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THE MAJOR REVENUE PROVISIONS OF H.R. 2014 \\\k&o ood
" ION A 1997" : —
THE "REVENUE RECONCILIAT CT OF 18 Lkl ,_;.-Dfﬁ 2o
Provlision

Child and Dependent Care Tax Credits; Health Care for Children
1. {H} Tax credit for children under age 17 ($400 in 1998 and $500 thereafter); $75,000/$110,000 AGI

phaseout for credit {1); {S) $500 tax credit for children under age 17 (under age 18 after 2002) (pro-rata

$250 for 1997 for children under age 13); post-50% EIC, deposit requirement for age 13 to 16 (age 13- 17

after 2002); $75,000/$110,000 phaseout; no indexing [1) (includes targeted AMT adjustment); {C} Tax

credit for children under age 17 ($200 in 1997. $400 in 1998, and $500 in1999 and 2000);~ doo\ 6 s

$75,000/8110,000 AGI phaseout for credit [1]. no interaclion with DCTC: House stacking rule; 3-year ~ 'ﬂ‘ﬂ \\ L)
oS

carryforward for unused it: 0sit requirement open. - e <
Education Tax Incentivesﬁ:ﬁ;s* 3 "‘\\‘ -

A. Tax Benefits Relating to Education Expenses

1. Admunistration's HOPE scholarship tax credit as modified - drop B average requirement; {H} credit is 50% of
up to $3,000 out-of-pocket tuition expenses and books required for attendance (phaseout $40,000 -
850,000 singles/ $80,000 - $100,000 joint); {S) credit is 50% of up to $3,000 (75% of up to $2.000 for
students attending communitly colleges and technical schools) adjusted out-of-pocket tuition expenses to
include books required for attendance (phaseout $40,000 - $50,000 singles/ $80.000 - $100.000 joint) [2];
require high school diploma or equivalent thereof to claim HOPE scholarship credit; {C} Senate, $1,500
credit; 5% credit for up to $5,000 of expenses for education after second year of coliege. )

2. ﬁ‘e—:ﬁ_'aTW-free withdrawars Trom all [RAs for undergraduate, post-secondary vocational, and graduate
education expenses [3). B

3. {H} Deduction for undergraduate tuition, room, and board expenses paid through State-sponsored prepaid
tuition programs; limit deduction to $10,000 per student per year, with aggregate maximum deduction of
$40,000 per student {S} Allow tax-free withdrawals from qualified State-sponsored tuition programs,
expanded to include room and board [4]; {C} Senate with House estate and gift provisions; add rule to
coordinate State prepaid plans with educalion savings accounts.

8. Expanded Education Investment Savings Opportunities

1. (H} Permit contributions to an education investment account for a chiid under age 18 (annual contributions
limited to $5,000); create private prepaid tuition programs; provide deduction for undergraduate and
post-secondary vocational tuition, room, and board expenses paid through education investment accounts
or privale prepaid tuition programs; limit deductions to $10,000 per student per year with aggregate
maxirnum deduction of $40,000 per student [5}; (S} Education IRAs - allow contributions of $500 child tax
credit; and $2,000 nondeductible contributions; tax-Iree inside buildup; tax free withdrawals if used for
tuition, room and board and graduate education; create prepaid plans for private education institutions
(82,000 per year) [4]; allow withdrawals from education savings IRAs for elementary and sacondary school
expenses; {C} Senate, but eliminate private prepaid tuition programs.

C. Other Education Tax Provisions e

1. (H}) Exdend employer-provided education assistance for undergraduates through 12/31/97 [

{S} Permanent extension of employer-provided educational assistance for graduates and undergraduates;
(C)} House, extend through 6/30/00, undergraduates only. :

2. {H) Raise $150 million volurm o C onds (other than hospital bonds) by $10 million per year
until it reaches $200 million; {S} Repeal $150 miltion limit on tax-exempt seclion 501(c)(3) bonds for new
capital expenditures; {C) Senate. '

3. Enhanced deduction forcoTporate contributions of computer technology and equipment for grades K - 12;
{C} House, sunset after 3 years.

4. Raise smallissuer arbitrage rebate exception for governmental bonds used to finance education tacilities
from §5 million to $10 million; {C) Senate.

5. Student loan interest deduction (52,500 above-the-line deduction; phaseout $40,000 - $50.000 singles/
$80,000 - $100,000 joint), deduclion amounts are indexed; income limits indexed beginning in 2003,

{C} Senate, but modify phaseout $40,000 - $55,000 singles/ $60,000 - $75,000 joint). &
————— e
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Savings and Investment Tax Incentives

A. Retirement Savings ] . _
1. {H} Create American Dream |RAs; allow penalty-free rollovers from IRAs; aliow special purpose withdrawals

from AD IRAs for first-lime home purchase capped at $10,000 [6); {S} Expand deductible {RAs - increase
incorne limits by $10,000 for joint filers in 1998, 2000, 2002, and 2004 ($5,000 for single filers in 1998, 2000,
2002; $10,000 in 2004) and eliminate active spousal paricipant rules; create IRA Plus; penalty-free
withdrawals for first-time home purchases capped-at $10,000; and long-term unemployment [7]; permit IRAs
to invest in bullion; permit {RA penalty-free withdrawals of up to $10.000 to replace or repair property
damage in Presidentially declared disaster areas [8); allow penalty-free IRA withdrawals for adoption
expenses [9]: {C} Expand deductible IRAs - increase income limits by $10,000 for joint filers in 1998

(85,000 for single filers in 1998) and by $1.000 per year thersafter; eliminate all penalty-free withdrawals with
the exception of withdrawals for educational purposes (esfimate included in the educational section) and

firs & home ~Creale IRA Plus accounts: allow rollovers from deductible IRASs to IRA Plus

accounis; and eliminate active spousal participant rules.
B. Capital Gan Provisions
1. Capltal gains: {H} (a) 20%/10% rate structure; (b) retain maximum 28% for collectibles: (c) section 1250

recapture at maximum of 26%; (d) symmetric AMT treatment; (e) Indexing starting in 2001, 3-year post-2000
holding period requirement, with mark-to-market; (f} exemption for gain on principal residence including
remainder interests ($250,000 single/$500,000 joint returns); and (g) 32% rate in 1998, 31% in 1999, and
30% thereafter for iesser of corporate gains with 8-year holding period or taxable income (effective 1/1/98);
{S} (a) 20%/10% rate structure; (b) retain maximum 28% for collectibles; (c) section 1250 recapture at
maximum of 24%; (d) symmetric AMT treatment; (e) exclusion for gain on personal residence (including
remainder interests); {C} Senate, with House indexing with 5-year holding and section 1250 recapture at

maximum of 25%.

Alternative Minimum Tax Provisions ' ﬂ

1. {H} AMT . Increase individual exemption ar_rlg_ylt_ti!E ,000 every other year 1999 through 2007, index
thereatter; {S} individual AMT - annually increase exemplion amounis by 600 JOINUS450 single for 2001
and 2002; $950 joint/$700 single for 2003 and thereafter (includes targeted AMT adjustment); {C) House,
modified.

2. Exemption from alternative minimum tax for small corporations: {C) House.

3. Prospective repeal of AMT depreciation adjustment; {C) House, but conform AMT depreciation lives to the ﬁ
regular tax. T
A

Estate, Gitt and ‘Generation-Skipping Tax Provisions
A. Estate and Gift Tax Provisions (& \. Y b\.an .

1. Increase unified estate and gift tax credit to {H} $650,000 in 1998; $750,000 in 1999; $765,000 in 2000;
$775,000 in 2001 through 2004, $800,000 in 2005, $825,000 in 2006; and $1 million in 2007; and index
other provisions beginning in 1999; {S} $625,000 in 1998; $640,000 in 1999; $660,000 in 2000: $675,000
in 2001, $725,000 in 2002, $750,000 in 2003, $800,000 in 2004, $900,000 in 2005, and $1 million in 2006
and thereafter; index other provisions beginning in 1999; (C} Increase unified estale and gift tax credit to
$625,000 in 1998; $650,000 in 1999; $675,000 in 2000; $700,000 in 2001 through 2003, $750,000 in
2004, '$300,000 in 2005; $1.1 million in 2006: and $1.2 million in 2007~ any ndex thereafier: and index other
provisions beginning in 1999; cap family owned business exclusion with unified credit at $1.2 million
annually (exclude $575,000 in 1998, $550,000 in 1993, $525,000 in 2000, $500.000 in 2001 through 2003,
$450,C00 in 2004, $300,000 in 2005 and $100,000 in 2006). -

2. Exclude up to $7 million of qualified family farms and businesses: {C} House.

3. Exclude up to $1 million estate tax exclusion for treatment of land subject to a qualified conservation
easement coordinated with exclusion of family farms (expanded treatment of land with severed mineral
rights) and business relief used; {C) Senate, $500,000 estate tax exclusion (phasein by $100,000 annually
beginning in 1998). D T o —
AL AN

Legend: (H)

Joint Committee on Taxation

NOTE: Details may not add to totals due. to rounding.

Enactinent dale is assumed to be August 15, 1997.

= House bill
(S} = Senate amendment -
{C) = Compromise

[Footnotes for Table #97-0 202 appear on the following page]
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Footnotes tor Table #97-0 202:

[1} Estimate considers interaction with HOPE tax credit proposal.

(2) Estimate includes interaction with employer education.

{3] Revenue eslimales are not identical due to interaclion with expansion of deductible IRAs contained in the. Senate vers.
{4] Estimate includes interaction with estate and gift taxes. '

{5] Considers interaction with AD IRA proposal.

[6] Revenue estimate includes interactions with other educational savings provisions,

[7] Estimate includes interaction with education IRAs. '

[B] Effective for disasters occurring after 12/31/96.

(9] Eftective for payments and distributions alter 12/31/96.
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Dear 1~:

I am hopeful that we can continue to work together to complete

a spending reduction bill and tax cut plan that produce the first
balanced budget in a generation and a mainstream, bipartisan tax
bill that honors our values and values our families. I know that
you are in conversations with key members of my Administration,
and I want to highlight the fundamental principles that miist be
met in any tax cut package that I sign into law.

First of all, the tax cuts must be fair. Neither the House nor
Senate bill provides an adequate share of tax relief to middle-
income families. Under my tax cut plan, the bulk of the middle
class would receive twice as large a share of the benefits as
under either congressional bill. Both congressional plans fail
a critical test of fairness by denying the child tax credit to
millions of hard-working families who pay taxes and earn less
than $30,000 a year. These are young teachers, police officers,
farmers, and nurses who work hard and play by the rules; these
young parents, like other Americans, deserve to keep more of
the money they earn.

The tax cuts must also reflect our commitment to making college
more readily available to millions of Americans. The budget
agreement we reached this spring required that the tax bill
include roughly $35 billion over 5 years for post-secondary
education consistent with the objectives of my Hope Scholarship
and tuition tax cut proposals. Both the House and Senate bills
fall substantially short in this regard.

Building on the substantial progress of the 1993 plan and

our bipartisan commitment to finish the job, we must now work
together to implement the balanced budget agreement in a way
that puts the Nation on the path of long-term fiscal responsi-
bility. That is why it is so important that we all honor the
provision in the Speaker’s and Senate Majority Leader’s letter
stating that the tax cut proposal "not cause costs to explode
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in the outyears" and divert us from this path. Provisions

in the House and Senate bills, such as capital gains indexing,
substantial estate tax changes, and unconstrained IRAs, would
explode in cost, benefitting the few at the very time that

we will need to strengthen Social Security and Medicare for
all. While we strongly favor reasonable expansion of IRAs
for retirement and education savings, the IRAs in the House
and Senate bills are simply too expensive in the decades to
come, because they lack effective targeting.

Critical initiatives to spur economic activity in distressed
areas must be in the final tax bill. The tax bill should
include incentives to clean up brownfields in distressed
communities, to expand Empowerment Zones and Enterprise
Communities, to encourage private investments in Community
Development Financial Institutions, to move people from
welfare-to-work through a tax credit, and to revitalize -
our Nation’s capital. 2And I trust that we can all work

in good faith to resolve important differences on other
provisions in the tax bill not discussed here.

I urge that we continue to work together to meet these
principles to produce fair, fiscally responsible tax
relief that is consistent with our values.

Sincerely,

BC/PMCaplan/lynn (7PGRP)
Xeroxed copy of signed original to NH thru Todd Stern
CLEAR THRU TODD STERN

PRESIDENT TO SIGN
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Technical issues related to the implementation of the Hope tax credit by colleges
and universities

We are anxious to ensure that any Hope tax credit proposal approved by
Congress can be implemented in a way that does not impose unnecessary and costly
paperwork and reporting burdens on students, parents, and families. To accomplish
this goal, we have reviewed carefully the reporting requirements in the House and
Senate hills and the administration proposals. We have identified several areas
where I hope you will consider modifications to the administrative provisions
currently under consideration.

Issue 1. The House, Senate, and administration proposals all require colleges
to report the name, address, and taxpayer identification number of the student as
well as the name, address, and taxpayer identification number of any other
individual who might claim the student as a dependent for the purpose of filing for
the Hope tax credit.

Because colleges do not need to know the legal names and addresses of a
student's parents or stepparents, few collect or maintain this information. Even
fewer collect and maintain the Social Security numbers of such individuals, since
most taxpaycrs are very reluctant to reveal this information to a third party. Thus,
the Hope tax credit, as currently drafted, would require colleges and universities to
collect and maintain a huge amount of data from individuals that they do not
currently receive.

In some cases -- for example, a student whose parents have divorced and
remarried -- we believe that colleges would have to collect four sets of information:
the names, addresses, and taxpayer identification numbers of both parents and
stepparents. Since college data systems currently do not include this information,
the schools would be required to engage in a great deal of system redesign to meet
the requirements of the law.

What is required here seems to go beyond the record keeping and reporting
requiremnents in other areas of the tax code -- for example, in the case of the child care
tax credit, providers are not expected to collect, maintain, or report the Social Security
numbers of taxpayers who may claim the credit on their returns. It is not clear why
such a requirement is nceded regarding the Hope tax credit.

Possible Solution te Issue 1: I recommend that the law remain silent on this
provision and thus allow colleges and the Internal Revenue Service to discuss
during the regulatory process the level of verification information required. If, after
the regulatory process is complete, the IRS decides that it still wants and needs this
much information, it certainly can require it in regulation. However, if Congress
writes this requirement into the statute, the IRS will have no option but to collect



SENT BY:-ACE : 7-24-97 10:34AM :GOVT. REL./PUB. AFF.- 2024562223:#% 3/ 5

the information, even if it concludes later that such a detailed level of reporting is
not needed.

Issue 2. The House and Senate proposals both include language applying the
credit to the amount spent on tuition and fees and books and supplies. Colleges and
universities do not know how much money individual students spend on books,
let alone "supplies.” (Is a calculator a supply? How about a personal computer?)

Possible Solution to Issue 2: The simplest approach would be to adopt the
administration's language, which limits the credit to "tuition and fees." However,
if you include the "books and supplies" language in the final bill, make clear that
colleges may use, for the purposes of this calculation, the estimated school-wide
average amount for books and supplies included in the calculation of student need
under Title IV of the Higher Education Act. Otherwise, colleges could be forced to
collect information on the exact amount spent on books and supplies by individual
students.

Issue 3. The House and Senate bills both require institutions to aggregate the
amount of reimbursements and refunds paid to an individual over the course of a
year. I see two potential problems here. First, colleges do not know about all the
reimbursements and refunds students receive -- for example, a community-based
organization may give a student a scholarship that the school never knows about.
This certainly will be the case for students who do not reccive financial aid and
therefore do not submit detailed financial records to the financial aid office.

Second, some parts of a college may make refunds to students that are
unknown to the financial aid office and/or the business office. For example, a
student who enrolls in an athletic program and later withdraws may receive a
refund from the athletic department that is never reported outside that part of the
campus. We are worried that the language as drafted could require an enormous
centralization of functions that now are decentralized around the campus.

Refunds already are an enormously complicated issue -- consider the attached
federal definition of refunds that now applies to colleges and universities under the
Higher Education Act. Given the complexity of current federal policy in this area, I
strongly urge the tax writing committees to be careful in writing statutory language
in this area. The last thing the federal government or the colleges need is another
definition of refunds in federal law!

Possible Solution to Issue 3: Rather than trying specify the best way to deal
with a topic as detailed as refunds and reimbursements in statute, I suggest you
amend Section 6050 (b)(2)(C) of the House-passed bill to read as follows:

(C) Such information about payments for qualified expenses as the Secretary,
in consultation with the Secretary of Education, may prescribe through regulation.
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Such language will allow the Secretary of the Treasury to issue regulations as part of
the regulatory process in a way that protects the federal fiscal interest without
inadvertently creating an administrative or regulatory burden.

Issue 4. There is one policy issue related to the calculation of the credit that I
urge you to consider. The Senate bill would set the amount of the credit for students
in community colleges at 75 percent of up to $2,000, and for other students at 50
percent of up to $3,000. The House bill would establish the credit at 50 percent of up
to $3,000 for all students. The House provision is preferable simply because many
students enroll simultaneously in two-year and four-year colleges. The Department
of Education estimates that about 500,000 students currently are enrolled in both two-
year and four-year institutions. Determining the exact amount of the credit for these
students would prove challenging and require a separate set of regulatory provisions.

Possible Solution to Issue 4 Adopt the House provision or, preferably, the
administration’'s provision.

Obviously, the Hope tax credit will require colleges and universities to work
closely with the IRS to develop regulations. A great deal of information and
experience can be gained from the way federal student aid programs currently
operate. Presumably, the Treasury Department will, wherever possible, draw on
and be consistent with the regulatory requirements and provisions that currently
govern federal student aid. To help make this happen, I strongly encourage you to
minimize the specificity of the regulatory requirements in the statute and instead
include language that requires the Department of the Treasury to work closely with
the Department of Education to develop standardized reporting procedures that will
maintain the integrity of the program while minimizing the burden imposed on
students, parents, and institutions of higher education.
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Higher Education Act of 1965, As Amended: Section 484A(a)(2)(D) cont.--484B(c)(2)(A) 233

SEC. 484B. INSTITUTIONAL REFUNDS.

(a) REFUND POLICY REQUIRED.--Each institution of higher education partcipating ina
program under this title shall have in effect a fair and equitable refund policy under which the
institution refunds uneamed tuition. fees, room and board, and other charges to a student who
received grant or loan assistance under this title, or whose parent received a loan made under
section 428B on behalf of the student, if the student—

(1) does not register for the period of attendance for which the assistance was intended;
or

(2) withdraws or otherwise fails o complete the period of enrollment for which the
assistance was provided. :

(b) DETERMINATIONS.—The institution’s refund policy shall be considered to be fair and
equitable for purposes of this section if that policy provides for a refund in an amount of at
least the largest of the amounts provided under--

(1) the requirements of applicable State law;
(2) the specific refund requirements established by the institution’s natdonally recognized
accrediting agency and approved by the Secretary; or
(3) the pro rata refund calculation described in subsection (C), except that this paragraph
will not apply to the institution’s refund policy for any student whose date of withdrawal from
the institution Js after the 60 percent point (in time) in the period of enrollment for which the
student has been charged.
 (c) DEFINITIONS.--(1) As used in this section, the term ‘‘pro rata refund’” means a refund
by the institution to a student attending such institution for the first time of not less than that
portion of the tuition, fees. room and board, and other charges assessed the student by the
institution equal to the portion of the period of enrollment for which the student has been
charged that remains on the last day of atendance by the student, rounded downward 1o the
nearest 10 percent of that period, less any unpaid charges owed by the student for the period
of enrollment for which the student has been charged, and less a reasonable administrative fee
not to exceed the lesser of 5 percent of the tuition, fees, room and board, and other charges
assessed the student, or $100.
(2) For purposes of paragraph (1), *‘the portion of the period of enrollment for which the
student has been charged that remains’’, shall be determined-- '
(A) in the case of a program that is measured in credit hours, by dividing the total
number of weeks comprising the period of enrollment for which the student has been
charged into the number of weeks remaining in that period as of the last recorded day

of attendance by the student; |

(B) in the case of a program that is measured in clock hours, by dividing the tortal
number of clock hours comprising the period of cnrollment for which the student hayx
been charged into the number of clock hours remaining o be completed by the studeng
in that period as of the 1ast recorded day of aitendance by the student; and

(C) in the case of a correspondence program, by dividing the total mmber of lessons
comprising the period of enrollment for which the stdent has been charged into the
total number of such lessons not submitted by the student

(20 US.C. 1091b) Enacied July 23, 1992, P.L. 102-325, sec. 485(a), 106 Stad- 619: amonded December 20, 1993, P.L. 103-2u0y,
sec. 2(b)(26) and (27), 107 Sue 2477.
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ITP SUNY STONYBROOK

Institute for Theoretical Physics
State University of New York

Stony Brook, New York 11794-3840
Telephone: (516) 632-7980

Fax Number: (516) 632-7954

Chen.Yang@sunysb.edu

STONY BROOK  crennnavang

F 202 456 2223
July 21, 1997

Mr. Gene Sperling
Asst. to the President for
Economic Policy and _
Director of National Economic Council
washington, D. C.

Dear Sir,

Higher education is critical to the long-term heaith of American
technology and society. In times of increasingly light budgets, one of the
most cost-effective ways to support graduate study in many essential
disciplines is by allowing students to receive scholarships or waivers
covering their tuition costs, exempt from federal income tax liability.
Please act to maintain this exemption in the revised tax law, Not to do so
would either impoverish students whose net income would go down
sharply, or impoverish the institutions supplying the tuition support, or
most likely both. This would have disastrous consequences for the next
generation of researchers and teachers, and would cost the country far
more than could be collected in revenues from removing the tax exemption.

Thank you very much for taking such an interest in this issue.
Sincerely,
Chen Ning Yang
Director,

Albert Einstein Prof. of Physics
Nobel Laureate, 1957

dool
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ITP SUNY STONYBROOK

Institute for Theoretical Physics
~State University of New York

Stony Brook, New York 11794-3840
Telephone: (516) 632-7980

Fax Number: (516) 632-7954

" Chen.Yang@sunysb.edu

STONY B ROO K CHEN NING YANG

F202 456 2223
July 21, 1997

Mr. Robert Shireman
Senior Policy Advisor
National Economic Council
The White House
Washington, D. C. 20502

Dear Sir:

Higher education is critical to the long-term health of American
technology and society. In times of increasingly tight budgets, one of the
most cost-effective ways 1o support graduate study in many essential
disciplines is by allowing students 10 receive scholarships or waivers
covering their tuition costs, exempt from federal income tax liability.
Please act to maintain this exemption in the revised tax law. Not to do so
would either impoverish students whose net income would go down
sharply, or impoverish the institutions supplying the tuition support, or
most likely both. This would have disastrous consequences for the next
generation of researchers and teachers, and would cost the country far
more than could be collected in revenues from removing the tax exemption.

Thank you very much for taking such an interest in this issue.

Sincerely,

Oor Yy Py

Chen Ning Yang

Director,

Albert Einstein Prof. of Physics
Nobel Laureate, 1957

dool
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M. Beth Lyca
326 8. Wolfe Street
Baltimore, MD 21231-2538

via fucsimile: 2 puges W 456-2223
July 23, 1997

Mr. Robert Shireman

Senior Policy Advisor
National Economic Council
1600 Pennsylvania Ave., NW
Washington, DC 20502

Re:  Taxation of Education Loan Furgiveness Programs

Dear Mr. Shireman:

I write to urge that the Administration’s continue to focus on and support the budget
provision making nontaxablc the forgiveness of education loans pursuant to qualifying
employment. My understanding is that the administration’s provision is currently included in the
Senate bill but was omitted from the House version.

I believe that my case provides an example of the importance of this proposed policy. I
graduated from a well-known law school with many opportunities before me, most of thewmn
offering substantial remuneration. Because my law school had recently expanded its Loan
Repayment Assistance Program for alumni entering the non-profit sector to include assistance
with private loans, I decided to acceept a position as a Staff Attorney with the Lawyers
Committee for Human Rights, 8 non-profit, non-governmental organization that provides free
representation to indigent asylum scekers by recruiting and training volunteers from law firms in
Washington and New York. My first client was a woman who during a civil war in her home
country had been marched away from her four children to a rebel prison camp because her
husband worked for the previous government. Her husband was beheaded at the camp, and she
was subjected to months of rape and grotesque torture before she managed to flee the country.
With my help, she found permanent refuge in the United States and last year she was reunited
with her children after a six year separation. Last month her oldest son graduated early from John
F. Kennedy High School and received a full college scholarship. Today my client works very long
hours in a county government home caring for disabled children.

Through helping such people my job is highly rewarding, and I devote to it the same
passion and hard work as I would in any other setting. However, I could earn more as a secretary
in a private law firm, and my educational debt stands just above $100,000. Moreover, my husband
is a graduate student. The $15,000 per year my law school loans me to service my educational '
debt means the crucial difference between making it and being forced to take a private sector job.
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Robert Shireman
July 23, 1997

page two

From the beginning, the taxation of the law school’s forgiveness of these loans has been a point of
confusion. My law school’s position was that the forgiveness, which in my school’s program '
escalates throughout the five years of the program, was not taxable until the overall end of the :
program in year five. The IRS even assured me, in a verbal ruling, that the forgiveness should not
be taxable at all. However, when the Clinton Administration proposal came out, it became cleur
that such forgiveness was immediately taxable and my husband and I are now scrambling to save

the funds to pay roughly $2000 in back taxes for 1995 and 1996 and cannot see where we will get B

the roughly $3000 for 1997. My husband will not complete his Ph.D. for another year or so, and
we will probably have to go into debt in order to make ends meet, or else I may have to leave
behind my 150 clients to seek a higher pay in the for-profit sector. I believe my case demonstrates
that the provision currently being debated in conference committee would make possible a great
deal of good work at a very low cost to the government.

Finally, 1 want to emphasize that more than 50% of my sizeable debt is being serviced by
private companies such as the Pennsylvania Higher Education Association (Graduate Loan
Center) and P.L.A.T.O. Loans for Education. While most professional students borrow from
federal loan programs, it is repayment programs like my law school’s that enable more public-
interest minded students to risk taking out the private loans as well.

I am delighted that the Clinton Admininstration is interested in assisting pcoplc in my
position. I urge you not to allow the sacrifice of this sound policy initiative in conference.

Sincerely,

Dull

M. Beth Ly

cC: Bob Grenawalt, Office of Senstor Chafee
Barbara Riehle, Office of Senator Chafee
Barmak Nassirian, American Association of State Colleges and Universities
Jonathan Wharton, National Association of Graduate and Professional Students
Ivan Frishberg, USPIRG
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Mark S. Wrighton

Chancellor July 14, 1997

Gene B. Sperling

Executive Office of the President
1600 Pennsylvania Ave., N.W.
Washington, DC 20500

Dear Mr. Sperling:

Thank you for all of your work to ensure that higher education is a priority in the tax bill

currently being considered by Congress. Washington University strongly supports a higher education
tax package that includes the following provisions:

* aHope Tax Credit for the first two years of college,

* atax credit or deduction for life-long learning available for undergraduate and graduate
education,

* the permanent extension of employer-provided educational assistance (Section 127) for both
undergraduate and graduate education,

¢ reinstatement of an "above-the-line" tax deduction for student loan interest,

* tax-advantaged savings incentives, and

* elimination of the cap on tax-exempt bonds for private 501(c)(3) institutions.

We also believe that the final tax bill should pot include two provisions in the House-passed

bill. These provisions would impose new taxes on students, employees, and retirement benefits. We
ask that you:

* drop the House provision that would tax the tuition waivers of students and university employees
(Section 117(d)), and

¢ drop the House provision that removes TIAA-CREF’s loné-standing tax exempt status, which
would reduce earnings that otherwise would be credited as dividends to participants.

Washington University appreciates your leadership on these issues and your support of
higher education. '

Sincerely yours,

Wk Wi

Mark S. Wrighton
MSW:jm

Washington University
Campus Box 1192

One Brookings Drive

St. Louis, Missouri 63130-4899
(314) 935-5100

FAX: (314) 935-4744
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FAX: (219) 631-4183
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Page: 1 of 2
To: Robert Shireman
Senior Policy Advisor, National Economic Council
Fax: 202-456-2223
From: Dr. James L. Merz,
Vice President for Graduate Studies and Research

Comments:

If this fax is incomplete or if you have any questions regarding
it, please call (219) 631-6291. Thank you.
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PHONE 219-631-6291
GrabUATE STUDILS aND RESEARCH Ini1taNET GradSch.l@nd.cdu
312 Main Buirping Fax 219-631-0630

Vice PresipanTt

THE GRADUATE ScHoOOL

UnivERSITY OF NoTrr Damu
_]’uly 23, 1997 Nortaer Damet, INDraNa 468565602

Robert Shireman

Senior Policy Advisor, National Economic Council

The White House, Old Executive Office Building-Room 235
Washington, D.C. 20502

Dear Mr. Shireman,

I have recently become aware of legislation (HR 2014) introduced by Rep. Bill Archer,
Chair of the House Ways and Means Committee, that would do great harm to higher
education in this country. Archer's bill concerns taxing graduate students' tuition
remission, which would be financially ruinous for graduate students and graduate
programs everywhere. I represent graduate education at the University of Notre Dame, a
truly national university with a large and loyal alumni(ae).

Most graduate students already struggle to make ends meet financially. They live in sub-
standard housing, they have poor health-care insurance (if any); often their income
approaches the poverty level. They put up with these conditions because they recognize the
value of the degree for their future economic stability and for the personal career
satisfaction that usually follows. To add to their burdens by taxing their tuition remission
would be disastrous; it would in many cases at least double their tax burden, pushing them
beyond the limit that they might think represents an acceptable sacrifice. Yert these are the
academic, business, and industry leaders and visionaries of the next generation, trained by
a system of scholarly inquiry and creativity that is considered to be the finest in the world.

It is hard to think of any idea that would stand to do greater harm to graduate education,
and hence to the future well being of our nation, than this one.

I hope that you will continue to insist on legislation that is broad and supportive for higher
education in this country, as you have done in the past. In particular, [ respectfully ask that
you work to DEFEAT the proposed repeal of Section 115(d) of the Tax Code, "Qualified
Tuition Reductions”.

Sincerely yours,

(‘ ’ AMOL Z . %E/Z/
James L. Merz
Vice President for Graduate Studies & Research
208 Hurley Hall
The University of Notre Dame

Notre Dame, IN 46556
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BINGHAMTON

UNIVERSITY

PO Box 600C
Binghamton, New York 13902-6000
VICE PROVOST FOR GRADUATE STUDIES AND TEACHING 607-777-2070

July 23, 1997

Robert Shireman

Senior Policy Advisor

National Economic Council

The White House

Old Executive Office Building, Room 235
Washington, D.C. 20502

Dear Mr. Shireman:

I have read with great concern of the provision in the House Tax Bill to change Section
117(d), “Qualified Tuition Reductions.” As the head of graduate education at a highly
selective public university, I believe that the House proposal to tax tuition scholarships will
have significant negative impact on all of our enrolled graduate students. My request is
quite simple: I urge you to retain the current law provisions of Section 117(d).

On our campus, graduate students prepare for careers that are vital to the creation of new
knowledge in academic settings, industry, and public sector jobs. We offer graduate
education in engineering, education, nursing, management, and various fields in the arts
and sciences. We are sure that the changes in Section 117(d) proposed in the House will
make it far more difficult for all of our funded graduate students--the most outstanding
students on our campus--to afford to continue their education. We believe we will see a
drop in their numbers and increasing loan burdens carried by the very best of these
students.

I urge you to do all you can to save graduate education for our nation’s future by voting to
retain Section 117(d).

Sincerely,

Wiy Wit

Susan Strehle
Vice Provost for Graduate Studies and Teaching

SS:alh
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NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINlSTRATORS
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July 17, 1997

The Honorable Richard W. Riley
Secreiary oi Educadon

Room 6161, FB-10

Washington, D.C. 20202

Dear Secretary Riley:

First and foremost, let me take this opportunity to sincerely thank you for taking the time from your
busy schedule to serve as the keynote speaker for our annual conference in Philadelphia. You did an
outstanding job and the members present were delighted to hear your informative remarks.

Second, I want to thank you and the President for making the constructive changes you announced on
June 30 to the Administration’s higher education tax cut proposal. It is a much stronger and more
balanced package with the changes you have made.

Third, in our meeting on July 15, I told you we would certainly support the 20% Tax Credit proposal.
Enclosed is a copy of the letter we have forwarded to all House and Senate conferees. In addition, we
have distributed the letter you sent to college presidents to all of our members, along with copies of
our own letter to the tax committees, and have encouraged them to express their views on these
matters to their elected representatives and senators. '

Finally, I have also enclosed a separate letter which we have sent to the Hill outlining the major
problems associated with the HOPE Scholarship reporting requirements included in Section 6050S of
HR-2014. The current requirements are not workable and need to be changed. If they are not modified,
I fear that the HOPE Scholarship will be viewed by the public and institutions as simply an
administrative nightmare rather than as a constructive middle-income family educational tax break. I
fully appreciate the need for accountability that Treasury seeks, but there are better ways to provide
this assistance without adding unnecessarily to reporting burden.

We look forward to working with you in successfully implementing all of the tax measures when they
are enacted. Meanwhile, thank you for your leadership and support. If I can assist you further, please

let me know.

Sincerely,

Dallas Martin
President

NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS
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July 16, 1997 Same letter sent to all Tax Conferees

The Honorable William V. Roth
United States Senate

219 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Roth:

Earlier this week, the members of the National Association of Student Financial Aid Administrators and other
higher education associations joined in a letter submitted to you by the President of the American Council on

Education (ACE), Stanley O. Ikenberry. This letter outlined the primary elements and provisions that all of us
believe should be included in the final version of the Revenue Reconciliation Act of 1997.

In reviewing the House and Senate versions of this historic legislation, we have observed that one critical element
needs to be added to the final bill in order to insure that all working middle income Americans and their families
are truly provided a tax credit that will enable them throughout their lifetime to acquire the necessary knowledge
and job skills to be a part of our nation’s productive workforce. Clearly, it is our view that the best way to
establish a foundation for all of our citizens to promote this kind of needed and necessary lifelong learning, is to
include the 20% Tuition Tax Credit provision, proposed by President Clinton. as a part of this otherwise
comprehensive set of educational tax provisions.

The best thing about the 20% Tuition Tax Credit proposal is that it provides a solid foundation which helps all
students meet educational expenses, regardless if they are part-time or full-time, an undergraduate or a graduate
student, or of traditional college age or an older adult student.

The 20% Tuition Tax Credit compliments all of the other educational tax proposals contained in the House and
Senate bills and it is a far hetter, and fairer means of promoting lifelong learning than the President's original

$10,000 tuition deduction proposal, which was a part of the original bipartisan tax negotiation agreement endorsed
by the congressional leadership and the administration.

When this provision is included in the final bill with the other tax provisions outlined in the ACE letter, America
will finally have a tax code that operates in concert with the existing federal need-based student assistance

programs, to insure that all deserving Americans can pursue a postsecondary education. Therefore, we strongly
encourage you to include the 20% Tuition Tax Credit in the final bill.

Again, thank you for your bipartisan support and for making education a top priority of the 105th Congress.

Sincerely,
Dallas Martin
President

NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS
1920 L STREET N.W. SUITE 200 WASHINGTON, D.C. 20036-5020 TELEPHONE: 202-785-0453 FAX: 202-785-1487
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July 16, 1997 Same letter sent to Rep. Bill Archer, Sen. Daniel Patrick

Moynihan, and Rep. Charles B. Rangel
The Honorable William V. Roth

United States Senate
219 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Roth:

The members of the National Association of Student Financial Aid Administrators (NASFAA) are very
appreciative of the array of educational tax provisions being considered as part of the Revenue
Reconciliation Act of 1997. When enacted, these provision will assist thousands of working middle-
income families to meet postsecondary educational expenses.

Given the significance of these provisions and the large number of tax filers that will be affected, it is
very important that all of us work together to develop responsible reporting procedures to insure
adequate safeguards within the system. At the same time, I am certain you would agree, we want to

develop a reporting system that does not impose unnecessary and costly paperwork and reporting
burdens on students, families, or institutions.

Therefore, we have carefully reviewed the reporting requirements listed in Section 6050S of HR 2014
governing the HOPE Scholarship Tax Credit. I regret to inform you that, as currently written, colleges
and universities would not be able to comply with the requirements.

For example, the requirements would expect the institution to report the name, address, and taxpayer
identification number (TIN) of the individual who attended the institution as well as the name. address

and TIN of any other individual who might claim the student as a dependent for the purpose of filing
for the HOPE Scholarship tax credit.

First of all, institutions do not maintain or collect social security numbers of a student’s parents,
stepparents, or spouse. In most cases, they also do not maintain a current listing of the student’s
parents’, stepparents’, or spouse’s legal names and current addresses. The fact is, institutions do not
need this type of data, so they do not collect it. In addition. most taxpayers are very reluctant to reveal
their social security numbers to any third party--for security reasons--and family circumstances, marital
status. and addresses are constantly changing. The ability of any institution to maintain and provide
this kind of accurate data to the student or the IRS is simply not possible. nor is it necessary. The

level of required 1axpayer data is unreasonable and should be eliminated from the reporting
procedures.

If the taxpayer listed the social security number of the qualifying student as part of claiming the HOPE
Scholarship tax credit, the IRS could then run data base matches based on that number. Since
taxpayers are already required to list the social security number for any dependent they claim, this

NATION AL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS
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The Honorable Wilham V. Roth
July 16, 1997
Page Two

approach would relieve parents, stepparents, spouses, or others from the requirement to share
confidential data with an institution, and it would relieve all parties of the expenses and burdens
associated with collecting, maintaining, and reporting such data.

In addition to the problems previously cited, we also are concerned about the ability of institutions to
aggregate the amount of reimbursements or refunds which are paid to an individual over the course of
a calendar year, particularly when the payments often come from many different sources. Further,
institutions operate their student aid programs on an award year cycle that runs from July 1 to June 30
and keep records on that basis. Thus, developing a way to report payments for qualified tition and
related expenses for each student on a calendar year basis will require all institutions to completely
revamp their current reporting svstems.

This level of detailed reporting is unprecedented and not required for other allowable credits or
deductions that are part of the tax code. In fact, other credits are self-reported by taxpayers, who know
that if audited, they will have to document the credit. This type of approach works for other parts of
the tax code, and it should work for the HOPE Tax Credit as well.

Therefore, the members of NASFAA strongly urge you and your colleagues to delete the specificity
contained in Section 6050S and simply require the Departments of Treasury and Education to work
with representatives of the higher education community to develop standardized reporting procedures,
that will maintain the integrity of the programs while not imposing unreasonable reporting
requirements on all parties.

Again, we thank you for your leadership and support in making postsecondary education more
affordable for American students and their families.

Sincerely.

Dallas Martin
President

cc: Secretary Richard W. Riley
Secretary Robert E. Rubin
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July 16, 1997 Same letter sent to Rep. Bill Archer, Sen. Daniel Patrick

_ _ Moynihan, and Rep. Charles B. Rangel
The Honorable William V. Roth

United States Senate
219 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Roth:

The members of the National Association of Student Financial Aid Administrators (NASFAA) are very
appreciative of the array of educational tax provisions being considered as part of the Revenue
Reconciliation Act of 1997. When enacted, these provision will assist thousands of working middle-
income families to meet postsecondary educational expenses.

Given the significance of these provisions and the large number of tax filers that will be affected, it is
very important that all of us work together to develop responsible reporting procedures to insure
adequate safeguards within the system. At the same time, I am certain you would agree, we want to

develop a reporting system that does not impose unnecessary and costly paperwork and reporting
burdens on students, families, or institutions.

Therefore, we have carefully reviewed the reporting requirements listed in Section 6050S of HR 2014
governing the HOPE Scholarship Tax Credit. ] regret to inform you that, as currently written, colleges
and universities would not be able to comply with the requirements.

For example, the requirements would expect the institution to report the name, address, and taxpayer
identification number (TIN) of the individual who attended the institution as well as the name, address

and TIN of any other individual who might claim the student as a dependent for the purpose of filing
for the HOPE Scholarship tax credit.

First of all, institutions do not maintain or collect social security numbers of a student’s parents,
stepparents, or spouse. In most cases, they also do not maintain a current listing of the student’s
parents’, stepparents’, or spouse’s legal names and current addresses. The fact is, institutions do not
need this type of data, so they do not collect it. In addition, most taxpayers are very reluctant to reveal
their social security numbers to any third party--for security reasons--and family circumstances, marital
status, and addresses are constantly changing. The ability of any institution to maintain and provide
this kind of accurate data to the student or the IRS is simply not possible. nor is it necessary. The

level of required taxpayer data is unreasonable and should be eliminated from the reporting
procedures.

If the taxpayer listed the social security number of the .qualifying student as pan. of claiming the HOPE
Scholarship tax credit, the IRS could then run data base matches based on that number. Since
taxpayers are already required to list the social security number for any dependent they claim, this

NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS




The Honorable Wilham V. Roth
July 16, 1997
Page Two

approach would relieve parents, stepparents, spouses, or others from the requirement to share
confidential data with an institution, and it would relieve all parties of the expenses and burdens
associated with collecting, maintaining, and reporting such data.

In addition to the problems previously cited, we also are concerned about the ability of institutions to
aggregate the amount of reimbursements or refunds which are paid to an individual over the course of
a calendar year, particularly when the payments often come from many different sources. Further,
institutions operate their student aid programs on an award year cycle that runs from July 1 to June 30
and keep records on that basis. Thus, developing a way to report payments for qualified tuition and
related expenses for each student on a calendar year basis will require all institutions to completely
revamp their current reporting systems.

This level of detailed reporting is unprecedented and not required for other allowable credits or
deductions that are part of the tax code. In fact, other credits are self-reported by taxpayers, who know
that if audited, they will have to document the credit. This type of approach works for other parts of
the tax code, and it should work for the HOPE Tax Credit as well.

Therefore, the members of NASFAA strongly urge you and your colleagues to delete the specificity
contained in Section 6050S and simply require the Departments of Treasury and Education to work
with representatives of the higher education community to develop standardized reporting procedures,
that will maintain the integrity of the programs while not imposing unreasonable reporting
requirements on all parties.

Again, we thank you for your leadership and support in making postsecondary education more
affordable for American students and their families.

Sincerely,

Dallas Martin
President

cc: Secretary Richard W. Riley
Secretary Robert E. Rubin
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Comparison of Selected Higher Education Tax Proposals

Clinton House-Passed Senate-Passed Rangel Daschle
Adniinistration Bill Bill Alternative Alternative
HOPE ¢ax credit $1,500 tax credit; 100% 50% tax credit on up to For community colleges | Phases in a §1,500 (ax Phases it a $1,500 tax

(For first two years of
college only. None of
the proposals have a B-
average requirement or a
Pell offset)

credit on first $1,000 of
tuilion and fees, and 50%
credit on the next $1,000,
beginning in 1998. After
2002, 100% credit on
first $1,500 and 50%
credit on next $1,000.

$3,000 of tuition, fees,
and books for the first
two years of college,
begiuning in 1998.

& technical schools: 75%
tax credit on up to $2,000
of tuition, fees, & books.

For other colleges: 50%

tax credit on up (o $3,000
of tuition. Both begin in

1998.

_credit: 100% credil on

the ficst $1,500 of tuition
and tees.

credit; 100% credit on
the first $1,000 of tuition
and fees and 50% credit
on additional tuition and
fees up to the maximutn.

1 Nce

A1Nd3d 40 301440 WdS®:28 /26«

Life-long learning Phases in a 20% credit None None Phases in a 20% credit Phases in a 20% credit

tuition tax credit on up to $10,000 of on up to $10,000 of on up to $10,000 of
tition for life-long tuition for life-long tuition for life-long
fearning. (maximum of learning. (maximum of learning. (maximum of
$5000 of tuition in 1998- $4,000 of tuition in $4,000 of tuition in
2000; $10,000 after 1997-1999; $5,000 in 1997-1999; $7,500 in ﬁ
2000) 2000, §7,500 in 2001, 2000; $10,000 after

$10,000 after 2001) 2000)

Total for HOPE and $35 billion $22 billion $20 billion $37 billion $33 billion

life-long learning tax

credits:

Total for all education: | $45 billion $31 billion $33 billion $42 billion $41 billion

Employer-provided Permanent extension for | Extended only 6 months | Permanent extension for | Permanent extension for | Permanent extension for

education assistance undergraduales & & only for undergraduates & undergraduates & undergraduates &

(Section 127) graduates undergraduales graduates graduates graduates

Student loan interest Restores interest None Restores interest None Restores interest

deduction deduction (anaual $2,500 deduction (annual §2,500 deduction (annual $2,500
above-lhe-line) above-the-line) above-the-line)

[~y
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Clinton Administration

House-Passed Bill

Senate-Passed Bill

Rangel Alternative

Daschle Alternative

FEducation Savings

IRA
withdrawals

Penalty-free IRA
withdrawals for post-
secondary tuition and fees

Penalty-free IRA
withdrawals for post-
secondary tuition, fees,
books, room and board

Penally-free IRA
withdrawals for post-
secondary tuition, fees,
books, room and board

None

None??

T NC

;)‘6(

Kidsave
Accounts

Oplion of putting $500
child tax credit plus up to
an additional $500 in a
Kidsave account for
children to age 16 (18 in
2003) (credit phased in).
Tax-free withdrawals for
higher education.

None

To receive $500 child tax
credit for children ages 13
to 16 (17 in 2003), parents
mus( deposit il into an
education IRA or prepaid
tuition plan (optional for
children under 13).

None

Parents receive $500 child
credit instead of $350
child credit if put in an
IRA for children to age 12
(17 in 2003) (credit phased
in). Penalty-free
withdrawals for higher
education. -

Qualified Tuition
Prograros and
Education
Investment
Accounts

Maintains current law
(permits qualified state

twition programs to allow

tax-deferred
accumulation)

Establishes education
investment accounts and
expands qualified tuition
programs. Deduction of
up to $10,000 of QTP/EIA
interest a year for
undergraduate education.
No income limits.

Establishes education
investment accounts and
expands qualified tuition
programs. Education
accounts can be used for
K-12 education as well
after the year 2000,

No income limits.

None

Allows tax-free
distributions from
qualified state tuition
programs in years that
sludent is nol receiving

HOPE tax credit

5938 AINA3d 40 3DI 440 Wd9@d:21@

Tax-free student loan

Allowed for thase engaged

Allowed for those engaged

Altowed for loans

2Allowed for those

7Allowed lor those

forgiveness in community service and | in community service and | lorgiven by tax-exempt engaged in community engaged in community
under income-contingent under income-contingent organizations service and under income- | service and under income-
loan repayment loan repayment ' contingent loan repayment contingent loan repayment
- '. - ! .
Tax incentives for K-12 Tax credits for schools in None None-- Allow local governments Fixed amount of tax

school construction and
renovation

distressed urban and rural
areas. Fixed amount of
credits allocated to States
for eligible schools

$36 million over 5 years-
expansion of small issuer
arbitrage rebate exception

(o issue up to $10 billion a
year in interest-free bonds
for schools in distressed
urban and rural areas

credits allocaled to States
for eligible schools.

Tax incentives for Tax credit for below-cost Enhanced lax deduction None? None Enhanced tax deduction
computer donations fo new computer sales to for vsed computer for used computer

K-12 schools schools donations to schools donalions

Cap on tax-exempt Repeals $150 million cap Raises cap to $200 million | Repeals $150 miltion cap | No change Repeals $150 million cap

bonds for colleges
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America's HOPE Scholarship Proposal

Hope and Opportunity for Postsecondary Education
(HOPE)

Updates and General Information

= Fact Sheet on Higher Education Tax Cuts
. A Comparison: Higher Education Tax Cuts
A State-by-State Apalyses of Bepgfits

1 Greater Bepefits for Mote Families

Recent Announcements and News Releases

ate-By-Srate Analvsis.on Fducation Impact of Tax Cut Proposal--July
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.- Vice President Gore Hlighlights Administation Tux Cuts That Help Maore Students Atford Higher
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CUPA/NAICU Survey on Tuition Remission Benefits

General Background on Survey:

Atthe 614 respondent institutions, more than 418,000 faculry and staff arc eligible for tuition remission
benefits (coversd under section 117(d) of the tax code)., Over 50 institutions provide the benefit but
could 0ot provide spesific data on the number of eligible employees. The actual number of eligible
‘employees is most likely approaching 500,000 at the respondent institutions.

These data reflect the actual avallebility and usage of section 117 benefits at more than 600 institutions by
spproximately 500,000 college and university employees. The responcents reflect e renge of ingtitutional
types, including (by Carnegie classification): 44 Research Universities, 54 Doctoral Universities, 171
Comprehensive Colleges and Universities, 208 Baccalaureate Colleges, and 114 Associate of Arts
Colleges. 205 respondents were from public institutions, 221 were from private religious institutions, and
188 were from private institutions. All 50 states were represented in the survey.

Eligibility and Participation Rates: The following teble lists the percentage of responding institutions
that offer tuition remission benefits, and the eligible population within saclr employee category that
participates in a section 117(d) program:

Category Percent of Institutions Reporting that Percent of Employees
Employecs are Eligible for Benefit Utilizing Benefit

Full-time Faculty 88.2% 16.9%
Part-time Faculty 37.3% 9.7%
Executiva/Admin/Manag 89.3% 14.3%
eriel
Otber Prof 87.0% 12.7%

1 (support/service)
Tech and 85.1% 18.6%
paraprofessional
Clerical and Secretarial 88.3% 23.6%
Skilled Crefts 81.9% . 12.1%
Service/Maintenance 86.5% 12.8%

. Over 85 percent of the respondent institutions offer section 117(3) benefits to their employees at

zll levels within the instirution including technicel, clericel, skilled craft and service/maintenancs
employees. In all categories, approximetely 75 percent of the respondent institutions offer these
benefits o the spouse and/or dependents of these employees.

. According to the Nationel Center for Education Statisties, U.S. Department of Education, 50
percent of all full-time students receiving tuition waivers report family income of less than
$30,000. (NPSAS: 93)

Cr
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UNITED STATES DEPARTMENT OF EDUCATION
THE SECRETARY

July 1997

Dear College President:

I am writing to inform you of President Clinton’s tax cut proposal which he unveiled on Monday,
( June 30. As the President’s proposals were being considered over the past six months, you and
your colleagues made suggestions for improvement, and the President responded with changes
that have made his plan stronger and more progressive: the tax credit is no longer offset by Pell
Grants; the grade requirement was replaced with “satisfactory academic progress.” making it
: )f( consistent with the Federal student 8id programs; and now the deduction has been shifled to 3
more progressive 20 percent tax credit. With your help, we have a solid plan that offers
opportunity in the rapidly changing economy by helping people improve their education and
L upgrade their skills throughout their lives.

In the next few weeks, Cangress will consider three versions of tax cuts. The President’s
proposal provides two-thirds of the tax cuts to the middle sixty percent of families —~ more than
twice the share thar the House and Senate plans provide for these families. [f we act now, we can
secure these important tax cuts for working families.

For higher education, the difference is clear. The President’s plan will provide help to seven
million more students in 1998 than the House and Senate passed plans because the President's
plan is the only one on the table that offers tax relief for families paying tuition out-of-pocket for:

. Juniors and seniors
. Part-time students seeking to improve or acquire job skills
. Graduate students

The President’s proposal helps these students by providing a 20 percent tuition credit on expenses
up to $5,000 initially and $10,000 beginning in 2001. At a time when older workers need 10
improve their education and upgrade their skills, it is critical that the education tax cuts promote
lifelong learning.

The President's proposal makes the 13th and 14th years of education -- the first two years of
college — universally available by providing a modified two-year $1,500 HOPE Scholarship. First
and second-year students would receive 8 100% credit for the first $1,000 of wition and fees plus
50% of the next $1,000. A student going to a typical community college with tuition of $1,200
would receive a $1,100 credit under the President's proposal. After 2002, the 1ax credit would
inerease to $2,000: 100% of the first $1,500 and 50% of the next $1,000.

President Clinton's tax plan incorporates other higher education provisions that have broad-based
bipartisan support, including: a permanent extension of the tax preference for employer-provided

@00 INDEPEXDENCE AVE.. 8.W. WASIHINGTON, D.C. 202030100
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undergraduate and graduate education; s student loan interest deduction; and tax exclusion for
community service and income-contingent loan forgiveness. The President’s proposal does ot
" however, phass-out subsection 117(d) which curreniy allows the exclusion of qualified tuition

reduction plans from income, nor does it terminste TIAA-CREF's federal income-tax exempt
status.

Upon releasing his proposal, the President said, “Education is how we will meet the challenges of
the 215t century, and the core of our tax cut must be to help families pay for education. The tax
cuts can do for our children what the G.1. Bill did for Americans a generstion 2g0.” We

appreciate your interest in and support of the President’s proposal to make college more
affordsble.

Yours sincerely,
\

Richard W. Riley %



President Clinton’s Higher Education Tax Cut Proposal
A Fact Sheet

HOPE Scholarship. A maximum $1,500 credit for the first two years of postsecondary education. Students
attending on at least a half-time basis would receive a 100% credit for the first $1,000 of tuition and required
fees and a 50% credit for up to the next $1,000. For example, a student attending a community college with
tuition costs of $1,400 would receive a $1,200 HOPE Scholarship. Scholarships would be phased out for
joint filers with income between $80,000 and $100,000, and for single filers with income between $50,000
and $70,000. After 2002, the HOPE Scholarship increases to a 100% credit for the first $1,500 and a 50%
credit for the next $1,000 of tuition and required fees.

' 20% Tuition Tax Credit. Undergraduates beyond their first two years, graduate students, plus working
people going to school part-time to-improve or acquire job skills, would benefit from a 20% tax credit on the
first $5,000 of tuition and required fees through the year 2000 and after 2000 a 20% tax credit on the first
$10,000 of tuition and required fees. The credit would be phased out at the same income levels as HOPE.

Education and Retirement Savings Accounts. Allows penalty-free IRA withdrawals for undergraduate,
post-secondary vocational, and graduate education expenses. Additionally, taxpayers eligible for the child
tax credit are given the opportunity to deposit their child tax credit plus an additional $500, in a Kidsave
Account for the child’s education, first-time home purchase or the taxpayer’s retirement. Earnings would
accumulate tax-free in the Kidsave Account and no taxes would be due upon withdrawal for an approved

purpose.

Employer-Provided Education Benefifs. Extends permanently Section 127 of the tax code, which allows
people to exclude $5,250 of employer-provided education benefits from their taxable income. Eligibility
for graduate education benefits would be reinstated retroactively back to June 30, 1996, with both
undergraduate and graduate education eligible in the future. Additionally, a 10% employer credit for small
business training is included. This credit would apply to payments made to third parties to cover expenses
of education for employees under employer-provided education assistance programs. The credit would be
available to employers with average annual gross receipts of $10 million or less for the prior three years.

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

Community Service Loan Forgiveness. In most circumstances, a loan that is forgiven is considered income
and is therefore taxable. To encourage programs that offer loan forgiveness to borrowers who take lower-
paying, community-service jobs, loan amounts forgiven through programs run by nonprofit tax-exempt
charitable or educational institutions, and loans forgiven under the Direct Loan Program’s income-
contingent repayment program, would be excluded from income. Currently, the exclusion generally covers
only certain forgiveness arrangements between students and govérnment entities.

Repeal Cap on Tax Exempt Bond Issuance by Colleges and Universities. Repeals the $150 million bond
cap that affects private higher education institutions and certain other charitable institutions. The repeal
would apply to tax-exempt bonds issued by these institutions to finance new capital expenditures.



A Comparison: Higher Education Tax Cuts

HOPE Scholarship and

Tuition Tax Credit President House Senate
Students in their first two | 100% tax credit on the first | 50% tax credit on up to 75% tax credit on up to
years of college, $1,000 of tuition and $3,000 on tuition, required $2,000 for community
attending at least half- required fees, 50% on next | fees, books, and supplies. colleges; 50% tax credit
time $1,000. After 2002, a on up to $3,000 for

100% credit on first $1,500
and 50% on the next

other institutions for
tuition, required fees,

$1,000. books, and supplies.
Students beyond the first | 20% tax credit on up to None None
two years, enrolled at $5,000 in 1998 and up to
least half-time $10,000 starting in 2001.
Graduate students 20% tax credit on up to None None
$5,000; up to $10,000
starting in 2001.
Part-time (less than half- | 20% tax credit on up to None None
time) students seeking to | $5,000; up to $10,000
acquire or improve job starting in 2001.
skills
5-year revenue cost: $35 billion $22 billion $20 billion

Estimated number of

" 12.6 million’

5.6 million

5.6 million

beneficiaries in 1999

Other provisions

Administration

House

Senate

Employer-provided
education assistance
(Section 127)

Permanent extension for
graduate and
undergraduate courses.
10% Small Business
Credit.

Six month extension, only
for undergraduates.

Permanent extension for
graduate and
undergraduate courses.

Student loan interest
deduction

Up to $2,500 may be
deducted each year for five
years of repayment.

None

Up to $2,500 may be
deducted each year for
five years of repayment.




Other provisions

Administration

House

Senate

Savings incentives

Penalty-free IRA
withdrawals for higher
education.

Optional Kidsave
education accounts.
Maximum per-child
contribution of child credit
plus $500 each year.
Earnings free from tax if
used for various purposes
including child’s
postsecondary tuition and
fees.

Penalty-free IRA
withdrawals for higher
education.

Education investment
accounts and new qualified
tuition programs. Maximum
per-child contribution $5,000
each year, $50,00 total.
Earnings used for higher
education not taxed (subject
to limits).

Penalty-free IRA
withdrawals for higher
education.

Requires contributions
to Educational IRAs or
qualified tuition plans
for parents to obtain the
child credit for children
13 and over.

Education IRAs and
expanded qualified
tuition programs; tax-
free distributions for
educational expenses.
Maximum per-child
contribution $2,000 plus
child credit each year
(no limits on State-
sponsored plans).




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

While providing the greatest help in the first two years, the Administration’s plan has always gone much farther,
granting a substantial tax cut for virtually any investment in postsecondary education or training. Unlike the
Congressional plans, the President’s tax credits cover more types and ages of postsecondary students, including:
« part-time students (less than half-time) seeking to improve or acquire job skills;
« students beyond their first two years of undergraduate study;
« graduate students.
Although the Administration, House and Senate plans all provide modest assistance for students who borrow or

families who have special education savings accounts, for many situations that families find themselves in, the
House and Senate plans provide little or no help. Consider the following:
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Two kids in college: Married couple,
$60,000 income, with two kids in college: $2,500 $1,100 $1,500
one at a community college with $2,000 ($3,500 after
tuition and $200 books, the other a junior at year 2000)
a private college with $10,000 tuition.
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Returning to school less than half-time: :
Family with $30,000 income, one parent $400 $0 $0
going to a public four-year college part-time
to change careers ($2,000 tuition and fees)
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Returning to school full-time to become a
teacher: Homemaker, family income of .
$70,000, attending graduate teacher training $700 $0 $0
program at public university after being out
of college for 20 years ($3,500 tuition).

Graduatestude 1 Smglegraduate student | .. R I
with‘:-_$15,000s,ificqme@ajndkcﬁitibn"of-“‘--'---- e $1,000 |

$15,000. -




07/17/97 THU 09:25 FAX 202 408 8184 AAU
_ @ool

—_——— ——— T

X - Association of
@ American Universities
N

voice: 202-408-7500 fax: 202-408-8184

1200 New York Avenue, NW ¢ Suite 550 * Washington, DC * 20005

to: Bob Shireman
National Economic Council

from: Cornelius ). Pings
subject:  Letter to Secretary Riley

date: July 17,1997




07/17/97 THU 09:25 FAX 202 408 8184 AAU @oo2
184 _  AaU 2100

e ——————— T T —_

A

A Association of American Universities

U

" President

July 16, 1997

Honorable Richard W. Riley
Secretary of Education

600 Independence Avenue, SwW
Washington, D.C. 20202

Dear Mr. Secretary:

Thank you for meeting with me and my association colleagues on Tuesday morning. |
agree with you that as part of a tax package including other provisions we have discussed with
you, the lifelong learning credit proposed by the Administration would be very beneficial to
students, especially those pursuing graduate and professional programs and other opportunities
to upgrade skills that will be increasingly important to a competitive workforce. In this regard, |
wanted to make sure you saw my letter to the editor published in Monday’s USA Today, which
is quite complimentary to the Administration’s proposal.

| am also enclosing a copy of my alert today to the 62 AAU presidents and chancellors.
As you will see, the memo emphasizes the importance of the lifelong learning credit. Also, we
are very concerned about the House proposal phasing out Section 117(d) for both graduate
students and university employees. While we are pleased with reports that conferees now
recognize the harmful impact this provision would have on graduate students, imposing a tax
on tuition benefits for university employees would also sharply reduce the educational
opportunities now available to these employees and their families. Assistance from the
Administration on this issue will be critical to a fayorable outcome. A fact sheet enclosed with
my memo provides additional information.

We are grateful for the leadership that you and the President have shown on this
landmark piece of legislation, and we appreciate the opportunity to work with you to expand
educational opportunity for the nation’s students.

Sincerely,

Yol g

Cornelius J. Pings
President

CJP/GLL/rdk

Enclosures

A N Arncks Aermeenre NW & Snitas 5501 ¢ Washington, DC ¢ 200035 « 202/408-7500 * FAX 202/408-8184
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AAU MEMORANDUM

THE ASSOCIATION OF AMERICAN UNIVERSITIES

1200 NEW YORK AVENUE NW, SUITE 530, WASHINGTON, D.C. 20005
Phone: 202-408-7500 Fax: 202-408-818¢
WWW site: www.bulane.edu/~gau

-

July 16, 1997

To: AAU Presidents and Chancellors

URGENT - Action Required

From:  Cornelius }. Pings Within 48 Hours

Subject: Upcoming Conference Deliberations on Tax Bill

| am writing to encourage you to contact all conferees on the tax bill within the next 48
hours.

Two weeks ago, | sent you a memo urging you to contact your members of the House and
Senate in support of these six items we hope to see in a final tax bill:

e a Hope Tax Credit for the first two years of college (in the House, Senate, and
Clinton plans)

e  an additional tax credit for lifelong learning available for undergraduate and graduate
education (in the Clinton plan only)

e meaningful savings incentives (in the House, Senate, and Clinton plans)

e  permanent extension of Section 127 for employer-provided educational assistance
for both undergraduate and graduate education (in the Senate and Clinton plans)

o reinstatement of an “3bove-the-line” tax deduction for student loan interest (in the
Senate and Clinton plans)

«  elimination of the tax-exempt bond cap for facilities at private, 501(c)(3) institutions
(in the Senate and Clinton plans).

We also believe that the final tax bill should not include two provisions in the House-
passed bill that would impose new taxes on students, employees, and educational retirement
plans:

e  drop House provision phasing out Section 117 (d), which taxes tuition waivers used by
RAs and TAs and college employees

«  drop House provision that removes TIAA-CREF’s tax-exempt status, which will have
the effect of lowering the value of pensions held by TIAA-CREF.

Many of you did contact your congressional delegations and sent me copies of your
correspondence. Thank you for your cooperation.

@oo3




07/17/97 THU 09:25 FAX 202 108 8184 -
T/LT/ST THU 09:23 FAY 202 108 SIS _ Aa @oo4

2

As you know, House and Senate conferees are meeting this week to wrap up the final
agreement. Itis possible these negotiations will conclude in the next few days. Therefore, it 15
urgent that as many AAU Presidents and Chancellors as possible contact all conferees on the
tax bill—whether or not they represent your state—by telephone, fax or overnight mail. A list of
tax conferees is included with this memo. We need to reemphasize our support for the six
components we support and our strong opposition to the phase-out of tuition reduction
benefits and the imposition of tax on TIAA-CREF benefits. | also encourage you 10 continue
your communications with your own members of the House and Senate, since they may also
have access to the conferees.

| particularly want to note that President Clinton’s plan is the only one that includes a tax
credit for “lifelong learning,” providing tax benefits beyond the first two years of college. The
Administration recognizes that it is seeking to accomplish a difficult objective by asking House
and Senate conferees to include in the final agreement a provision that is not included in
either the House or the Senate bill. However, | believe that for AAU institutions, which
emphasize the importance of graduate education and lifelong learning, this Administration
proposal is especially beneficial and is an important component of the package we are
advocating.

Finally, concerning Section 117 tuition reduction benefits, there is great concern that
conferees may agree to a compromise to protect graduate research assistants and teaching
assistants but impose a tax on tuition benefits received by employees. | enclose a fact sheet to
assist you in making the case on behalf of these benefits.

| am also enclosing a letter being sent today by the six presidential higher education
associations to the conferees, and a letter to the editor published in USA Today on Monday.

cc: Council on Federal Relations
CJP/GLL/rdk

Attachments
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Tax Bill Conferees:

Chairman William V. Roth, Jr. (R-DE)
SH-104, Washington, D.C. 20510
Phone: (202) 224-4515

Fax: {202) 228-0354

Senate Majority Leader Trent Lot (R-MS)
SR-487, Washington, D.C. 20510
Phone: (202) 224-6253

Fax: (202) 224-2262

Senator Daniel P. Moynihan (D-NY)
SR-464, Washington, D.C. 20510
Phone: (202) 224-4451

Fax: (202) 228-0406

_AAU
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Chairman John R. Kasich (R-OH)

1111 LHOB, Washington, D.C. 20515
Phone: (202) 225-5355

No Public Fax

Chairman Bill Archer (R-TX)

1236 LHOB, Washington, D.C. 20515
Phone: (202) 225-2571

Fax: (202) 225-4381

House Majority Leader Richard K. Armey (R-TX}
301 CHOB, Washington, D.C. 20515

Phone: (202) 225-7772

No Public Fax

House Majority Whip Tom Delay (R-TX)
341 CHOB, Washington, D.C. 20515
Phone: (202) 225-5951

Fax: (202) 225-5241

Rep. Philip Crane (R-IL)

233 CHOB, Washington, D.C. 20515
Phone: (202) 225-3711

Fax: (202) 225-7830

Rep. William Thomas (R-CA)

2208 RHOB, Washington, D.C. 20515
Phone: (202) 225-2915

Fax: (202) 225-8798

Rep. Charles Rangel (D-NY)

2354 RHOB, Washington, D.C. 20515
Phone: (202) 225-4365

Fax: (202) 225-0816

Rep. Pete Stark (D-CA)

239 CHOB, Washington, D.C. 20515
Phone: (202) 225-5065

Fax: (202) 226-3805

Rep. Robert T. Matsui (D-CA)

2308 RHOB, Washington, D.C. 20515
Phone: (202) 225-7163

Fax: (202) 225-0566
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CONGRESS SHOULD RETAIN CURRENT TAX TREATMENT OF
TUITION REMISSIONS

The Budget Reconciliation Act, H.R. 2014, as passed by the House would phase out
Internal Revenue Code section 117(d), providing tax-free treatment of tuition remissions
for college, university, and private school employees and, in limited circumstances,
graduate students performing teaching and research services. The Senate version of HR.
9014 does not make any changes to section 117(d). While the initial House offer in
conference proposes to recede with respect to graduate studeats, the broader issue
of phasing out section 117(d) for employees remains a conference issue.

Arguments against eliminating current tax treatment of tuition
remissions:

¢ Retaining this long-standing section of the Code is consistent with the legislative
intent of the new educational provisions promoting education, because 1t encourages
Americans who might not otherwise be able to afford a higher education to obtain a
college or graduate degree.

e A broad cross-section of employees benefit from section 117(d). Under the present
statute, institutions must provide benefits an a nondiscriminatory basis, similar to the
rules governing many health care and other benefit plans. Over half of families
receiving tuition benefits eam less than $30,000.

o Section 117(d) helps many small, private, denominational schools to compete against
the private sector for top employees. Corporate America, especially in the areas of
science and engineering, are able to offer many employee benefits not available to
academia, such as stock options, ESOPs, and unlimited non-qualified deferred
compensation.

e The provision helps many middle class and low income Americans afford a college
education.

o Employees in other sectors of the economy receive unique benefits that are not taxed
such as those in the airline, hotel, restaurant, and retail industries.

+ Repeal of section 117(d) would increase costs for colleges and universities, since
institutions would have to pay higher FICA taxes.

e Repeal would resuit in a tax increase on middle and working class Americans.

@oos
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TUITION REMISSION: REAL-LIFE STORIES

Here are some personal stories of individuals who have benefited through section 117(d) tuition
waiver programs:

At a private religiously-affiliated college in Michigan, employees who have been helped by
the tuition waiver benefit include:

. A groundskeeper pursues an undergraduate degree on a part-time basis with a dream of
going into missionary work.
. A secretary resumes her academic studies on a part-time basis after many years spent

raising her children as a single parent. She finally has completed her degree this year and
now has increased responsibilities in her work.

. The son and daughter of a deceased faculty member of the institution’s music department
attend college with the aid of the tuition waiver program. Their father died while in the
service of the college.

. A clerk in the business office pursues a college degrec on a part-time basis with the help
of the tuition waiver program while raising Two daughters.
. An employee in the custodial services department has a son and daughter, both of whom

are enrolled at the college with the aid of the tuition waiver benefit.
At a university in Texas, many of the tuition waiver recipients earn between $10,000 and
$12,000 annually, with most of the individuals working in a clerical capacity, including:

. A single parent who dropped out of college in 1956 to raise a family, pursued her degree
on a part-time basis, earning that degree in 1996 through the tuition benefit program
while balancing work and family obligations.

. A secretary, who is raising her children on her own and who also receives food stamps
from the state, is pursuing a degree through the tuition benefit program of the university.

At another college in Texas, an example of the tuition waiver program benefiting the
employee’s family:

’ The oldest daughter of a housekeeper at the college graduated from the institution
through the tuition waliver program. Both parenis originally came 1o the United States
from Mexico as farm workers speaking little or no English.

A college in California has a similar story:

. A building attendant, who never even went to high school, was able to send his children
to college because of the tuition aid program at the college where he was employed.
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CUPA/NAICU Survey on Tuition Remission Benefits

General Background on Survey:

At the 614 respondent institutions, more than 418,000 faculty and staff are eligible for tuition remission
benefits (covered under section 117(d) of the tax code). Over 50 institutions provide the benefit but
could not provide specific data on the number of eligible employees. The actual number of eligible
employees is most likely approaching 500,000 at the respondent institutions.

These data reflect the actual availability and usage of section 117 benefits at more than 600 institutions by
approximately 500,000 college and university employees. The respondents reflect a range of institutional
types, including (by Camegie classification): 44 Research Universities, 54 Doctoral Universities, 171
Comprehensive Colleges and Universities, 208 Baccalaureate Colleges. and 114 Associate of Arts
Colleges. 205 respondents were from public institurions, 221 were from private religious institutions. and
188 were from private institutions. All 50 states were represented in the survey.

Eligibility and Participation Rates: The following table lists the percenlage of responding institutions
that offer tuition remission benefits. and the eligible population within cach employee category that
participates in a section 117(d) program:

Category Percent of Institutions Reporting that Percent of Employees
Employces are Eligible for Benefit Utilizing Benefit

Full-time Faculty 83 2% 16.9%

Part-time Faculty 37.3% 9.7%

Executive/Admin/Manag 39.3% 14.3%

erial

Other Prof $7.0% 17.7%

(supporuservice)

Tech and 85.1% 18.6%

paraprofessional

Clerical and Secretarial 88.3% 23.6%

Skilled Crafts 81.9% 12.1%

Service/Maintenance 86.5% 12.83%

. Over 85 percent of the respondent institutions offer section 117(d) benefits to their employees at

all levels within the institution including technical, clerical, skilled craft and service/maintenance
employees. In all categories, approximately 75 percent of the respondent institutions offer these
benefits to the spouse and/or dependents of these employees.

. According to the National Center for Education Statistics, U.S. Department of Education, 30
percent of all full-time students receiving tuition waivers report family income of less than
$30,000. (NPSAS: 93)
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AMERICAN COUNQL ON EDUCATION
OFFICE OF THE PRESIDENT

July 15, 1997

The Honorable Trent Lott

United States Senate

487 Russell Senate Office Building
Washington, DC 20510

Dear Senator Lott:

I write on behalf of the higher education associations listed below to

express our views on the education tax provisions under consideration in the
Revenue Reconciliation Act of 1997 (H.R. 2014).

We are grateful for the agreement by the congressional leadership and
the administration that a comprehensive set of proposals to help families
save and pay for higher education should be a central feature of any tax relief
legislation. This decision recognizes that widespread access to higher
education will generate substantial benefits for the nation as a whole in the
forms of long-term economic growth and social progress.

We believe that any comprehensive higher education tax package
should include six elements:

. A Hope Scholarship tax credit available to needy as well as middle
income students for the first two years of college. Such a credit would help
guarantee students access to two years of postsecondary education or training
and should be the central feature of any plan. We note that neither the
House nior Senate bills would allow all students to claim 100 percent of their
allowable tuition and fees up to $1,500. We urge the conferees to structure the
credit so that it is not reduced to the detriment of students attending low-cost
institutions.

. A provision to encourage students to pursue postsecondary education
after their eligibility for the Hope tax credit has expired, including features
that promote lifelong learning, such as those proposed by President Clintor.

. Effective incentives to help families with young children save for
college expenses—<e.g., allowing the use of Individual Retirement Accounts
for higher education expenses without penalty and authorizing the creation

of "educational IRAs."

One Dupont Circle, NW. Washington, DC 200361193 = el (202] 9399310 = fox: (202] 659-2212
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. Permanent extension uf Section 127 of the tax code for employer-

provided educational assistance for both undergraduate and graduate
education, to ensure that working adults can participate in higher education
without adverse tax consequenccs.

. Reinstatement of the student loan interest deduction to help student
borrowers repay their loans after graduation. The deduction should be
“above the line,” as in the Senate bill, to ensure that all borrowers benefit. In
addition, we strongly endorse the provisions in the House and Senate bills
that would exclude from federal taxation loans that are canceled by a college,
university, or other nonprofit organization when college graduates pursue
community service and other low-paying careers. Finally, we support the
provision in both bills that would exclude from federa) taxation any portion
of student loans forgiven after 25 years under the federal income contingent
repayment plan. This plan, established in 1992 to help individuals whose
income remains low throughout their working lives, cancels any remaining
federal student loan debt after 25 years of repayment. Borrowers who have
worked to repay their debt and receive federal loan "forgiveness" benefit from
this provision only bccause they have low income. They should not be
expected to pay federal incomc tax on the amount forgiven.

. Elimination of the tax-exempt bond cap for all colleges and universities
so that they can maintain their campus facilities, keep up with the rapid
growth of technology, and offer their students and faculty state-of-the-art
classroom and research facilities.

The House and Senate bills and the administration proposals can be
combined to include these six elements. Such a package would provide a
much needed and cxtraordinarily valuable set of tax cuts to help middle
income families invest in education. Taken together, the six elements listed
above would represent landmark legislation in the tradition of the GI Bill and
the Higher Education Act.

We also strongly encourage you to drop two provisions included in the
Housge version of the bill.

. The first would impose new taxes on college cmployees and students
by phasing out Section 117(d) of the tax code. Under this provision, tuition
reimbursements or waivers received by students, staff, and faculty are
excluded from income. More than 50 percent of the faculty and staff members
who benefit from this provision have adjusted gross incomes of less than
$30,000. Removing this provision would increase the cost of education for
these individuals sharply and dramatically. In addition, phasing out Section
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117(d) would impose a substantial new tax burden on graduate teaching

assistants, most of whom currently pay little or no tax on their small stipends.

. The second provision would eliminate the long-standing tax-exempt
status of TIAA-CREF. Such a change could reducc carnings that otherwise
would be credited as dividends to the two million participants in this
retirement plan.

Again, we thank you for your bipartisan support of higher education,
and your willingness to make higher education a priority in this important
legislation. We look forward to working with you as the tax bill conference
moves forward. '

On behalf of the following associations:

American Council on Education

American Association of Community Colleges

American Association of Dental Schools

American Association of State Colleges and Universities
Association of American Universities

Association of Catholic Colleges and Universities

Association of Jesuit Colleges and Universities

Council of Independent Colleges

Council of Graduate Schools

Iispanic Association of Colleges and Universities

National Association of College and University Business Officers
National Association of State Universities and Land-Grant Colleges
National Association of Student Financial Aid Administrators

cc: President William J. Clinton

do11
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USA TODAY * MONDAY. JULY 14, 1997

Tax breaks will make higher education more accessible

1 was disappointed to read your July 7
editorial Stating that the 1ax bill pending in
Congress “wonl help much” for students
seeking mccess 1O higher education
(“Keeping costs down is colleges’ next
challenge,” Our View, Debate).

We have three plans: the House's, the
Senate's and President Clinton’s. Each pro-

1o devote at least §30 billion — as
much as $45 billion in the president’s plan
— gver the next five years o make higher
education more affordable and accessible.

Hundreds of thousands of students who
otherwise would have great diffculty at-
tending a college or university would bene-
it from the tax<redil proposals in all
three plans. Up 0 $1,500 would be avail-
able each year for the first two years of
college. And the }ife-long learning propos-
als in Clinton's plan would provide addi-
tional tax benefits after the first two years.

All plans offer {ncentives to help fam-
ilies save for education. Other provisions
in the Senate bill and Clinton's proposals
would relieve the debt burden that con-

tronts millions of graduating students and
restricts their career choices
Also, the Senate bill and the president’s
plan eliminate 8 restriction on bond fi-
nancing to modernize facillties at private
institutions. If these provisions remain in
the final bill, I am optimistic we will see
enacunent this year of legislation repre-
senting the most significant federal invest-
ment in access to higher education since
the GI Biil and Higher Educaton AcL
Paying for a high-quality educaton is a
challenge that confronts many American
farnilies. That is why it is such good news
that the president and the leadership in
both parties and both houses want o pro-
vide some help to confront that challenge.
Comellus J. Pings, president
Association of American Universities
washington. D.C
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From: John Vaughn

Subject: OSTP and 117
Date; 7/ 16/97
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MEMORANDUM

Association of':'\men'can Uniwersitics ® 1200 New York Avenue NW. o Suite 850 ¢ “%s[:frz_qfon, DC 20005
202.408.7500 + Fax: 202-408-8184

July 16, 1397

To: Bob Shireman
From: John Vaughn
Subject: OSTP and 117/
Bob, thanks so much for your help on 117. The draft text of the letter we proposed to
send is attached, but we will sit on it unless we hear from you.
We are sending a letter to Secy Riley tomorrow morning on the tax issues--sort of a
“thanks and let’s keep working together on these issues” with a copy of a memo we sent today to our

presidents and chancellors asking them to contact conferees, with a plug for a lifelong learning tax
credit; we'll send you a copy when it goes.

JCV/kem
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Draft

| understand that you have prepared a letter to conferees on the tax bill expressing concern
over the phaseout of Internal Revenue Code Section 117(d) proposed in the House bill. Thank
you for recognizing the harm this proposal could do to graduate research and teaching assistants,
and for your willingness to be helpful to the university cocmmunity.

| do have a concern that a letter solely addressing the impact of this provision on graduate
research and teaching assistants could, at this point, have the unintended effect of bolstering
support for a compromise proposed by House conferees, whereby graduate research and
teaching assistants would not be taxed, but new taxes would be imposed on tuition benefits
received by university employees.

Last Friday, Rep. Philip Crane, a member of the Republican team of conferees, stated on
the House floor that “the conferees will clarify that no change in current law will apply to tuition
remissions for graduate students. There was no intention on the part of the House to change the
treatment of graduate students” { Congressional Record, 6/10/37, page H5046). In addition,
House conferees have made an offer to the Senate to redraft the provision so that graduate
students are not affected, but university employees would still be taxed. To my knowledge,
Senate conferees have not accepted the offer, but the issue is very much in play.

| do believe the President’s Science Advisor should be concerned about both parts of this
issue—graduate students and university employees—because the House proposal will harm
efforts to attract America’s most talented scientists to university campuses. As you know,
universities often cannot compete with industry in the compensation they can offer. Benefits like
these help keep scientists in the research and discovery business on America’s campuses.

In light of these developments, | hope you will consider expanding your letter so that it
expresses concern about the impact of this provision on both students and employees. We
understand this to be consistent with the Administration’s position; Secretary of Education Riley
said in a recent letter to college and university presidents that the phaseout of Section 11/(d) for
university employees and graduate students is not in the President’s plan.
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Eligibility for HOPE Scholarship and Tax Credit for Lifelong Learning Under
President Clinton’s Proposal

Student Eligibility
HOPE Scholarship

First- and second-year undergraduate students enrolled at least half-time in a
degree or certificate program at an institution of higher education.

20% Tax Credit for Lifelong Learning

All students (any year of postsecondary education including graduate and professional schools)
enrolled at least half-time in a degree or certificate program at an institution of
higher education.

Individuals enrolled in at least one course that enables them to improve their job skills or to
acquire new job skills, Students are not required to be enrolled in a degree or
certificate program. Courses involving sports, games or hobbies are not eligible.

Institutional Eligibility

Colleges, universities and proprietary schools that are eligible to participate in the
Title IV student financial aid programs. These institutions must be

Legally authorized within the State to provide an educational program beyond
the secondary level;

Accredited by a nationally-recognized accrediting agency or association; and

Certified by the U.S. Department of Education as financially responsibie and
administratively capable to administer the Title IV student aid programs.

ED/OPE
July 16, 1997 -
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UNITED STATES DEPARTMENT OF EDUCATION

PUBLIC AFFAIRS

Remarks by*
U.S. Secretary of Education
Richard W. Riley

Press Conference

Wednesday, July 16, 1997

The President’s proposed tax credits for college are built on two big ideas that respond to what
students and families tell us they need today:

L Making the first two years of college universally accessible to every American through the
HOPE Scholarship tax credit, and;
8 Providing incentives for each American to learn for a lifetime through the 20 percent tax

credit for lifelong learning.

For adults who need courses to enhance their job skills -- say, 8 nurse who wants to develop a
specialty, or a teacher, bank employee, farmer, or even a reporter who needs more computer
know-how -- the President provides a tax credit for lower- and middle-income students of all
ages.

Keep in mind: Parents, just like their children, can receive the credit. This is the essence of
lifelong learning -- it is an incentive t0 encourage Americans of all ages to continue to upgrade
their skills throughout their career. And it 1s available every year for life.

Lifelong learning is no dreamy idea for the future. In this Information Age economy, Americans
must learn in order to earn. Lifelong learning will help each of us remain competitive, it will help
to cultivate a stronger sense of civic pnde and community spirit, and it will help families to
navigate these changing times.

But the majority in Congress has failed to acknowledge this. The tax plans approved by the
House 2nd Senate offer no tax credit for lifelong learning -- no support for juniors, seniors and
graduate students -- no support for adults who need to go to school now. The Congressional
plans fall as much as $15 billion short of the President’s plan, and their tax credit leaves out 7
million students who are aided by the President’s plan.

Can that make sense when half of the nation’s college students are 24 years of age or older? Can
that make sense when knowledge-based industries will be the economic core of the Next Great
American Century?

* The Secretary may depart from prepared remarks.

600 INDEPENDENCE AVE.. S.W. WASHINGTON. D.C. 20202-0131
{202) 401-1576

Our mission is tv ensurc equal acesss 10 educarion and Lo prornote educational excellence throughout the Nation.
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One of the biggest threats to our current economic growth is a shortage of skilled workers. The
President’s tax credit for lifelong learning serves the interests of employers and employees. It will
sustain this expanding economy by prepanng a workforce for the 21st century.

The lifelong learning tax credit -- combined with the HOPE Scholarship -- will be a down
payment on developing that workforce. Tt will make dollars for business and industry, and it will
make sense -- common sense -- for American families
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PRESIDENT CLINTON’S
HIGHER EDUCATION

TAX CUTS

The President’s Hope Scholarship and
Tuition Tax Credit Help 12.6 Million Students --
7 Million More Students than Congressional Versions

SUMMARY DOCUMENTS
July 8, 1 997
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President Clinton’s Higher Education Tax Cut Proposal
A Fact Sheet o

Scho. arship 80d 20% Tu ition Tax Credit help 12.6 million students and their
stidenits than under Congressionalversions... While all of the plans. . - - -
' the Administration's proposal provides tax credits -
jond the ‘first two years, for part-time study fo
 cut'plans passed by the Hobseand - -

« HOPE Scholarship. A maximum $1,500 credit for the first two years of postsecondary education. Students
' attending on at least a half-time basis would receive a 100% credit for the first $1,000 of tuition and required
fees and 3 50% credit for up to the next $1,000. For example, a student attending 2 community college with
tuition costs of $1,400 would receive a §1,200 HOPE Scholarship. Scholarships would be phased out for
joint filers with income between $80,000 and $100,000, and for single filers with income between $50,000
and $70,000. After 2002, the HOPE Scholarship increases to a 100% credit for the first $1,500 and a 50%
credit for the next $1,000 of tuition and required fees.

s " 20% Tuition Tax Credit. Undergraduates beyond their first two years, graduate students, plus working
people going to school part-time to improve or acquire job skills, would benefit from a 20% tax credit on the
first $5,000 of tuition and required fees through the year 2000 and after 2000 a 20% 1ax credit on the first

$10,000 of wition and required fees. The credit would be phased out at the same income levels as HOPE.

« Education and Retirement Savings Accounts. Allows penalty-free IRA withdrawals for undergraduate,
post-secondary vocational, and graduate education expenses. Additionally, taxpayers eligible for the child
tax credit are given the opportunity to deposit their child tax credit plus an additional $500, in a Kidsave
Account for the child’s education, first-time home purchase or the taxpayer’s retirement. Earnings would
accumulate tax-free in the Kidsave Account and no taxes would be due upon withdrawal for an approved

purpose.

o Employer-Provided Education Benefits. Extends permanently Section 127 of the tax code, which allows
people to exclude $5,250 of employer-provided education benefits from their taxable income. Eligibility
for graduate education benefits would be reinstated retroactively back to June 30, 1996, with both
undergraduate and graduate education eligible in the future. Additionally, a 10% employer credit for small
business training is included. This credit would apply to payments made to third parties to cover expenses
of education for employees under employer-provided education assistance programs. The credit would be
available to employers with average annual gross receipts of $10 million or less for the prior three years.

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

o Community Service Loan Forgiveness. In most circumstances, a loan that is forgiven is considered income
and is therefore taxable. To encourage programs that offer loan forgiveness to borrowers who take lower-
paying, community-service jobs, loan amounts forgiven through programs run by nonprofit tax-exempt
charitable or educational institutions, and loans forgiven under the Direct Loan Program'’s income-
contingent repayment program, would be excluded from income. Currently, the exclusion generally covers
only certain forgiveness afrangements between students and government entities.

e Repeal Cap on Tax Exempt Bond Issuance by Colleges and Universities. Repeals the $150 million bond
cap that affects private higher education institutions and certain other charitable institutions. The repeal
* would apply to tax-exempt bonds issued by these institutions to finance new capital expenditures.
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A Comparison: Higher Education Tax Cuts
HOPE Scholarship and
Tuition Tax Credit President House Senate
Students in their first two | 100% tax credit on the first | 50% tax credit on up to 75% tax credit on up to
years of college, $1,000 of tuition and $3,000 on tuition, required $2,000 for communuty
attending at least half- required fees, 0% on next | fees, books, and supplies. colleges; 50% tax credit
time $1,000. After 2002, a on up to $3,000 for
100% credit on first $1,500 other institutions for
and 50% on the next tuition, required fees,
$1,000. books, and supplies.
Students beyond the first | 20% tax crediton up to None None
two years, enrolled at $5,000in 1998 andupto |
least half-time $10,000 starting in 2001.
Graduate students 20% tax credit on up to None None
$5,000; up 10 $10,000
starting in 2001.
Part-time (less than half- | 20% tax credit on up to None None
time) students seeking to | $5,000; up to $10,000
acquire or improve job starting in 200].
skills
5-year revenue cost: $35 billion $22 billion $20 billion

Esti'ma.té('l number of

beneficiaries in 1999

12.6 million

. 5.6 million

5.6 million

Other provisions Administration House Senate

Employer-provided Permanent extension for Six month extension, only Permanent extension for

education assistance graduate and for undergraduates. graduate and

(Section 127) undergraduate courses. undergraduate courses.
10% Small Business .
Credit.

Student loan interest Up to $2,500 may be None Up to $2,500 may be

deduction

deducted each year for five
years of repayment.

deducted each year for

five years of repayment.



education accounts.
Maximum per-child
contribution of child credit
plus $500 each year.
Earnings free from tax if
used for various purposes
including child’s
postsecondary tuition and
fees.

accounts and new qualified
tuition programs. Maximum
per-child contribution $5,000
each year, $50,00 total.
Earnings used for higher
education not taxed (subject
to limits).
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Other provisions Administration House Senate
| Savings incentives Penalty-free IRA Penalty-free IRA Penalty-free IRA
withdrawals for higher withdrawals for higher withdrawals for higher
education. education. education.
Optional Kidsave Education investment Requires contributions

to Educational IRAs or
ualified tuition plans
or parents to obtain the
child credit for children
13 and over.

Education IRAs and
expanded qualified
tuition programs; tax-
free distributions for
educational expenses.
Maximum per-child
contribution $2,000 plus
child credit each year
(no limits on State-
sponsored plans).
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Louisiang
Maine
Maryland
Maszachysstis
Michigan
Minnasola
Mississippi
Missour
Morttana
Nebraska
Nevada

New Hampshire
New Jorsay
Row Maxico
New York
North Carviina
North Dakows
Ohio
Owshoma
Oregen
Pennsylvania
Rhode 13land
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermant
Virginia
Washington
West Virginia
Wasconain -
Wyoming

US Totals
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Distribution of Higher Education Tuition Tax Credits by Student's State of Legal Residence 1/
(Beneficlary Calculations FY 1898/Dollar Amounts FY 1989)

Number of Benefidarias 2/
(in thousanas)
President Houze/Senate Difterence

185 87 108
27 12 15
244 108 136
7% .38 43
1.654 733 922
219 97 122
148 68 83
« 18 23
74 32 41
653 245 aoe
266 119 147
61 27 k)
81 23 28
8o 296 N
258 118 144
190 87 )]
1514 67 &4
154 89 85
166 75 B1
§0 ) 28
243 108 136
383 169 214
493 218 274
258 115 143
8? 44 53
259 145 144
32 15 18
104 45 58
61 27 4
£7 25 a2
304 134 169
87 39 48
837 402 1:H
333 148 186
£ 15 18
482 214 287
156 70 86
147 65 a2
545 242 303
87 a0 37
150 74 83
a1 14 17
212 94 147
841 374 467
126 58 70
AN 14 17
324 142 178
255 13 142
75 ) 41
n 122 188
27 12 15
12,800 $.600 7,000

Doitar Amewnts of Benafils
(in miliions}
President Heouse Senate

$111.6 §78.2 $72.3
154 10.8 9.8
138.4 pl.0 85.8
453 32,0 9.5
8449 8559 €0%.8
125.0 86.7 80.0
85.1 s8.8 5.2
peX ] 16.4 15.2
42.0 289 2.7
316.1 2206 203.8
162.0 106.3 08.2
35.0 241 2.2
20.3 20.6 18.0
382.2 648 244 4
148.2 1031 85.3
85.9 698 854
86.5 80.2 65.6
88.3 €1.9 872
84.9 67.0 62.0
28,7 200 18.5
138.8 96.2 888
218.4 151.2 1386
281.4 195.8 180.7
147.4 1025 04.7
. 654 39.3 36.3
145.3 103.3 854
186 1314 121
69.2 é11 8.0
.5 23.8 2¢.0
2.8 227 21.0
1738 120.3 1191
4%.9 350 323
513.5 360.0 332.7
180.4 132.1 1220
19.3 135 12.5
2752 191.9 1773
88.1 62.6 €78
84.2 585 840
3113 216.5 200.0
384 266 24.6
85.9 80.0 £5 ¢
17.6 12.4 11.8
1211 845 781
480.5 334.8 308.3
723 50.5 46.7
18.0 12.% 11.6
1833 127.1 117.4
145.8 101.3 3.6
42.8 30.0 21.7
168.2 109.8 1012
16.4 10.7 [-K-]
$7.2000 850120 34.6300

17 Incuces HOPE Schalarship plans and the President's 20% tax credit fer lifelong leaming.
Calculations do not incdiude intarast deductions snd tax benefits that could be racaived
in outyaars from savings incontives in all three plans.

2/ The number of beneficienes is the samae under the Housa and Senate plans, though the amounts of benefits differ.

Soures:  Education Dapartmen asUmates based on Staie-evel enroliment and Pell Grant recipient dala.

Doilar Difference:

(in millions)
President Compared 10
House Senate

$33.4 $39.3
4.8 56
424 45.8
13.4 15.8
269.0 3381
383 “H
282 306
74 8.7
13.1 15.3
5.5 112.3
45.7 £3.8
10.9 12.8
88 103
1176 137.8
451 £29
25.9 305
263 308
26.3 3.0
21.9 33.0
8.7 103
62.7 501
€73 78.9
85.8 100.7
448 527
16.2 19.1
46.0 §2.9
5.4 6.4
18.0 e
10.7 12.¢
10.1 1.8
832 2.4
15.0 17.6
193.5 180.7
583 68.3
57 8.7
833 B7.9
28.5 313
25.7 30.2
84.8 1114
1.7 138
25.3 305
52 8.1
36 430
145.7 171.2
1.8 25.8
5.5 8.4
58.2 659
445 §2.3
12.8 15.1
48.6 57.0
4.7 5.5
$2,188.0 $2,570.0
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Methodology of State-by-State Analysis

Using a nationally-representative sample of postsecondary students and data on Pell Grant recipients, an
estimate was derived for the proportion of the total national number of recipients of the tax benefit in 1998,
Using that ratio, the number of recipients for each State was determined. Based on the Joint Tax Committee
and Treasury revenue estimates of the three plans for 1999, a dollar amount for each State was derived using the
same ratio as the State/national number of beneficiaries.
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President Clinton’s Higher Education Tax Cuts:
Greater Benefits for More Families

While providing the greatest help in the first two years, the Administration’s plan has always gone much farther,
granting a substantial tax cut for virtually any investment in postsecondary education or training. Unlike the
Congressional plans, the President’s tax credits cover more types and ages of postsecondary students, including:

o part-time students (less than half-time) seeking to improve or acquire job skills;
o students beyond their first two years of undergraduate study;
o graduate students.
Although the Administration, House and Senate plans all provide modest assistance for students who borrow or

families who have special education savings accounts, for many situations that families find themselves in, the
House and Senate plans provide little or no help. Consider the following:

lan'|. Sepate Plan’

Two kids in college: Married couple,
-1 $60,000 income, with two kids in college: $2,500 $1,100 $1,500
one at a community college with $2,000 (83,500 after
tuition and $200 books, the other a junior at year 2000)

a private college with $10,000 tuition.

(st o

Returning to school less than half-time: '

Family with $30,000 income, one parent $400 $0 $0
going to a public four-year college part-time
to change careers ($2,000 tuition and fees)

7T s beyond firstwo years: Family. = |-

“with:$40,000;income, one child isjuniorat :
je-private college (§12,000 tuition and

Faverage private coll

< (K
R

Returning to school full-time to become a
teacher: Homemaker, family income of
$70,000, attending graduate teacher training $700 $0 $0
program at public university after being out
of college for 20 years ($3,500 tuition).

adudtestudentSmglegraduatestudent
Writh $15,000 income and tuitionof
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Total Pages:
LRM ID: REJ177
EXECUTIVE OFFICE OF THE PRESIDENT
“OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20503-0001
Tuesday, July 15, 1997

LEGISLATIVE REFERRAL MEMORANDUM
TO: Legislative Liaison Officer - See Distribution below
FROM: James J. Jukes (for) Assistant Director for Legislative Reference e
OMB CONTACT: Ronald E. Jonas

PHONE: (202)395-3386 FAX: {202}395-3109

SUBJECT: Office of Science and Technology Policy Report on HR2014 Taxpayer Ralief

Act of 1997 .1

DEADLINE: 5:00 PM TODAY Tuesday, July 16, 1997
L

—
In accordance with OMB Circular A-19, OMB requests the views of your agency on the above
subject before advising on its relationship to the program of the President. Please advise us if this
item will affect diract spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
XJll of the Omnlibus Budget Reconciliation Act of 1990.

COMMENTS:
DISTRIBUTION LIST

AGENCIES:
30-EDUCATION - Jack Kristy - (202) 401-8313
118-TREASURY - Richard S. Carro - (202) 622-0650

EOP:

Joseph J. Minarik
Charles Konigsberg
Robert M. Shireman
Michael Cohan
Randolph M. Lyon
Mark J. Mazur '
James C. Murr
Jack D. Fellows
Thomas P. Stack

S. A. Nos

Mary C. Barth
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LRM ID: REJ177 SUBJECT: Office of Science and Technology Policy Report on HR2014
Taxpayer Relief Act of 1897

5 B - T N e 8 i e m
RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

If your response to this request for views ls short (e.g., concur/no comment), we prafer that you respond by
e-mail or by faxing us this response sheet. If the responsa iIs short and you prefer to call, please call the
branch-wide line shown below (NOT the analyst’'s line) to leave a message with a leglslative assistant.

You may also respond by:

(1) celling the analyst/attorney's direct line {you will be connected to voice mail if the analyst does not
answer); or

{2) sending us 8 memo or letter
Please include the LRM number shown above, and the subject shown bslow.

TO: Ronald E. Jones Phone: 395-3386 Fax: 395-3109
Office of Management and Budget
Branch-Wide Line {to reach legislative assistant): 395-3454

FROM: (Date)

(Name)

{Agency)

{Telaphone)

The following is the reponse of our agency to your request for views on the above-captioned subjsct:
Concur
_____ _No Objection
No Comment
See proposed edits on pages

Other:

FAX RETURN of pages, attached to this reponse shest
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- DRAFT-

July 15,1997

Uniwed States Senale
Washington, D.C. 20510

Dear Conferee:

A provision of H.R. 2014, the Taxpayer Reliel Act of 1997, would delete Section 117(d)
of the U.S. 1ax code, which excludes tuition waivers lom taxation when they are granted to
college and university employccs. 1 am especially concerncd about the impact of this provision
on praduate taching and rescarch assistants and on the science and technology enterprisc as &
whole. Should the provicion prevail in the Confcrence Commiitee and the bill signed inta Taw, it
could drain Federal dollars away [rom the performance of rescarch and impede development of
the next gencrmtion of scientists and engincers.

The Federal government plays an important role in making the U.S. highcr education
systein the beat in the woild, partivularly through its support of university-bused research. One of
the unique features of our higher education system is the strong linkage between resenrch and
education. Many universitics and colleges yran! tuition wajvers to their graduate teaching and
research assistants, and the tax code currently excludes such tuition waivars from taxation.
['reating tuition waivers as taxable income, as provided for by H.R. 2014, has the potential to
impose a significant tax burden on graduate students, whase disposable income is most oflen in
the forn of stipcnds that usually amount to no more than $15,000 per year, But the problem
extends beyond that of the financial circumstances of individual graduate students (o the morc
general issuc of Tederal funds available for resvarch and for the development of the noxt
generation of scientists and engincers. If graduste students become taxable on their tuition
waivers, the seientists who provide them with the rescarch and teaching expericnce will either
have to use part of their research granis fo gross up the stipends they pay, reducing the amount of
Federal funds available for research, ot risk losing talented young scientists who cennot alford
the financial burden of graduale school.

Invesiments in research end education today are key to tho netion’s prosperity, sceurity,
und quality of life in the knowledge-driven saciety of the twenty-first century. The President is
committed to education at all levels, und is especlally concerned sbout maintaining the health of
university-based science and technology. Al the President's request, the Netional Science and
Technology Council is reviewing the status of the govemment-university partnership in order to
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make recommendations Lor improving the policies, programs, snd regulations that shape it, and
to make it more efficient. We must do all we can to ensure that universities remain a vital
component of the U.S. science and technology enterprise. As we work towards a balanced
budget, we must also devise policies that enable us to get as much research out of each F edoral
dotlar us possible.

If the House-passed provision making graduite student tuition waivers taxable prevails, it
would scnd the wrong message about government prioritics in scicnee and technology. We urge
you to drop this provision from the bill in light of the negative impact it would have on scientitic
research and education.

Sincerely,

John H. Gibbons
Assistant to the President
for
Science and Technology
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The College Board

1233 20th Street, N.W . Suite 600, Washington. D.C. 20036-2304
Telephone: {202) 822-5900. Facsimile; (202) 822-5920

July 8, 1997

Washington Office

College Board Statement on Educational Tax Proposals

Throughout recent deliberations on the proposed tax bill the College Board has urged
targeted uses of the tax code for educational purposes, and recommended adjustments to
ensure that any tax credit or deduction be equitable for all families. At the same time, the
College Board has remained firm in its historic commitment to need-based student
assistance as the most effective way to broaden access to higher education.

We are pleased that both the Senate plan (passed with bipartisan support) and the
Administration’s proposals of June 30th contain elements that use the tax code
judiciously to help students and families finance postsecondary education.

The College Board commends the Administration for making the tax credit more
cquitable by removing the offset for Pell Grants. We remain concerned, however, that the
tax credit will not help students and families with insufficient income to benefit from
such tax provisions, regardless of the grant offset.

The College Board is gratified that the Senate bill and the most recent Administration
proposal include:

e deductibility of interest on student loans that makes college-related debt less
burdensome for the more than 4 million students who finance their education with
loans

» permanent extension of Section 127 that provides employers and employees with a
powerful incentive to upgrade education and skills

o cducation savings plans that encourage families to save for future college costs and
provide the flexibility of penalty free withdrawals from IRA’s to meet those costs

The College Board hopes that the final tax package would contain two other provisions
that would best serve our neediest and most at-risk students: the tax free treatment of
need-based grants and scholarships and the use of total cost of attendance in determining
eligibility for the tax credit.

The College Board looks forward to working with members of Congress and the
Administration on a tax plan that will help Amencans meet the cost of higher education,

and on a budget that will maximize investment in need-based student assistance.

For further information, please contact John Childers, Lawrence Gladieux or Irene Spero
at 202/822-5900.

Educational Excellence for All Students
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DRAFT

Estimated Average Hope Tax Credit for Freshmen at Public Four-Year Institutions
(Current Administration Proposal and Based on Tuition Only),1998-99, by AGlI
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AASCU: Division of Governmental Relations
ACE: Division of Governmental Relations
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DRAFT

Estimated Average Hope Tax Credit for Freshmen at Public Two-Year Institutions
(Current Administration Proposal and Based on Tuition Only),1998-99, by AGI
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Note: Estimates not provided for incomes above $75,000 due to insufficient data.
AASCU: Division of Governmental Relations
6/3/97

ACE: Division of Governmental Relations



Estimated Average Hope Tax Credit for Freshmen at Private Institutions, (with and
without Federal Grants Offset), 1998-99, by AGI

$3,000
$2,500
$2.000 e
Hope w/o Federal
Grants Offset
$1,500
. 1 IR 1 Hope w/ Federal
$1,000 T N RN S E G Grants Offset
$500
3 o @ @ @ @ o) o @ o) o
29 2 2 2 e 2 e e 2 2
s < =] 8 =] 8 3 8 =] 8 3 8 S 8 =] 8 =] 8 =] 8
5% 85 85 8% 85 82 84 82 85 8s
oL S "‘N) o g o L{r’ o um) o 8 o ILQ o go’ o 8
o ¥ o & o o P o ¥ o ¥ o ¥ o ¥ o P
— (9] ™ < wn (o] N~ [oe] (o)}
&> ©«“ & & & > &£ & <+
Adjusted Gross Income
AASCU: Division of Governmental Relations
5/28/97

ACE: Division of Governmental Relations



us SA *Organizing and Advocating for Students Across the Country®

United States Student Association / 815 15th St., NW Suite 838 / Washington D.C. 20005 / (202) 347-USSA
FAX# (202) 393-5886



JUH-23-97 139:14 FROM:USPIRG 2025469797 TO: 2023335885

To: Erica cc: Clay Chandier
Fr: lvan

Student position on President's Changes to Higher Education Tax Package
June 3, 1997

Students should be encouraged by the recent changes that the President is proposing to
his package of higher education tax proposals. Accept satisfactory academic progress
rather than a B average to receive the second part of the Hope Tax credit will result in
an important source of federal aid being delivered to students who, by all federal
standards, are deserving of help in paying for their education.

Additionally, we are greatly encouraged by the forward motion in the President’s effort
to assist those who receive Pell and other need based grants. Being a recipient of a Pell
or other need based grants should in no way limit a students access to the Hope
scholarship. Doing so only discriminates against those who have already demonstrated
a need for federal assistance.

We look forward to working with the Congrass and the administration in further
strengthening the Hope tax credit proposal. Of great importance to students is that the
Hope Tax credit is ultimately constructed in a manner that delivers assistance to those
without tax liability.
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Explanation of State-by-State Tables

Table I — Beneﬁs to Students under the HOPE Act _

The first column provides the total estimated Pell Grant funding in the 1998-99 academic year
for students attending postsecondary institutions in the State.

The second column provides the total estimated reduction in taxes (as a result of the HOPE
Scholarship and the higher education tax deduction) in the 1998 calendar year for students
attending postsecondary institutions in the State.

The third column provides the total estimated reduction in loan fees in the 1998-99 academic
year for students and parents attending postsecondary insttutons in the State.

The final column 1s 2 total of the first three columns: the total benefit for students in the State.

Table 2 — Pell Grant Benefits to Students

For students antending postsecondary instjtutions in the State in the 1998-99 academic vear:

*

the first column shows the number of Pell Grant recipients;

the second column shows thc increase in the number of recipients over the
previous year;

the third column shows the total Pcll Grant funding; and .

the fourth column shows the increased Pell Grant funding over the previous year.

Methodology of State~by-State Analysis

Pell Grant Budget Authority for Academic Year 1998-99
Estimates are based on 1998-99 Pell Grant projections, adjusted by the 1994-95 academic year
distnbution of Pell recxpxents and funding among different Sta:es

Combined Tax Benefits for Calendar Year 1998

Using a nationally-representative sample of postsecondary students, we first determined the
likelihood of 2 Pell and non-Pell recipient receiving a tax benefit Using these data and the Pell
Grant distributions discussed above, we estimated the number of students that would receive a

tax benefit in each state. We then used this relative distribution of tax beneficiaries to allocate -

calendar year L

Cuws in Srude

nefit amounts (Vbilﬁon) among the States.

V-

rigination F ees%r.Academic Year 1998-99

Estimares are based on projected loan amounts and number of borrowers for academic year
1998-99, and the historical distribution of loans by State. Two percent of Stafford (subsidized)
loan volume and one percent of unsubsidized loan volume equal the estimated student savmgs by -

State.
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President Clinton Unveils Tax Cut Proposal
June 30, 1997

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

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

A $500 child tax credit for tax-paying working families with children under 17 through 2002 and
under 19 thereafter.

Two-thirds of the President’s tax cut goes to the middle 60 percent of families, twice as large a
share as the congressional alternatives provide these middle class families.

To honor the agreement, the President’s plan allows taxpayers to exclude 30% of their capital
gains from taxation and provides small businesses and farmers estate tax relief.

Includes no tax time bombs that would explode in cost.

Major Provisions 5 Years 10 Years
(Treasury estimates unless otherwise indicated) (8 billion) (8 billion) - I
Education Tax Cuts: -
HOPE Scholarship and 20% Tuition Credit 34.5 94.1
Education and Retirement Savings Accounts 1.3 6.1
Tax Incentives for School Construction 29 7.6
Employer-Provided Education Benefits 3.8 85
Student Loan Interest Deduction and Forgiveness 1.8 4.4
Deduction for K-12 Computer Donations (JCT) 03 1.0
Repeal of bond cap for universities 0.3 1.0
Child Tax Credit 70.2 176.1
Brownfields and EZ/EC Expansion 24 3.9
Welfare-to-Work Tax Credit 0.6 0.6
Home Office Deduction 0.6 1.7
Small Business Capital Gains Relief 0.4 1.7
President’s Home Sales Tax Cut 1.1 1.9
30% Exclusion of Capital Gains 7.1 15.6
Estate Tax Cut 23 7.2
DC Tax Incentives and Other Presidential Initiatives 1.3 6.3
EXxtensions of expiring provisions 3.9 39
GROSS TAX CUT : 134.9 341.0
Revenue Raisers |




President Clinton’s Tax Cut Proposal
A Fact Sheet

EDUCATION TAX CUTS

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

20% Tuition Tax Credit. Third and fourth year students, graduate students, plus working people going to
school to improve their education and skills, would benefit from a 20% tax credit on the first $5,000 in tuition
and required fees through the year 2000 and after 2000 a 20% tax credit on the first $10,000 of tuition and
required fees.

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

Employer Provided Education Benefits. Extends permanently Section 127 of the tax code, which allows
people to exclude $5,250 of employer provided education benefits from their taxable income. This would
apply to undergraduate and graduate education. Additionally, a 10% employer credit for small business
training is included. This credit would apply to payments made to third parties to cover expenses of
education for employees under employer-provided education assistance programs. The credit would be
available to employers with an average annual gross receipts of $10 million or less for the prior three years.

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

To encourage people to use their education and training in community service, the income exclusion for
student loan forgiveness would be expanded to include loan forgiveness extended by nonprofit tax-exempt
charitable or educational institutions. Currently, the exclusion generally covers only contingent forgiveness
arrangements between students and government entities.

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

Repeal Cap on Tax Exempt Bond Issuance by Colleges and Universities. Would repeal the $150 million
bond cap that affects private higher education institutions and certain other charitable institutions. The repeal
would apply to tax-exempt bonds issued by these institutions to finance new capital expenditures.

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



CHILD TAX CREDIT

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

* Age. Covers children under 17 through 2002 and under 19 thereafter.

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

* Income Limits. Phased out for families making $60,000 to $75,000 until 2000, and then $80,000 to
$100,000 thereafter. : ,

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

» Savings Incentive Feature. As described above taxpayers, who are entitled to a child credit, would be
given the opportunity to contribute their child tax credit plus an additional $500 each year to a Kidsave
account for the child’s education, first time home purchase or the taxpayer’s retirement. Earnings would
accumulate tax-free in the account and no taxes would be due upon withdrawal for an approved purpose.

URBAN REVITALIZATION

* Incentives to Clean Up and Redevelop Contaminated Sites (Brownfields). Certain environmental .
remediation costs would provided tax favorable treatment, allowing them to be fully dedusted immediately, to
spur clean-up and redevelopment of contaminated sites in high poverty areas. To qualify for this tax
incentive, sites would have to satisfy use, geographic, and contamination requirements.

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

e Community Development Financial Institutions Fund. Up to $100 million in tax credits would be made

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

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

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

SMALL BUSINESS TAX CUTS:

Home office deduction

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

Small Business Capital Gains

Makes the existing 50% exclusion for equity investments held at least five years more attractive by eliminating
some restrictions on the business activities of the eligible firms issuing stock and by doubling the eligibility limits
on firm size from $50 million to $100 million.



PRESIDENT’S HOME SALES TAX CUT

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

30% EXCLUSION FOR CAPITAL GAINS

Taxpayers would be allowed to exclude 30% of their long-term capital gains from taxation. Long-term capital
gains will be defined, as under current law, as assets held one year. For example, a family in the 28% income tax
bracket would face a capital gains tax rate of 19.6 percent. .

ESTATE TAXES

A special exclusion is added for qualified family-owned businesses and farms. Currently, for married couples,
only estates valued above $1.2 million pay any estate taxes. A special exclusion of $900,000 would be added to
ensure that the first $2.1 million of family-owned business or farm would not be subject to estate taxes. Thisisa
proposal advanced by Senator Daschle.

ce emm—

OTHER PRESIDENTIAL INITIATIVES

e  Washington, DC - provides tax incentives for firms to hire District residents, for investment in District
businesses, and for investment by District businesses, and would permit a newly-created Economic
Development Corporation to issue tax-exempt debt to help finance new business activity in the District.

e Puerto Rico Tax Credit - would be extended indefinitely and modified to provide an incentive for new
investments and increased economic activity. :

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

» Equitable Tolling - would extend time people are allowed to claim a tax refund to include time that they are
medically determined to be mentally or physically impaired.

EXTENSIONS OF EXPIRING PROVISIONS

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

TOBACCO TAXES

The proposal includes a 20 cent increase in tobacco taxes that would be separated into a trust fund and dedicated
entirely to expanding health coverage for children, addressing other children’s development issues, and
improving the overall public health.



Alternative Tax Cut Proposals
A Comparison of Distributional Impact

Lowest -1.2% 0.6% 0.4%
Second 10.1 2.5 2.7
Third | 222 9.6 102~
Fourth 34.6 . 20.0 21.3
Highest 31.5 66.8 65.0
Top 10% 11.7 473 423
Top 5% 6.5 34.9 28.2
Top1% 2.6 18.8 12.5

Middle 60% 66.9% 32.1% 34.2%
(Second,third, fourth quintiles)

Source: U.S. Department of Treasury

Table includes major tax cut provisions in each of the plans: HOPE Scholarship, tuition credit, Section 127, Student
loan interest deduction, child tax credit, Kidsave accounts, capital gains provisions, home office deduction,
distressed areas initiatives, Puerto Rico tax incentives, individual and corporate AMT changes, prepaid tuition
programs, IRAs, DC tax incentives, safe harbor for independent contractors, modifications of treatment of company
owned life insurance.



IT IS WRONG TO DENY TAX RELIEF
TO AMERICA’S WORKING FAMILIES

Four million working families will be denied a child tax credit under the congressional tax plans. The
President strongly believes that families who work hard, play by the rules and make around $20,000 or
$25,000, who pay taxes, and who are trying to do the best for their kids just like everybody else, deserve a tax
cut too.

This is an issue that is susceptible to both eye-glazing technical jargon, talk of “stacking,” and misleading
rhetoric: “It’s welfare.” Setting aside the jargon and the rhetoric, this is an issue best weighed by looking at

real people:

Example -- Family of Four with Two Children

Consider a family of four with two children living in a medium sized southern city. The father is a rookie
police officer making $23,000, and the mother is taking a few years off from working. Thzs famlly pays
federal taxes well above the EITC they receive:

Federal Tax Situation Before Any Child Tax Credit:

Income taxes owed before EITC $675
Payroll Taxes (just employee share) $1,760
Excise Taxes/1 $354

Federal out of pocket taxes owed before EITC $2,789

Employer Share of Payroll taxes $1,760
Federal Taxes before EITC $4,549
Benefit from EITC $1,668
President Clinton’s House Bill Senate Bill
Proposal

Child Tax Credit for
family of rookie police $767 $0 $0
officer making $23,000

Notes:
I: Estimate calculated from Congressional Budget Office Data. CBO estimates that in 1998, families with incomes between
$20,000 and $30,000 would pay 1.54 percent of their income in federal excise taxes.
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The President’s Higher Education Tax Cuts:
Greater Benefits for More Families

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

] part-time students;

. students beyond their first two years of undergraduate study;

. graduate students;

. workers who are improving job skills rather than seeking a degree;  _

° those not fortunate enough to have been able to put a lot of money into savings.

For many situations that families find themselves in, the plans passed by the Senate and the House
provide little or no help. Consider the following common situations:

Family with $50,000 income, one child
going to an average community college full-
time ($1,200 tuition and fees)

$600 $900 $1,100

Family with $40,000 income, one child is
junior at average private college ($12,000
tuition and fees)

Family uses funds from an education savings
account (assumes $500 contributed for the $155
four years preceding the relevant year in
college, 10% return, 28% tax bracket)

Spolang O
._-——'//'



- Share of Tax Cuts Going to
“Middle Sixty Percent of Families
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Example 1

Change in Income Tax: Comparison.of Current Law With
The President's Proposal and the House and Senate Tax Bills

Single Parent with Income of $20,000 and Child Age 6

Adjusted Gross Income (AGI) — all earnings
Standard Deduction

Personal Exemptions

Taxable Income

Income Tax Before Credits

Employee Payroll Tax (7.65% of eamings)

Child Credit

Earned Income Credit (refundable)

Income Tax After Credits

Income and Employee Payroll Taxes after Credits

Tax Savings Compared to Current Law

(1999 Tax Parameters)
President’s House Senate
Current Law Proposal Tax Bill Tax Bill
20,000 20,000 20,000 20,000
6,400 6,400 6,400 6,400
5,600 5600 5,600 5,600
8,000 8,000 8,000 8,000
1,200 1,200 1,200 1,200
1,530 1,530 1,530 1,530
0 500 0 -0
1,150 . 1.150 1,150 1,150
50 -450 50 50
1,580 1,080 1,580 1,580
500 0 0

Department of the Treasury
Office of Tax Analysis

June 27, 1997
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Example 2

Change in Income Tax: Com'parison of Current Law With
The President’s Proposal and the House and Senate Tax Bills

Couple with Income of $23,000 and Children 6 and 12

Department of the Treasury
Office of Tax Analysis

(1999 Tax Parameters)

President's House Senate

Current Law Proposal _Tax Bill Tax Bill
Adjusted Gross Income (AGl) - all earnings 23,000 23,000 23,000 23,000
Standard Deduction 7,300 7,300 7,300 7,300
Personal Exemptions 11.200 11.200 11,200 11,200
Taxable Income 4,500 4,500 4500 4,500
income Tax Before Credits 675 675 675 675
Employee Payroll Tax (7.65% of eamings) 1,760 - 1760 1,760 1,760
Child Credits 0 767 0 0
- Eamed Income Credit (refundable) 1,668 aini- 1,668 1,668 1,668
Income Tax After Credits -993 -1,760 -993 -993
Tax Savings Compared to Cument Law 767 0 0

June 27, 1997
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Example 3

Change in Income Tax: Comparison of Current Law With
The President’s Proposal and the House and Senate Tax Bills

‘Couple with Income of $25,000 and Children 6 and 12
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(1999 Tax Parameters)

! President's House Senate

Current Law Proposal Tax Bill Tax Bill
Adjusted Gross Income (AGI) — all eamings 25,000 25,000 25,000 25,000
Standard Deduction 7,300 7,300 7,300 7,300
Personal Exemptions 11.200 11.200 11.200 11,200
Taxable Income 6,500 6,500 6,500 6,500
Income Tax Before Credits 975 975 975 975
Employee Payroll Tax (7.65% of eamnings) 1,913 1913 - 1,913 1,913
Child Credits 0 1,000 0 352
Earned Income Credit (refundable) T 1,246 ' 1,246 1,246 1,246
income Tax After Credits S -271 - -1,271 271 -623
Tax Savings Compared to Current Law 1,000 0 352

Department of the Treasury June 27, 1997

Office of Tax Analysis
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Example 4

Change in Income Tax: Comparison of Current Law With
The President's Proposal and the House and Senate Tax Bills

Couple with Income of $40,000 and Children 6 and 12

Office of Tax Analysis

(1999 Tax Parameters)
President’s House Senate
Current Law Proposal Tax Bill Tax Bill
Adjusted Gross Income (AGI) — all eamings 40,000 40,000 40,000 40,000
‘Standard Deduction - 7,300 7,300 7,300 7,300
Personal Exemptions 11.200 11,200 11.200 11,200
Taxable Income 21,500 21,500 21 ,5_00 21,500
Income Tax Before Credits 3,225 3,225 - 3,225 3,225
Child Credits 0 1,000 1,000 1,000
Income Tax After Credits 3,225 2,225 2,225 2,225
Tax Savings Compared to Current Law 1,000 1,000 1,000
Department of the Treasury June 27, 1997
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Example 5

Change in Income Tax: Comparison of Current Law With
The President's Proposal and the House and Senate Tax Bills

Middle-Age Couple with Income of $40,000 and One Spouse in College wnth Tuition of $4,000

(1999 Tax Parameters)

! President’s House . Senate

Current Law Proposal Tax Bill Tax Bill
Adjusted Gross Income (AGI) - all eamings 40,000 40,000 40,000 40,000
Standard Deduction 7,300 7,300 7,300 7,300
Personal Exemptions 5,600 2,600 5,600 5,600
Taxable Income - 27,100 27,100 27,100 27,100
Income Tax Before Credits . 4,065 4,065 4,065 4,065
~ Tuition Credit 0 800 0 0
Income Tax After Credits 4,065 3,265 4,065 4,065
Tax Savings Compared to Current Law | =R 800 0 0

Department of the Treasury June 27, 1997
Office of Tax Analysis
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Example 6

Change in Income Tax: Comparison of Current Law With
The President's Proposal and the House and Senate Tax Bills

Couple with Income of $60,000 and Children 12 and 18

18 Year Old Enrolled in Four-Year College

TUltIOI‘l of $4,000 and Book Expenditures of $500

Office of Tax Analysis

1 (1999 Tax Parameters)

President’'s House Senate

Current Law Proposal Tax Bill Tax Bill
Adjusted Gross Income (AGl) 60,000 60,000 60,000 60,000
itemized Deductions (18% of AGI) 10,800 10,800 10,800 10,800
- Personal Exemptions 11,200 11,200 11.200 11,200
Taxable Income 38,000 38,000 38,000 38,000
Income Tax Before Credits 5,700 5,700 5,700 5,700
Child Credit 0 500 500 500
HOPE Credit 0 1.500 1.500 1.500
Income Tax After Credits 5,700 3,700 3,700 3,700
Tax Savings Compared to Current Law 2,000 2,000 2,000

Department of the Treasury June 27, 1997
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Examplé 7

Change in Income Tax: Comparison of Current Law With |
The President's Proposal and the House and Senate Tax Bills

Couple with Income of $60,000 and Children 12 and 18
18 Year Old Enrolled in Junior College
Tuition of $1,500 and Book Expenditures of $500

\ (1999 Tax Parameters)

' President's . House Senate

Current Law Proposal Tax Bill _Tax Bill
Adjusted Gross Income (AG) 60,000 60,000 60,000 60,000
Itemized Deductions (18% of AGl) 10,800 10,800 10,800 10,800
Personal Exemptions 11.200 11.200 - 11,200 11,200
Taxable Income 38,000 38,000 38,000 38,000
iIncome Tax Before Credits : 5,700 5,700 : 5,700 5,700
Child Credit ' 0 500 500 500
HOPE Credit Q £200 \SsOO 1.000 1.500
Income Tax After Credits 5,700 4,000 4,200 3,700
Tax Savings Compared to Current Law 1700 IO 1,500 2,000

Department of the Treasury June 27, 1997
Office of Tax Analysis
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DRAFT: July 3, 1997 (2:25pm)
Dear College President:

I 'am writing to urge your support for President Clinton’s tax cut proposal which he unveiled on
Monday, June 30. As the President’s proposals were being considered over the past six months,
you and your colleagues made suggestions for improvement, and the President responded with
changes that have made his plan stronger and more progressive: the tax credit is no longer offset
by Pell Grants; the grade requirement was replaced with “satisfactory academic progress,” making
it consistent with the Federal student aid programs; and now the deduction has been shifted toa
more progressive 20 percent tax credit, With your help, we have a solid plan that offers
opportunity in the rapidly changing economy by helping people improve their education and
upgrade their skills throughout their lives.

But the time for action is now, In the next few weeks, Congress will consider three versions of

tax cuts. The President’s proposal is fair, providing two-thirds of the tax cuts to the middle sixty
percent of families -- more than twice the share that the House and Senate plans provide for these
families. If we act now, we can secucn\'g([thes important tax cuts for working families.

“1 o ( Vs
For higher education, the diffgrence is /lei‘f?:ksident’s plan will provide help i to
seven million more students‘than the was&andfenate passed plans, because the President’s plan
is the oply one on the table that offers tax relief for families paying tuition out-of-pocket for:

. Juniors and seniors
. Part-time students seeking to improve or acquire job skills
J Graduate students

The President’s proposal helps these students by providing a 20 percent tuition credit on expenses
up to 35,000 initially and $10,000 beginning in 2001. At a time when older workers need to
improve their education and upgrade their skills, it is critical that the education tax cuts promote
lifelong learning. |

The President’s proposal makes the 13th and 14th years of education — the first two years of
college universally available by providing a modified two-year $1,500 HOPE Scholarship. First
and second year students would receive a 100% credit for the first $1,000 of tuition and fees plus
50% of the next $1,000. A student going to a typical community college with tuition of $1,200
would receive a $1,100 credit under the President's proposal. After 2002, the tax credit would
increase to $2,000: 100% of the first $1,500 and 50% of the next $1,000.

President Clinton's tax plan incorporates other higher education provisions that have broad-based
bipartisan support, including: 2 permanent extension of the tax preference for employer-provided
undergraduate and graduate education; a student loan interest deduction; tax exclusion for
community service and income-contingent loan forgiveness incentives. The President’s proposal
does not, however, phase-out subsection 117(d) which currently allows the exclusion of qualified
tuition reduction plans from income, nor does it terminate TIAA-CREF’s federal income-tax

exempt status.
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DRAFT: July 3, 1997 (2:25pm)

Upon releasing his proposal, the President said, “Education is how we will meet the challenges of
the 21st century, and the core of our tax cut must be to help families pay for education. The tax
cuts can do for our children what the G.1. Bill did for Americans a generation ago.” We urge you
to support the President’s proposal to make college more affordable,
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Dear DLC Friend: — B

Demacratic Leadership Conneil

This week, both the Senate and the House will begin floor debate and pass alternative
tax bills that will implement the balanced budget accord that was reached by the President
and GOP leaders in May. The bills in both chambers have already deviated enough from the
original budget agreement to ensure a contentious debate between Congressional leaders and
the Administration over specific areas of the package when the bill reaches a conference
committee later this Summer. One area where such disagreement exists is how to spend the
$35 billion in tax relief that has been earmarked for helping families send their children to
college.

The bill that came out of the Senate Finance Committee provides families with a tax
credit worth 75% of tuition costs up to $2,000 for community college at a cost to the
government of $20.4 billion over five years. The bill that came out of the House Ways and
Means Committee permits taxpayers to take a nonrefundable tax credit equivalent to 50% of
up to $3,000 for tuition expenses and books for two years, at a cost to the govemnment of
$22.3 billion over five years. President Clinton's proposed HOPE scholarship would allow
families sending children to college to deduct up to $10,000 in tuition costs for two years or
claim a $1,500 tax credit for tuition costs for two years, at a cost of $35 billion over five
years. While the goals of all three plans are sound, they would not result in expanded access
to college for students from lowincome families, and in fact could lead to higher tuition costs,
thereby actually inhibiting the ability of lowerincome students to attend college.

Against this backdrop, the Progressive Policy Institute has developed an education tax
credit alternative that ensures that every young person able to make the grade and willing to
serve his or her community will be able to go to college. The PPI proposal, which fits within
the $35 billion set aside in the budget accord for higher education tax relief, provides a
$2,500 tax credit for tuition and fees at any instate college or university in the country. This
credit, combined with existing federal aid grant programs, would ensure that no student is
denied a college education for financial reasons.

Attached please find a PPI backgrounder that details this alternative education tax
credit. If you have any questions about the proposal or you would like to speak about it in
more detail, please do not hesitate to call me at (202) 546-0007.

Sincerely,
Debbie Cox
Field Director

5318 C Street. NE & Washington, DC 20002 ¢ 202-546-0007 & Faux: 202-344-5002 © E-mail: info@dlippiorg © \WWW: biap:ltwww.dlcppi.ong! o3
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Hope Revisited
Using Tax Policy to Expand Access to Higher Education

by Jonathan E. Kaplan and Chris J. Soares

President Clinton has made balancing the budget and expanding access to a college
education central missions of his presidency, and rightly so. Spurring private investment
by reducing the deficit, while enabling millions of young Americans to develop productive
and advanced skills, is critical to ensuring strong growth and restoring broad upward
mobility in the next century. To these ends, the $35 billion earmarked in the budget deal
to help families send their children to college offers a landmark opportunity: We can
inaugurate a new era in American education in which any young person able to make the
grade and willing to serve his or her community will be able to go to college.

To achieve this goal, Congress should dramatically expand access to higher
education by redesigning the President's proposed HOPE tax credit and tuition tax
deduction. In its place, we propose a four-year, refundable tax credit for families of
students who attend public, in-state institutions and are willing to perform community
service. Combined with existing federal aid programs, a $2,500 annual tax credit would
cover the tuition and fees at most state colleges and universities in the country, with money
left over for living expenses. By tying the new tax credit to community service, we also
would reinforce the value, introduced by President Clinton in his Americorps initiative,
that anyone receiving government assistance should give something back to the country.

The President's current proposal would allow families sending children to college to either
deduct up to $10,000 in tuition costs for two years or claim a $1,500 tax credit for tuition
costs for two years. While the goal is sound, as the proposal now stands it would provide
tax relief to middle-class families already capable of sending their children to college, but
not expand access to college for students from low-income families. Most research shows
that with the current provision of public and private assistance, rising college costs today
do not reduce college attendance among children from middle-class families, but rather
only affect which institutions they attend. Studies show, however, that the cost of college
does reduce enrollment among children from poor families. But these families do not earn
sufficient income to take advantage of the proposed new tax credit and deduction.
Moreover, since the value of any tax deduction increases with a taxpayer's tax bracket, the
greatest benefits would go to the more affluent families who need them least.

518 CStreet, NE = Washingion, D( 20002 « 202.547.0001 « FAX 202.544.5014 e E-mail ppiinfo@dicppi.org « WWW htip://www.dicppi.org/



The current proposals would have another unintended effect: higher tuition prices
for everyone. This is likely to occur through a normal economic process called
"capitalization," in which markets build into the price of a product part of the value of any
tax preference associated with the purchase of that product. If the new deduction is worth
an average of $1,000 to families sending their children to college, schools will be able to
raise their tuition by some amount up to $1,000 without sacrificing enrollment. In all
likelihood, only part of this deduction would translate into higher tuition charges. But to
the extent this occurs over time, the proposal will end up raising the price of tuition,
offsetting the tax benefits to those sending their children to college while subsidizing
salaries and other expenses in higher education.

By pushing up tuition charges, the plan could actually reduce overall access to
college, especially among children from poor families who would not benefit from the new
deduction or tax credit. Increased tuition inflation is the last thing low-income students
need: Even if tuition prices continue to rise only at the rate of the past 20 years, by 2015
almost seven million students could be priced out of higher education, according to a new
study by the Council on Aid to Education. -

For all of these reasons, the President's proposals have not found much support in
Congress. The plan can be redesigned to target more of its resources to those who, without
its help, could not afford to stay in college or even to attend at all. PPI's new plan would
create a four-year tax credit—available to students from poor families along with everyone
else—if they attend a public, in-state college or university and agree to perform community
service. We estimate that by 2001, 3.7 million young Americans would take advantage of
this tax credit to pursue higher education, including 1.1 million who otherwise would not
have been able to go to college, and more than 400,000 who would have had to drop out
for financial reasons. To achieve this, Congress should do the following:

> Instead of providing a two-year, $10,000 tuition deduction or a two-year,
$1,500 tax credit, offer one benefit: a $2,500 tax credit indexed to inflation
and available for four years. The credit would cover the tuition and fees for
in-state students at most public institutions. Providing the credit for up to
four years would cover an entire college education, and indexing the level
of the credit to inflation would maintain its value over time.

> Make the tax credit refundable, so that low-income families owing no
income tax could still receive the $2,500 to cover their children's college
tuition costs. In this way, the policy would help those aspiring college
students who need it most. Today, less than 40 percent of high school
graduates from low-income families go on to college, as compared to more
than 55 percent from middle-class families and some 80 percent from affluent
backgrounds. Moreover, receiving this benefit would not preclude receiving

-



other federal aid, such as Pell Grants. For those students from moderate or
poor circumstances, the $2,500 credit, along with a Pell Grant, would cover
tuition, fees, books, and at least a portion of living expenses at most state
colleges and universities.

> The credit should be directed to students attending two-year or four-year
public colleges or universities in their home states. This condition will help
limit the policy's cost and target limited public resources to those who most
need them, since more affluent students choosing to attend a private college
or go out of state would not receive the tax benefit.

Directing these public resources to public institutions would also reduce the
potential for tuition inflation. Among private institutions, there would be no
new inflation pressures. Attempts by public colleges and universities to
capitalize the tax benefit into higher tuition prices would face a serious
hurdle: Approval by Boards of Regents answerable to governors or state
legislatures answerable to voters—including some voters with children
attending a public college or university, but unable to claim the new tax
credit.

> Students receiving this credit should also agree to perform community
service—before, during, or after college. Tying the benefit to a young
person's willingness to perform public service would extend the compact of
mutual responsibility between young people and the country. It would also
help target the resources to those who most need or want them, since they
would be willing to incur this additional obligation. This restriction would
also prevent the HOPE Scholarship from becoming a welfare-state benefit
that imposes no responsibility on those receiving it.

This strategy would achieve the President's goal, and more. For the first time in our
history, every young American with the ability and tenacity to pursue a higher education
will have the resources to do so, so long as they are willing to pay the country back with
some form of public service. Once again, we estimate that by 2001, 3.7 million college
students would take advantage of this opportunity, including 1.1 million who otherwise
could not have attended college and more than 400,000 who would have had to drop out
for financial reasons.



These estimates, while necessarily speculative, are based on all the available data
and econometric analysis—for example, evidence that each $150 reduction in tuition costs
increases college enrollments by 1.6 percent, that 81 percent of students attend public
institutions, that 79 percent of those attend them in their home states, and that
approximately 32 percent of college students from middle- and upper-income families
currently perform community service.

Year' Number of Students =~ Maximum Value Cost

FY 1998 1,170,000 $2,500 $ 2.7 billion
FY 1999 2,160,000 $2,575 $ 5.1 billion
FY 2000 2,980,000 $2,652 $ 7.1 billion
FY 2001 3,720,000 $2,732 $ 9.0 billion
FY 2002 3,720,000 $2,814 $ 9.3 billion

This strategy would cost $33.2 billion over the first five years. Compared to the
President's proposals, this approach would further expand educational opportunities,
promote a greater sense of responsibility among the young people receiving its benefits,
stimulate less inflation in tuition prices, and cost less.

Jonathan Kaplan and Chris Soares are Economic Policy Analysts at the Progressive
Policy Institute. PPI Research Analyst Stephanie Soler also contributed to this report.




AVERAGE ANNUAL UNDERGRADUATE IN-STATE TUITION

AT 4-YEAR INSTITUTIONS OF HIGHER EDUCATION

STATE-BY-STATE, 1995-96

State Tuition
Montana $2,367
Nebraska 2,182
Nevada 1,684
New Hampshire 4,446
New Jersey 3,972
New Mexico 1,940
New York 3,714
North Carolina 1,639
North Dakota 2,248
Ohio 3,603
Oklahoma 1,839
Oregon 3,233
Pennsylvania 4,723
Rhode Island 3,856
South Carolina 3,094
South Dakota 2,642
Tennessee 1,990
Texas 1,820
Utah 2,011
Vermont 5,898
Virginia 3,907
Washington 2,791
West Virginia 2,024
Wisconsin 2,614
Wyoming 2,005

State Tuition
Alabama $2,240
Alaska 2,489
Arizona 1,926
Arkansas 2,028
California 2,666
Colorado 2,473
Connecticut 3,845
Delaware 3,981
D.C. 1,118
Florida 1,767
Georgia 2,103
Hawaii 1,576
Idaho 1,682
Mlinois 3,352
Indiana 3,037
Iowa 2,565
Kansas 2,120
Kentucky - 2,161
Louisiana 2,221
Maine 3,474
Maryland 3,572
Massachusetts 4,253
Michigan 3,895
Minnesota 3,216
Mississippi 2,459
Missouri 3,015

Source: The Digest of Education Statistics 1996. U.S. Department of Education.




EDUCATION TAX CREDIT PROPOSALS

PPI Proposal Clinton Proposal Senate Proposal House Proposal
Tax Credit $2,500 indexed for $1,500 (or permits a 75% of tuition costs up | 50% of tuition costs up
inflation $10,000 tax deduction) | to $2,000 to $3,000
Refundable YES NO NO NO
Phased out? NO phases out for phases out for | phases out for
' individuals with individuals with individuals with
incomes over $70,000 incomes over $50,000 incomes over $50,000
and couples with and for couples with and for couples with
incomes over $100,000 | incomes over $100,000 | incomes over $100,000
Service Requirement YES NO NO NO
# of years credit is four two two two
eligible to be taken
Estimated cost $35 billion over five $35 billion over five $20.4 billion over five | $22.3 billion over five
years years years years




The DLC Update

For copies of the PPI Backgrounder, Hope Revisited: Using Tax Policy to
Expand Access to Higher Education, visit our website at
http://www/dlcppi.org/ or call the publications desk 800/546-0027.

The Democratic Leadérship Council

Tuesday, June 24,

A Chance to Make College Affordable for All

One of the President's major accomplishments in
negotiating this year's budget agreement was the
provision reserving $35 billion (over five years) in tax cuts
for higher education costs. The high priority the President
placed on tax benefits for college attendance reflected his
clear understanding that expanded access to higher
education is essential to the task of preparing Americans
to succeed in the Information Age.

But it is increasingly clear, as Congress considers tax
legislation this week, that there is no consensus in either
party about the best way to distribute education tax
benefits, while there are many legitimate doubts about the
competing proposals.

This creates a window of opportunity for a fresh look
at the options for expanding access to college. If
designed properly, $35 billion in tax benefits are sufficient
to make college affordable for virtually every American.
In a new PPl Backgrounder, Hope Revisited: Using Tax
Policy to Expand Access to Higher Education, Jonathan
Kaplan and Chris Soares of the Progressive Policy
Institute show how a variation on the President's Hope
Scholarship Tax Credit could achieve that long-sought
goal, and strike the greatest blow for educational
opportunity since the Gl Bill.

Given current trends in the cost of college, it is
unconscionable to throw $35 billion in new federal money
into the higher education system without paying careful
attention to the impact on affordability. A major study by
The Education Trust recently concluded that lack of funds
was a major factor in high college drop-out rates (only
about half of high school graduates entering college eam
a degree), especially among minority students. Further, a
new study on college finances released last week by the
Council for Aid to Education Ipredicted that rising tuitions
could price more than six million more students out of
college by the year 2015,

The "Hope Revisited® proposal would reverse these
troublesome trends. It provides a four-year, $2,500 per
year refundable tax credit for families of students who
attend public, in-state institutions and are willing to peform
community service before, during, or after college.

Combined with existing federal aid programs, the credit
would cover tuition and fees at any state college,
university, or technical institute in the country, with money
left over for living expenses. Most importantly, PPI
estimates that by the year 2001, the credit would enable
more than a million students to go to college who would
not otherwise be able to afford it, and more than 400,000
students to continue college who would otherwise drop
out.

Key elements of the Hope Revisited proposal include:

First, it provides a tax credit, rather than a deduction,
because deductions perversely give higher-income-
taxpayers—those with the least need—higher benefits.

Second, the credit is refundable, so that the poorest
families—those with the greatest need—can participate.
Without refundability, most families with income under
$20,000 per year are excluded entirely.

Third, the credit can only be used at in-state, public
institutions, because state colleges and universities are
accountable to elected officials who can be expected to
resist efforts to hike tuitions for their own citizens. Without
such a limitation, new tax benefits are likely to fuel tuition
inflation, not only undermining their value for
beneficiaries, but actually making college more expensive
for everyone, including students who do not qualify for the
tax benefits.

And fourth, reflecting the ethic of the Gl Bill, students
benefitting from the credit would be expected to give
something back to the country in the form of community
service—performed before, during, or after college. This
service requirement changes what would otherwise be an
entittement into an earned benefit that reinforces the
principle of reciprocal responsibility, while ensuring that
beneficiaries are serious about bettering themselves and
their communities.

Hope Revisited could enormously enrich the legacy
associated with this year's historic budget agreement: a
balanced budget, with tax relief, that also makes the
single most important element of the American Dream—a
college education—a real opportunity for every American.

New PPI Paper on
“The Meaning of Hong Kong”

In a new analysis released last week by
the Progressive Policy Institute, Senior
Fellow Robert A. Manning outlines the
history, the importance, and the agreed

upon terms of Hong Kong's reunification
with China, set to take place at one
minute past midnight on July 1, 1997. In
The Meaning of Hong Kong:
Revealing China's Hand, Manning
recommends specific policy
benchmarks and proposals that will

protect America's interests during this
historic transfer of power. For copies of
the report, call the publications desk
800/546-0027 or visit our website at
http/iwww/dlcppi.org/.

This Fax is broadcast to thousands of public officials, citizen activists, and supporters in the DLC network nationwide.
clo The DLC Update, Democratic Leadership Council, 518 C Street NE, Washington, DC 20002
P: 800/546-0027 (202/544-6172 in N\ F-202/546-0628 F-MAIL -info@dIcooi.ora WWW: http:/fwww.dlcppi.org/
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June 27, 1997

Memorandum to the Prggident

From: Al From

Subject;: Guaranteed College Tuition Plan

It was good to see you today and terrific to see you getting around so well.

As promised, I've attached our compromise higher education plan. This plan
would further the goal of expanding access Lo college that you set out when you
offered the Iope Scholarship. But it would go even further. It would guarantcce that
uo young person who makes the grade and agrees to do community service would be

Anable 10 go to college for inability Lo pay. And it would reinfo inkage of
college aid to community service, which i i1 ant part of your legacy.

If, as it appears, you can’t get support in the Conference for your plan -- and
you don’t like the Housc and Senate plans -- I think you might want to give serious
consideration to offering this as a compromise. '

Here’s how the plan would work:

1. It would offer a four year refundable $2500 annual tax credit (adjusted for
inflation) to families of students who attend public, in-state institutions and are
willing to perform community service.

2. That tax credit, combined with the new $3000 Pell grant (or other existing
highcr education aid), would cover the fees and tuition costs at most state colleges,
with a significant amount left over for living expenscs.

The plan is explained in more detail in the PPI backgrounder I've attached.
I think the most attractive part of it is that it would establish a national policy that
makes college affordable for every young person no matter how poor. Itis not unlike
the policy we used to sell the EITC - that no one who works, full-time, year round
to support a family should have a wage below the poverty level.

I think it is a political 10 strike -- and it has the added benefits of being good
policy and furthering main objectives of your Administration.

If you have any interest in pursuing this, I'll be in Annapolis this weekend,
where I can be reached at 410-626-1236.

I’ll follow up on our larger conversation when you get back from Madrid.

.02
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| Hope Revisited
Using Tax Policy to Expand Access to Higher Education

by Jonathan E. Kaplan and Chris [. Soares

President Clinton has made balancing the budget and expanding access to a college
education central missions of his presidency, and rightly so. Spurring private investment
by reducing the deficit, while enabling millions of young Americans to develop productive
and advanced skills, is critical to ensuring strong growth and restoring broad upward
mobility in the next century. To these ends, the $35 billion earmarked in the budget deal
to help families send their children to college offers a landmark opportunity: We can
inaugurate a new era in American education in which any young person able to make the
grade and willing to serve his or her community will be able to go to college.

To achieve this goal, Congress should dramatically expand access to higher
education by redesigning the President's proposed HOPE tax credit and tuition tax

deduction. In its place, we propose a four-year, refundable tax credit for families of

students who attend public, i ommuni

service. Combined with existing federal aid programs, a $2,500 annual tax credit would
cover the tuition and fees at most state colleges and universities in the country, with money
left over for living expenses. By tying the new tax credit to community service, we also
would reinforce the value, introduced by President Clinton in his Americorps initiative,
that anyone receiving government assistance should give something back to the country.

The President’s current proposal would allow families sending children to college to either
deduct up to $10,000 in tuition costs for two years or claim a $1,500 tax credit for tuition
costs for two years. While the goal is sound, as the proposal now stands it would provide
tax relief to middle-class families already capable of sending their children to college, but
not expand access to college for students from low-income families. Most research shows
that with the current provision of public and private assistance, rising college costs today
do not reduce college attendance among children from middle-class familics, but rather
only affect which institutions they attend. Studies show, however, that the cost of college
does reduce errollment among children from poor families. But these families do not eam
sufficient income to take advantage of the proposed new tax credit and deduction.
Moreover, since the value of any tax deduction increases with a taxpayer's tax bracket, the
greatest benefits would go to the more affluent families who nced them least.
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The current proposals would have another unintended effect: higher tuition prices
for everyone. This is likely to occur through a normal economic process called
“capitalization,” in which markets build into the price of a product part of the value of any
tax preference associated with the purchase of that product. If the new deduction is worth
an average of $1,000 to families sending their children to college, schools will be able to
raise their tuition by some amount up to $1,000 without sacrificing enrollment. In all
likelihood, only part of this deduction would translate into higher tuition charges. But to
the extent this occurs over time, the proposal will end up raising the price of tuition,
offsetting the tax benefits to those sending their children to college while subsidizing
salaries and other expenses in higher education.

By pushing up tuition charges, the plan could actually reduce overall access to
college, especially among children from poor families who would not benefit from the new
deduction or tax credit. Increased tuition inflation is the last thing low-income students
need: Even if tuition prices continue to rise only at the rate of the past 20 years, by 2015
almost seven million students could be priced out of higher education, according to a new
study by the Council on Aid to Education. '

For all of these reasons, the President's proposals have not found much support in
Congress. The plan canbe redesigned to target more of its resources to those who, without
its help, could not afford to stay in college or even to attend at all. PPI's new plan would
create a four-year tax credit—available to students from poor families along with everyone
else—if they attend a public, in-state college or university and agree to perform community
service. We estimate that by 2001, 3.7 million young Americans would take advantage of
this tax credit to pursue higher education, including 1.1 million who otherwise would not

able to college, and n 400,000 who would have had to d@t

for financial reasons. To achieve this, Congress should do the following;

. Instead of providing a two-year, $10,000 tuition deduction or a two-year,
$1,500 tax credit, offer one benefit: a $2,500 tax credit indexed to inflation
and available for four years. The credit would cover the tuition and fees for
in-state students at most public institutions. Providing the credit for up to
four years would cover an entire college education, and indexing the level
of the credit to inflation would maintain its value over time.

> Make the tax credit refundable, so that low-income families owing no

income tax could still receive the $2,500 to cover their children's college

tuition costs. In this way, the policy would help those aspiring college

stucdents who neced it most. Today, less than 40 percent of high school

- graduates from low-j i on to college, as compared to_more
“‘&mﬂﬂ > than 55 percent from middle-class families mc 80 percent from affluent
' ._backgrounds. Moreover, receiving this benefit would not preclude receiving

-2-
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other federal aid, such as Pell Grants. For those students from moderate or
poor circumstances, the $2,500 credit, along with a Pell Grant, would cover
tuition, fees, books, and at least a portion of living expenscs at most state.
colleges and universities.

> The credit should be directed to students attending two-year or four-year
publiccolleges or universities in their home states. This condition will help
limit the policy's cost and target limited public resources to those who most
need them, since more affluent students choosing to attend a private college
or go out of state would not receive the tax benefit.

Directing these public resources to public institutions would also reduce the
potential for tuition inflation. Among private institutions, there would be no
new inflation pressures. Attempts by public colleges and universities to
capitalize the tax benefit into higher tuition prices would face a serious
hurdle: Approval by Boards of Regents answerable to governors or state
legislatures answerable to voters—including some voters with children
attending a public college or university, but unable to claim the new tax
credit.

> Students receiving this credit should also agree_to perform community
service—before, during, or after college. Tying the benefit to a young
person's willingness to perform public service would extend the compact of
mutual responsibility between young people and the country. It would also
help target the resources to those who most need or want them, since they
would be willing to incur this additional obligation. This restriction would
also prevent the HOPE Scholarship from becoming a welfare-state benefit

that imposes no responsibility on those receiving it.

This strategy would achieve the President's goal, and more. For the first Tiffie in our
history, every young American with the ability and tenacity to pursue a higher education
will have the resources to do so, so long as they are willing to pay the country back with
some form of public service. Once again, we estimate that by 2001, 3.7 million college
students would take advantage of this opportunity, including 1.1 million who otherwise
could not have attended college and more than 400,000 who would have had to drop out
for financial rcasons.
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These estimates, while necessarily speculative, are based on all the available data
and econometric analysis—for example, evidence that each $150 reduction in tuition costs
increascs college enrollments by 1.6 percent, that 81 percent of students attend public
institutions, that 79 percent of those attend them in their home states, and that
approximately 32 percent of college students from middle- and upper-income families

currently perform community service.

Year

FY 1998
FY 1999
FY 2000
FY 2001
FY 2002

This strategy would cost $33.2 billion over the first five years. Compared to the
President's proposals, this approach would further expand educational opportunities,
promote a greater sensc of responsibility among the young people receiving its benefits,
stimulate less inflation in tuition prices, and cost less.

Jonathan Kaplan and Chris Soares are Econortic Policy Andlysts at the Progressive
Policy Institute. PPI Research Analyst Stephanie Soler also contributed to this report.

Number of Students
1,170,000
2,160,000
2,980,000
3,720,000
3,720,000

Maximum Value

$2,500
$2,575

$2,652

$2,732
$2,814

Cost

$ 2.7 billion
$ 5.1 billion
$ 7.1 billion

$ 9.0 billion -

$ 9.3 billion
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er cducation tax cuts prepared
by the Department of £ducation. Thid prop 5 4 ! anization's- elos
woposal wag, The revidens aimply fddle aroun on the margins wd fail to address the fundamental flaw
contained in the original. The revision. like the origingl, denizs belp t the families who neod It most, becguse it
is not refundablo. Liks the original, the reviden Ioaves 30% of the families with children—dthe lowest incoma
friliss~—without cne penny mare to meet s cost of collegs and fails to daUves the full $1.500 w 42% of'ths
families with childicn

[UDOIL &8 Uik Al

Reviewing this proposal, in Light of President Clialn's comments an affrmnative setion o few weeks 120, 1t is
hard not to recall Mactin Luther King's question, "What good is ths right to eat at the hmch counter if you <an’y
atford the bamburger?”

Given this proposal. we belisve it best 10 tum our attentiop and enargies  other presviug education
issucs—securing the promissd increass ia Pell Grants, improving the Higher Educstion Act mud enacting
Lagislation to {mprove the quality of teaching in high poverty schools—end leavs the fare of Presidens Clintan®s
Isgscy as the cducation President to the gooduill of Chaimnan Archer and Roth.

Thanks to all of you who worked on this issuc. Wo look farward to warking with yeu In the fsture to brprove
equity and quality in America’s schools and colleges, to close the achizvement gep and to ensure thatdll
eudents —Kindargmten trough college—achicve al dx highest Jovcls. If you have any questions or need
edditiopal information, plesse fes! froe o give me a call 21202-293-1217 2 329.
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