduction.

A modest mcrease in the minimum wage of §1 would merely restore the real value of the
Imimimum, wWage to the 1982 level. Recent history bas shown that those who argue that cven a
reasonable increase in the minimum wage would harm the economy are WIon3. Since the last
minimum wasge increase of 90 cents over two years, enacted in 1996, the unemployment sare has
fallen from 5.2 percent to 4.1 percent — around the Jowest in 30 years — and more than 10
million pew jobs have been created. That last minimum wage increase prov ided a significant
incentive to work, contributing to the 44 percent decline in the welfare caseload, and bringing the
welfare rolls down to their lowest levl in three decades. It also has been a crucial factor in
contributing to rising incomes for even the poorest groups, reversing their income declines of the
previous decade. '

Minimum wage legislation should not be used as a vehicle 1o repeal impostant overtime
protections for American work«Ts, znd the Administration would oppose addine such provisions.
For example, the Adminiszation is concemed about provisions in the bill that would repeal

overtime protections for 1.5 million American sales employees, funeral workers, and compurer
professtonals.
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Youth Minimum Wage

Prior law:
At the time of the 1996 Amendments to the Fair Labor Standards Act (FLSA) (enacting
the last minimum wage increase), there was no youth sub-rminimum wage. However, the

1989 'LSA Amecndments provided for a temporary youth “training wage,” which ended
in 1993,

Workers under 20 could be paid a training wage of 85% of the minimum wage for the
first 90 days of employment. They could be paid the samc sub-minimum training wage
for a second 90-day period with a different cmployer if that employer met certain on-the-
job training requirements.

Current law:

The 1996 Amendments established a different youth sub-minimum wage. FLSA-covered
employers may pay a sub-minimum wagc of $4.25 an hour (the minimum wage prior to
the 1996 Amendments; the current minimum wage is $5.15) to employees who are under
20 years of age during the first 90 consecutive calendar days after initial employment.

A worker can only be “initially employed™ once by a given employer. However, a
worker under 20.can be “initially employcd” by more than one employer. Thus, a
particular young worker may receive the sub-minimum wage upon ipitial cmployment by
diffcrent employers, so long as the worker is less than 20 years old.

Employers are prohibiled rom displacing an employce (discharge or reduction in hours,
wages or benefits) in order to hire someone at the youth minimum wage.

Tip Credit

Prior law: _

Prior to the 1996 Amendments, an employer was rcquired to pay tipped cmployees a cash
wage equal to 50% of the minimum wage, and could counl lips received by employees as
wages to satisfy the full minimum wage. If the total of employer-paid cash wage plus
tips equaled less than the full minimum wage, the eruployer had to make up the
difference.

Current law:

The 1996 Amendments abandoned the “percent of minimum wage” approach, and froze
(he cash wage employers must pay at $2.13 an hour -- the dollar amount equal to 50% of
the minimum wage at the time of the amendments. If the total of employer-paid cash
wage plus tips equals less than the full minimum wage, the employcr must make up the
difference.

Thus, under current law the amount of cash wage the employer must pay tipped
employees will stay the same notwithstanding any subsequent increase in the minimum
wage, so fong as tips cover the difference. As the minimum wage increascs, so will the
amount of cmployee tips that the employer may count lowards the minimum wage and
the employer’s cash wage obligation will remain fixed.

@003
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W®ifice af the Spraker
Hnliek States Newse of Ropresentatioes
B ashixgton, BAC 20518
September 28, 2000

Honorable Richard Gephardt |
U.S, House of Representarives
Washington D.C. 20515

Dear Dick:

¥ Thank you for your letter of September 26, 2000 regarding a balanced approach to
- the minimum wage. As you know, I weote the Prandcm a weck befare Labor Day, asking
hira far his help in breaking the rendblock that has kept ux from enacting legislation tat
would raise the minimum wage as it providad ax relief far the small bisiness owners
who often hire minimum wage wotkers. I appreciate your tesponse, Which Itake a5 &
good faith effort to break this roadblock.

‘ In your respepse, you CXpress p‘l% concem about tfie iboye-the-ling hﬂhh care
. tax deduction, Aeeordmk to the Joirit Tix Committes, 26 million Ammericing’ wahid be .
able'te pu:mde affordsble héﬂth Gare coverage By elaiming Ihis n'npomnmx ﬂeducuon
And according to the Géneral Accﬁum.in; Office, thiz rax dechiction' would pnrhn.nly
. bcnet‘ t milljons of Tow. and middla-jn:nm: Aincrians it the 159 pBrd:ﬂ! 'lll.' b‘ru:‘ker
""uul hefﬁ 1, G mlli’u’ﬁ' Ameﬂchﬁt e ‘et heﬂlh msunn‘l:rfur the* ﬁr_st u:he. e
TTRSE g i TR R VRS LA TYAN
You sa.ld in your letter that increasing the minimum wage wauld help 10 mlllibn
workers. Lgkewxse. our 100% health care tax deduction would help 26 million |
‘Américing perhiedth tare initorince or mhertdetheir 'c'ﬁhtnico'iieme Mst'SF these
Americans wark‘in sl bn".'.mtssu.‘wﬁ!ch' a'heh cumbt aﬂ’otd h: dmr t'hmt enfplb_w:es"‘*”
-hi-alth :hsurlnce . _ : oy TR
» P gy W, e " ,.._._ s, T A Mod e ,.-.-, " P
. , - Ot 'O'f tHe lu]prnmdht m h&dﬂ#uﬂf tﬂduy is acmwtta it’féiﬁlhle hnhh ;A
= " insyranicer Aur pIm uddresses that problem with & solttén st werke: - F um’j/du tci -----
- drop your apposition te this common-sense health cars reform. Jf we warké tagether, L.v
believe we can help America's warkers with thelr wages and with thelr health insurance.
“We:can also:help smalibusinesses, whick ereate tie intjteity of new jobw.in'the ﬂnlnuy
Thank you for your letter and 1 loak forward o hearing from yqu in‘the furure. w1

o
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COMMITTEES:

SHELLEY BERKLEY TRANSPORTATION
15T DisTRICT, NEVADA . \ “ AND INFRASTRUCTURE
iN\‘ VETERANS' AFFAIRS
1505 LONGVORTH BUILDING

ey Congress of the Wnited States L susess
0 Paseo DEL PraDO ﬂ?ﬂllﬁﬁ Uf Rtpl‘tﬂtntatlhtﬂ :EDAUL(‘:I’:I‘:ZT:E
.EGSAZ',T Nevaoa 89102 Washington, BE 20515-2801

702-220-9823

October 24, 2000

President William J. Clinton
1600 Pennsylvania Avenue, NW
Washington, D.C. 20500-0003

(- Sammieke

Dear Mr. President:

It has come to my attention that th€é minimum wage legislation being crafted by the
House GOP may include provisions which would prevent states from continuing to adopt their
own tip credit rules. Such a proposal/would adversely affect my home state of Nevada. I write to
alert you to the possibility that thig anti-worker provision may appear during the remaining days
of this Congressional session.

Nevada’s current mifimum wage standard does not include tip income as part of the
minimum wage calculatioff. If this state standard is overridden at the federal level and tip
income is included in the’wage calculation, waiters, waitresses, and other workers in my state

. would, in effect, be fac¢d with a pay cut. Clearly, this would not be acceptable.

— -

Mr. President/ I share your views on the urgent need for an increase in the minimum .
wage and [ admire ypur leadership on this issue. The working men and women of this country
need and rightly deserve such an increase. However, I feel just as strongly that an increase in the
minimum wage shguld not come at the expense of current labor protections.

Thank you/ for your consideration of this matter.

S O\U Sincerely,

cc: John Podesta, White House Chief of Staff
‘ Charles Brain, White House Legislative Affairs

PRINTED ON RECYCLED PAPER



Ve

MINIMUM WAGE

L. Tax provisions that we agree with and are acceptable:

Accelerate 100% self-employed health insurance deduction
Repeal occupational taxes related to spirits, wine and beer
Permit installment method for accrual basis taxpayers
Commercial fishermen provision

II. Tax provisions that we can agree to with modifications:

e  WOTC with extension to welfare-to-work
e Computer donations—standard and additional digital divide
e Charitable rollover-modified by appreciation to property provision ($412 million)

III.  Major issues in minimum wage tax bill:
1. Dropping or moving health insurance from the minimum wage:

Issues:

e How much leverage on FSLA would we lose by kicking out the health
provisions?

e Does trying to add Clinton priorities undercut our effort to drop provisions?

e What if they agree to more progressive tax-credit options? (This is unlikely
due to Archer’s opposition).

2. Reforestation and climate change.

Issues

o Do we insist on the climate change tax cut and pair it with the reforestation tax
cuts?

o Should we go for the car tax credit at $2.5 billion, a modified package at $5
billion, or the full package of provisions at $9 billion?



3.

FUTA surtax:

Issues

Is it our aim to keep FUTA?

Do we keep FUTA out or do we keep it in with Ul reforms? (Adding Ul reforms to
FUTA would increase the package by 314 billion over ten years.)

Meals and entertainment:

¢ Everyone in the tax strategy group is opposed to increasing the business and
meal deduction to 80% for all employees.

Issue

o  Should we support the provision granting 80% business meal
deduction for workers subject to DOT hours and/or the provision
moving from 50% to 60% for small businesses only?

Should we follow the strategy of a symmetrical path—for example, put our digital
divide package against their digital divide package and our environmental
package against their environmental package?

Should we discuss our priority items, for which they do not have proposals, such
as school construction and vaccines?



THREE OVERALL TAX STRATEGY OPTIONS

Should we propose: 1) a top-line agreement incorporating selected current bills and fight under
the number for our priorities, 2) a message offer, or 3) no offer?

Top-Line Agreement

The top-line approach would generate the following likely outcome.

Likely outcome Lowrange  High range
Pension: Portman-Cardin $60 $100
New markets 20 27
Telephone excise tax 54 54
Minimum wage 35 80
Patients bill-of-rights (PBOR) 0 40

Total $169 $301

Conditions to a top-line agreement:

e Keep the Republican tax cut to $180-200 billion. This is workable only if we can
keep the Republican package in the $180-200 billion range.

e Agree to a higher number if the extra room is reserved only for Clinton
priorities. Agree to a top-line figure of $250-$275 billion if $50 to $70 billion is
made available for Clinton tax priorities, such as long-term care, school construction,
EITC/marriage penalty, vaccines, climate change, etc.

Pros of strategy:

e [fRepublican agree to top line approach, we could prevent the tax cuts from spiraling
uncontrollably upwards to the $350-400 billion range.

e [t provides us a framework to push for Clinton priorities without the fear that it would lead to
a bidding war.

Cons of strategy:

o Fighting each bill individually might lead to a less overall tax cut total than the top-line
agreement strategy.

e The top-line strategy might allow them to claim to the public that the Administration is
embracing their “debt-reduction and moderate tax cut strategy”. In addition, it takes away
our position as defenders of “fiscal discipline” by stopping the Republican’s irresponsible $2
trillion tax cut plan.




Unified Democratic Offer

Propose a $250 billion net offer by Clinton and Democrats. Below is a net $250 billion
scenario that is being put forth for discussion. It is a revised “Podesta envelop” without the
telephone tax. It includes a Social Security provision and several smaller Clinton priorities with
up to $75 billion in tax loophole closures and eliminating unnecessary subsidies.

Possible Unified Offer (billions)
Senate Democrat estate tax $60
House Democrat marriage penalty 82
Clinton Social Security benefits offer—eliminating 50%

tax bracket 43
Pension and savings 45
New markets 20
School construction 8
Long-term care 26
Vaccines 1.5
Climate change 8.5
EITC reform or child care tax credit 21
Misc. (open pot) 10
Gross total 3258
Loophole closures 75
Net Total $250

Pros of unified offer:

e This would place President and Congressional Democrats in a position of proposing a
“working family” tax cut plan and put the Republicans in the position of saying no.

e It may help Congressional Democrats who feel they need to get “healthy” on the issues of the
marriage penalty, Social Security and the estate tax.

Cons of unified offer:

e It would move the President away from the fiscal discipline posture on Medicare and Social
Security solvency. (This could be partially addressed with moving the Medicare off-budget
package.)

e [t may serve as a floor for Republican tax cuts and could re-ignite tax cut efforts. The
President may be seen as reviving the tax-cut debate when tax cuts as an issue is beginning to
recede in Congress.




No Offer

Fight each bill separately. Under this strategy, we would fight every bill one by one to keep the
overall total down. This strategy would allow us to pursue only relatively small Clinton tax
priorities, for example, fighting for school construction in the Labor-HHS appropriations bill and
fighting for the long-term care tax credit in the event of a “patients bill-of-rights” legislation.

Pros of no-offer strategy:

e Republican tax-cutting efforts appear to be fading and we should not be pushing for tax cuts.
e We can focus on fighting for school construction in Labor-HHS bill. In the event of a
“patients bill-of-rights” bill, we will have significant leverage to add the long-term care tax

credit.

Cons of no-offer strategy:

¢ The public may perceive us as opposing tax cuts.

e We are less likely to get at a high number for Clinton’s tax cut priorities.




MINIMUM WAGE
L. Tax provisions that we agree with and are acceptable:
e Accelerate 100% self-employed health insurance deduction
e Repeal occupational taxes related to spirits, wine and beer
e Permit installment method for accrual basis taxpayers
e Commercial fishermen provision

I1. Tax provisions that we can agree to with modifications:

e  WOTC with extension to welfare-to-work
e Computer donations—standard and additional digital divide
e Charitable rollover-modified by appreciation to property provision ($412 million)

III.  Major issues in minimum wage tax bill:
1. Dropping or moving health insurance from the minimum wage:

Issues:

e fow much leverage on FSLA would we lose by kicking out the health
provisions?

» Does trying to add Clinton priorities undercut our effort to drop provisions?

o What if they agree to more progressive tax-credit options? (This is unlikely
due to Archer's opposition).

2. Reforestation and climate change.

Issues

® Do we insist on the climate change tax cut and pair it with the reforestation tax
cuts?

o Should we go for the car tax credit at 32.5 billion, a modified package at $5
billion, or the full package of provisions at 39 billion?



3.

FUTA surtax:

Issues

Is it our aim to keep FUTA?

Do we keep FUTA out or do we keep it in with Ul reforms? (Adding UI reforms to
FUTA would increase the package by $14 billion over ten years.)

Meals and entertainment:

e Everyone in the tax strategy group is opposed to increasing the business and
meal deduction to 80% for all employees.

Issue

e Should we support the provision granting 80% business meal
deduction for workers subject to DOT hours and/or the provision
moving from 50% to 60% for small businesses only?

Should we follow the strategy of a symmetrical path—for example, put our digital
divide package against their digital divide package and our environmental
package against their environmental package?

Should we discuss our priority items, for which they do not have proposals, such
as school construction and vaccines?



THREE OVERALL TAX STRATEGY OPTIONS

Should we propose: 1) a top-line agreement incorporating selected current bills and fight under
the number for our priorities, 2) a message offer, or 3) no offer?

Top-Line Agreement

The top-line approach would generate the following likely outcome.

Likely outcome Lowrange High range
Pension: Portman-Cardin $60 $100
New markets 20 27
Telephone excise tax 54 54
Minimum wage 35 80
Patients bill-of-rights (PBOR) 0 40

Total $169 $301

Conditions to a top-line agreement:

¢ Keep the Republican tax cut to $180-200 billion. This is workable only if we can
keep the Republican package in the $180-200 billion range.

e Agree to a higher number if the extra room is reserved only for Clinton
priorities. Agree to a top-line figure of $250-$275 billion if $50 to $70 billion is
made available for Clinton tax priorities, such as long-term care, school construction,
EITC/marriage penalty, vaccines, climate change, etc.

Pros of strategy:

» [fRepublican agree to top line approach, we could prevent the tax cuts from spiraling
uncontrollably upwards to the $350-400 billion range.

» It provides us a framework to push for Clinton priorities without the fear that it would lead to
a bidding war.

Cons of strategy:

¢ Fighting each bill individually might lead to a less overall tax cut total than the top-line
agreement strategy.

e The top-line strategy might allow them to claim to the public that the Administration is
embracing their “debt-reduction and moderate tax cut strategy”. In addition, it takes away
our position as defenders of “fiscal discipline” by stopping the Republican’s irresponsible $2
trillion tax cut plan.




Unified Democratic Offer

Propose a $250 billion net offer by Clinton and Democrats. Below is a net $250 billion
scenario that is being put forth for discussion. It is a revised “Podesta envelop” without the
telephone tax. It includes a Social Security provision and several smaller Clinton priorities with
up to $75 billion in tax loophole closures and eliminating unnecessary subsidies.

Possible Unified Offer (billions)
Senate Democrat estate tax $60
House Democrat marriage penalty 82
Clinton Social Security benefits offer—eliminating 50%

tax bracket 43
Pension and savings 45
New markets 20
School construction 8
Long-term care 26
Vaccines 1.5
Climate change 8.5
EITC reform or child care tax credit 21
Misc. (open pot) 10
Gross total 325
Loophole closures 75
Net Total $250

Pros of unified offer:

e This would place President and Congressional Democrats in a position of proposing a
“working family” tax cut plan and put the Republicans in the position of saying no.

e It may help Congressional Democrats who feel they need to get “healthy” on the issues of the
marriage penalty, Social Security and the estate tax.

Cons of unified offer:

e It would move the President away from the fiscal discipline posture on Medicare and Social
Security solvency. (This could be partially addressed with moving the Medicare off-budget
package.)

e It may serve as a floor for Republican tax cuts and could re-ignite tax cut efforts. The
President may be seen as reviving the tax-cut debate when tax cuts as an issue is beginning to
recede in Congress.




No Offer

Fight each bill separately. Under this strategy, we would fight every bill one by one to keep the
overall total down. This strategy would allow us to pursue only relatively small Clinton tax
priorities, for example, fighting for school construction in the Labor-HHS appropriations bill and
fighting for the long-term care tax credit in the event of a “patients bill-of-rights” legislation.

Pros of no-offer strategy:

* Republican tax-cutting efforts appear to be fading and we should not be pushing for tax cuts.
e We can focus on fighting for school construction in Labor-HHS bill. In the event of a
“patients bill-of-rights” bill, we will have significant leverage to add the long-term care tax

credit.

Cons of no-offer strategy:

e The public may perceive us as opposing tax cuts.

e We are less likely to get at a high number for Clinton’s tax cut priorities.
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November 9, 1999, Tuesday, Late Edition - Final
SECTION: Section A; Page 24; Column 1; Editorial Desk
LENGTH: 415 words
HEADLINE: A Minimum Wage Bill for the Well Off

BODY:

The Senate will vote today on a Republican-sponsored amendment to raise the
minimum wage by $1, to $6.15 an hour, over three years. Though the Democrats
propose the same hike spread over only two years, the basic proposal is
uncontroversial. Both parties recognize the popularity and wisdom of raising
wages of low-paid workers when unemployment rates are at their lowest levels in
30 years and workers, therefore, face no threat of mass layoffs. —_

Sadly, the Republicans are not content to do this good deed and go home. They .
have loaded the amendment with tax cuts that are fiscally damaging and cynically <
focused on wealthy workers.

The Republican package would cost about $75 billion over 10 years. Pointing
to a $1 trillion surplus outside Social Security, the Republicans say their tax
cuts are affordable. But that expected surplus assumes that Congress will live
with current budget caps and cut domestic discretionary spending -- every
program other than the military and entitlements like Medicare -- by at least 10
percent after' accounting for inflation. Passing a $75 billion tax cut would
force further cuts in programs that will soon be squeezed anyway.

Almost all the Republican tax cuts go to the wealthy. The proposal would, for
example, raise the amount of salary on which pension contributions may be made
+ 0,000 from $160,000. Worse still, Peter Orszag, an economist at the L
sity of California at Berkeley, points out that the Republicans have
ured their plan in a way that could encourage companies to reduce
contributions they make to the pensions of low-paid workers.

The Republican plan would also provide a new tax deduction for health care
premiums paid by workers whose employers cover no more than half the cost. The
tax deduction would be most valuable to high-wage workers and would do little to
make health coverage affordable for the vast majority of the 40 million
Americans who are uninsured.

Citizens for Tax Justice, a liberal research group, estimates that the
highest-earning 1 percent of taxpayers would get almost 20 percent of the
proposal's tax cuts, averaging about $1,600 a year. But the lowest-earning 20
percent would get only about 3 percent of the tax cut, averaging about $13 a 4&”‘
year. That feature alone makes it a plan that President Clinton should veto.
Next year, politicians preparing for election will almost certainly send him a

bill to raise the minimum wage -- without attaching pernicious tax cuts.
—
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> From: Hanna, Craig
. > Sent: Thursday, October 12, 2000 5:18 PM
> To: joel_johnson@who.eop.gov; Nichols, Laura

> Cc: King, Andrea; Multop, Ridge; Mays, Janice; Hartz, Jerry
> Subject:

FROM THE OFFICE OF
Representative J. Dennis Hastert
lllinois, 14th District

Communication Center | Home Page

NEWS RELEASE | Contact: Jchn Feehery> or Pete Jeffries
Statement by House Speaker J. Dennis Hastert (R- IL) Callmg
President and Democrats to Expand

Health Care to Uninsured

VVVVVVVVYVYVVVY

WASHINGTON, Thursday, Oct. 12- House

Speaker J. Dennis Hastert (R-IL) today made the following statement: "With nearly 43-
million Americans now in the ranks of the uninsured, | truly hope the White House will
work with us on the Minimum Wage bill to expand access to high quality, affordable
health care to get these fatks covered now. | have said for a long time that unless you

make health care coverage both affordable and available we will never solve this
. national challenge.

"Today, I'm proud to publlcly release two studies by the bipartisan Joint Committee on
Taxation clearly confirming that the Republican A-Plus Health Care Deduction will
provide access to affordable health care for 26-million Americans as opposed to only a
few thousand in the White House's response. In fact, these bipartisan studies show that
by passing a 100-percent health care tax deduction into law 1.6-million currently
uninsured Americans would finally be able to receive health care coverage compared to
only 45,000 under the President's Democrat plan.

"The A-Plus Health Care Deduction simply makes common sense since it expands the
samie health care incentives already in place for big business, labor unions and the self-
employed to the most in need of high quality health care, America's uninsured. And
make no mistake, the uninsured problem is worse today by 5-million Americans than.
when the Clinton-Gore health care team came to office in 1993 with 38-million
uninsured Americans.

"The Minimum Wage bill before us provides a great opportunity to put more money in
people's pockets and expand access to high quality health care coverage at the same
time. 1 would hope the President will work with us to make progress on this important
national challenge now and not save it for a political issue on the campaign trail." -
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The A-Plus Health Care Deduction Making Health Care Affordable & Available for
America's Uninsured

THE PROBLEM:

* America's economic prosperity has helped many workers bring home to their families

some of the largest paychecks and best benefits they've ever
experienced. Even so, there's one class of working Americans that continues to fall
further behind - America's uninsured - 75% of whom work in a small business.

* |n fact, one of every six Americans today is uninsured because health care coverage

'is either not available where they work or too costly for the family budget - mostly

women and children of African American and Hispanic descent.

THE SOLUTION:
* \With nearly 43-million Americans now in the ranks of the uninsured, action must be
taken to make health care more affordable and available.

* The A-Plus Health Care Deduction will expand affordable health care coverage |
to working families by allowing uninsured Americans to take a 100% tax write-off for
their health care costs - whether they annually itemize deductions or not.

* For instance, a single mother making less than $35,150 but spends $2,658 in
premiums would save $399 each year in out-of-pocket costs - that's an extra month's
rent or a couple weeks of daycare.

* The.A-PIus Health Care Deduction makes sense for the uninsured because it simply
expands the same tax break for health insurance already provided to Big Business,
labor unions and the self-employed.

* In a pair of just released studies by the bipartisan Joint Committee on Taxation, 26-
million Americans would be able to provide affordable health care coverage to
thernselves and their families by claiming this tax break - 1.6-million

would be newly insured. That's millions more than the President's Democrat plan which
would only expand coverage to 45-thousand uninsured Americans.

* The A-Plus Health Care Deduction would be availabla to anyone who bought
health insurance for themselves/their family or who paid 50% or more of the iotal
premium for employer-sponsored insurance.

* According to the non-partisan General Accounting Office, making health care 100%
tax deductible helps low and middle-income Americans the most. (31-million Americans
in the 15% tax bracket and nearly 5-million in the 28% tax bracket)

do003-



_ Mir\ivv\om b\)a»‘t\

g g\: I

September 8, 2000 é\g . X6 %’ 30
J
MEMORANDUM FOR SECRETARY SUMMERS 1 (ﬂ / 1Y A Ao~

DEPUTY SECRETARY EIZENSTAT N
FROM | JON TALISMAN l ; FoA

ACTING ASSISTANT SECRETARY (TAX POLICY) j

o

E

-
AL
=
?
U

MARTI THOMAS
ACTING ASSITANT SECRETARY (LEGISLATIVE AFFAIRS AND
PUBLIC LIAISON)

RE ISSUES WITH TAX CUT IN HASTERT MINIMUM WAGE OFFER

In an August 28 letter to the President (attached), Speaker Hastert made a compromise offer that
would include a $1.00 an hour increase in the minimum wage to $6.15 over two years. The offer
also dropped the estate tax and pension provisions contained in the current bills before Congress,
but still contains (as in Senator Nickles’ small business package), among other provisions, the
deduction for individually purchased (i.e., non-employer provided) health insurance. According
to the Speaker, the estimated cost of this offer is $23 billion over five years, and $76 billion over
ten. The health insurance deduction prov151on which raises serious policy concerns, is about $45
billion over ten years

The President reportedly raised concerns about several of the tax provisions in the Speaker’s
offer on their recent trip to Columbia, but they agreed to discuss the issues further at the staff
level. Representative Bonior has stated that the tax provisions are too expensive. He noted that
the tax cuts accompanying the last minimum wage increase (in 1997) only totaled about $20
billion over ten years. Senator Daschle indicated that he would accept some tax provisions as a

part of a deal for increasing the minimum wage, but he wanted the cost of the package reduced
by $30 billion. '

This memo discusses the major elements of the Speaker’s tax cut proposal and some options for
modifying the tax proposal to reflect some of our priorities.

Tax Items in the Minimum Wage Package

The Speaker’s offer is an improvement over the minimum wage bills that had passed the House
and Senate, but some elements still raise issues. The earlier versions of the minimum wage bill,
which would have cost over $100 billion over ten years, included costly proposals for estate tax -
relief and major elements from the Portman-Cardin and Patients’ Bill of Rights (PBOR)



proposals. All of the pension and estate tax proposals have been stripped from the Speaker’s
offer (as they are moving in other legislation), but the largest tax cut from PBOR remains.
Based on a very sketchy description, the Speaker’s proposal would:

o allow an above-the-line deduction for health insurance expenses (discussed above),

. repeal the 0.2 percent FUTA surtax (discussed above),

. speed up the phase-in of 100-percent deductibility for health insurance purchased by self-
employed people,

. speed up the phase-in for 80-percent deduction of meals and entertainment expenses for

employees subject to DOT hour limitations (e.g., truckers and airline pilots), }« L
increase to $35,000 the amount of property that small businesses can expense, ~ k. ~ & I

) . °
-~ o double (to $20,000) the amount of reforestation expenses eligible for a tax credit,
oM w * extend the Work Opportunity Tax Credit (WOTC) through 2004, *-/od7) * cart LJ wie g
for e \ ) allow accrual-basis taxpayers to use the installment method of accounting (i.e., repeal potd B0
v 1999 law changes)
V\O ]
. N}XJ\ i ® repeal the special excise taxes (effectively license fees) on producers of distilled spirits,
i e
" wine, and beer,and - ¢
v ) allow commercial fishermen to income-average in the same way as farmers. — fo—
In addition, the Speaker proposed two other tax cuts directly to the President:
< \ Cé e a deduction for donations by computer manufacturers of used computer equipment to
W \ schools, an 4) %Lé% Con e cYe o 2-2 - C \ \LJ hl
¢ e tax-free rollovers from IRAs and 401(k) plans to charitable organizations. ‘5 en Lih“
- Chn S =
v )
&7 e We have significant policy concerns about the first two proposals, which are outlined below. We
1*\

/ also need further details on the specifics of the proposals many of which were unclear in the
¢ Speaker’s offer.

Above-the-line deduction for health insurance. The most problematic element of the proposal
e ) 1s the above-the-line deduction for health insurance. It is the most expensive element of the
W package, costing $45 billion over ten years according to OTA, and it does little or nothing to help
o™ small businesses. Providing a tax deduction for purchases of health insurance outside the
workplace makes employer-provided health insurance less attractive, especially to young,
healthy employees who can get inexpensive insurance in the nongroup market. This is a
QQ)Q/ particular problem for small firms that want to offer health insurance, because the cost of their
L insurance increases dramatically as the number of employees covered decreases—especially, if
- the uncovered employees are also the healthiest. Moreover, a deduction is most valuable to
hlgh -iIncome employees in higher tax brackets, whereas the greatest need for expanded coverage
is among lower-income employees.

Repeal of the FUTA surtax. We also have a problem with repeal of the FUTA surtax as a
. stand-alone measure. As described in the September 1 memo from de la Vina, Elmendorf, and
v Burman. the Department of Labor has reached a tentative agreement with representatives of
states. employers, and unions on a package of reforms to the Unemployment Insurance program.
Qs\o ~> Repeal of the FUTA surtax is an essential element of that agreement: employers might not
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support reform without that sweetener attached. For that reason, the Administration should insist
that the reforms be included with the FUTA surtax repeal. Since the reform package has
bipartisan support, it should be possible to include it in the minimum wage bill, and its enactment
this year would be a significant achievement.

Although the details of the rest of the package are unclear, most of the other elements could
probably be made acceptable in some form. (The attachment discusses the issues that need to be
resolved.)

Possible counter-offer options

The following table presents some options from the Administration’s Budget that could be added
to an overall package. Several of the options either directly or indirectly help small businesses.

New Markets -- the new markets tax credit and renewal community bill ($18 billion),
which has the broad bipartisan support in both the House and the Senate, contains a number
of incentives to help businesses in distressed communities, as well as the new tax credit to
make available equity capital in areas where it has traditionally been scarce.

Education -- Investment in schools through school modernization bonds and qualified
zone academy bonds, ($8 billion). This provision has strong bipartisan support in the
House as a part of the larger Johnson-Rangel School Modemnization bill, but may face
Republican opposition in the Senate. We also could add our college opportunity tax cut,
which costs $30 billion. Finally, we may want to add in our proposed employer tax credit

for workplace literacy (mcludmg computer literacy), which was part of the $2 billien-digital

divide initiative.

Child Care -- The proposed expansions of the child and dependent care tax credit ($31
billion) help low- and moderate-income people to meet the high cost of child care, an
essential cost of working, thus helping to expand the labor supply in a very tight labor
market. The proposal to provide a tax credit for employer-provided child care ($1.4 billion)
proposed by Senator Kohl would be useful complement and a direct aid to employers who
provide this valuable fringe benefit.

Health Care -- The tax credits for COBRA continuation coverage ($10 billion) and
Medicare buy-in ($2 billion) provide targeted assistance in paying for health insurance for
workers between jobs and early retirees. Since the credits target employees who are out of
the work force, they do not undermine the system of employment-based health-insurance, in
sharp contrast to the Speaker's proposed health insurance deductxon The proposal to

encourage the development of small business health insurance purchasing coalitions would *

strengthen the system of employment-based health insurance by helping small employers to
pool together to gain some of the health insurance cost savings that accrue to large
employers. These proposals have received interest from both the Blue Dogs and centrist
Democrats in the Senate. Versions of health-related tax credits targeted to small businesses
were introduced before the August recess by Senator Robb [and the Blue Dogs].



« Energy and the Environment -- The climate change tax incentives are aimed at helping
the producers and marketers of innovative energy-saving technologies to develop markets
for those products and achieve profitability. Several of the incentives help businesses to

reduce their energy costs.

« Vaccines -- While the vaccine tax credit doesn’t address small business concerns, it

remains one of the Administration’s highest priorities.

 Encourage philanthropy — As discussed above, the Speaker made two proposals to
encourage philanthropy. Our budget proposals would allow non-itemizers to take a partial
deduction for charitable donations, simplify the tax rules for public foundations, raise the
limits on donations of appreciated property to charity, and clarify the tax-treatment of
donor-advised funds. The $15 billion package would be a more equitable way to address

the concerns raised by the Speaker.

Revenue Cost Of Selected Budget Options

(Billions of Dollars)

2000-2005 2000-2010
Provide incentives for public school construction and -2.4 -8.0
modernization '
New markets package (HR 4923) -5.1 -17.8
Enhance the child and dependent care tax credit -7.6 -31.0
Provide tax credit for employer-provided child-care facilities -0.5 -1.4
Encourage COBRA continuation coverage -3.3 -10.3
Provide credit for Medicare buy-in program -0.4 -1.6
Provide tax relief to encourage small business health plans -0.1 -0.3
Provide climate change tax incentives -4.0 9.3
Encourage development of vaccines for targeted diseases 0.0 -1.0
Encourage philanthropy 47 -14.7

Source: Office of Tax Analysis




Attachment. Speaker Hastert’s Offer and Issues
(based on the description attached to the August 28 letter to the President)

Based on a very sketchy description, the Speaker’s proposal would:

. allow an above-the-line deduction for health insurance expenses (discussed above),

. repeal the 0.2 percent FUTA surtax (discussed above), ~

. speed up the phase-in of 100-percent deductibility for health insurance purchased by self-
employed people,

J speed up the phase-in for 80-percent deduction of meals and entertainment expenses for

employees subject to DOT hour limitations (e.g., truckers and airline pilots),

increase to $35,000 the amount of property that small businesses can expense,

double (to $20,000) the amount of reforestation expenses eligible for a tax credit,

extend the Work Opportunity Tax Credit (WOTC) through 2004,

allow accrual-basis taxpayers to use the installment method of accounting (i.e., repeal

1999 law changes),

J repeal the special excise taxes (effectlvely license fees) on producers of distilled spirits,
wine, and beer, and

o allow commercial fishermen to income-average in the same way as farmers.

In addition, the Speaker proposed two other tax cuts directly to the President:

J a deduction for donations by computer manufacturers of used computer equipr‘nent to
schools, and
) tax-free rollovers from IRAs and 401 (k) plans to charitable organizations.

We have significant policy concerns about the first two proposals, which are outlined above. We
also need further details on the specifics of the proposals, many of which were unclear in the
Speaker’s offer.

Issues with other tax provisions

Speed-up proposals. The speed-ups of the deductibility of self-employed health insurance and
business meals for employees subject to DOT hour limitations (e.g., truckers and airline pilots)
are not particularly objectionable if they only change the timing of the policies. There are
business meal proposals that would substantially expand the scope of the 80-percent deduction to
apply to other employees and would be problematic. (We can’t tell from the Speaker’s
description what version of the proposal he has in mind. Senate Minority Leader Daschle made
critical comments about the Speaker’s offer suggesting that he interpreted the proposal to be the
more expansive one.)

Higher expensing limit for small firms. Our Budget proposal would have raised the expensing
limit immediately to-$22.000.and Indexed it for inflation. Raising the limit further to $35
acceptable policy hut the limit increase should be combined with the smphﬁcitl/o_ns tha
proposed in the Budget The Administration's 2001 BuWWﬂg
would not only encourage small businesses to increase investment by raising the deduttion limit,
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but also would simplify the operation of Section 179 and remove some of the confusion that
small business owners face in using the provision. In addition, it would better target the
provision on small businesses. The proposal could be expanded further to help small businesses
by modifying the list of property eligible for expensing improvements to include storefronts and
buildings as described in S. 1341, The Main Street Business Incentive Act.

Double expenses eligible for reforestation credit and rapid amortization. This proposal
would double from $10,000 to $20,000 the amount of expenses eligible for the 10-percent _
reforestation credit and seven-year amortization. It would also eliminate the cap on amortization
expenses in 2001-2003. The increase in the amount of eligible expenses is mildly objectionable
because it would provide a small windfall to large timber companies. The temporary elimination
of the cap on expenses eligible for rapid amortization is highly objectionable because it would
create large windfalls for large timber companies and inequities between the tax treatment of
timber and other investments. OTP staff is working on developing an alternative that is better
targeted at the needs of small timber producers.

Tax-free rollovers from retirement savings to charities. This proposal would allow owners of
IRAs and 401(k)s to make contributions to charity from those accounts without either including
the income or taking the charitable deduction. Under certain circumstances, such a transaction
would be advantageous. For example, under the proposal, taxpayers could effectively deduct
fully the amount of contributions made from an IRA, without regard to whether they itemize
their deductions, and without regard to the present-law limitations on deductible charitable
contributions. By comparison, under current law, they would first include the IRA distribution
in income, and then deduct the charitable contribution only to the extent, if any, that their other
deductions plus the contribution exceed the standard deduction. Thus, under current law, a non-
itemizer’s mcome\ta)gﬂla_bxllty could increase despite the charitable donation. Similarly,"
taxpayers Whose AGI exceeds ihie threshiold for phasing out itemized deductions also would have
a slight increase in tax liability, even if they donated the full amount of their IRA distribution to
charity. Finally, taxpayers whose contributions to public charities exceed 50 percent of their
AGI (30 percent for donations of appreciated property) may not currently deduct that excess.
Contributions directly from an [RA or 401(k) could skirt that limit under the proposal.

Although encouraging contributions to charity is clearly worthwhile, the issue is why we should
change the rules only for those with IRAs or 401(k) accounts. Our Budget proposals, which
increase the AGI limits for contributions of agp#@rqpeny and allow a limited above-the-
line charitable deduction for non-itemizers would be a more equitable way to advance the same
objectives. We also have worked with representatives from the computer industry to develop a
workable option to encourage their donation of computers to schools, as part of the
Administration’s ongoing digital-divide initiative, and believe we could support a proposal with
sufficient safeguards that are acceptable to industry.

Extend the Work Opportunity Tax Credit through 2004. We strongly support the Speaker’s

proposal to extend this popular credit, and exte€nsion tas broad bipartisan bicameral support.
‘However, if WOTC is extended. the Tfarc to Work Tax Credit, which is specifically targeted
to employers who hire long-term welfare re € extended at the same time. ( Both

credits are currently scheduled (o expire at the end of 2001.) If these credits are extended, the

I




provision that prevents the AMT from reducing the value of personal credits, which also expires
in 2001. could also be extended through 2004. The Small Business Administration’s Office of
Advocacy raised AMT relief as a special concern of small business owners. Moreover,
extending this provision through 2004 could be viewed as a down payment on the more
fundamental AMT reform that has to happen soon.



March 2, 2000

MEMORANDUM FOR GENE SPERLING

FROM: JASON FURMAN
BRIAN KENNEDY

SUBJECT: MINIMUM WAGE: ISSUES AND STRATEGY

This memo goes through some of the open issues on the minimum wage and the strategy
for next week. The minimum wage will be going to the House Rules committee on Wednesday
March 8" and to the floor the following day. The floor vote will be split between minimum wage
and tax. The minimum wage will be a vote on the $1 over three years and the $1 over two years
alternative. The Republicans have a tax package that is $120 billion over 10 years, of which $80
billion is estate. It is currently uncertain whether or not the Republicans will allow a vote on the
Democratic alteative. The Democrats are working on their alternative; right now it is $30
billion gross (including small business and school construction) and $20 billion of raisers. They
are trying to make it fully paid for.

Our suggestion is that Brian and Jason hold the Friday meeting on these issues, and then

you hold a principals meeting on Monday where people like Podesta, Lew, Summers are present
and can make decisions. '

Minimum Wage Strategy

We have been working on some elements of an approach to next week. These include:

e  Minimum wage event. An event with the President on Wednesday to fire up support for the
minimum wage. This would probably inctude one worker who would benefit from the
increase and possibly one employer who has benefited from paying above minimum wages.
An open question is whether or not to include members. The tentative thought is that we
should only do this if we could get a Republican to speak; otherwise it would make it too
partisan and jeopardize the ability to attract moderate Republicans in the House.

e  Minimum wage report. CEA and Labor are working on a tentative report on the minimum
wage. The topics covered would include: (1) who would benefit from the increase (totals,
percentage of women, percentage of full-time workers, state-by-state numbers etc.), (2) the

= positive effects of the last minimum wage increase, (3) the lack of negative effects on jobs or
inflation from the last minimum wage increase, and (4) the economic evidence on the
minimum wage and jobs. If we want this report to go forward, we could release it in
conjunction with the POTUS minimum wage event.



o Letter/SAP with a veto threat. Marti Thomas, Broderick Johnson, and others feel we need to
. get a written veto threat for the Republican tax provisions up to the Hill soon, sometime

between Monday and Wednesday. The point of the letter would be to define the debate as
the desirability of a clean minimum wage increase, and a veto threat if the Republicans attach
poison pills. The three vehicles for this would be a POTUS letter, a Summers/Herman letter,
and a SAP. Our suggestion is to do a POTUS letter on Monday that is general and then a
SAP that goes into more detail about specific objections to tax and labor provisions in the
Republican bill. (We could do the POTUS letter without knowing the details of the
Republican tax package; the SAP would have to wait until these details are known.) We are
drafting a POTUS letter. One issue you need to think about is whether a POTUS letter on
Monday would partly undermine the event on Wednesday; should we hold off or use another
vehicle?

o Cualls to. members. A list of wavering members is attached; we should think about whether
there are any calls you should make. We are talking to White House leg about this as well.

Open Issues

The biggest open issue is that we have to decide our stance toward the Democratic
package (sketchy details of the package are below). This will depend on whether the package is
paid for (they are trying to do this, but it is still unclear whether or not they will be able to),

. whether the package is contingent (their marriage penalty was, but in this case it is less likely),
and our opinion on the specific provisions in the bill. If the Democratic alternative is paid for,
the best stance would probably be to praise the Democrats for their fiscal responsibility and talk
about how the Republican bill would jeopardize Social Security, Medicare and debt reduction.
There are open questions, however, whether or not to take a position on their specifics; and if so
what position we should take.

Principals should probably meet on Monday to discuss this and any other open issues. If

this is not possible, we could probably cover it in the Friday 5 pm meeting and Monday’s 8:30
meeting.

Details of the Minimum Wage Increases

The current Democratic draft has two $0.50 increases, the first one month from enactment
and the second 12 months later. The current Republican draft has increases of $0.35 on April 1*
2000, $0.35 on April 1* 2001, and $0.30 on April 1* 2002. The Republican package would cost
"2 full-time worker at the minimum wage $900 over two years. The Democratic package would
simply restore the real value of the minimum wage to what it was in 1982.



Details of the Republican Tax Package

. : A draft JCT scoring of the Republican tax package is attached. It is similar to the one
proposed in the fall. The main provisions are:

REPUBLICAN MINIMUM WAGE TAX PACKAGE

10-year Cost (billions)

Small Business Provisions, Total 17.0
Accelerate 100% self-employed health insurance deduction 2.1
Increase section 179 expensing to $30,000 2.6
Increase business meals deduction to 60 percent C11.2)
Other 1.1
Pension Provisions ($9.2 billion of total are limit increases) 18.1

Estate and Gift Tax Relief (mostly lower rates and converting unified

credit into an exemption) 787
Distressed Communities (mostly “American Community Renewal _ 2.0
Act” with 15 Renewal Communities)

Real Estate Provisions (mostly a phased-in increase of LIHTC) 4.9

' Total Tax Cut $120.7

The estate tax provisions are barely targeted at small businesses, farms, or smaller estates.
Instead, the primary benefits go to larger estates. (One exception is a $227 million provision to
expand conservation easements.) Specifically, the fully phased in estate tax provisions would cut
the top rate from 55 percent to 48 percent, but cut lower rates by only 2 percentage points. It
would eliminate the 5 percent surtax, which only benefits estates worth more than $10 million.
And it would turn the unified credit for estates (which effectively means that estates below
$675,000 are not taxed) into an exemption. Like turning any tax credit into a deduction, this
would have no effect on estates in the lower bracket, and taxes for estates in the higher brackets.

Details of the Democratic Tax Package

We do not know very much about the Democratic package. Currently they have about
$30 billion of tax cuts and $20 billion of raisers. They are trying to make it fully paid for, but are
~concerned that the raisers may alienate some of their members. Ifit is not paid for, they might
rmake it contingent on debt reduction and Social Security/Medicare solvency, similar to the
marriage penalty. This does not, however, seem very likely. The particular direction they go
‘ will shape how we talk about our opposition to the Republican tax measures.



The Democratic tax package may include some estate tax provisions geared at small
business. They will argue that these provide more tax relief for small businesses than the
Republican proposal. They will also probably include business meals, section 179 expensing,
school construction, deductibility of spouses on business trips, and other measures.



09/05/00_ 09:38 FAX

03-30-1) WED 03:49 FAX

" 3. Bemiis Hagtert
gﬁuurﬂeﬁﬂ}iﬂhﬂrﬁi
b lhwis

The President
The White House
Washington D.C.

Dear Mr. President:
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®ffice of the Speaker
Hacited States House of Representutifies
MWaskington, AQ 20515
August 28, 2000

T have enjoyed wotking with you on several issues where we have found common
ground. We have been quite successful this year in working together on repealing the Social
Security Earnings Limit, fighting the war on drugs in Columbia, opening new markets in our
poorest communities in America, and opening new markets oversees in China, Africa, and the

Caribbean.

I would like to propose that we work over the next month to find common ground on
your desire to increase the minimum wage by $1 and our desire to help alleviate the burdens on
small businesses that would shoulder the costs of snch an increase.

Tt is very clear that a vast majority of Congressional Democrats and Republicans would
like 10 see a balanced approach achieved before we adjourn. While the House and the Senate

have passed legislation that attempts to steike this balance, a variety of procedural hurdles have
prevented us from getting tbat legislation to your desk for signature.

Our proposal is to increase the minimum wage by $1 in 50 cent increments that begin
January lst of next year and the remaining 50 cents on January 1® of 2002. We are also offering
to drop the death tax and pension provisions in the bill that you regrettably find objectionable.

The remaining provisions are designed to assist small business with the costs of this wage
increase and have a revenue impact of $24 billion over § years and roughly $76 billion over the
nexl 10 years. We find this to be a reasonable and balanced offer that deserves your

consideration.

I'believe that we can work together 10 pass this legislation when we return in September
with strong bipartisan majorities in the House and Senate. T have spoken with Senate Majority
Leader Trent Lott and I believe he wants to achieve such a balanced approach as well., We would
like your input and your assistance in getting this legislation to your desk before we adjourn this
year. We will certainly need your belp in removing the procedural roadblocks constructed to
block such an effort. 1 look forward 1o working with you on this issue over the Angust recess.

Sincerely,

NP
S

S eaker of the 1Iouse
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~ Minimum Wage Increase and Modernizing Regula'tions

(Housc) Increase Minicmum Wage by $1 over two years = Elfective January 1, 2001, the
minimum wage will increase by $.50, and will increase another $.50 on January 1, 2002.

(House) Inside-Sales FLSA Exemption — The Fair Labor Standards Act of 1938 is outdated ip its
freatment of differmg factions of the sales force. For exemple, it treats door-to-door sales
employees (who are FLSA exempt) differently than those that sell using the Internet and other
modern technology (who are not FLSA. exempt). This provision changes the law to recognize
changes in sales occupations in the workforce over the past 62 years so that inside and outside
sales employees are treated the same under the law (with the exception of telemarketers). This
will act to equalize their compensation and overtime rules.

(House) FLSA Clarification for Computer professionals — This provision would clarify and
updatc the current exemption for computer professionals. Many workers have been treated as
exempt professionals under the current law since 1990, when the exemption for computer
professionals was enacted with bipartisan support. In the past 10 years, many new jobs which
were not cven contemplated have been created causing confusion as to the classification of these

workers. This provision would clarify existing law, specifying the new duties that are performed
by workers who are “similarly skilled” to those in the current exemption.

(House) FSLA Exemption for funeral directors — This provision would amend the Fair Labor
Standards Act to exempr licensed funeral directors and licensed embalmers from minimum wage
and overtime. This issue has been the subject of several court cases and this provision would
clarify the treatment of such employees under the statute.

(Senate) Bonus Gaiosharing — Current Jaw dictates that employcrs have to recalculate an hourly
employee’s overtizne pay If the employee receives certain types of comnmissions, incentives or -
performance bonuses. This acts as a disincentive for cmployers to provide these rewards because
of the burdens associated with recalculating the employees’ overtime pay. The provision included
n the mrinimum wage package would allow employers to reward hourly employees in the same
manner as professional employees, allowing all workers to share financially when thcir cfforts
produce gains in productivity or sales, fewer injuries or other important benefits to a company.

(Senate) Tip Credit — The Fair Labor Standards Act providcs that tips received by tipped
employees may be counted by the employer as “wages” for the purposes of meeting the minimum

‘wage requirements. The employer may not pay less than $2.13 an hour in cash wages. Ifan

employee's tips and the cash wage paid by the employer of at Icast $2.13 per hour do not equal the
minjroum wage, then the employer must increase the employec’s cash wage to make up the
difference. There are varying requirements in state laws regarding the cash wage for tipped
employees. This provision would prospectively allow all employers to utilize a tip credit without
reducing the wages of any tipped employees. The cash wage for tipped employees in effect on the
date of enactment would be preserved in each state. .
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Tax Items in the Minimum Wage Package

v

(Senate) WOTC — Compromise to extend Work Opportunily Tax Credit through 2004 to assist
businesses m hiring disadvantaged workers. [Fpyse included no provision. Senate and Rangel
substitute made permanent-} _

(House) Reforestation — Provide tax relief for reforestation expenses to create and maintain jobs

[House bill increases maximum reforestation expenses qualifying for amortization and credit fi-om
10k to 25k; removes cap on amortization cost in 2001 and 2003, Rangel substitute increases fiom
10k to 20kj' increases credit rate from 10% to 20%; and reduces amorrization from 84 months (o
36 months)-

(Senate/House) Section 179 — Allow small businesses to expense qualifying property costs up to
$35;000 (House, Serate and Rangel previously agreed to increase section 179 expensing to 30k
(Senate/House) Meals/Entertainment — Speed up phase-in for 80% deduction of meals and
enicrtainment eXpenses | Senate increased meal/entertainment deduction to 80%. House increased
meals to 60%, and 80% for those subject to DOT howr limitations. Rangel substitute increased
meal/entertainment to 65% for business with sales below $5m,]-

(Senate/House) Installment method — Repeal installment method accounting requirement.
(Senate) FUTA surtaX — Repeal owtdated .2% FUTA surtax [Thoygh the net FUTA tax rate is

.8%, the permunent lux rate is only .6%. The 2% swrtax was adopted in 1976 to repay loans to
the fund during ‘74 recession — that debt was paid in "87, but Congress extended it 10 offset costs
of spending for unrelated programs- FUTA trust fund has nearly $20 billion surplus):
(Senate/Housc) Health deductibility 100% for self-employed — Accelerate and extend
deductibility 10 those who Choose ot parucipate 1 employet-subsidized health plans [ £7,,,5¢

Senate and Rangel substitute all make 100% deductibility immediatel-

(Senate) Health expense above-the-line deduction — Phase-in for individuals to deduct 100% of
Tealth expenses WINoWt ReMIZING Undividuals currently cannot deduct for health expenses unless
they ilemize and thal is only 7.5%, This would free individuals of itemizing and allow them 10
deduct more for health insurance expenses, bur not if they are covered by Medicare, governmeni,
and those whose plans are more than 50% covered by employers.]-

(House) Special Occupations Taxcs — Repeal excise taxes imposed on producers and marketers
Of diSulled SpiTiEs, wine, and DeRT [Rep, John Lewis and Rep. Bob Matsui support bill by Rep,

- Dave Camp to eliminate these onerous taxes-)-

(House) Commercial Fisherman income averaging — Extend income-averaging benefits for
farmers to include commercial fisherman.

ESTIMATED COST: $23 billion over S years. $76 billion over 10 years.
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President Williamn J. Clinton
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Nepotiations are underway to develop a final bill to increase the federal minimum wage by $1.00
an hour over two years, along with tax reductions benefitting businesses and industries most
affected by minimum wage increases.

You will recall cur conversation the evening of the 1993 Budget Agreement passage that at the
first opportunity for review following success in meeting our deficit reduction goals you would
support restoring the business meal/spousal travel provisions to the prevmusly agreed upon levels
we discussed. This minimum wage bill is the vehicle for keeping that promise, It has been seven
years in coming but worth every minute of the wait as you have been vindicated in every respect.
In the wake of that triumnph I ask for your consideration and support.

The Rangel substitute minimum wage tax package contained the restoration, as does the draft of
the House Demceratic year-end tax reform package. Because hotel/matel, travel and tourism,
restaurant and other industries are directly affected by the minimum wage, [ cannot urge strongly
enough the impertance of the deductions to the hundreds of thousands of employees involved
not only in Hawaii but nationwide.

Theses deductions are of critical impottance to those of us representing areas dependent on
tourism, bus of equal importance is the eredibility of Democrats in Congress, particularly those of
us who voted for your 1993 budget. Events have proven conclusively that supperting that budget

was.correct. It prut the nation on the road to the great ccopomic prosperity we now enjoy. Asyou -

move toward resolving the final texms of the minimum wage/tax reduction package I trust you
will stand firmly behind our understanding.
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A’iTENTION: CHUCK BRAIN

FROM: REP. NEIL ABERCROMRBIE/TOM WANLEY

NOTES: The Congressman may attempt to reach the President to discuss thjs matter.

Thanks

If there are any problems with this transmission, please call our office at 202/225-2726. Our fax
number is 202/225-4580.
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M wage

" #  David Medine
¥ 09/20/2000 02:40:56 PM

Record Type: Record

To: Gene B. Sperling/OPD/EOP@EOP

cc: See the distribution list at the bottom of this message
Subject: Tip Credit and Minimum Wage

Tip Credit and Minimum Wage. Lee Culpepper of the National Restaurant Assn. and Jonathan Yarowsky of
Patton Boggs (Tommy Boggs had been scheduled to attend but had a conflicting meeting with Sen. Breaux) met
Tuesday with Sarah and David concerning tip credits. They propose freezing the tip credit and preempting state
laws on this subject, although without reducing any current employees’ wages. They argue that it is a myth that
servers are minimum wage employees, with entry-level restaurant servers earning an average of $11.65/hr and
more experienced servers average $15.00/hr.  Without tip credits, these higher paid employees would benefit
more from minimum wage increases than the policy rationale for increasing the minimum wage. They also
suggested a willingness to address the problem of the lowest paid servers who might not get the full benefit of a
minimum wage increase under this approach. However, their enthusiasm for their proposal would cool
significantly if the tip credit were adjusted to insure the net hourly wage for servers increased along with the
minimum wage.
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| @ungréss of the UEnited States MMAM&"

UWHashington, BE 20515

President William Jefferson Clinton
The White House

1600 Pennsylvania Avenue, NW
Washington, D.C. 20500

Dear Mr. President:

Under current law, “inside” or “digital” sales employees are subject to overtime requirements of
the Fair Labor Standards Act while “outside” or traditional sales employees are exempt. Asyou
know, the bipartisan Sales /ncentive Compensation Act (H.R. 3846,) is now part of the Minimum
Wage package. This bill includes a provision that would provide a narrow exemption for
“inside” sales employees who are engaged in electronic commerce. We strongly support the
inclusion of this provision in the final Minimum Wage package.

We are asking for the change in the FLSA because the current wage and hour law creates a
disparity between “outside” sales employees, who travel to the customer’s place of business, and
“inside” sales employees, who use the internet, the fax or telephone to sell directly to existing
customers. Under the FLSA, an “inside” sales employee is classified as “non-exempt” and must
be paid an hourly wage, with overtime pay for work over 40 hours per week. The traditional
“outside” sales employee, however, is classified as “exempt” and enjoys both flexibility in work
schedule and enhanced earnings potential as a salaried worker. As a result of this disparity in
treatment, current “inside” employees and new hires believe they are at a competitive
disadvantage because they lack the prospects of enhanced compensation, based on
sales/performance and customer service objectives, and the career/professional development
opportunities of the traditional outside sales employees.

As companies in this country have had to change the way they do business to compete in today’s
global e-business market place, they have also had to change the way they sell their products, To
meet the needs of their customers today, high tech businesses employ two sales forces —

“inside” sales employees, who can sell the company’s entire product line directly to customers
via the Internet, the telephone or the fax, and traditional outside sales employees, We need to
correct the disparity between the two sales forces by enacting legislation that will modemize the
federal wage and hour law to bring it in line with today’s work force needs.

For these reasons, we urge you to support the “inside” sales provision and ensure that it remains
in the final package.
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Septembef 25,2000

The Honorable J. Dennis Hastert
Speaker of the House

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Speaker,

As long-standing advocates of an increase in the minimum wage, we

appreciate your recent offer to support a $1 increase before we adjourn this session
of Congress.

We believe it is imperative that the more than 10 million workers who eam
the minimum wage receive assistance as soon as possible. Our country is enjoying
‘ an unprecedented period of prosperity, and we are now in the longest period of
' economic growth in our nation’s history. But for the millions of Americans
struggling to get by on the minimum wage, we cannot act too soon.

We appreciate the discussions that we have had to date. But certain aspects
~of your proposal cause us deep concern.

First, it does not seem fair to raise the minimum wage, but then take away
~overtime protections for millions of hard-working Americans, The productivity of
America’s work force is at an all-time high. But parents of working families are
putting in more hours than at any time in recent memory. Yet your proposal
' would grant favors to certain industries, and would cut overtime pay for millions
of workers. We cannot support any proposal that deprives American workers of
their overtime or minimum wage protections.

Second, while there is bipartisan agreement on many of your tax proposals,
we are concerned about the overall size of the tax package -- which is four times
greater than the one adopted in the 1996 increase. We have grave policy concems

. in regard to the above-the-line health deduction, and believe it could discourage



employers from providing health coverage for their workers. It is also nearly two-
thirds of the cost of your entire proposal. We support repeal of the 0.2% FUTA
surtax, but only if it is coupled with unemployment insurance reform advocated by
both business and labor. Overall, we believe the tax package should remain
focused on small businesses which often employ minimum wage workers.

Third, it is time to raise the federal tip credit which is permanently frozen at
$2.13 an hour. The federal tip credit has not been increased since 199 [, and
‘tipped employees are rapidly falling behind other workers. In addition, we cannot
support your proposal to strip states of the power to raise their guaranteed base
wage for tipped employees above the current federal level. Already, 29 states
have chosen to do better than the federal tip credit.

Fourth, it is time to require the Commonwealth of the Northern Mariana
Islands to pay the full federal minimum wage to their workers. The Mariana
Islands has been a territory of the United States since 1986, and has had plenty of
time to bring their wage laws into compliance with federal standards.

Mr. Speaker, we sincerely appreciate your willingness to work together to
accomplish this important goal. We look forward to sitting down with you as soon
as possible to discuss this matter further.

Sincerely,
Richard Gephardt Tom Daschle
David Bonior Edward Kennedy
Charles Rangel Daniel Patrick Moynihan

William Clay
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hin Wage,
American Federation of Labor September 22, 2000 o
Congress of Industrial Organizations

815 Sixteenth Street, N.W.
Washington, D.C. 20006

FAX Transmission
B LEGISLATION «

TO: Gene Sperling
FAX: 456-2878

From: Peggy Taylor, Director
Department of Legislation
Phone: 202/637-5090
Fax: 202/508-6963

Number of pages to follow: 5

(Please call Kathy Fuller at 637-5086 if you have any questions or received
this transmission in error)

Comments:

Attached are materials we intend to distribute in booklet form sometime
early next week. They include an introduction/summary; short version
talking points on each of the 5 FLSA exemptions; and a lengthier
background piece on each. Please note that they are all still in draft form.
Your comments are certainly welcomed. We thought they may be helpful
for your meeting today.

opetu#2,aflcio
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Working Families Say ""No Deal" to A Raw Deal: Congress Must Not Tie
Minimum Wage Hike for Millions to Lower Pay and Longer Hours for Millions More

GOP leaders have offered to go along with a $1.00 minimum wage increase over two
years — an increase that would benefit millions of the nation’s lowest paid workers, that the
public broadly supports, and that few businesses seriously oppose - but they demand a high price
in exchange for this modest wage hike. In addition to 1ax cuts ostensibly designed to offset costs
of the increase to affected businesses, Republicans in the House and Senate are pushing for
significant changes to the Fair Labor Standards Act, the nation’s bedrock wage and hour law that
provides protections for tens of millions of workers and their families. GOP leaders propose:

First, 1o change existing "bonus" rules used to determine workers’ actual wages, so that
employers could use lower pay rates to calculate overtime pay;

Second, to strip away minimum wage and ovenime protections from certain "inside sales
workers" who earmn as little as $25,000 a year;

Third, to broaden an existing overtime exemption - that should be repealed - in order to
cover even more workers in certain computer-related jobs;

Fourth, 1o deny minitnum wage and overtime protections for workers employed as
funeral directors and embalmers, simply because many of these employees work irregular
and unpredictable hours; and

Fifth, to bar states frorn adopting "tip credit" rules — under their own state laws — that
would provide greater income protections for workers within the states.

These proposals plainly bear no reasonable relationship to the minimum wage legislation
that has been pending before (‘ongress for the last two years. Nor would any of these changes
benefit any workers. Instead, they represent another atrempted assault on workers’ wage and
hour protections ~ an effort to secure FLSA roll-backs that proponents of the measures could not
otherwise win. Adopting these regressive "reforms” would no doubt boost the corporate bottom
line, but for millions of working families, the bottom line would be lower eamings, longer hours
and fewer protections.

That GOP leaders should seize this moment to push for major FLSA changes is no
surprise. The strategy reflects a continuation of ongoinyy efforts to erode basic FLSA protections
for working families. For example, during the last minimum wage fight in 1996, Congressional
Republicans tried unsuccessfully to win a major new "small business” exemption that the Labor
Department estimated would remove three million businesses from the Act’s umbrella, stripping
minimum wage and overtime protections from millions. of workers. Republican leaders - most
of whom staunchly opposed the minimum wage hike and some of whom oppose the minimum
wage per se - were successful on other fronts, however, passing the first permanent sub-
minimum wage for young workers; changing "tip credit" rules to lower wage payment
obligations for employers of tipped workers, thus denying many tipped employees, despite low

2/25



SEP-22-00 11:86 FROM: ID: + PAGE

ELIMINATION OF BONUS PAY FROM
OVERTIME CALCULATIONS UNDER FLSA

The Fair Labor Standards Act currently provides that employees who work overtime are
entitled to time-and-one-half their “regular rate of puy” for each hour worked over forty
during a week. The “regular rate of pay” is intended to include most forms of compensation
such as gainsharing, incentive bonuses, commissions, performance contingent bonus plans,
and other rewards for meeting or exceeding specified goals, so that employees’ overtime pay is
based on their real pay, not some fraction thereof to be determined by the employer. The
Hastert Proposal would exclude these bonuses from the overtime calculation and cause the
overtime pay and earnings of millions of workers to be reduced.

. Excluding the various forms of bonuses from “regular rate of pay” will immediately
result in reduced overtime pay for millions of workers. Performance-based pay is
widespread and increasing in all industries across the spectrum. Millions of workers
currently covered by these bonus pay plans wili immediately experience a significant
reduction in their paychecks and overall earninygs if this exemption is enacted into law.

) Excluding bonuscs from overtime pay calculations would increase the use and size of
bonus schemes and reduce workers’ earnings. Employers could circumvent FLLSA
requirements by paying employees low hourly wages upon which to calculate overtime
pay, and providing a significant portion of pay in “bonuses™ that did not count toward
meeting overtime pay obligations.

] Excluding bonuses from overtime pay would encourage even more forced overtime and
even longer work hours. The number of overtime hours has risen significantly in recent
years. In the manufacturing sector alone, overtime has increased 40% in the past 20
years. A reduction in overtime pay costs would create a strong incentive for employers to
increase mandatory overtime even more. Workers already faced with long hours and the
difficult challenge of balancing family and work will be squeezed all the more.

3/25
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The Bonus Amendment
September 2000

Excluding Performance and Incentive Bonuses from “Regular Rate of Pay”
Could Reduce Overtime Pay for Millions Currently Entitled to It

The proposed amendment to 1the FLSA would exclude non-discretionary bonuses — gainsharing,
incentive bonuses, commissions, performance contingent bonus plans, and other rewards for
meeling or exceeding specified goals — from “regular rate”determinations for purposes of
computing overtime pay. Excluding bonuses from the regular rate for overtime pay reduces
workers’ pay. Indeed, because of lower overtime pay, the proposed bonus amendment would
likely increase the amount of mandatory overtime, with the result being that many may end up
working more for less.

Under the FLSA, employces who work overtime are entitled to time-and-one-half their “regular
rate of pay” for each hour worked over forty during a week. The “regular rate of pay™ is intended
to include most forms of compensation, including non-discretionary bonuses, so that employees’
overtime pay is based on their réal pay, not some fracton thereof to be determined by the
employer. Otherwise, employets could circumvent FLSA requirements by paying employees low
hourly wages, which were used to calculate overtime pay, and providing a significant portion of
pay in “bonuses™ that did not count toward meeting overtime pay obligations.

Excluding bonuses from overtime pay would significantly reduce workers® overtime pay. For
example, a worker paid $12.00 per hour as a regular rate of pay would, under current law, earn
$18/hour in overtime pay. without regard to how the emnployer structures the worker’s
compensation. However, if the employer were to pay half the worker’s salary in an incentive
bonus (i.e., $6.00 as the base rate and $6.00 as a performance-linked bonus), hourly overtime
compensation under the GOP proposal would fall by 16.7% to $15.00.

Excluding Bonuses from Regular Rate Determinations for Overtime Pay Could Affect All
Workers Who Put in Overtime Hours.

. Performance-based pay is widespread, in particular in the manufacturing sector. A 1997
American Management Association (AMA) survey of manufacturing companies found
that “almost every company was using some kiad of positive-incentive bonus plan to
motivate employecs to raise output to meet cusiomers orders.”' Among others,
gainsharing plans werc quite common, while reliance on piece work pay was declining.
A survey by Hewitt Associates confirms and increased incidence of performance-based
pay systems: Four of five (78 percent) surveyed organizations currently have at least one
type of variable pay plan in place, up from fewer than half (47 percent) in 1990.°

. The American Management Association estimates that 2,500 companies were nsing
gainsharing in the mid-nineties’ - and the numtsers are growing. Among machine-tool
companies, for example, 22% used gainsharing in 1997 compared to only 8 percent
twenty years earlier.*

a4/25
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. In the textile industry, employers are replacing piece rates with gainsharing. A study by
the Economic Policy Institute found that “in the plants that [they] studied, managers have
introduced group piece-rate systems with special group bonuses for achieving targeted
levels of quality or production.”™ UNITE! estirnates that 168,000 of the workers it
represents, or more than half of its 250,000 meinbers, would lose out if the production
incentives were exempted from regular rate determination for overtime pay computation.
This includes 90,000 garment workers, 36,000 workers in distribution, 18,000 in auto
supply, and 24,001) in industrial laundries.

. Gainsharing is also quite common in the steel industry. The United Steelworkers of
America estimates that 100,000 of its members participate in gainsharing plans and
another 100,000 in basic steel alone participate in incentive plans. Overall, the majority
of the union’s membership (60-70%) is likely to be affected by the proposed change in
the bonus rules.®

. In short, many workers already participate in performance-based pay plans, and excluding
non-discretionary bonuses from the regular rate for computing overtime could have a
significant negative eftect on all of them. Morcover, passage of the proposed exclusion
would encourage employers in every industry to shift away from straight pay toward
performance-based systems, in order to reduce their overtime pay. As a result, all 74
million American workers currently entitled to overtime pay could be negatively affected
by the proposed bonus amendment.’

. Excluding Bonuses from Regular Rate Determinations for Overtime Pay Would Increase
the Use and Size of Bonus Schemes and Rednce Workers® Earnings.

. Performance and incentive bonuses already often make up a significant share of total
eamnings. For example:

. A survey conchucted by MIT economics professor Paul Osterman found that 31
percent of production workers were paid bonuses based on group or firm
performance in 1997. These performance bonuses made up 23 percent of annual
pay increases for workers receiving bonuses, and therefore are a significant part of
compensation for many workers.

. In the steel industry, a survey of mini mills found that production and productivity
performance bonuses make up between 45% and 60% of total compensation.® If
performance bonuses did not count in determining the regular rate for overtime
pay purposes, many steel workers would face large cuts in overtime pay.

Excluding non-discretionary bonuses from overtime pay computation would encourage

all employers to shift even more of workers’ pay to bonuses. Such manipulation of

compensation would result in lower overtime earnings per hour and could result in lower
‘ actual earnings for affected workers.
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Excluding Bonuses from Regular Rate Determinations for Overtime Pay Would Encourage
. Even More Forced Overtime and Even Longer Hours.

. Excluding non-discretionary bonuses from overtime pay computation would also likely
increase work hours overall. The number of overtime hours has risen in recent years. In
the manufacturing sector, for example, overtime has increased by 40%, from 3.3 hours
per week in 1979 10 4.6 hours per week in 2000.” A reduction in overtime pay resulting
from changed bonus rules would create a strong incentive for employers to increase
mandatory overtime hours even more. Many workers already work excessively long
hours and find it extremely difficult to balance family and work. Reducing overtime pay
by excluding bonuses would likely increase such forced overtime and long hours,
exacerbating the time squeeze working families face.

Endnotes

1. Woodruff Imberman, “Using Incentive Plans 1o Boost Produciivity in Manufacturing,” JOM, vol. 50, no. 11
(1998).

2. Hewitt Associates. “Salary Incrcases to Remain Stable in 200} as More Companies Rely on Variable
Compensation, Hewitt Sudy Shows.” Press Release, August 28, 2000,

3. Woodrff Imberman, “Improving Plant Performance Through Gainsharing,” JOM, vol. 47, no. 7 (1995). The
AMA study defines gainsharing as u group incentive, pay-for-performance wage system shared with the employer
‘ as a result of improving productivity above a certain level.

4. Woodruff Imberman, “Using Incentive Plans to Boost Productivity in Manufacturing,” JOM, vol. 50, no. 11
(1998).

5. Eileen Appelbaum, Thomas Bailey, Peter Berg, and Arne L. Kalleberg, Manufacturing Advantage: Why High-
Performance Work Systems Pay Ojf. Ithaca, N.Y: Comell Univer:ity Press, 2000, p. 76.

6. Roy Murray, Director of Collective Bargaining Services, United Steelworkers of America, September 2000.
7. U.S. Depariment of Labor estiraate, September 2000,
8. Craig Woker, “Tying Pay to Success at Minimills.” New Stee/, December 1998.

9. Bureau of Labor Statistics, “The Employment Situation: [Various Months 2000].” News Release, various
months of 2000; and BEva. E. Jacobs, Handbook of U.S. Labor Statistics: Employment, Earnings, Prices,
Productivity, and Other Labor Data, Third Edition, 1999.
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EXEMPTION OF INSIDE SALES WORKERS FROM FLSA

Outside sales employees (who take orders or make sales away from the employer’s worksite)
are exempt from the minimum wage and overtime requirements of the Fair Labor Stundards
Act. The proposed “inside sales” exemption would extend this exemption to certain inside
sales workers, including many low wage earners, who are currently covered by these laws.

This proposal targets inside sales workers for no legitimate reason, and would cut the pay (and
Sfamily income) of some 2.5 niillion workers.

The exemption ignores the differences between inside and outside sales employees.
Outside sales employees are exempt from the FLSA overtime requirement because
employers cannot effectively record and verify these employees’ actual work hours,
Employers can, howeve, verify the actual work hours of inside sales employees because
they work on-site at an employer’s workplace.

The exemption ignores a basic purposes of the FLSA overtime pay requirement: to
limit employers’ imposition of mandatory overtime. Attaching a real financial cost to
the imposition of excessive overtime, through a time-and-a-half pay requirement, is one
of the most powerful incentives workers and policy makers have to discourage employers
from imposing excessive overtime on their existing work forces. Employers have
increasingly demanded employees work longer hours. In fact, the imposition of
excessive mandatory overtime has been a major issue in several recent strikes and job
actions, including the CWA and IBEW strike against Verizon. The requirement also
serves to encourage employers to hire the workers they need, thereby creating more
employment opportunities, rather than imposing extra work and longer hours on over-
worked employees.

The exemption denies important FLSA protections to low wage families. The proposed
exemption would cover inside sales workers earning as little as $24,693, or the equivalent
of $11.87 an hour. In 2000, a household of four with a gross income of $22,165 or less
could be eligible for food stamps. The National Priorities Project, along with Jobs With
Justice, has calculated that a livable wage, defined as “the minimal annual amount of
money required to mect a household’s basic needs,” for a family of four in the United
States is $32,185 (1997 dollars).

The exemption would cover a large share of the workforce, including many women
workers. The Labor Department estimates that the proposed estimates that the proposed
exemption for inside sales workers could affect as many as 2.5 million workers, or more
than one-third of all sales workers. CWA estimates that as many as 50,000 of their
members alone could be affected by the proposcd exemption. UNITE! estimates that it
represents 5,000 sales workers who would probably lose overtime if the proposed
amendment passed. According to the Newspaper Association of America, 70% of all
workers in advertising departments at U.S. daily newspapers are women. Exempting
inside sales workers from the FLSA overtime requirement is likely to have a
disproportionate effect on women workers, mariy of whom earn relatively low wages.

7/25
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The Inside Sales Exemption Amendment
September 2000

Exempting Inside Sales Workers from Minimum Wage and
Overtime Requirements Would Hurt Working Families and
Contravene A Basic Purpose of the Overtime Pay Requirement

Outside sales employees (who take orders or make sales away from the employer’s worksite) are
exempt from the minimum wage and overtime requirernents of the Fair Labor Standards Act
(FLSA). The proposed "inside sales" exemption would extend this exemption from minimum
wage and overtime pay requirernents to certain inside sales workers, including many low wage
earners, who have previously been covered by these laws. This proposal unfairly targets inside
sales workers for no legitimate reason, and would effectively cut the pay (and family income) for
the 2.5 million workers affected by this proposal.'

The proposed inside sales excmption creates a set of complicated and unclear rules for
determining if an inside sules worker is covered under the exemption. The proposal would
exempt inside sales workers who meet the following requirements:

. have "specialized ur technical knowledge" related to products or services being sold;

. make sales predominantly to regular customers to whom the employee has made previous
. sales, or, in the alternative, the position may not involve initiating sales contacts;

. have a "detailed understanding” of the customer’s needs;
. exercise "discretion in offering a variety of products and services";
. receive a base pay that 1s equal to at least 1 %2 times the minimum wage, multiplied by

2,080 (regardless of the actual hours worked), plus additional pay based on each sale
attributable to the employee, which must equal at least 40% of the amount required for
base pay; and

o receive the same rate of sales-based compensation for each sale made beyond the
minimum required level (that is the 40% amount), as was applied in reaching the
minimum required level. (That is the sales rate for subsequent sales may not be reduced.)

Translated into real dollars, the earnings provision means that inside sales workers eaming as
little as $24,693/year (in wages and commissions) will be exempt from FLSA minimum wage
and overtime requirements.?
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Exempting Inside Sales Workers From Minimum Wage and Overtime Requirements
Ignores the Differences Between Inside and Outside Sales Employees and the Reasons
Outside Sales Employees are Exempt

Outside sales employees are exempt from the FLSA overtime requirement because
cmployers cannot effectively record and verify thesc employees’ actual work hours.
Employers can, however, verify the actual work hours of inside sales employees because
they work on-site at an employer’s workplace.

The Proposed Tnside Sales Exemption Denies Important FLSA Protections For Families
Struggling to Make Ends Mect on Low Wages

The proposed exemption would cover inside sales workers earning as little as $24,693, or
the equivalent of $11.87 an hour. This hourly figure is more than $1.00 less than average
hourly earnings for all production and non-supe:rvisory workers as well as for sales
workers.> The annual earnings threshold under the proposed exemption is more than
$6,000 less than average annual wages.*

In 2000, a household of four with a gross income of $22,165 or less could be eligible for
food stamps.® Some of the workers affected by the proposed inside sales exemption
would eamn only slightly more than this eligibility threshold.

Many workers subject to the proposed inside sales exemption earn considerably less than
1s necessary to support themselves and their families. The National Priorities Project,
along with Jobs With Justice, has calculated that a livable wage, defined as "the minimal
annual amount of money required to meet a household's basic needs,"” for a family of four
in the United States is $32,185 (1997 dollars).® Many workers covered under the
proposed inside sales cxemption would earn as much as $7500 less than this livable
wage.

Exempting workers earning as little as $24,693 from overtime requirements clearly
deprives these working families of important protections and added income they need to
make ends meet.

The Proposed Inside Sales f.xemption Ignores a Basic Purpose of the FLSA Overtime Pay
Requirement, to Limit Employers’ Imposition of Mandatory Overtime

Employers are increasingly demanding that employees work longer and longer hours,
despite the fact that many workers may not want to work these longer hours or have
family obligations wholly incompatible with such long hours. In fact, the imposition of
excessive mandatory overtime has been a major issue in several recent strikes and job
actions, including the CWA and IBEW strike against Verizon.
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Attaching a real financial cost to the imposition of excessive overtime, through a time-
and-a-half pay requirement, is one of the most powerful incentives workers and policy
makers have to discourage employers from imposing excessive overtime on their existing
work forces. The requirement also serves to encourage employers to hire the workers
they need, thereby creating more employment opportunities, rather than imposing extra
work and longer hours on over-worked employzses.

The Proposed Inside Sales Fxemption Would Cover A Large Share of the Workforce,
Including Many Women Wurkers

The Labor Departinent estimates that the proposed exemption for inside sales workers
could affect as many as 2.5 million workers, or more than one-third of all sales workers.

The Communications Workers of America estimate that as many as 50,000 of their
members alone could be affected by the proposed exemption. This figure includes,
among others, individuals selling yellow page ads as well as other telecommunications
products and services. The CWA-represented workers are just the tip of the iceberg,
however; far greater numbers of unrepresented workers likely to be covered by the inside
sales exemption are working in telecommunications, in the information technology
sector, for internet service providers, and others.

UNITE! estimates it represents 5,000 sales workers who would probably lose overtime if
the proposed amendment passed.

The Newspaper Guild/CWA estimates that 10,000 of its members, and as many as
100,000 workers in the newspaper industry overall, could lose important overtime
protections if the instde sales exemption passes

According to the Newspaper Association of America, 70% of all workers in advertising
departments at U.S. daily newspapers are women.” Thus, exempting inside sales workers
from the FLSA overtiine requirement is likely to have a disproportionate effect on
women workers, many of whom earn relatively low wages,

Endnotes

1. U.S. Department of Labor estimate, September 2000.

2. 1.5x$5.65x 2,080 - $17,638 plus (40% x $17,638) = $24,693. ($5.65 is used because the minimum wage will
increase to $5.65 when the amendment goes into effect)

3. Average hourly earnings for production and non-supervisory workers is from 1999 and comes from the

Economic Policy Institute, State of Working America, 2000-01 (Suptember 2000), p. 120, Table 2.4; Average hourly

eamings for sales workers comes from the U.S. Department of Labor, Bureau of Labor Statistics, National

Compensation Survey Occupational Wages in the United States, 1997, September 1999, Bulletin 2519 - earnings for
. sales workers is from 1997, and has been indexed to 1999 dollars.
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EXEMPTION OF COMPUTER PROFESSIONALS FROM FLSA

The proposed expansion of the so-called “computer professional” overtime exemption to
workers in additional computer-related jobs would cover network and database analysts;
workers who manage or train certain workers in computer-related occupations; and computer
software or network designers, testers, and consultants. Rather than expanding the
exemption, Congress should repeal it. True “professionals” in all occupations are already
exempted from the Fair Labor Standards Act. There is no need for an industry specific
exemption. Much less one that targets employees with an hourly rate or skill level comparable
to other occupations which will continue to be entitled to overtime protections.

Exempting hourly paid workers in computer-related occupations from overtime
coverage Is inconsistent with the treatment of other comparably paid hourly workers.
Among hourly-paid employees, workers in computer-related occupations are the only
ones whose wage rate: exempts them from FLSA overtime coverage. A number of hourly
employees working as auto workers, electricians, plumbers and steamfitters, painters and
paperhangers, operating engineers and truck drivers, to name some, earn in excess of the
$27.63 threshold of the current exemption and continue to be covered by the Act.

There is nothing about the new economy that warrants new rules in derogation of
workers’ basic rights to decent wages and working conditions, including overtime pay.
The high tech industry in which large numbers of so-called “computer professionals”
work is thriving and its executives enjoy huge salaries and rich stock dividends. The
industry already relies far too much on temporary and contract work, rather than investing
in traiming, recruiting and retaining a permanent work force, and it already requires
excessive hours of work from its employees and temporary and contract workers.
Broadening the exemption covering workers in computer-related occupations will not
alleviate these conditions; it will exacerbate them. Rather than expanding the so-called
“computer professional” exemption, Congress should repeal it.

Expanding the exemplion to more workers in computer-related occupations strip FLSA
prolections from u large and growing number of workers. The Department of Labor
estimates that at least 164,000 hourly paid and salaried workers in computer-related
occupations who earn more than $27.63 will be affected, as will an unknown number of
salaried workers earning between $13,000 and $57,470 annually. Computer-related
occupations will be some of the fastest growing occupations over the next few years with
employment in these occupations projected to double between 1998 and 2008.

Expanding the exemption will worsen the problem of excessive hours for salaried and
hourly workers in these jobs. Long hours, weekend and evening work are prevalent
among workers in cornputer-related jobs. For workers in an industry in which few
employees enjoy the benefits of a union contract, the FLSA time-and-a-half overtime pay
requirement is one of the most powerful tools workers and policy makers have to
discourage companies from demanding extraordinary and excessive hours of work.
Expanding the exemption to cover more workers in computer-related jobs makes
mandatory overtime far less costly for employers, thus reducing or eliminating their
incentive to cut workers' hours.
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Expanding the exemption deprives affected workers of earnings they need to
compensate for lower overall pay, fewer benejits and less job security. Although losing
the right to overtime pay disadvantages both salaried and hourly workers in computer-
related occupations, hourly workers that rely on overtime earnings to save for periods of
unemployment and to cover the costs of benefits they do not receive from their
employers, will pay a higher price. Stock options account for a significant portion of the
high incomes in the industry often reported by the press. Temporary and contract
workers, however, racely receive these. While many workers in permanent, salaried
computer-related positions have high incomes providing comfortable life styles, most
hourly paid contingent workers have lower incomes with fewer benefits and often find it
difficult to get by.

Expanding the exemption will have an especiully harsh effect on women and on
temporary and contract workers, who are most likely to be paid by the hour. High tech
and information technology employers rely extensively (more than any other industry) on
hourly paid temporary and contract workers. And since women are generally more likely
than men to work in these contingent work arrangements, expanding the exemption is
likely to have a disproportionate effect on women.
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Expansion of the So-called “Computexr Professional” Exemption
September 2000

Expanding the Overtime E.xemption of Workers in Computer-Related Jobs Would Erode
FLSA Protections for Many Who, Like Workers Throughout the Economy, Need Overtime
Pay and Protections to Support Their Families and Reduce Excessive Work Hours

The proposed expansion of the so-called “computer professional” overtime exemption to workers
in additional computer-related jobs would cover network and database analysts; workers who
manage or train certain workers in computer-related occupations; and computer software or
network designers, testers, and consultants. While the altimate reach of this proposed expansion
is unknown, it would likely affect many workers who are less skilled than those the exemption
now covers. Many of these newly exempted workers would not otherwise be exempt, i.c., they
would not fall under the FLSA’s exemption for “professional” employees.

The original exemption from overtime for workers in certain computer-related jobs dates back to
1990. The exemption applied to both salaried and howly paid workers in specified computer-
related jobs who met certain criteria. Among hourly workers, the exemption applied to those
whose hourly rates were equal to or greater than 6 Y tirnes the federal minimum wage, which
was then $3.80. When the minimum wage was increased in 1996, Congress froze the rate for
exempting these hourly paid workers at $27.63. Because the hourly rate is frozen, ever-growing
numbers of hourly paid workers in the specified computer-related jobs will be exempt from
overtime coverage in the future, as their nominal wages rise.

Exempting Hourly Paid Workers in Computer-Related Occupations From Overtime
Coverage is Inconsistent With the Treatment of Other Comparably Paid Hourly Workers.

. Among hourly-paid employees, workers in computer-related occupations are the only
ones whose wage 1ate exempts them from FLSA overtime coverage. Many hourly
workers, including those who enjoy the benefits of collective bargaining agreements, earn
more than $27.63 per hour. For example, the UAW estimates that it represents more than
80,000 workers at Daimler-Chrysler, Ford and (General Motors whose hourly wage rates
are at least $26.87. With the recently negotiated 3% increase, these workers’ wages will
rise to at least $27.68 an hour.

. Skilled trades employzes also often eam hourly wages as great as $§27.63. For example,
recent contract negotiations boosted hourly wages for 7500 Chicago area masons from
$27.48 an hour by as much as $1.55; for 2000 Cleveland area electricians, from $27.63 to
as much as $29.03; for 4800 plumbers and steamfitters in the Philadelphia area, from
$28.07 by as much as $2.00; and for 4000 painters and paperhangers in New York, from
$27.25 to $28.25. Like many hourly paid workers in computer-related jobs, most skilled
trades craftspersons hitve no guarantee of full-time, full-year work. Thus, even at such
hourly wage rates, annual earnings without overtime pay can fall below the median
annual income for a family of four ($47,769 in 1998),' making overtime pay a critical
source of income for working families.
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Expanding the Exemption from Overtime to More Workers in Computer-Related
Occupations Will Negatively Affect a Large and Growing Number of Workers.

The Department of Labor estimates that at leasi 164,000 hourly paid and salaned workers
in computer-related occupations who earn morc: than $27.63 per hour will be affected by
expanding the exemption, as will an unknown number of salaried workers in these
occupations who carn between $13,000 and $57,470 annually.

The UAW estimates that expansion of the exeniption could affect as many as 1,000 of its
members, representec by the National Writers’ Union, UAW Local 1981, who write
content for websites.

The American Federaiion of State, County and Municipal Employees (AFSCME)
estimates that expansion of the exemption could affect between 20,000 and 30,000 of its
members.

Computer-telated occupations will be some of the fastest growing occupations over the
next eight years. Employment in these occupations is projected to double between 1998
and 2008. The BLS projects that overall employment will increase by 14.4%, but the
number of computer engineers will grow by 103%, computer support specialists by
102%, system analysts by 94%, database administrators by 77%, and computer
programmers by 30%. The BLS projects that the occupation of system analysts will
create the most jobs, adding a total of 507,000 new jobs by 2008.2 In the face of this
projected growth, expanding the exemption of workers in computer-related occupations
simply means that an ¢cver-growing share of the labor force will fall outside the FLSA’s
protections.

Expanding the Exemption from Overtime to More Workers in Computer-Related
Occupations Will Have an Especially Harsh Effect vn Women and on Temporary and
Contract Workers, Who are Most Likely to be Paid by the Hour.

The proposed expansion of the exemption for workers in computer-related jobs will have
a disproportionate impact on contingent workers. High tech and information technology
employers rely extensively (more than any other industry) on hourly paid temporary and
contract workers. According to the Bureau of Labor Statistics’ Occupational Outlook
Handbook, growing numbers of workers in computer-related jobs are employed on a
temporary or contract basis or work as independent consultants.’ Employing such
workers on a temporary and contract basis can yesult in tremendous cost-savings for
employers. Those savings are magnified by the existing exemption from overtime for
workers in certain computer-related occupation:;; and will grow even more if Congress
expands this exemption.

Though women are under-represented among so-called “computer professionals” — only
three out of 10 are women — they are especially likely to be affected by the proposed
expansion of the exernption.* Women are generally more likely than men to work in
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contingent work arrangements.’ Indeed, the observed pay differential of 17 percent
between male and female “computer professiorials” may evidence women'’s greater
likelihood to be in contingent work arrangements.® Expanding the exemption to cover
even more hourly and salaried workers in computer-related occupations is thus likely to
have a disproportionate effect on women.

Expanding the Overtime Exemption of Workers in Computer-Related Jobs Will Worsen
the Problem of Excessive Hours for Salaried and Hourly Workers in these Jobs.

Long hours, weekend and evening work are prevalent among workers in computer-related
jobs.” For workers in an industry in which few employees enjoy the benefits of 2 union
contract, the FLSA time-and-a-half overtime pay requirement is one of the most powerful
tools workers and policy makers have to discourage companies from demanding
extraordinary and excessive hours of work. Expanding the exemption to cover more
workers in computer-related jobs makes mandatory overtime far less costly for
employers, thus reducing or eliminating their incentive to cut workers’ hours.

Expanding the Exemption from Overtime to More Workers in Computer-Related
Occupations Deprives Affected Workers of Earnings They Need to Compensate for Lower
Overall Pay, Fewer Bencfits and Less Job Security.

Although losing the nght to overtime pay disadvantages both salaried and hourly workers
in computer-related occupations, hourly workers may pay a special price since they are
more likely to rely on overtime eamings to save for periods of unemployment and to
cover the costs of benefits that they, unlike many salaried employees, do not receive from
their employers.

Many hourly paid workers in computer-related jobs are hired on a temporary and contract
basis. Temporary workers are generally lower paid and less likely to have employer-
provided health and pension benefits than perminent, salaried employees. For example,
according to the Economic Policy Institute, temporary help agency workers are paid 18
percent less than regular full-time workers.* Only 8.5 percent have health insurance
coverage through their agency, and only 5.8 percent have pension coverage. In
compatrison, around 70 percent of full-time permanent employees have such benefits
through their employer. Direct-hired temps fare little better than agency workers: only
12.4 percent have employer-provided health insurance and only 5.4 percent have pension
coverage.”

Further, according to the Washington Alliance of Technology Workers (an affiliate of the
Communications Workers of America representing many computer workers), temporary
and contract workers in the high tech industry typically cover most of their training costs
themselves, which requires considerable investment of time and money to stay current in
a rapidly changing technological environment. ‘These workers usually do not have paid-
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time off to develop these skills, nor do they recaive tuition reimbursement.

The news media frequently reports on the high salaries in the high tech sector, but stock
options account for a significant portion of these incomes. Temporary and contract
workers rarely receive stock options. Hence, while many workers in permanent, salaried
computer-related positions have high incomes providing comfortable life styles, most
hourly paid contingent workers have lower incomes and fewer benefits and often find it
difficult to get by.

Overtime Pay Helps Cushion Against the High Job and Earnings Insecurity Associated
with Temporary and Contract Work.

Temporary workers in computer-related occupations often face high job insecurity,
periods of unemployrnent and sporadic earnings due to the transient nature of work
projects. Many firms also place a limit on the amount of time temporary workers can
remain at a single place of employment.'® Thus, relatively high hourly wages for workers
in computer-related occupations may not translate into high annual earnings. One strategy
these workers use to manage job and income insecurity is to work many hours during
periods of employment and save for periods of unemployment. Expanding the overtime
exemption will make it harder for greater numbers of workers in computer-related
positions to cope with periods of unemployment between jobs.

Expanding the Overtime Exemption Ignores the High Costs of Living in Areas Where Many
Workers in Computer-Related Occupations Live.

Jobs for many workers in computer-related positions are heavily concentrated in specific
geographic locations across the country. According to data by the Bureau of the Census,
living costs are 63 percent higher in Oakland, California and 44 percent higher in Boston,
Massachusetts -- two centers of high tech employment -- compared to the national level."'
In particular, housing and other expenses are often very high in these areas due to the fast
employment growth in the computer industry, which has raised housing prices and rent.
The National Association of Realtors found that of 318 metropolitan areas it tracked, the
highest median costs of housing in the U.S. were in San Jose ($543,200) and San
Francisco ($455,400). The greater Seattle-Bellevue-Everett area, home to Microsoft,
ranked 18" at $230,200. Expanding the overtime exemption of workers in computer-
related occupations would make it all the more difficult for them to earn the incomes they
need to support themselves and their families in such high cost areas.

The Overtime Rules Shounld Cover All Hourly and Salaried Workers in Computer-Related
Jobs Who Do Not Otherwise Fall Under One of the FLSA’s Other Exemptions.

Exempting workers from overtime simply because they work in certain computer-related
occupations is inconsistent with the overall history, purpose, and structure of the FLSA.
The overtime premium provision should cover ail hourly paid and salaried workers in
computer-related occupations, regardless of their earnings, unless they otherwise meet the
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criteria of one of the F1.SA’s exemptions (e.g., the “professional” exemption). The FLSA
exempts no hourly paid workers from coverage, other than certain so-called “computer
professionals,” because of their pay rates. Expanding the exemption of workers in
computer-related jobs could, over time, lead to dleterioration of wages for such workers
already likely to earn the least and have the fewest benefits of any workers in these jobs. In
addition, the precedent this exemption creates could well fuel further erosion of overtime
protections for workers in other occupations.

. There is nothing about the new economy that wzurants new rules in derogation of workers’
basic rights to decent wages and working conditions, inchuding overtime pay. The high
tech industry in which large numbers of so-called “computer professionals™ work is
thriving and its executives enjoy huge salaries and rich stock dividends. The industry
already relies far too much on temporary and contract work, rather than investing in
training, recruiting and retaining a permanent work force, and it already requires excessive
hours of work from its eraployees and temporary and contract workers. Broadening the
exemption covering workers in computer-related occupations will not alleviate these
conditions; it will exacurbate them. Rather than expanding the so-called “computer
professional” exemption, Congress should repeal it.
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EXEMPTION OF FUNERAL DIRECTORS AND EMBALMERS

Increasingly large corporations are purchasing small independently owned funeral homes,
thereby enhancing the likelihood that the homes will become subject to FLSA requirements.
Some funeral directors are currently exempt from the FLSA because as managers they fall
under the Act’s “executive exemption.” But many other funeral directors and embalmers are
employees who are not covered by the exemption and are thus entitled to FLSA protections.
Exempting funeral directors and embalmers altogether from the FLSA would deprive tens of
thousands of workers of rights and protections they currently enjoy and deny protections to
many future workers who would otherwise be covered under the Act,

° The exemption targets workers who need the income protections that the FLSA
provides. According to the Bureau of Labor Statistics, in 1998, 10% of both funeral
directors and morticians eamed only slightly more than the poverty level for a family of
four. Half of all funeral directors and morticians eamed less than $16.85 an hour, while
half of all embalmers carned less than $13.55 aa hour, considerably less than the 1998
median family income of $47,769.

[ ] The exemption will increase employers’ incentive to require these workers to put in
excessive hours. Onc objective of the FLSA’s time-and-a-half overtime requirement is to
limit employers’ imposition of excessive work hours. As the BLS notes, funeral directors
already work “lony, irregular hours,” are often on an on-call basis, and work evenings and
weekends. Exempting funeral directors and embalmers from FLSA overtime coverage
will only exacerbate this situation by removing a key federal protection that operates as a
brake on mandatory overtime and excessive work hours.

e The rationale to exempt these employees simply because they work irregular hours
does stand up under scrutiny. Congress and the Department of Labor have dealt with
other situations involving employees’ irregular hours in sections 207(f) of the FLSA
(involving certain employees with irregular hours) and 207(k) (involving certain police
and fire employees). And employers, including funeral homes, have considerable
flexibility under existing law to arrange workers” schedules to accommodate irregular and
unpredictable hous.
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The Proposal to Exempt Licensed Funeral Directors and Embalmers Is Not ""Woerking
Family" Friendly; Instead, Exempting These Workers From FLSA Coverage Increases
Employers’ Incentive to Require These Workers to Put in Excessive Work Hours

. According to the Burcau of Labor Statistics” Occupational Outlook Handbook,

“Funeral directors often work long, irregular hours. Many work on an on-call basis,
because they may be needed to remove remains in the middle of the night. Shift work
sometimes is necessary because funeral home hours include evenings and weekends. In
smaller funeral homes. working hours vary, but in larger homes employees usually work
8 hours a day, 5 or 6 days a week.” ’

Although workers covered by collective bargaining agreements often enjoy protections
against mandatory overtime, most other workers do not, as the FLSA does not bar
employers from inposing overtime or requiring, employees to work excessive hours. One
objective of the FI.SA’s time-and-a-half overtine requirement, then, is to limit
employers’ imposition of excessive work hours. As the BLS notes, funeral directors
already work "lony, ilmegular hours." Exempting funeral directors and embalmers from
FLSA overtime coverage will only exacerbate this situation, by removing a key federal
protection that operates as a brake on mandatory overtime and excessive work hours.

. Supporters of the proposed exemption contend that some funeral directors and embalraers
‘ would prefer compensatory time off instead of overtime pay, and that exempting these

workers from the FLSA would allow funeral homes to provide compensatory leave.® The
reality is that it’s the employer who benefits, nat workers, from denying FLSA
protections to funeral directors and embalmers. Absent an overtime pay requirement,
employers have no meaningful incentive to cut workers’ overtime hours. The idea that
removing overtime protections empowers employers to provide compensatory time off,
thus benefitting workers, is specious: all that eliminating overtime pay protections will
do is encourage employers to require even longer hours from funeral directors and
embalmers.

Denying Employees FLSA Protections Simply Because They Work Irregular Hours is a
Draconian Solution That Compromises Workers’ Rights and Undermines the Purpose of
The Nation’s Wage and Hour Laws

. Proponents of the proposal to exempt funeral directors and embalmers from the FLSA
argue that the exeraption is necessary because of these employees’ irregular and
sometimes unpredictable work hours. Denying employees protections altogether simply
because of the nature of their work hours is to throw out the baby with the bath water.
Congress and the Department of Labor have dealt with other situations involving
employees’ irregular hours, for example, in section 207(f) of the FLSA (involving certain
employees with irregular hours) and 207(k) (involving certain police and fire employees).
And employers, including funeral homes, have considerable flexibility under existing law

. to arrange workers’ schedules to accommodate irregular and unpredictable hours. The
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proposed alternative - to remove minimum wage and overtime protections altogether for
these employees - is a draconian solution that does nothing to protect or further the rights
and interests of workers but simply serves to shore up corporate profits at workers’
expense.

Endnotes

1. U.S. Department of Labor estirnate, September 2000.

2. U.S. Department of Labor, Bureau of Labor Statistics, 1998 Occupational Employment and Wage Estimates,
39014 Embalmers, www.bls.gov/oesnl/oes39014.htm; U.S. Department of Labor, Bureau of Labor Statistics, 1998
Occupational Employment and Waye Estimates, 39011 Funeral Directors and Morticians,

www.bls pov/oesnl/oes39011.kim. 1998 poverty level information is from the U.S. Census Bureau, Poverty in the
United States, 1998 P60-207, Tablc |.

3. Lawrence Mishel, Jared Bemstein, and John Schmiu, The Stare of Working America, 2000-2001. Tthaca, N.Y.:
Cornell University Press, 2000, p. 36.

4. Wage data for the executive, adiministrative, and managerial workers, the professional specialty workers, and
technical workers are from the U.S. Department of Labor, Bureau of Labor Statistics, National Compensation
Survey Occupational Wages in the (/nited States, 1997, September 1999, Bulletin 2519, and represent the 1997
mean hourly earnings (indexed to (998 dollars.) The wage data for funeral directors/morticians and embalmers

come from the U.S. Department of L.abor’s 1998 Occupational Eraployment and Wage Estimates.

5. U.S. Department of Labor, Buraau of Labor Statistics, Occupational Outlook Handbook, 2000-01 Edition

6. Congressional Record, July 31, 1998, p. $9562. (Statement Inwoducing S. 2405 by Senator Faircloth. This bill
sought to exempt licensed funeral directors from the FLSA's overtime and minimum wage requirements. )

21/25%



SEFP-22-00 11:13 FROM: ID: + PAGE

BARRING STATES FROM ADOPTING THEIR OWN
TIP CREDIT RULES

The tip credit preemption proposal is designed to bar states from adopting new laws that
prohibit tip credits or that require employers to pay higher guaranteed wages than required
under the FLSA. While not repealing existing tip credit prohibitions or limits under state
laws, the proposal would freeze those requirements at current levels. As the federal minimum
wage rises in the future, employers would be allowed to take a “tip credit” for the amount of
the difference between the “frozen” state law provisivn and the new federal minimum.

° Passage of the tip credit preemption proposal would contravene states’ historic power
under the FLSA and other federal worker protection laws to enact local standards that
exceed floors set under federal law. Preempting states’ power 1o enact tip credit laws
that require greater employer payments than the FLSA would be an unprecedented
encroachment of federal authority into an area that has previously been reserved to the
staes.

) Passage of the tip credit preemption proposal will harm low wage workers, many of
whom are women struggling to make ends meet. The challenges faced by waiters and
waitresses may be even greater than many other low wage workers because many work
only part-time. The BLS reports that part-time work is more common among food and
beverage service workers than among workers in almost any other occupation. Half of all
waiters and waitresses work part-time and nearly four out of five (77.4%) of these
workers are women. As aresult, the impact of the tip credit preemption proposal will fall
overwhelmingly on low paid women workers.

e Passage of the tip credit preemption proposal will impede efforts to end poverty for
workers moving from welfare to work. Many women moving from welfare to work are
employed as waitresses. Research by the W.E. Upjohn Institute for Employment
Research has found that the third most commor: occupation for welfare recipients is that
of waitress, and the most common industry for welfare recipients to work in is eating and
drinking establishinents.

L Passage of the tip credit preemption proposal unfairly targets tipped workers.
Notwithstanding the fact that they are some of the lowest paid workers in the nation,
tipped employees were 1argeted in the 1996 amendments to the FLSA. which raised the
federal minimum wage 10 $5.15 over a two year period but changed the cash wage
obligation for employers of tipped employees from 50% of the federal minimum wage to
a fixed dollar amount, currently $2.13 an hour. Previously, when the minimum wage
increased, tipped employees shared in the benefit because the employers’ actual wage
obligation, which was a percentage of the miniraum, also rose. A direct result of the
1996 tip credit change is that many tipped workers will not realize any benefit at all from
this or future federal minimum wage hikes. The Hastert proposal will extend that wage
loss to all tipped employees.
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The Tip Credit Preemption Amendment
September 2000

Barring States From Adopting Their Own Tip Credit Rules Is An Unjustifiable
Encroachment on Stiates’ Authority and an Assault On Low Wage Workers

The tip credit preemption proposal is designed to bar states from adopting new laws that prohibit
tip credits or that require employers to pay higher guaranteed wages than required under the
FLSA. While not repealing existing tip credit prohibitions or limits under state laws, the
proposal would freeze those requirements at current levels. As the federal minimum wage rises
in the future, employers would be allowed to take a "tip credit" for the amount of the difference
between the "frozen" state law provision and the new federal minimum.

The Fair Labor Standards Act (FLSA) allows employers with tipped employees to credit a
certain amount of workers’ tips (the "tip credit") to meeting the employers’ federal minimum
wage requirements. Employers of tipped workers must pay those workers at least $2.13 an hour
and can apply the workers’ tips 10 make up the difference between the $2.13 wage payment and
the federal minimum wage. 1f a worker’s tips plus $2.13 an hour total at least the federal
minimum wage, the employer has no more wage oblization (under the law); if tips plus the wage
payment equal less than the minimum wage, the employer must make up the difference.
Currently, the maximum tip credit under federal law is $3.02/hour, though that amount will rise
to $4.02 with the proposed minimum wage increase to $6.15 (unless there is a further change in
the FLSA’s tip credit provision).

Minimum wage laws in Alaska, California, Minnesota, Montana, Nevada, Oregon, Washington
and Guam do not permit tip credits for tipped employees. In these states and in Guam, the
minimum wage for tipped employees is the same as the minimum wage for workers without
tips.! Many other states’ tip credit laws provide employers with smaller tip credits than the
federal tip credit. In those states, employers must generally pay tipped employees a larger cash
wage than the FLSA require:s.

Passage of the Tip Credit Preemption Proposal Would Contravene States’ Historic Power
Under the FLSA and Other Federal Worker Protection Laws to Enact Local Standards
That Exceed Floors Set Under Federal Law

) The purpose of the FLLSA and many other fedcral worker protection laws is to set a
national floor of workplace standards, which virtually all employers must meet. These
standards serve compelling national interests. But under the FLSA and numerous other
worker protection laws (such as the employment discrimination statutes), states — and in
many instances, localities - have always had the power to enact standards for their
citizens that exceed those set by federal law. For example, states have the power to set
higher minimum wage levels than the federal rate (and many have done so) or to
prescribe more generous rules related to overtane pay. Preempting states’ power to enact
tip credit laws that require greater employer wage payments than the FLSA would be an
unprecedented encroachment of federal authority into an area that has previously been
reserved to the states. -
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Passage of the Tip Credit Preemption Proposal Will Harm Low Wage Workers, Many of
Whom Are Women, Who Are Struggling to Make Ends Meet

Like all low wage workers, tipped employees, such as waitresses and waiters, struggle to
make ends meet. The challenges faced by waiters and waitresses may be even greater
than for many other low wage workers, because many work only part-time. The Bureau
of Labor Statistics’ (Jccupational Outlook Handbook reports that "part-time work is more
common among {0od and beverage service workers than among workers in almost any
other occupation;" half of waiters and waitresses work part-time.? On average, waiters
and waitresses earned $4.04/hour in 1997 (without tips) and worked an average of 29.2
hours per week.?

Women are nearly four out of five (77.4%) of the employees working as waiters or
waitresses.® As a result, the impact of the tip credit preemption proposal will fall
overwhelmingly on low paid women workers.

Passage of the Tip Credit Preemption Proposal Will Impede Efforts to End Poverty for
Workers Moving from Welfare to Work

Many women moving from welfare to work are employed as waitresses. Research by the
W.E. Upjohn Institute for Employment Research has found that the third most common
occupation for welfare recipients is that of waitress, and the most common industry for
welfare recipients to work in is eating and drinking establishments.®

Passage of the Tip Credit Preemption Propoesal Unfairly Targets Tipped Workers

Tipped employees were targeted in the 1996 amendments to the FLSA. Prior to the 1996
amendments, the tip credit was set at 50% of the minimum wage. Employers who
claimed the tip credit had to pay cash wages of at least 50% of the minimum wage to
tipped employees, or $2.13 an hour in 1995 (when the mimimum wage was $4.25 an
hour). The 1996 amendments, which raised the federal minimum wage to $5.15 over a
two year period, changed the cash wage obligation for employers of tipped employees
from 50% of the federal minimum wage to a fixed dollar amount, currently $2.13/hour.
Previously, when the minimum wage increased, tipped employees shared in the benefit
because the employers' actual wage obligation, which was a percentage of the minimum,
also rose. Now, however, with every minimim wage increase, employers’ cash wage
obligation for tipped employees remains fixed at only $2.13 an hour.

One result of the 1996 tip credit change is thai, notwithstanding the fact that they are
among the lowest paid workers in the nation, inany tipped workers will not realize any
benefit at all from this or future federal minimum wage hikes. Had the 1996 tip credit
amendment not been passed, today’s tipped employees could instead anticipate a $3.08
cash wage from their employers (50% of $6.15) due to the proposed minimum wage
increase.
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. The situation for tipped workers is different, bowever, in those states that prohibit tip
credits altogether or that have tip credit rules that are more generous to employees than
’ the federal rule. In rnost of those states, tipped employees will enjoy some real benefit
from the proposed federal increase. However, if states’ existing tip credit requirements
are frozen and states are barred from enacting more favorable rules in the future,
employees will lose important protections that their states had determined were
appropriate and necessary, in light of local conditions.

Endnotes

1.US Department of Labor Employrent Standards Administration Wage and Hour Division, Minimum Hourly
Cash Wages for Tipped Employees Under Minimum Wage Laws, January 1, 2000,

2.U.S. Department of Labor, Bureau of Labor Statistics, Occupational Outlook Handbook, 2000-01 Edition.

3.U.S. Department of Labor, Buwt:au of Labor Statistics, National Compensation Survey Occupational Wages in the
United States, 1997, September 1994, Bulletin 2519.

4.U.S. Department of Labor, Bureau of Labor Statistics, Employment and Earnings, January 2000.

53.Timothy J. Bartik, Jobs for Welfare Reciplents, W E. UpJohn Institute for Employment Research, Spring 1997.
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October 4, 2000
Gene Sperling
Director
National Economic Council
The White House
1600 Pennsylvania Avenue
Washington DC 20500

Fax: 202/456-2878
Dear Mr. Sperling,

Last week, Senator Tom Harkin introduced the Children's Act for Responsible
Employment (S. 3100) to address the shameful conditions endured by hundreds
of thousands of children who work as hired laborers in commercial US
agriculture. We are writing to urge you to use your influence with the
Congressional leadership to ensure that this legislation is incorporated into the
the final compromise legislation to raise the minimum wage, and to provide
certain tax benefits that is expected to be enacted before the Congress adjourns
this session,

We are very pleased that this legislation has the support of the Clinton :
admipistration, and that Secrctary of Labor Alexis Herman has publicly pledged
support for bringing child labor standards for child farmworkers into line with
those that apply to other young workers. At a national Child Labor Conference
held in Washington DC in June of this year, you also addressed the importance of
bringing US labor law into the 21% century and strengthening protections for
children working in US agriculture.

A Human Rights Watch report released in June (Fingers to the Bone: US Failure

to Protect Child Farmworkers) described the hazardous and grueling conditions

endured by child farmworkers. These children recounted twelve-hour days that
frequently begin before dawn, exposure to dangerous pesticides, and risks of
injury from working with sharp tools and heavy machinery. They described
dizziness and nausea from working in 100 degree temperatures with inadequate
access to drinking water. Most had dropped out of school as a result of their long
hours in the fields.

In June, Secretary Herman rightly stated that "it is not acceptable" for 12 and 13
year old children to be legally allowed to work in agricultural jobs, and for 14-
and 15- year-olds to be able to legally work unlimited hours in farm jobs. Yet, as
you know, the Fair Labor Standards Act (FLSA) curently allows child
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farmworkers to work at younger ages, for longer hours, and under more hazardous
conditions than children in non-agricultural jobs.

We hope that the Clinton administration will make it a priority in these last days of
Congress to ensure that the CARE Act of 2000 (S. 3100) is adopted. The minimum wage
bill currently under negotiation offers an excellent vehicle, and we urge you to work
actively with the Congressional leadership to include S, 3100 in the final package

adopted by Congtess.

Sincerely yours, ’\/

Mike Farrell Nancy Parrish Vicki Riskin Orville Schell
Co-Chair Co-Chair Co-Chair

California Comrmnittee, South

Joan Beerman

Rebecca Brackman

Nancy Cushing-Jones

Mary Estrin

Bric Garcetti
Paula Holt

Emily Levine
Jane Olson

Zazi Pope

Larry Rose

Sid Sheinberg
Diane Wittenberg

cc: Senator Tom Harkin

Califomia Committee, North  California Committee, South

Rabbi Leonard Beerman

Joan Burns

Chiara DiGeronimo
Jonathan Feldman
Beth Greenfield
Claudia Kahn
Lorraine Loder
Tom Parker

Carol Richards, PhD
Pippa Scott

Matt Ward

Stanley Wolpert
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Justin Connolly
Jack Edleman

Rob Force

Tom Higgins
Shari Leinwand
Roberto Lovato
Marina Pisklakova Parker
David W. Rintels
Stanley Sheinbaum
Patty Williams

P3



Min Wage

DEPARTMENT OF THE TREASURY
WASHINGTON

.STANT SECRETARY September 14, 2000

MEMORANDUM FOR SECRETARY SUMMERS
DEPUTY SECRETARY EIZENSTAT

FROM: JONATHAN TALISMAN
ACTING ASSISTANT SECRETARY (TAX POLICY)

SUBJECT: Possible Options to Respond to Hastert Minimum Wage Offer

In an August 28 letter to the President and a follow-up personal conversation, Speaker Hastert
made a compromise offer that included a $1.00 an hour increase in the minimum wage to $6.15
over two years. The offer also contained a small business package that was similar to the two
minimum wage bills before Congress, but drops the estate tax and pension provisions contained

in those bills.

The Speaker’s proposal would:

‘ . allow an above-the-line deduction for the cost of individually-purchased health insurance,

. repeal the 0.2 percent FUTA surtax,

. speed up the phase-in of 100-percent deductibility for health insurance purchased by self-
employed people,

. phase in 80-percent deduction of meals and entertainment expenses for all employees,

. increase to $35,000 the amount of property that small businesses can expense,

. increase the maximum reforestation expenses eligible for amortization and the credit

from $10,000 to $25,000 and remove the cap on amortization costs in 2001-2003,
. extend the Work Opportunity Tax Credit (WOTC) through 2004,

o allow accrual-basis taxpayers to use the installment method of accounting (i.e., repeal
1999 law changes),

. repeal the special excise taxes (effectively license fees) on producers of distilled spirits,
wine, and beer,

. allow commercial fishermen to income-average in the same way as farmers,

. allow computer manufacturers a deduction for donations of used computer equipment to
schools, and

. allow tax-free rollovers from IRAs and 401(k) plans to charitable organizations.

According to the Speaker, this ofter (not taking into account the last two provisions which wers
added by the Speaker later) costs $23 billion over five years, and $76 billion over ten years.

The offer was discussed at a bicameral. bipartisan meeting last week, which was attended by
Chuck Brain and Jon Talisman. The House and Senate Democrats agreed that the tax package 1s



too large and that the health insurance deduction should be dropped. Senate Republicans,
particularly Senator Nickles, will push hard for the health insurance deduction.

This memo outlines possible options for responding to the Speaker’s proposal.

Modifications to the Speaker’s Offer

Health insurance. The most problematic element of the package is the health insurance
deduction. It could actually cause problems for small employers by increasing the incentive for
the healthiest workers to opt out of the employer group. If that provision were deleted from the
package, the cost would be in the $20 to $30 billion range over ten years. Senator Daschle said
on Sunday that he would accept a minimum wage package with tax cuts in that range.

FUTA surtax. The FUTA surtax should not be repealed as a stand-alone measure. In the
meeting last week, Democrats and we argued that the bipartisan package of reforms negotiated
by the Department of Labor with representatives of states, employers, and unions should be
coupled with the FUTA surtax repeal. Repeal of the FUTA surtax is an essential element of that
bipartisan agreement; passing it as a stand-alone measure could significantly reduce the odds of
achieving meaningful FUTA reform. Adding these reforms would increase the total cost of the
package by about $14 billion over ten years.

Deduction for meals and entertainment. The Speaker proposes a significant expansion of the
deduction for meals and entertainment expenses. Most employers can deduct only 50 percent of
such costs, but employers of employees subject to DOT hour limits, such as truckers and airline
pilots, will eventually be able to deduct 80 percent of their meals. The Speaker would increase
the deduction to 80 percent for all employees. Senator Daschle has ridiculed the Speaker’s
proposal as a reinstatement of the “three-martini lunch.” For that reason, and also because of the
great cost (as much as $40 billion over ten years, depending on the phase in), the proposal should
be limited to a straightforward speed-up of the 80 percent deduction for employees subject to
DOT hour limits. If the 80-percent deduction is to be extended to other types of employees, that
expansion should be limited to employees of small businesses.

Reforestation tax incentives. Mr. Hastert’s proposed expansion of the reforestation tax
incentives is overly broad, providing windfalls to large timber producers. The proposal would
increase from $10,000 to $25,000 the amount of expenses eligible for the 10-percent
reforestation credit and seven-year amortization. It would also eliminate the cap on amortization
expenses in 2001-2003. The increase in the amount of eligible expenses is mildly objectionable
because it would provide a small windfall to large timber companies. The temporary elimination
of the cap on expenses eligible for rapid amortization is highly objectionable because it would
create large windfalls for large timber companies and inequities between the tax treatment of
timber and other investments. Moreover, this “temporary” provision would be unlikely to expire
once enacted. We should resist lifting the cap and explore ways to limit the benefits of the other
elements of the proposal to small businesses.
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Possible Additions to Address Administration Prioritics

There was less agreement among Democrats about what, if anything, should be added to the
package. They agreed that the welfare-to-work tax credit should be extended through 2004 if the
work opportunity tax credit is extended. The attached table presents some other options from the
Administration’s Budget that could be added to an overall package. Several of the options either
directly or indirectly help small businesses.

New Markets -- The new markets tax credit and renewal community bill ($18 billion),
which has broad bipartisan support in both the House and the Senate, contains a number of
incentives to help businesses in distressed communities, as well as the new tax credit to
make available equity capital in areas where it has traditionally been scarce.

Education -- Investment in schools through school modernization bonds and qualified
zone academy bonds, ($8 billion) has strong bipartisan support in the House as a part of the
larger Johnson-Rangel School Modernization bill, but may face Republican opposition in
the Senate. We also could add our college opportunity tax cut, which costs $30 billion.

Vaccines -- This remains one of the Administration’s highest priorities.

Digital Divide -- We may want to add our $2 billion digital divide initiative. In particular,
our proposed employer tax credit for workplace literacy (including computer literacy), is
well-suited to a small business package.

Child Care -- The proposed expansions of the child and dependent care tax credit ($31
billion) help low- and moderate-income people to meet the high cost of child care, an
essential cost of working, thus helping to expand the labor supply in a very tight labor
market. The proposal to provide a tax credit for employer-provided child care ($1.4 billion)
offered by Senator Kohl would be useful complement and a direct aid to employers who
provide this valuable fringe benefit.

Health Care -- The tax credits for COBRA continuation coverage ($10 billion) and
Medicare buy-in ($2 billion) provide targeted assistance in paying for health insurance for
workers between jobs and early retirees. Since the credits target employees who are out of
the work force, they do not undermine the system of employment-based health insurance, in
sharp contrast to the Speaker’s proposed health insurance deduction. The proposal to
encourage the development of small business health insurance purchasing coalitions would

. strengthen the system of employment-based health insurance by helping small employers to

pool together to gain some of the health insurance cost savings that accrue to large
employers. These proposals have received interest from both the Blue Dogs and centrist
Democrats in the Senate. Senator Robb and the Blue Dogs introduced versions of health-
related tax credits targeted to small businesses before the August recess.

Energy and the Environment -- The climate change tax incentives are aimed at helping
the producers and marketers of innovative energy-saving technologies to develop markets

[



for those products and achieve profitability. Scveral of the incentives help businesses to
reduce their energy costs.

Encourage philanthropy -- The Speaker made two proposals to the President to
encourage philanthropy (not in Table I). Our budget proposals would allow non-itemizers
to take a partial deduction for charitable donations, simplify the tax rules for public
foundations, raise the limits on donations of appreciated property to charity, and clarify the
tax-treatment of donor-advised funds. The $15 billion package would be a more equitable
way to address the concerns raised by the Speaker.



Revenue Cost Of Selected Budget Options

(Billions of Dollars)

2000-2005 2000-2010
New markets package (HR 4923) -51 -17.8
Provide incentives for public school construction and 2.4 -8.0
modernization
Provide college opportunity tax cut -11.7 -36.0
Digital Divide initiatives -1.2 2.1
Enhance the child and dependent care tax credit -7.6 -31.0
Provide tax credit for employer-provided child-care facilities -0.5 -1.4
Encourage COBRA continuation coverage -3.3 -10.3
Provide credit for Medicare buy-in program -0.4 -1.6
Provide tax relief to encourage small business health plans -0.1 -0.3
Provide climate change tax incentives 4.0 -9.3
Encourage development of vaccines for targeted diseases 0.0 -1.3
Encourage philanthropy 4.7 -147
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