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October 9, 1997

The Honorable William Archer
Chairman

Committee on Ways and Means
U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

We write to express our strong opposition to The Education Savings Act for Public and Private
Schools which the House Committee on Ways and Means is scheduled to consider today. Last
summer, when a similar proposal was passed by the Senate, the President stated that he would
veto the legislation that contained it. This bill raises the same concerns as the proposal in the
Senate bill. We would recommend that the President veto this bill should it reach his desk.

Every American child deserves a high quality elementary and secondary education. We believe
that targeting our limited Federal resources to build stronger public schools will help ensure all
our children receive the education they need to be productive citizens. Public schools serve
approximately 90 percent of students in grades K-12 and currently face record-breaking
enrollments. By focusing resources on public schools, we can leverage community investment to
help parents, teachers and administrators meet the important educs.ional challenges they face in
serving the vast majority of our children: meeting high standards for leaming and discipline, fixing
school buildings, and providing a safe, drug-free environment for children. In contrast the
Education Savings Act for Public and Private Schools diverts needed attention and resources from
our public schools.

The bill disproportionately benefits the most affluent families-and provides little benefit to lower
and middle-income families. First, the average family typically saves a modest amount, and,
therefore, would get little reward from the compounding of tax-free earnings in an Education
IRA. By contrast, wealthy families save more, and, therefore, would have greater accumulations
of tax-free earnings in an Education IRA. Second, the benefit of tax-free accumulation under the
bill increases with a family’s marginal tax rate. Thus, for example, a family in the 31 percent
marginal tax bracket that saved $2,500 per year for six years would realize twice the tax benefit
under the bill ($1046) as a family in the 15 percent bracket saving the same amount ($514).

We are also concerned the bill would create significant tax compliance problems. The legislation
allows tax-free withdrawals from Education IRAs for “supplementary expenses required for [the
child’s] enrollment or attendance at 3 public, private or sectarian school,” but provides no
guidance in identifying what these expenses are. Distinguishing between an appropriately tex-free
withdrawal and one that should be subject to tax and penalty would lead to significant additional
tax complexity for families.
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Finally, we do not believe that increasing the contribution limits for tax-preferred saving
opportunities will generate much additional saving and instead, will reward families, particularly
those with significant means, for what they would atherwise do.

We understand that Congressman Rangel intends to.offer an amendment in the nature of a
substitute that would use the revenue that would be lost by the Education Savings Ast for Public
and Private Schools to increase the volume of qualified zone academy bonds. We strongly prefer
the Rangel proposal and other alternatives that devote Federal revenue to improving the public
schools, rather thar legislation having the effect of subsidizing private alternatives, so that 8 high-
quality education is available to every American child regardless of their family income. The
qualified zone academy bond program helps public schools with 8 substantial number of low-
income students afford improvements in their infrastructure, their equipment and their teacher
training. Therefore, we support Congressman Rangel’s substitute.

Sincere_ly,

Robert E. Rubin : Richard W. Riley
Secretary of the Treasury Secretary of Education
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were allowed to accumulate in the account over a period of years. Therefore, even the few
formupate families able 1o save for next years mition costs would receive little benefit.

3. To receive the maximum benefit, a family would need to have both young children
(so that there is time to accurnulate income in the account) and substantial investment
assets. The following table indicates that few families meet that requirement. This table is
based on data collected by the Federal Reserve Board in its 1995 Survey of Consumer
'Finances. It shows the median amount of non-retirement investment assets held by families
in various income calczories. Non-retirement investment assets include checking accounts,
sawngs accou.nts. and a]] other ﬁnancxal gssets not hcld ina rzuremcnt plan. EQL

Median Amount af Non-Retirement
Investment Assets
Percent aof Families Headed by Families with
‘Families in individual under Children under
Incoma Category Incame Category | All Families 35 years of age 18 years of age

Less than $10,000 16 $ 440 $ 150 s 10
$10.000 w 20,000 18 1,750 500 4g0
$20,000 10 30,000 15 2,000 1.230 1.200
$30.,000 to 40,000 15 5,400 2,500 2,700
$40,000 to 50,000 10 7,900 3,400 4,950
$50,000 to 75,000 14 15.800 ' 8,420 - 10,800
$75.000 ta 100,000 6 27.300 23,200 22,300
$100,000 to 200.000 5 58,000 43,000 49,200
Over $200,000 1 255,000 270,000 183,100

I believe that the table above sinply demonstrates which families will benefit from the
Coverdell legislation. The amount of non-retircment investment assets is a very good measure of
a family’s ability to take advantage of the Coverdell legislation. Without those assets, a family

would have to save out of current-year wages $2,000 per year, per child 1o take full advantage.
We all know how few families can afford to do this.

Assuming that familics must retain some minimum amount in their checking accounts, the
median nop-retirement investnent assets for approximately 64 percent of families with children
under age 18 is less than the maximum contribution of $2,000 per child per year. If these
families placed all of their non-retirement investment assets in the tax-favored account created by
the Coverdell legislation, the initial tax savings for most of them would be less than $15 per ycar.

Even if they were able 1o retain thosc assets in the account for § years, the aggrcgate tax benefit
for the S-year period would be less than $1S0,

For all of the n:asons dzscussed abmre urge 1 e Coverdell 1

- Charles B. Rangcl

___— Ranking Democrat

@003
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TAX BREAKS FOR THE WEALTHY?

Dear Democratic Colleaguc:

The Senate version of the rccently enacted tax Icgislation contained an amendment offered
by Senator Coverdell that weould provide tax benefits for investment accounts used to pay for
elementary and sccondary school cxpenses. Thar ameundment was not included in the final
version of the tax bill after President Clinton threatened a veto. The Coverdell legislation has
been introduced in the House as HR. 2373, and the Committec on Ways and Means is expected
to mark up that bill in early October. As the Ranking Mcmber on the Commitiee on Ways and
Means, T want 10 provide you with information on the substance of the legislation and its impact

1 would like to make my position very clear. I wijll vigorously opnose the Coverdell
legislation because 1 believe thar improving our public school system should be our highest
priority. Approximately 90 percent of the students attending kindergarten through 12" grade
attend a public school. If additional tax incentives are to be provided for education, those
incentives should be focused on improving the public school system thart serves such a large
segment of our children. The Taxpayer Relicf Act of 1997 contained a proposal that | authored
1 use tax credits to provide an intetest-free source of capital to public schools participating in
public/private parmerships o improve their academic programs. 1 intend 1o offcr an expansion
of that program as a substitute for the Coverdel]l legislation.

However, 1 recognize that opposing a proposal advertised as prormoung school choice is not
an easy vote for somne Members. 1f you arc one of those Members, | urge you to examine the

substance of the Coverdell legislation. If the legisladon promotes school choice, it does so only
for a small, wealthy caiegory of families.

The Facts

As inuoduced, H.R. 2373 would permit families 1o place $2,000 per year, per child, ina
dedicated invesunent account. Amounts in that account would accurmulate on a tax-free basis
and would be exempt from tax when used to pay educational expenses. The bill purports 10
apply 10 parents with children in public school, but as we all know, thosc parcnts would receive
little bencfit because thoy have far less in qualified educational expenses than parents who

choosec private schools. As discussed below, cven most families choosing to send their children
to private schools would reccive litile benefit

1. The only families who would benefit from the legislation are families with
sufficient investment asse

long period of ume.

2. Families with school=aze children would receive little bepefit. If a family
cuwrently has a child in private school, that family would benefit from the Coverdell
legislation only if it could conuibute $2.000 to an investment account after paying the
current-year costs of the private school. With pravate school costs averaging over $3,000
pcr year, only a foew very fortunate familics could afford vo make such a contribution. In
addition, the Coverdell legislation would provide substantial benefits only if the moncy

@oo02



Caew s ARAL & Tetae

spae cuck up. I won't stop

~arang for what this city needs to survive,
adlcan'tstopﬁglmngforﬁllldemoa'acy
; :xHow, then, should I operate? First, let
mgmﬂ:emomwherethe&csmsofmy
. district are being made. If you tell me it's
" my money ar my rights, I'll tell you that
- the price s too high. But don’t expect me
mgmlmmﬁllgaabeuerdealfmtbe

17|¢ wriler is the District of
ﬁlumbza s delegate to Congress.

cascuae 101

politics seems subversive 01 ..c

' soaal order.

‘His msouciant mdehcacy stops

" just short of quoting U.S. Grant to

Helms: “I propose to fight it out on

‘this line, if it takes all summer.”
- But if Weld’s Senate allies force

Helms to hold hearings, Weld will
have the unenviable task of squar-
ing his support for legalizing “med-
ical” uses of marijuana with the

muddle portion of this story, whi.
currently concerns the Senate's
sense of itself.

After Munich, it was said that
Czechoslovakia was the most neu-
tral nation because it did not inter-
vene even in its own internal af-
fairs. The question is whether one
senator is making many other sen-
ators feel as Czechs once did.

PHOTOCOPY
PRESERVATION

ba.. o . ;
passe, but they requ.c .. .
nation and (2) guts. One of the rare
Washington figures with that combo
is, as it turns out, Chairman Helms
I confess to having a twinge of
shameful admiration for Helms. He’s
an ornery man, 'tis true, but he’s one

-—aan,”

Uiy

But Weld has, in an enic.
way, illuminated Jesse Helms .
man possessed of shabby, antiqu.
thoughts. Lacking the ability to per-
suade, he can only obstruct. In the
end, his strength amounts to that of
your standard off-the-shelf bully—
the weakness of his opponents.

IIx’obert D. Novak

.mton S Whlp Hand

! For all of the tax bill's multiple shortcomings,
sqcnl conservative leader Gary Bauer was de-
Tighted last week to learn that Republicans had
iwedged an unexpected provision into the measure.
rItextended President Clinton’s proposed tax-free
mvmgsforeoﬂegeooststoalsocoverprnna:yand
secondary school tuition. That would be a step
toward school choice, feared and abhorred by the
:educauon establishment.

'&Then, on July 29, as the White House and
monal

leaders triumphantly announced .
ent - on the tax bill, Capitol Hill staffers -
roff Bauer about serious trouble.. Although .
| .was supposedly locked up, the schiool choice .

ent, sponsored by Republican Sen. Paul

[

Toverdell of Georgia, was doomed because the ..

\resident belatedly objected.

j Bauét, president of the -Family Resea:ch Coun-:
El.gakd Senate Majority Leader Trent Lott. The
ﬂ ding provision, said Lott, would not be deleted
Clinton wrote him a letter threatening a .
8% because of the Coverdell amendment Actual- -

ly, the president’s intent to send the letter had
been conveyed before Bauer called Lott.
According to Bauer, Lott said he would not risk
a veto “over a little thing like that.” Lott told me
he never called the Coverdell amendment “a little

thing,” adding: “That’s Gary Bauer’s language. I
- didn’t say that. I wouldn’t say that.” Bauer insist-

ed to me: “That’s what he said.”

Whatever they really said, Clinton’s one-para-
graph letter arrived that very day, declaring: “I
would veto any tax package that would undermine
public education by providing tax benefits for
private and parochial school expenses”—meaning

. the Coverdell amendment.

This incident illuminates current power reali-
ties. The president has the “whip hand” (says a

-Cabinet member), and Republicans -suffer from

“beaten-child syndrome” (says a GOP operative).
Clinton was able to reopen a settled bill because

-Republican leaders ‘would flinch from another
veto battle, and that set two prominent conserva-

tive Republicans at each other’s throats.

1
]

The Coverdell amendment had been cleared by
the president’s sharp-eyed agents. It would mere-
ly permit parents who contributed up to $2,500

. each year to an “education IRA” (individual retire-

ment account) to' make tax-free withdrawals for
tuition at Sacred Heart parochial school as well as
Harvard or Notre Dame.

When details of the tax bill emerged from
behind closed doors last week, the powerful
teachers’ union—the National Education Asso-
ciation NEA)—went wild. Competition from pri-
vate schools was wholly unacceptable to .the
pro-Clinton NEA, it was made clear to the presi-

_'dent. The Coverdell amendment was done for.

Lott has now assailed “labor union bosses” and
pledged with House Speaker Newt Gingrich to

_press for a separate Coverdell bill. But considering

the probability of a Senate filibuster and the
certainty of a presidential veto, this proposal’s hour
likely has come and gone.

That moment was missed because of a new

(A)M

Cov M_Jl,Q,e_

power shift away from the legislative branch to-
ward the executive. In 194748, three tax-cut bills
were vetoed by Democrat Harry Truman, but the
Republican ‘80th Congress persevered and over-
rode the third veto after two were sustained. Since
then, there has been no example of a Republican
president’s dictating the details of a bill that has
already gone through a Democratic Congress.

The whip now is in the hand of the president.
Clinton has mastered the cumbersome budget
process in a way Ronald Reagan and George Bush
did not. A veto of the tax bill would have required
an agonizing return to square one: consideration of
the budget resolution, like the one that was passed
in May. Would the president really have voided the
whole process over “a little thing like that”? Repub-
lican leaders were certain he would and feared that
he would win the subsequent battle of public
opinion. That's credibility, and that's power.

© 1997, Creators Syndicate, Inc.
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Record Type: Record

To: Michael Cohen, William R. Kincaid

CC:
Subject: SENATOR ASKS PUBLIC TO BACK TAX BREAK FOR ...

Date: 08/09/97 Time; 15:34
RSenator asks public to back tax break for private-school parents

WASHINGTON (AP) The Republican sponsor of a bill to provide
tax breaks for parents of children in private schools asked
Americans to tell President Clinton his opposition to the idea is
wrongheaded.

“"With your help, we can convince him to put the interssts of
school kids ahead of the special interests that oppose parents'
rights in schooling," Sen. Paul Coverdell of said Saturday in the
GOP's weekly radio address.

During budget negotiations in July, Clinton warned in a letter
that he would veto the balanced-budget agreement if Coverdell's
proposal were included. The plan would allow parents and
grandparents to contribute up to $500 per child per year to an
education savings account similar to the Individual Retirement
Account.

The account could have been used to help send children to
private school, from kindergarten through high school, or to pay
the costs of home schooling.

| would veto any tax package that would undermine public
education by providing tax benefits for private and parochial
school expenses," Clinton said then.

But Coverdell, R-Ga., urged the public to help change the
president's mind. He portrayed Clinton's veto threat as "“a sneak
attack, almost a Pearl Harbor for education reform."

"'President Clinton has aligned himself with those who have a
vested interest in the system remaining the same," Coverdell said.
“'With your help, we can get Mr. Clinton to reconsider his veto
threat."

In response, White House spokesman Joe Lockhart said Clinton
“supports school choice within the public school system" and
“*has been a leader in the charter school effort."

Lockhart denied that the president acted sneakily. **Our
position was well known and was made clear under the bright
sunshine of the balanced budget negotiations," he said. "' The
letter was requested by the Republicans late in the process, but
our position's been consistent and clear all along."
APNP-08-09-97 1533EDT
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Press Guidance on the Coverdell Amendment

Background

The Coverdell Amendment would allow parents to contribute $2,000 per year to an educational
individual retirement account for each child until the child reaches 18. Funds in the account
would be tax free and could be used for tuition at public, private, or sectarian elementary and
secondary schools. In addition to tuition, the amendment would provide a tax subsidy for
tutoring, books and supplies, equipment, transportation and supplementary expenses related

to education.

The provision was removed from the budget package at the Administration’s insistence, and last
night the President wrote the Republican leadership indicating that he “would veto any tax
package that would undermine public education by providing tax benefits for private and
parochial school expenses.”

Suggested Response

Q: Today Sen. Coverdell held a press conference denouncing the President’s threat to veto
his proposal to provide tax benefits for K-12 schooling, including private and parochial
schools. Given how hard the President pushed for tax benefits for postsecondary
education, how can you explain the President’s position?

A: As the President’s letter indicated, the Coverdell provision would have undermined public
education:

° The Coverdell Amendment would have little practical benefit for families with
students in public elementary and secondary schools, where the vast majority of
students attend, and which do not charge tuition. Instead, these tax provisions
would have primarily subsidized private school tuition.

° The revenue lost from the Coverdell Amendment could be much better spent on
efforts to improve our public schools, like repairing crumbling buildings, or
recruiting excellent teachers for.poor urban and rural areas, or keeping schools
open late as safe places for students to study.

° The amendment would have covered almost any expense even remotely connected
to the costs of K-12 education, including high-priced running shoes, cellular
phones, and camcorders. This would create a very real "loophole" for using funds
in ways that were not intended.

[And what about this point, that ED used: “The Coverdell Amendment is a "tax windfall" that
would largely subsidize savings that would occur without the tax incentive and expenses that
parents would pay anyway.”]
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THE WHITE HOUSE
WASHINQTON

July 29, 1997

Dear Mr. Leaderx:

I want to again thank you for working in a preoductive,
bipartisan manner to develop this bipartisan budget agreement.
I feel particularly good about the strong education package
thdat is included in the tax bill. As you know, in working

out the final agreement, I strongly opposed the Coverdell
amendment. I would veto any tax package that would undermine
public education by providing tax benefits for private and
parochial school expensas.

Sincercly,

The Honorahle Trent Lot

Majority Leader
- United Btatee Senate
Wabhington, D.C. 20510
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FOR IMMEDIATE RELEASE CONTACT: Jonathan Baren
Wednesday, July 308, 1997. : (202) 224-8049

Georgia’s senior Senator wins support for education reform . . .

ALVEDA KING HITS CLINTON VETO THREAT

OVER COVERDELL EDUCATION AMENDMENT
--“I cannot understand President Clinton’s opposition”--

- WASHINGTON, DC ~ Alveda Celeste King -- author, educator, community sctivist, and
nicce of the late Dr. Martin Luther King, Jr. - today sharply criticized President Clinton for his
opposition to U.S. Senator Paul Coverdell’s (R-GA) educetion savings initiative, which would expand
proposed education savings accounts to cover expenses for primary and secondary schools.

During a2 moming press conference with Coverdell in the Capitol, Ms, King, a resident of
Atlanta, Georgia, rernarked, “The Coverdell Amendment was the only tax relief provision under
consideration that would have addressed the profound crisis that confronts our eleinentary and high
schools. I fully endorse Sanator Coverdell’s initiative,

“I cannot understand President Clinton’s opposition to this common-sense education refonn
and urge him to withdraw his objections. Sensator Coverdell’s init{ative would have provided real help
to families struggling to give their children the best education possible. That President Clinton would
undo the entire budget agreement to stop families from receiving this critical assistance is almost
unbelievable.”

Ms. King held a seat in the Georgia state legislature from 1979 to 1983. She currently serves
as Chairman of King for America, an organization dedicated to helping people enrich their lives, and a
member of the Save rhe Kids, Now! Coalition, which works to promote parental choice in education.

Coverdell’s initiative -- approved by the Senate by a 59 to 41 margin on June 27 -- altcred S. 543
the Tax Fairness Bill and would permit withdrawal of funds in education IRAs for expenses, including
tuition, associated with any school, private, public, or sectarian, from kindergarten through 12th grade.

“I want to thank Ms. King for endorsing this initiative to improve primary and secondary
education in America. | am extremely disappointed that President Clinton has chosen to reject our this
education assistance for America’s families. Make no mistake: we continye the struggle to improve
prirnary and secondary education 1n America,” Coverdell concluded,

HHH
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My King spent her variy parl of her childiedd e Sipmingixer,
Alibeung wicre Bor fanily's liome was bombed in 1962 1 was this ¢vert
et emburked M. King's detfve Insclvemeni ot the Civil Rights
Mavemeat. M, King perifcipeted it uacgful Zemonsoations and
nunviolent sitsing with hee wnele amd fotler durlnz the pedd of the Cnii
Righis Mavement.

Ay, King 13 a1 graduate of Georgia State Unnversity i thie field of
Jourialisn with « mupor in sociology. Ske contined hor edueation gt 1he
Nutional Center of  Parulegul Traimng and ar Central Liniversity of
Michigan, wlere she received M A degree I Busivecs Mancgement.

My, King has been an cetive member of the Atloia  communry:
while mainiaining her teaching eqréer oi Atlanta Mewrgpatiien College and

- rauxing her siz children: Jareslt, Eddie )] Celeste, Jolm, Jennifer and

Jeshua. She has served as editor for the Ring Center newslerer, She ix
alses a memker of numdrous community  ergunizations including: Murts
Luther King, Jr. Center for Nonviolent Social Chenge , The Soutbmesi
Federollon of dswxciared Diselpling and the Christian Writees Greifed.

In 1978, Als. King was clected 1o the (reorgia legislawre as o
Representative.  She wai re<fected in (950, During her four yews of
serviee (o the stare, Ms. King served on.commitiees on edycation, humu
relations, natural resources and on the Maria Beord which is Atlanta’s
(ransit system. '

An established auchar, Ms. Kmg has ppdlished several books, The
Arab Hewt images. dmazing Grace and [ Doup 't Baat Your Mern ! Wan!
My Owp. She is @ civil- rights acltvist who delieves then faith in Gexl and iv:
one's self is the Loy m Lk acnan,
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Office of the House Majority Leader

For {mmedjate release -- Contact; Michele Davis
July 30, 1997 (202) 225-6007

House Majority Leader Dick Armey made the following statemnent about the President’s
letter (attached) declaring that allowing families to use IRA savings for K-12 education expenses
would provoke a veto of the entire tax relief package:

- . hd

“I’m disappointed that the President would veto the $500-per-child tax credit and his
HOPE scholarships simply to deny families the freedom to save tax-free for K-12 education
expenses. What is the point of making two years of college more accessible if we do nothing to
belp prepare children for college? Abandoning our children to poor quality education until they
reach age 18, and then provide 2 years of college to teach then what they should already know is
simply unfair.”

30
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*(B) Special rule for homeschooling.--Scuh term shall include expenses described in
subparagraph (A) required for education provided for homeschooling if the requirements of any
applicable State or local law are met with respect to such education.

*(C) School.--The term “school’ means any school which provides elementary education or
secondary education (through grade 12), as determined under State law.

*(c) Tax Treatment of Distributions.--

*(1) In general.--Any amount paid or distributed shall be includible in gross income to the extent
required by section 529(c)(3) (determined as if such account were a qualified tuition program and
as

if qualified higher education expenses include qualified education expenses).

*(2) Special rules for applying estate and gift taxes with respect to account.--Rules similar to
the rules of paragraphs (2), (4), and (5) of section 529(c) shall apply for purposes of this section.

*(3) Additional tax for distributions not used for educational expenses.--

*(A) In general.--The tax imposed by section 529(f) shall apply to payments and distributions
from

an education individual retirement account in the same manner as such tax applies to qualified
tuition

programs (as defined in section 529), except that section 529(f) shall be applied by reference by
qualified education expenses.
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*(C) No part of the trust assets wil] be invested in life insurance contracts.

*(D) The assets of the trust shall not be commingled with other property except in a common
trust
fund or common investment fund.

*(E) Upon the death of the account holder, any balance in the account will be distributed as
required
under section 529(b)(8) (as if such account were a qualified tuition program).

*(F) The account becomes an IRA Plus as of the date the account holder attains age 30 (and
meets :

all requirements for an IRA Plus on and after such date), unless the account holder elects to have
sections 529(b)(8) apply as of such date (as if such account were a qualified tuition program).

*(2) Qualified education expenses.--
*(A) In general.--The term “qualified education expenses’ means--
*(i) qualified higher education expenses (as defined in section 529(e)(3), and

*(ii).in the case of taxable years beginning after December 31, 2000, qualified elementary and
secondary education expenses (as defined in paragraph (5)).

*(B) Qualifted tuition programs.--Such term shall include amounts paid or incurred to purchase
tuition credits or certificates, or to make contributions to an account, under a qualified tuition
program (as defined in section 529(b)) for the benefit of the account holder.

*(3) Eligible educational institution.--The term “eligible educational institution' has the meaning
given such term by section 529(e)(S).

*(4) Account holder.--The term “account holder means the individual for whose benefit the
education individual retirement account is established.

*(5) Qualified elementary and secondary education expenses.--

“(A) In general.--The term "qualified elementary and secondary education expenses’ means
tuition, ' -

fees, tutoring, special needs services, books, supplies, equipment, transportation, and
supplementary

expenses required for the enrollment or attendance at a public, private, or sectarian school of any
dependeat of the taxpayer with respect to whom the taxpayer is allowed a deduction under
section

151,
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COVERDELL (AND OTHERS) AMENDMENT NO. 574
(Senate - June 27, 1997)

[Page: S6766)

Mr. COVERDELL (for himself, Mr. Abraham, Mr. Coats, Mr. Craig, Mr. Santorum, and Mr.
Ashcroft) proposed an amendment to the bill, S. 949, supra, as follows:

On page 19, between lines 14 and 15, insert:

*(D) Adjustment.--The Secretary shall reduce the dollar amounts otherwise in effect under this
paragraph for any calendar year to the extent necessary (o increase Federal revenues by the
amount

the Secretary estimates Federal revenues will be reduced by reason of allowing distributions from
education individual retirement accounts under section 530 to be used for qualified elementary
and

secondary education expenses described in section S30(b)(2)(A)(ii).

On line 64, beginning with line 8, strike all through page 67, line 15, and insert:

*(1) Education individual retirement account.--The term “education individual retirement
account’ means a trust created or organized in the United States exclusively for the purpose of
paying the qualified education expenses of the account holder, but only if the written governing
instrument creating the trust meets the following requirements:

*(A) No contribution will be accepted--

*(1) unless it is in cash,

*(ii) after the date on which the account holder attains age 18, or

*(1i1) except in the case of rollover contributions, if such contribution would result in aggregate
contributions for the taxable year exceeding the sum of--

*(I) $2,000, plus

*(0) the amount of the credit allowable under section 25A for the taxable year for 1 qualifying
child.

*(B) The trustee is a bank (as defined in section 408(n)) or another person who demonstrates to
the

satisfaction of the Secretary that the manner in which that person will administer the trust will be
consistent with the requirements of this section.
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Coverdell Amendment--Summary

This amendment in the Senate reconciliation bill (S. 949) would allow taxpayers to establish an
“education individual retirement account” to pay the “qualified education expenses” of their
dependents. Non-deductible contributions to the account would be limited to $2,000 per year
(plus the amount of the applicable child tax credit ) until the dependent reaches 18. Income from
the account would accumulate tax-free, and withdrawals from the account would be tax-free so
long as they are used for qualified education expenses. When the dependent reaches 30, the -
education individual retirement account would become a regular IRA.

Beginning January 1, 2001, qualified education expenses would include, in addition to higher
education expenses, “qualified elementary and secondary education expenses” defined as “tuition,
fees, tutoring, special needs services, books, supplies, equipment, transportation, and
supplementary expenses required for the enrollment or attendance at a public, private, or sectarian
school.” The expenses of home schooling the dependent would also be allowed as a qualified
expense “if the requirements of any applicable State or Jocal law are met with respect to such
education.”



Q Another question on Coverdell. | just got handed
some wire copy that says that the President specifically, in a
conversation with Trent Lott and Gingrich last night, told them that
he would veto it.

MR. MCCURRY: | think we put out the President's letter.
We told Senator Lott and the Speaker that -- in working out the final
agreement, | strongly oppose the Coverdell amendment; | would veto
any tax package that would undermine public education by providing
tax benefits for private and parochial school expenses.

We had some of our team on the Hill until about 10:30
p.m. last night, working through what we would euphemistically
describe as drafting issues.

Q Did the President personally call the Speaker last
night to deliver that?

MR. MCCURRY: He called the Speaker after that message
had been delivered, but mostly to compliment the Speaker on the work
that had been done to clean up the remaining issues on the bill so it
could go to final consideration today.

Q Did he mention Coverdell in the conversation?
MR. MCCURRY: It was in the past tense at that point.

Q If I could follow on what he's asking, you came
away from last night's meeting feeling confident that the Coverdell
amendment would not end up in the legislation?

MR. MCCURRY: It's not in the legislation that's being
considered now.

Q It's being considered, but you felt confident after
the meeting that it would not be a part of the legislation?

MR. MCCURRY: It's not being considered unless he offers
it as a separate amendment. It will be opposed by the -- it will be
made clear by the conferees that it's not part of the final agreement
reached by the negotiators.



Q Isthe President threatening to veto the tax plan
if it includes the Coverdell amendment on school vouchers?

MR. MCCURRY: He pointed out his strong objections and
that is not included in the agreement.

Q Butifit's added later, he would veto?

MR. MCCURRY: lt's not going to be added. The President
would have strongly opposed any effort, as he always has, any effort
to take taxpayer funds or public -- or tax preferences or subsidies
and use them to subsidize private education. That's long been his
view. That's been his view on vouchers. And this opposition to the
Coverdell amendment was consistent with those long-standing views.



Background

Press Guidance on the Coverdell Amendment

The Coverdell Amendment would have allowed parents to withdraw funds from an IRA tax-free
to pay for tuition at public, private, or sectarian elementary and secondary schools. In addition to
tuition, the amendment would have provided a tax subsidy for tutoring, books and supplies,
equipment, transportation and supplementary expenses related to education.

The provision was removed from the budget package at the Administration’s insistence, and last
night the President wrote the Republican leadership indicating that he “would veto any tax
package that would undermine public education by providing tax benefits for private and
parochial school expenses.”

Suggested Response

Q:

Today Sen. Coverdell held a press conference denouncing the President’s threat to veto
his proposal to provide tax benefits for K-12 schooling, including private and parochial
schools. How can you explain the President’s position?

This is consistent with the President’s long-standing position on private school
vouchers. As the President’s letter indicated, the Coverdell provision would have
undermined public schools, where the vast majority of the nation’s students attend.

The Coverdell Amendment would have little practical benefit for families with
students in public elementary and secondary schools. Instead, these tax provisions
would have primarily subsidized private school tuition.

The revenue lost from the amendment could be much better spent on efforts to
improve our public schools, such as repairing crumbling buildings.

In addition, the amendment would have covered almost any expense even remotely
connected to the costs of K-12 education. This would open the door to abuse, as
some would try to claim a subsidy for items not truly necessary or directly related
to education.
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Background \

The Coverdell Amendment would have allowed parents to withdraw funds from an IRA tax-free
to pay for fe?ﬂutlon at pubhc pnvate, or sectarian elementary and secondary schools :

>The provision was removed from the budget package at the Administration’s insistence, and last
night the President wrote the Republican leadership indicating that he “would veto any tax
package that would undermine public education by providing tax benefits for private and
parochial school expenses.”

Suggested Response

Q: Today Sen. Coverdell held a press conference denouncing the President’s threat to veto
his proposal to, prowde tax benefits for K-12 schoolmg, mcludmg prlvate and parochial
schools. Givenh e estdent-pushed B8R :

ﬁd.l.l.call.o'lié how can you explam the Pre51dent s posmon‘7

A: ° This is consistent with the President’s long-standing position on private school
vouchers. As the President’s letter mdlcated the Coverdell provision would have
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would have primarily subsidized private school tuition.

L The revenue lost from the amendment could be much better spent on efforts to
improve our public schools, such as repairing crumbling buildings.
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[ The amendment would have covered almost any expense even remotely
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Record Type: Record

To: William R. Kincaid, Jonathan H, Schnur/OVP-@ OVP

cc:
Subject: Coverdell

Talking Points on Coverdell Amendment

The Coverdell Amendment would allow parents to contribute $2,000
per year to an educational individual retirement account for each

child until the child reaches 18. Funds in the account would be tax P~
free and could be used for tuition at public, private, or sectarian Ao ~ K-
~ elementary and secondary schools. In effect, Coverdell is using the Lw f re
” tax system to subsidize families who want to send their childrengo Cw be
@ private schoolg- v tn @, e o L vamfp pp— @ An L"
u mt N W ’) vv'-/‘(,'
The Coverdell Amengment is~ ive" ' would be of W
little value to parents strugglingte-pay day to day expenses. The
@ accounts would benefit only those families that already have the //'A/f"‘
capacity to save substantial sums on a regular basis. l "’6

From an economic standpoint, the tax- free accumulation of funds
would lead to significant revenue loss--money that could be used for
direct services to kids who need them most.

"Qualified expenses" are defined so broadly that parents might
justify almost any expense even remotely connected to the costs of
@) K-12 education, including high-priced running shoes, cellular phones,
and camcorders. This would create a very real "loophole" for people
to use funds in ways that were not intended.



