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GOP Considers Delaying Tax Credits 

WASHINGTON (AP) - House Republicans are considering 
delaying tax credits for millions of poor Americans as part of 
their hunt for savings to pay for must-pass spending bills. 

"That's a live option," John Feehery, spokesman for House 
Speaker Dennis Hastert, R-lll., said today. 

Clinton administration officials immediately criticized the 
suggestion, with Treasury Secretary Lawrence Summers saying 
the idea is "tantamount to a tax increase on working families." 



The delays would effect the earned-income tax credit, under 
which an estimated 20 million low-income, working Americans 
either receive payments from the federal government or have 
their taxes reduced. 

Almost all of the credit's recipients receive their payment in a 
single, lump-sum check. The credit averages $1,890 per year 
for families with children, according to Treasury Department 
figures. 

Under the GOP plan, those payments would be broken up into 
monthly or quarterly payments. The delays would save the 
government up to $8.7 billion next fiscal year, Feehery said, 
because some of the payments would be delayed into the 
following fiscal year. 

"It doesn't hurt anybody," Feehery said. "It's just spreading 
out the payments." 

But Summers said breaking the credit into several payments 
would hurt the poor because many of them use the lump sum to 
purchase used cars or other expensive items. 

Fiscal 2000 begins Oct. 1. Republicans have sent only two of 
the 13 annual spending bills for next year to President Clinton 
for his signature. They are desperately searching for ways to 
pay for the bills without using Social Security surpluses, which 
both parties have promised not to touch. 

The proposal to delay the earned-income credit was first 
reported in The Wall Street Journal. 

AP-NY-09-14-99 1356EDT 
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Congressional Proposal to Deiay E I T C Refunds 

Today's Wall Sirael Journal reports that House Republicans are considering a plan to delay 
EITC paymenlB next year. 

Under the plan, the TRS would be required to pay EITC refunds quarterly or moathly over 
a twelve-mo nth. period. According to Congressional aides, taxpayers would also noL^g 
ajjgwed to claim advance paymeuta of the EITC through their employers for tax year 
2000. 

- As a result, about a quarter of EITC refunds - roughly $7 billion - for tax year 1999 
would be pushed into FY 2001. 

The proposal would impose a tax increase on 20 million working families who expect to I 
receive the fiill amount of the credit when they file their tax return next winter and spring. | 
No other group of taxpayers is being asked to delay receipt of their tax refund. 

The IRS cannot implement the proposal. At this lale date, the IRS cannot change its 
computer programs for the next filing season in. order to pay out EITC refunds separately or 
any tax refund in installments. 

Nearly 20 million low and moderate-income taxpayers will claim the EITC on 1999 tax 
leturns. Theywill claim an average EITC of $1,610. I f they have children, they will receive, 
on average, an BT.TC of S1,890. Most ETTC claimants have income below $30,000. Nearly 
all EITC payments are made during the filing season, 

- Most claimants chose to receive the EITC at the end ofthe year in a lump-sura payment, 
rather than advance payments during line course of the year. They have made decisions 
about personal saving and consumption on the expectation of a large refund this sprmg. 

- Some may have planned to purchase a car or move to a better apartment when they 
receive their EITC refunds. Others have borrowed money in the expectation of receiving 
an FJTC refund at the end of the year. Receiving the HITC in monthly payments will 
disrupt these plans, and in some cases, impose further costs on taxpayers who do not have 
other resources to fall back upon. 

By choosing to receive the EITC at the end of the year, low-income taxpayers have already 
made a significant interest-free loan to the government. Delaying the refund further is, in. 
effect, demanding that low-income taxpayers extend the loan to the government. 

- Many low-income taxpayers, caught by surprise by the delay of their refund, may have to 
borrow money from private sources. There is already a siaable refund-anticipation loan 
market, which often charges high interest rates lo low-income taxpayers who seek to 
receive their EITC refund in advance. Delaying refunds will push more low-income 
taxpayers into the refund anticipation loan market. 
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A Tax Increase on Working Families 

The proposal to spread out payments of refhnds ofthe EITC to working families over 12 months 
is tantamount, to a tax increase. 

• Families that would have saved their refunds will lose the interest that they would 
otherwise have earned. 

• Families that would have used the money to pay off debt will be able to retire less debt 
because they will incur more interest expense, 

• Families that would have used the money to purchase a consumerdurablc such as a car 
will have to take out larger loans to do it. 

Examples: 

1. A couple with two children earning $ 10,000 is planning to use their $3,816 ETTC to 
purchase a used car to get to work. Because the payments will be delayed over 12 
months, they will have io get a loan at 10 percent interest. As a result, they will only be 
able to afford a car costing $3,617. Spreading out the EITC is tantamount to a tax of 
almost $200 to this family. 

2. A single parent with one child and income of $20,000 expecis to use their$l,103 refund 
to pay off her credit card debt. If she receives the EITC in installmenis, she will have to 
pay interest at 18 percent As a result ofthe interest costs, she will end the year with 
$208 of unpaid debt. That $208 is effectively an additional tax. 
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Hie IRS cannot cut a separate refund check for EITC claimants. 

Right now, the IRS is oompleting its testing of computer programs for the next filing 
season. These programs are not set up lo pay out the.porLion of refunds attributable to the 
EITC separately or to make installment payments of any refund amount. At this lale 
dale, there is not sufficient time to develop and adequately test new programs, 

- These programming changes would come on top of IRS efforts to meet the Y2K 
challenge. 

Office of Tax Policy 
September 14, 1999 
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GOP Budgeteers Try to Delay Tax Credits to Poor 
By DAVID ROGERS 

Sta f f Reporter of T H E W A L L STHEF.T J O U R N A L 

WASHINGTON - House Republicans 
are considering a plan to delay billions of 
dollars in tax-credit payments to poor fam­
ilies to help offset spending elsewhere for 
education and social services next year. 

Earned-income tax credits, which cost 
about $30 billion annually, are typically 
distributed in lump-sum payments be­
tween January and May as individuals file 
tax returns. The proposal would make the 
payments on a monthly or quarterly basis 
over 12 months and push a portion of the 
costs past Oct. 1 next year and into fiscal 
2001. 

While no decision has been made, the 
plan is taken seriously by Speaker Dennis 
Hastert's office, and Joint Taxation Com­
mittee estimates show a short-term savings 
of $7 billion. "Not a single person will lose a 
penny on this," said one leadership aide. 
"The savings would go to pay for spending 
for the same targeted population." 

Nonetheless, most EITC payments go to 
households with children, and incomes un­

der $20,000. That the proposal has moved 
this far underscores the level of frustration 
in the GOP as it tries to minimize its failure 
to live within prescribed spending limits. 

With the new fiscal year beginning in 
two weeks, Congress is on track not only to 
break these caps, but also to again borrow 
from Social Security funds to finance gov­
ernment operations. Anxious to save face, 
the leadership is falling back on account­
ing gimmicks to disguise the problem by 
shifting tens of billions of dollars out of fis­
cal 2000. 

The EITC proposal fits into this strat­
egy and is one example of delayed spend­
ing. The opposite is the case concerning 
agriculture, on which the GOP wants to 
spend as much as possible in the next two 
weeks before the current fiscal year ex­
pires Sept. 30. 

The Senate already has approved about 
$7.4 billion in emergency aid to farmers 
hurt by a second year of low commodity 
prices. Normally, this money wouldn't be 
distributed before Oct. 1, even if endorsed 
by the House in negotiations this week. But 

one option under discussion is the forma­
tion of a special entity to receive the funds, 
which would justify their being counted as 
an expenditure on the budget books this 
fiscal year. 

The proposals now risk distorting the 
appropriations process to a degree never 
seen before. President Clinton opened the 
door by requesting billions in advanced 
funding for his budget priorities past 2000. 
Senate Republicans now are seizing the 
chance to use the same approach to shift as 
much as $20 billion in costs into 2001 and 
extricate themselves from the current 
spending crunch. 

Meanwhile, on a 55-40 Senate roll-call 
vote. Western and Gulf Coast oil interests 
fell five votes short of the 60 needed to limit 
debate on their provision to block Interior 
Department rules governing royalties paid 
on petroleum taken from federal lands. In­
dustry backers say the changes are unduly 
costly, but Democratic Sen. Barbara Boxer 
of California has vowed to delay action on 
the entire Interior budget unless the provi-

. sion is dropped. 
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By GLENN R. SIMPSON 
Staff Reporter of T H E W A L L S T R E E T J O U R N A L 

WASHINGTON—The office of indepen­
dent counsel Kenneth Starr and a former 
Starr aide are off the hook, at least for now, 
for allegedly leaking grand-jury material 
to the news media. 

The U.S. Court of Appeals for the Dis­
trict of Columbia ended the contempt-of-
court proceeding, reversing a lower-court 
finding that Mr. Starr's office appeared to 
have illegally disclosed the material. The 
case involves a 1998 report that Mr. Stan-
was weighing an indictment of President 
Clinton. Overruling the district court, a 
three-judge appeals court panel found that 
the information isn't protected by grand-
jury secrecy rules. 

The ruling showed the dire legal cir­
cumstances into which Mr. Starr's office 
had fallen earlier this year. Until yester­
day, the case against Mr. Starr's office and 
his former spokesman, Charles Bakaly, 
had proceeded largely behind closed doors. 

According to the appeals court, Mr. 
Starr's office was forced to retract state­
ments denying that any of its staff was the 
source of a 1998 story in the New York 
Times. The newspaper reported a debate 
within the office over whether to indict Pres­
ident Clinton for lying under oath about his 
relationship with Monica Lewinsky. 

The independent counsel also was 
forced to withdraw a declaration by Mr. 
Bakaly, who was Mr. Starr's spokesman, 
denying involvement in the alleged leak. 
Mr. Starr's office then "took administra­
tive action against Bakaly and referred the 
matter to the Department of Justice for a 
criminal investigation and decision," ac­
cording to the appeals-court panel. 

It isn't known what evidence contradicts 
the earlier denials by the independent 
counsel and Mr. Bakaly's declaration. Mr. 
Bakaly couldn't be reached to comment. 

Mr. Starr claimed vindication, saying his 
office had never committed illegal leaks. 

The appeals-court panel's decision 
might not be the last word on the matter. 
David Kendall, President Clinton's per­
sonal attorney, said in a statement that he 
would seek to have the decision reviewed 
by the full appeals court. In addition, other 
allegations of illegal leaking by Mr. Stan-
are still under investigation by both U.S. 
District Judge Norma Holloway Johnson 
and the Justice Department. 

In July, Judge Johnson ordered the de­
partment to serve as prosecutor for contempt 
charges against Mr. Bakaly and the office of 
independent counsel, the opinion states, and 
both were named as criminal defendants. 
But she left open whether the case could be 
resolved with criminal or civil charges. 

Mr. Starr's office, in addition to denying 
that the information constituted sensitive 
grand-jury material, made the claim that it 
enjoys sovereign immunity from contempt 
prosecution because it is a federal agency. 

The appeals court declined to rule on 
that defense, agreeing with Mr. Starr that 
information about his prosecutorial strat­
egy isn't necessarily protected by grand-
jury secrecy. 
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