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TAX CUT ROLLOUT PLAN 

This plan spells out our tax rollout strategy and the key tasks that must be completed on 
Sunday, Monday and Tuesday. The tax rollout serves to achieve the following two goals: 
(1) frame President Clinton's plan as a new offer ("Clinton Unveijs Tax Cut Plan ") and 
(2) as the Conference negotiations approach, shift the focus from the differences between 
the House plan and the Senate plan to the differences between the President's plan and 
the more regressive Congressional plans. 

SATURDAY/SUNDAY 

Complete and Be Prepared to Distribute Final Paper 

Talking points 
Fact sheet and summary table 
Detailed revenue table 
Distribution table (comparison) 
Examples of how the tax cuts impact real people 
Intemal Q«&A 

Weekend Press 

Sunday Show Strategy: 1. Do we make news and in what context? 
2. Brief Sunday show pundits 



MON DA Y/TUESDA Y 

POTUS ANNOUNCEMENT ~ TBD for Monday morning 

BUDGET TEAM 

O Press Briefing 

• Budget/Economic team briefs press corps Monday on tax plan details 

• Press office recommends waiting until noon so that White House press corps can 
hear live feed fi^om filing center in Boston 

<> Regional Press Strategy 

• Media Affairs targets radio and television in top markets and assigns budget team, 
Cabinet members, and senior White House staff to cover 

• Regional newspapers 

Separate conference calls with regional editorial writers by Rubin, 
Summers, or Raines (Tuesday) 
Roundtable with bureau chiefs/political editors of major regional papers 
on Tuesday (Sperling) 
Editorial board mailing to top 100 regional newspapers with charts and 
fact sheets (to go out Monday) 

• Specialty Press 

O National Press Strategy/Calls 

Sec. Rubin 

• Network pundits: Tim Russert, Cokie Roberts, Bob Schieffer 

Frank Raines 
• Network correspondents: David Bloom, Rita Braver, and John Donvan. 
• Editorial boards: LA Times and USA Today 
John Hilley 
• Hill correspondents: Lisa Myers, John Cochran 
• Congressional budget reporters: Eric Pianin (Post): Christopher Georges (WSJ). 

David Rogers (WSJ). Adam Clymer (NY Times) 

Gene Sperling 
• Wires: Terry Hunt or Alan Fram of Associated Press 



• Budget reporters: Dick Stevenson (NY Times). Clay Chandler (Post). Jackie 
Calmes (WSJ). Bill Nichols or Bill Welch (USA Today), and Art Pine or Jonathan 
Peterson (LA Times) 

• Editorial boards: Weinstein (NY Times) and Peter Milius (Washington Post) 

Rahm Emanuel 
Wires/CNN: John King and/or Wolf Blitzer at CNN 

• White House political reporters: John Harris (Post). Alison Mitchell (NY Times). 
Elizabeth Shogren (LA Times), and Hilary Stout (WSJ) 

• Columnists: E.J. Dionne (Post.) 

Larry Summers 
• Wires: Larry McQuillen or Arshad Mohanmiad of Reuters 
• Magazines and columnists: Michael Duffy (Time). Jim Fallows (US News). Evan 

Thomas (Newsweek), and Owen UUman (Business Week) - could call later in 
the week; Gerry Seib (Wall Street Joiunal) 

Janet Yellen 
• Magazines and columnists: Peter Passell (Times). Jonathan Alter (Newsweek) 

and John Judis (New Republic) 

Jack Lew 
• Magazines and columnists: Matt Miller (US News) and Susan Denzter (Business 

Week.) 

C Validation Strategy 

• Sperling calls Bob Greenstein, Al From 

• Summers calls Robert McIntyre (Citizens for Tax Justice) 

• Riley calls higher education leaders, including Ikenberry, Mimitz, David Pierce, 
David Warren, and others 

• Riley calls regional college presidents 

CABINET ROLLOUT (Marshall; Higgins; Silverman; McHugh) 

• Cabinet Affairs faxes talking points and tax plan packet to all Cabinet members 
and subcabinet on Monday moming 

• Cabinet Affairs sets up conference call with agency communications directors and 
Chiefs of Staff 

Lew, Baer, Marshall conduct tax package briefing on conference call 
Silverman and McHugh assign list of key regional media markets 



Carol Browner and Andrew Cuomo conduct media/events around Brownfields, 
other urban/enviro issues with mayors 

GOVERNORS AND MAYORS (Ibarra) 

Ibarra and Intergoverrmiental team make key first calls to mayors and govemors 
Organize separate conference calls for key govemors, mayors, and county 
officials (Sperling and Lew will brief them on tax package) 
Hook mayors into events conducted by Carol Browner and Andrew Cuomo on 
Brownfields, other urban/enviro issues 
Provide specific one-pager to mayors and govemors on tax package (e.g., 
Brownfields, CDFI) 

CONSTITUENCIES: Labor, Minority and Ethnic (Echaveste) 

• Call Major Labor Leaders ~ Podesta, Echaveste, and others coordinate calls 
regarding overall tax package; paper faxed to appropriate labor leaders 

Other Calls 

Echaveste develops list of additional calls for senior White House staff to 
make 

EDUCATION TEAM (Smith; Longanecker; Shireman) 

• Call Education Leaders on higher education tax cuts 

Gov. Miller 
Barry Mimitz (Smith/Longanecker) 
Stan Ikenberry (Smith/Longanecker) 
Ed Elmendorf (Shireman) 
David Pierce (Shireman) 
Comelius Pings (Smith/Longanecker) 
David Warren (Smith/Longanecker) 
Student groups (Shireman) 

• Call Key Education Reporters 

Robert Greene, AP (Smith, Longanecker) 
Applebome, NY Times (Smith, Shireman) 
Richard Whitmire, Gannett (Smith, Longanecker) 
Paul Nyhan, Bloomberg (Smith, Longanecker) 
Doug Lederman, Chronicle of Higher Education (Shireman) 
Rebecca Weiner, Education Daily (Shireman) 
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pa| National Association of Graduate-
^ Professional Students, Inc. 

NEWS 
RELEASE 

June 11 , 1997 Contact: Bryan Hannegan, (714) 824-1133 
Kevin Boyer, (847) 2b6-1562 

Jonathan Wharton, (202) 223-3791 

Tax Bill Assaults 
Graduate Teachers and Researcher.s 

"It feels like deja vu all over again," says national student group. 

Washington, DC . . . Rep. Bill Archer (R-TX), Chair of the House Ways and 
Means Committee, releused his tax proposals this week and graduate students throughout 
the U.S. have found themselves, once uguin, in the crosshairs of Congressional Budget 
Cutters. This time, however, the tax committee has targeted graduate teaching and 
research assistants, graduate students who leach up to 40% of the courses on some of the 
nation's largest university campuses and conduct a large portion of the nation's 
lecluiological, defense, medical, engineering, chemical and other research. 

"This isn't lax relief lhal will help make educaiion more accessible," said Bryan 
Hannegan. a graduate student at the Universiiy of Califurnia/Irvine and Presideui of tlie 
National Association of Graduaie-Prolessional Siudents (NAGPS). "The proposed 
changes in the tax code could push people out of graduate school due to costs, could force 
universities to dramatically increa-se. teaching and research assLsiani salarieR, could 
increase tuition lor undergraduates throughout the US, and could dramatically reduce the 
value of our nation's research dollars - much of it federal money." 

The proposed provision would eliminate a subsection 117(d) of the tax code that 
presently allows universities lo waive the tuition of its graduate teaching and research 
ussistanis in return lor the services provided by the student. The tax code specifically 
excludes this mition waiver from income tax. "This makes sense since tlie student never 
even sees the actual money," said Hannegan. The provision is widely used by 
universities to make graduate school affordable to students, to recruit highly-qualified 
graduate students, and lo lower labor costs, ihus keeping tuition lower. 

- mure -
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"Rliminating the exclusion from tax of these tuition waivers would have a catastrophic 
effect on students, as well as the entire education syslciii," said Kevin Boyer. NAGPS Executive 
Director. In some cases, siudents receive a $10,000 stipend per year for serving as a teaching 
assistant, hiition waivers can have a value of up to $20,000 per year at some institutions. The 
Chairman's tax provision wniilri torce tlie student to pay taxes on $30,000 in "income," despite 
the fact dial ihc sludem would only have $10,000 in "cash income" from which to pay lhe tax. 
If a student pays 20% of his/her income in tax. the "stipend" has a after-tax-vaiue of $8,000 
now. Paying 20% of $30,000 ($6,000) reduces Uic $10,000 "stipend" to an afier-iax-value of 
$4,000 - a 50% cut in net income. 

Boyer notes that three other provisions in the tax code also target graduate/prolbssional 
students. 1) The HOPE scholarships will be available only to those in the first 2 years of posi 
high school education, 2) The deduclion for higher education expenses specifically excludes 
graduate school; and, 3) the extension of the Employei Provided Educalional Assistance portion 
of the tax code (.Section 127) applies only to undergraduate courses. 

In addition, the Siudeni Ivoan Interest DecHiciion does not appear in the Chairman's tax 
proposal, despite promises by bolli presidential campaigns in 1996 and widespread support from 
both sides of the aisle in the Congress. 

"Graduate .sniriems should feel betrayed by this tax proposal," said Doycr. "Not only 
docs il contain odious provisions that are sure to make graduate school unaffordable for millions 
of Amciicaiis ihniughout the next decade, hut if tails to deliver on promises made by 
Congressional Republicans during ilic last election campaign. This tax proposals smells more 
and more Hke budget proposals in 1995 in which smdents were largeied for $30 billion in hudgw 
cuts. ("Mitring funding lo students - at all levels was a bad idea then and it is a bad idea now. 
We should be focusing on improving access to graduate education, conccnirating on spiraling 
graduate debt, and encouraging all forms of investment in graduate education by students, 
universities and employers. This la;i proposal is a dramatic step in the wrong direction." 

NAGPS Board members nnd students will lake Uicir message lo Congress next week 
during a June 19 l nhby Day in Washington, DC. More information about the NAOPS Lobby 
Day. including press activities, may be found at the NAGPS web site al 
htlp://www.nKj;ps,org/NAGPS/ under "Snident Aid Awareness" links. 

A copy of the Chairmnn's mark can be found on the web at: 

hltp://gop house.gov/iaxrelief/'060997Dcscripiion,htm 

Provisions identified above can be found in sections 

II-A 1 Chairman excludes grad studems from HOPE) 
ll-A-2 Chairman excludes grad students from education tax deductions) 
IT-R-l Chairman taxes employer provided educational assistance for graduate siudents) 
II-B-4 Chairman taxes graflnate teaching/research assistant tuition waivers). 

m 
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SECRETARY OF THE TREASURY 

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

June 11, 1997 

The Honorable Bill Archer 
Chairman, Committee on Ways and Means 
U.S. House of Representatives 
Washington, DC 20515-4005 

Dear Bill: 

I have reviewed the Chairman's Mark you released earlier this week, providing the details ofthe 
tax portion ofthe bipartisan budget agreement. The President is eager to sign legislation 
implementing the agreement into law, but in its present form, the proposal you have put forth 
does not meet the test of fairness to working families and has other serious problems. Over 35 
percent ofthe benefits from your tax cuts go to families with incomes in the top five percent of 
the income distribution, and 68 percent of the benefits go to famiUes in the top 20 percent. I have 
included preliminary Treasury distribution tables for your package after this letter. 

Your bill will reduce the value of the $500 child credit for millions of low income families by 
requiring a family to take the child credit only after the eamed income tax credit is taken against 
their tax liability. A family with two children and $25,000 of income, for example, would 
receive no tax relief from the child credit under your proposal. Under the President's plan, this 
family would get $1,000, the same as a famiiy that earned twice as much. We would favor a 
refundable child credit that better targets low and middle income working families. The credit 
should be indexed for inflation. We would also permit taxpayers to place their child credit into a 
tax-favored savings account to finance their children's college education. In combination with 
our mition deduction, this proposal would allow families to save and pay for college tax-free. 

The proposed legislation singles out six million families who pay for child care and gives them a 
smaller tax cut. Beginning in 2002, families who receive a tax credit for their child care 
expenses would lose 50 cents for each dollar of their child credit. This provision unfairly 
reduces tax relief for working parents who are struggling to maintain a decent standard of living 
and to pay for child care. For example, a family with two working parents making $45,000 who 
pay for child care for their two children would seemingly be eligible for a $1,000 child tax 
credit. But under the proposed legislation, they would also lose $480 of their child tax credit. 
Furthermore, because dependent care constitutes a cost of earning income, the child and 
dependent care credit should not be phased out. 

The education package falls nearly $13 billion short of the agreed goal of $35 billion in tax cuts 
for education, which are consistent with the HOPE scholarship and tuition deduction proposals in 
the President's FY98 Budget. Furthermore, as compared to the President's proposals, it directs 
more benefits toward upper-income families while reducing the benefits to lower-income families. 
It introduces serious administrative complications and is less effective at easing the burden of 
college attendance for working families. 
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• The HOPE credit would be cut to 50 percent of tuition expenses, halving the value of 
education benefits for millions of students attending commumty colleges and other low-
cost institutions. 

• Unlike the broadly available tuition deduction in the President's package, the tuition 
deduction in your proposal would be available only if education expenses are paid from 
certain education savings plans. Hence, no help is given beyond the first two years of 
higher education to low-income students and students who miist borrow to pay tuition. In 
addition, your proposal does much less to encourage lifelong leaming, one ofthe central 
objeaives of the President's package. 

• Tax-free savings offered through new education investment accounts and the opportunities 
for tax-deferred saving through private prepaid tuition plans are overly generous to upper 
income families, since they have neither income Umits nor contribution limits. This would 
give high-income taxpayers an incentive to use these vehicles to save tax-free, even if they 
never intend to use the savings for education expenses. In the early years, the benefits for 
education will only be available to those who already have large reserves of cash to deposit 
in these accounts, not to others who can contribute only modest amounts each year. 

The American Dream IRAs are not sufficiently targeted. Contributions could be made to these 
back-loaded IRAs without any income limits, which would surely result in a substantial shifting.of 
existing savings into tax-preferred investment vehicles by high-income taxpayers, rather than 
creating new savings. 

The proposal to index certain capital assets and lower the rate of tax on capital gains provides a 
double benefit to taxpayers, substantially overcompensating them for the effects of inflation. The 
package would disproportionately benefit the wealthy over lower- and middle-income wage 
earners. The package also has an explosive revenue cost in years after 2007, possibly jeopardizing 
all our important work to balance the budget. In addition, the indexing proposal is enormously 
complex and difficult to administer. To quote the New York State Bar Association, indexing is 
"fundamentaUy flawed" and would create problems that would "over̂ ^̂ ehn taxpayers and the 
IRS." 

We want a capital gains tax cut that will help the economy and will not explode in cost. Therefore, 
we propose an expansion of the existing exclusion for long-term equity investments in smaller 
businesses. The expansion of the capital gains incentive for small businesses will help more start­
ups get off the ground, and ensure that America continues to lead the world in high technology. 

At a time when business conditions are strong and profits are at their highest shared of GDP in two 
decades, you have proposed to spend $34 billion over 10 years to eliminate the corporate 
alternative minimum tax. This provision would retum us to the days when some of the largest and 
most profitable corporations paid zero income taxes. 

Your plan contains other provisions that raise serious concerns. The safe-harbor for independent 
contractor status would pennit employers to avoid essential worker protections. At a time when 
we are trying to expand health and pension coverage, this proposal could lead to widespread 
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shifting of employees to independent contractor status, resulting in loss of worker protections such 
as pension and health coverage, and consequently wage and hour protections, unemployment 
insurance benefits and compen.sation for work-related injuries. 

Under your proposal, Indian tribes would be subject to the unrelated business income tax on aU 
income eamed from commercial activities. Contrary to long-established U.S. policy, this tax fails 
to respect the sovereignty of Indian tribes and their special status as domestic dependent nations. 
This lack of respect for sovereignty is particularly apparent in the difference the proposal would 
create between tribes and States. In addition, the proposal would be extremely difficult to 
administer. 

We are very disappointed that your proposal excluded a number of important initiatives for the 
President's FY 1998 Budget that were included in the budget agreement. For example, the 
Nation's mayors and urban and rural communities have been extremely supportive of the 
President's brownfields provision, which provides a tax incentive for environmental cleanup and 
encourages economic development in formerly contaminated areas. Your4)roposal excludes this 
provision. And while tax relief is provided for the District of Columbia, no additional 
Empowerment Zones or Enterprise Communities for the rest of the country are provided. 

In addition, no provision is included to stimulate investments in Community Development 
Financial Institutions to revitalize distressed neighborhoods around the country. No provision is 
included for equitable tolling, which protects a taxpayer's rights when he or she is incapacitated, or 
for restructuring our Nation's affordable housing portfolio. 

Your bill also includes a provision to raise the debt ceiling. We believe that it should be included 
in the other reconciliation bill. 

In summary, we think this package disproportionately benefits the most well off' in society at the 
expense of working families. Given the tough choices that need to be made within this tax 
package, we think it is unwise, for example, to eliminate the corporate AMT. while at the same 
time denying tax relief provided by the child credit to millions of hard-working taxpayers with 
children who receive the eamed income tax credit. Moreover, the provisions in the package that 
drive up costs beyond the ten year budget window, are those that most advantage high-income 
taxpayers. 

We look forward to working with the Congress to design a tax package that helps working 
families pay for education, buy and sell homes, and raise their children. We are committed to 
achieving a tax package that is fair to all Americans. 

Sincerely, 

Robert E. Rubin 

Attachments 
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The " 
Education 
Trust 

June 16, 1997 

The Honorable William Roth 
Chaimian 
Senate Finance Committee 
219 Dirksen Senate Office Building 
Washington, DC 20510 

Dear Chairman Roth, 

The $35 billion in new student aid under the jurisdiction ofthe Finance Committee provides you and the 
members ofthe Senate Finance Committee witli an historic opportunity to narrow the college-going gap 
that separates low-income Americans from others. You can expand college access by providing struggling 
families with the help that they need to send their children to college. And you can provide significant new 
assistance to the middle class. All this can be accomplished within the $35 billion available for higher 
education by 1) making the Hope Tax Credit fiilly refiindablc and 2) eliminating the $10,000 tuition 
deduction contained in the President's higher education proposals. 

For millions of Americans, a college education has been the surest bridge to self-sufficiency and a secure 
place in the labor force. At the end ofthe 20* centuiy, a college education is more important than it has 
ever been. College graduates eam double the wages that high school graduates do, and they are twice as 
likely to employed as are high school graduates. But BA degrees—and the benefits and opportunities that 
they afford— are moving beyond reach of many famihes, especially diose at the lower end ofthe mcome 
range. 

In 1980, the cost of a year of attendance at a public four year college equaled 12.5% of the annual income 
ofthe lowest income famihes; by 1995 families in the lowest income quintile would have to marshal a 
staggering 25% of their income to pay for one year at a public four-year college. Meanwhile, the 
percentage of annual income required to meet a year's cost a four-year public college rose from 1.6% to 
just 2.4% for the wealthiest 20% of Americans between 1980 and 1995. 

These cost increases have taken place in the context of a wide and stubborn gap between the college 
participation rates of tlie affluent and the poor. A young person raised in a household with income in flie 
top 20% is six times as likely to cam a BA by age 28 as is a young person raised in a family with income in 
die bottom 20%. 

The proposed non-refundable tax credit and a large tax deduction for mition simply will not close the gap 
because their benefits will not reach those who most need help —those with the lowest incomes. These 
families have too little income to have any tax liability or too little federal tax liability to claim the full 
value of the credit. 

Nationally, 30% of all families with children have too little income to get any assistance from a non­
refundable tax credit and 42% of all families with children have too little federal tax liability to claim the 
full $1,500. By providing little or no help to families at the lower end ofthe income range and generous 
benefits to families at the top ofthe income range—through the $10,000 deduction—the President's 
proposal threatens to widen, not narrow, tlie college going gap. 

The Education Trust, Inc. 1725 K Suv -̂t, NW. .'̂ niic ?.00 Wnshinuron, nC 20006 PIVM-H- {20,'J 293-1217 K-ix (202) 29.>-260T 
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The Honorable William Roth 
June 16, 1997 
Page 2 

A fully refundable Hope Scholarship could help narrow the gap and open ttie door to college to millions of 
young people who would otherwise be locked out ofthe mainstream of our society. Clearly a fully 
refundable Hope Scholarship would cost more than the non-refundable Hope contained in the President's 
proposal. To accommodate a fiilly refundable Hope within the agreed upon $35 bUlion, we urge you to 
strike the $ 10,000 mition deduction from die President's package and replaced it with a less costly, but far 
more important, deduction for the interest on smdent loans. 

Together, a fiilly refimdable Hope Scholarship and a deduction for interest on student loans form the core 
of a package that can provide benefits to botti low- and middle- income families^d can begin to narrow 
die college participation gap. Together they cost less flian the fiiU $35 billion aUocated to the Finance 
Committee, leaving funds available for other initiatives, including: tax-free educational savings accounts 
expansion and permanent extension of tax exemptions for cmployer-provided education assistance and t̂ x 
exemption for work smdy income, scholarships, and fellowships. 

Our organizations look forward to working with you and ottier members of die Finance Committee to craft 
legislation ttiat assists ttic middle class, while responsibly delivering benefits to diosc who are stmcelinc to 
reach it. * 

Acorn 
Center for Law and Education 
Education Trust 
Lawyers Committee for Civil Rights Under the Law 
Mexican American Legal Defense and Education Fund (MALDEF) 
MANA 
National Association of Social Workers 
National Consumer Law Center. Higher Education and Training Access Project 
National Black Caucus of State Legislators 
National Council of Churches 
National Council of La Raza 
National Council of Negro Women 
National Puerto Rican Coalition 
National Urban League 
Rainbow/ Push Coalition 
U.S. Public Interest Research Group, Higher Education Project 
U.S. Student Association 

cc: Secretary Robert Rubin, U.S. Department of Treasury 
Secretary Richard Riley, U.S. Department of Education 
Members of the Senate Finance Comminee 



Robert M. Shireman 
07/31/97 01:40:31 AM 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: pauline_abernathy @ ed.gov @ inet, tom_corwin @ ed.gov @ inet, susan_frost @ ed.gov @ inet 
Subject: Education tax items 

The bill is now available (on the Speaker's web site). The only surprise in education is an increase in the 
arbitrage rebate exception for government bonds used for financing construction of public school 
facilities. This was something that we'd been lobbied to do. I'll have to ask Tanya, Tom Corwin, Kathy 
Stack, Mozelle how significant it is to the overall school construction scene? 

Other details on education that were not in the one-pager (see end for Rangel): 

—HOPE is indexed (both $1000 amounts, and the income phase-outs) after 2001. 

—The 20% credit is called the "Lifetime Learning Credit" (and it is $10,000 after 2002). 

—Allowed withdrawals from education IRAs and pre-paid tuition plans are set at the cost-of-attendance 
(as defined in the Higher Education Act) for the institution minus non-taxable grant aid (refers to the 
same list that offsets tuition and fees in HOPE). 

—The pre-paid tuition stuff is too complicated for this hour, maybe for any hour (Pauline's assistance is 
welcomed). 

—Sec. 127 for undergrads is through May 31, 2000. 

—Student loan interest deduction starts in 1998 at $1000, rises $500/year until reaches $2500. Available 
for loans (government or private, student or parent) made prior to 1998 to the extent that the borrowers 
are still in the first five years of repayment. The income phase-outs are indexed after 2002. Loan 
amounts eligible for the deduction are limited to cost-of-attendance minus grant aid. It is above the line. 

—Tax deduction for donations of computer technology or equipment (if no more than 2 years old) to 
K-12 schools, 1998 and 1999 only. 

ZONE ACADEMY BONDS: 

—$400 million/year in 1998 and 1999 in tax credits allocated to states (based on population below the 
poverty line) for certain expenses (including renovation, but not construction) of public school 
"academies" in empowerment zones and empowerment communities (if 35% free/reduced price lunch at 
the school). The requirements for being academy were eased somewhat from Rangel's original bill. I 
think we should use this to expand school-to-work in EZ/ECs. The text of the provision: 

"PART IV-INCENTIVES FOR EDUCATION ZONES 

"Sec. 1397E. Credit to holders of qualified zone academy bonds." 



"SEC. 1397E. CREDIT TO HOLDERS OF QUALIFIED ZONE ACADEMY BONDS. 

"(a) Allowance of Credit.—In the case of an eligible taxpayer who holds a qualified zone academy 
bond on the credit allowance date of such bond which occurs during the taxable year, there shall 
be 
allowed as a credit against the tax imposed by this chapter for such taxable year the amount 
determined under subsection (b). 

"(b) Amount of Credit.— 

"(1) In general.—The amount of the credit determined under this subsection with respect to any 
qualified zone academy bond is the amount equal to the product of— 

"(A) the credit rate determined by the Secretary under paragraph (2) for the month in which such 
bond was issued, multiplied by 

"(B) the face amount of the bond held by the taxpayer on the credit allowance date. 

"(2) Determination.—During each calendar month, the Secretary shall determine a credit rate 
which 
shall apply to bonds issued during the following calendar month. The credit rate for any month is 
the 
percentage which the Secretary estimates will permit the issuance of qualified zone academy 
bonds 
without discount and without interest cost to the issuer. 

"(c) Limitation Based on Amount of Tax.-The credit allowed under subsection (a) for any 
taxable 
year shall not exceed the excess of— 

"(1) the sum of the regular tax liability (as defined in section 26(b)) plus the tax imposed by 
section 
55, over 

"(2) the sum of the credits allowable under part IV of subchapter A (other than subpart C thereof, 
relating to refundable credits). 

"(d) Qualified Zone Academy Bond.—For purposes of this section— 

"(1) In general.—The term "qualified zone academy bond' means any bond issued as part ofan 
issue 
i f -

"(A) 95 percent or more of the proceeds of such issue are to be used for a qualified purpose with 



respect to a qualified zone academy established by an eligible local education agency, 

"(B) the bond is issued by a State or local government within the jurisdiction of which such 
academy 
is located, 

"(C) the issuer-

"(i) designates such bond for purposes of this section, 

"(ii) certifies that it has written assurances that the private business contribution requirement of 
paragraph (2) will be met with respect to such academy, and 

"(iii) certifies that it has the written approval of the eligible local education agency for such bond 
issuance, and 

"(D) the term of each bond which is part of such issue does not exceed the maximum term 
permitted 
under paragraph (3). 

"(2) Private business contribution requirement— 

"(A) In general.—For purposes of paragraph (1), the private business contribution requirement of 
this paragraph is met with respect to any issue if the eligible local education agency that 
established 
the qualified zone academy has written commitments from private entities to make qualified 
contributions having a present value (as of the date of issuance of the issue) of not less than 10 
percent of the proceeds of the issue. 

"(B) Qualified contributions.-For purposes of subparagraph (A), the term "qualified contribution' 
means any contribution (of a type and quality acceptable to the eligible local education agency) 
of-

"(i) equipment for use in the qualified zone academy (including state-of-the-art technology and 
vocational equipment), 

"(ii) technical assistance in developing curriculum or in training teachers in order to promote 
appropriate market driven technology in the classroom, 

"(iii) services of employees as volunteer mentors, 

"(iv) internships, field trips, or other educational opportunities outside the academy for students, 
or 

"(v) any other property or service specified by the eligible local education agency. 



"(3) Term requirement.—During each calendar month, the Secretary shall determine the maximum 
term permitted under this paragraph for bonds issued during the following calendar month. Such 
maximum term shall be the term which the Secretary estimates will result in the present value of 
the 
obligation to repay the principal on the bond being equal to 50 percent of the face amount ofthe 
bond. Such present value shall be determined using as a discount rate the average annual interest 
rate of tax-exempt obligations having a term of 10 years or more which are issued during the 
month. 
If the term as so determined is not a multiple of a whole year, such term shall be rounded to the 
next 
highest whole year. 

"(4) Qualified zone academy.— 

"(A) In general.—The term 'qualified zone academy' means any public school (or academic 
program 
within a public school) which is established by and operated under the supervision ofan eligible 
local education agency to provide education or training below the postsecondary level if— 

"(i) such public school or program (as the case may be) is designed in cooperation with business 
to 
enhance the academic curriculum, increase graduation and employment rates, and better prepare 
students for the rigors of college and the increasingly complex workforce, 

"(ii) students in such public school or program (as the case may be) will be subject to the same 
academic standards and assessments as other students educated by the eligible local education 
agency, 

"(iii) the comprehensive education plan of such public school or program is approved by the 
eligible 
local education agency, and 

"(iv)(I) such public school is located in an empowerment zone or enterprise community (including 
any such zone or community designated after the date of the enactment of this section), or 

"(II) there is a reasonable expectation (as of the date of issuance of the bonds) that at least 35 
percent ofthe students attending such school or participating in such program (as the case may 
be) 
will be eligible for free or reduced-cost lunches under the school lunch program established under 
the National School Lunch Act. 

"(B) Eligible local education agency—The term eligible local education agency' means any local 
education agency as defined in section 14101 of the Elementary and Secondary Education Act of 
1965. 



"(5) Qualified purpose.-The term 'qualified purpose' means, with respect to any qualified zone 
academy— 

"(A) rehabilitating or repairing the public school facility in which the academy is established, 

"(B) providing equipment for use at such academy, 

"(C) developing course materials for education to be provided at such academy, and 

"(D) training teachers and other school personnel in such academy. 

"(6) Eligible taxpayer.—The term 'eligible taxpayer' means-

"(A) a bank (within the meaning of section 581), 

"(B) an insurance company to which subchapter L applies, and 

"(C) a corporation actively engaged in the business of lending money. 

"(e) Limitation on Amount of Bonds Designated— 

"(1) National limitation.—There is a national zone academy bond limitation for each calendar year. 
Such limitation is $400,000,000 for 1998 and 1999, and, except as provided in paragraph (4), 
zero 
thereafter. 

"(2) Allocation of limitation.-The national zone academy bond limitation for a calendar year shall 
be 
allocated by the Secretary among the States on the basis of their respective populations of 
individuals below the poverty line (as defined by the Office of Management and Budget). The 
limitation amount allocated to a State under the preceding sentence shall be allocated by the State 
education agency to qualified zone academies within such State. 

"(3) Designation subject to limitation amount —The maximum aggregate face amount of bonds 
issued during any calendar year which may be designated under subsection (d)(1) with respect to 
any qualified zone academy shall not exceed the limitation amount allocated to such academy 
under 
paragraph (2) for such calendar year. 

"(4) Carryover of unused limitation.—If for any calendar year— 

"(A) the limitation amount for any State, exceeds 

"(B) the amount of bonds issued during such year which are designated under subsection (d)(1) 



with 
respect to qualified zone academies within such State, 

the limitation amount for such State for the following calendar year shall be increased by the 
amount 
of such excess. 

"(f) Other Definitions.—For purposes of this section-

"(1) Credit allowance date.-The term credit allowance date' means, with respect to any issue, the 
last day of the I-year period beginning on the date of issuance of such issue and the last day of 
each 
successive 1-year period thereafter. 

"(2) Bond.—The term 'bond' includes any obligation. 

"(3) State.-The term 'State' includes the District of Columbia and any possession of the United 
States. 

"(g) Credit Included in Gross Income—Gross income includes the amount of the credit allowed to 
the taxpayer under this section." 

(b) Conforming Amendments.— 

(1) The table of parts for subchapter U of chapter 1 is amended by striking the last item and 
inserting the following: 

"Part IV. Incentives for education zones. 

"Part V. Regulations." 

(2) The table of sections for part V, as so redesignated, is amended to read as follows: 

"Sec. 1397F. Regulations." 

(c) Effective Date.—The amendments made by this section shall apply to obligations issued after 
December 31, 1997. 
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DRAfT 

Dem- [conferoc]: 

We axe pleased that substalllial 1Jrosrasa has 'bem made towmd lmplc:nuJatiD& the tmms of 1hc 
hlstoric bipartisan boc!Ft ~-between 1he Preaidmt and the Congrea. We look forwm'd 
to contimting bipartisan OOOpelatiOll as we worlt togc:thcr to ptoduce a 1aX.QJt p;scbge that 
fulfills that~ To that ead, I WOli1cl like to sharo with JOU tho Adminiatraiion's ~on. 
mi.jor ksues in ex>n&rc:nce oo the tax portions of revenue ~n.. 

Ia. gcaral, as we ha.ve p8Yiously indicated. the~ stmnglybcli~ that mJ1 tax-cut 
pacbge mllSt l11cc:l b.tr basic teltl·IO reflect IOWld policy. Fast. the tax CIUb must be 6..aJly 
reapaaslb1o by avold1ag a.n Gplosion ID. n'N8DU8 costs In lata" JIU&. Second, 1hc tax cm must 
provide • &it baJanc-.e ofbeae!ts for ·wotkins Americans. third, the tax cut& muat eftOCllUnl&'8 
economic gtawth. Fourth, tbe mpackap must reflect thc1SlllS ofthe bipartjun budpc 
qRC'llCDt. including a aipitiamr ~on or cducarioml opportunmes for .Amedoms or all 
ages. Noithtr bill meet& tbeN tests.. 

Wblle the Scmto bill la an improvement. OVCt lbc House bilJ. both bllis pl'O\'ido toa b1e ax rdic:f 
to middh>incomc 13mDICis. Jn both the Houae and Semte ~the middl.a £ix1y-pcrccm ot 
famiUes receive just oM-tbi:rd of the tax Cul; lhac' firmillcs would mcelve twice: as large a shme 
under the Pre3idem's proposal. 

.... ·· ... 

Edqgdga T11 llqptlvp 

We are plcued that each bill~ a wnion of tbe ~&HOPE ldtolatthip proposal. 
Nonetheless, bodl the House and Samie billl aie incomiltcnt with t11e bipmlsm bud£"Ct 
agreement because Ibey fail tar chart of ~the speci4c qree.mont of pi:Oviding mzghJy Sl~ 
billioD ovcrfiw yem of edUQl1ion lnceatives along the linaa of the h:.sidenfi HOPE scholaBhlp 
credit end mtdon: dedUdioD propoSlls. · 1 

\llhils the HOPE Scholmbip credit u modified ift. the Semte bill is an improvement ova- dJC 
venion in the Bouse b&1l, C2lda bill ai&nifiasntly reduces the wluc of odUCltion beodits for mUllom 
'ot 1tudcma a1tendi:ag lCJW-<IOSt lastinnions by a4tiag the pcn=L13ge or expaaau covc:rod by the 
credit (SO% in the House bin. 50% to 75% in·ihcs Sooate blU). 

Neither bill includes a widely available mirion deduction or amdit to help beyond the t\l'lt two 
ycan ofhighel' edur;atioh consistent with the tuition dcduc:tio11 in tho Premdant•s bu4gd proposal. 
We arc particulady eonocmed that ncithci:r bill Qmficantly promotes llf'o--tong leamhlg, whiGh we 
believe is a aid.cal cornponeoi. of cduattion far our changing economy. In addition. neither bID 
offers low-income ltlldcma and &tudmir& who wait to pay tuition meanir1gfid help be)'ond the fin:t 
two years of higher educa!k>n. Instead, the bllla require taxpaycn to have the fim.ds avaf1able to 
put inu> savings in order tobe~ed. to any a.~ce other than for tho fim two ytarS. 
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Moreova-. the edUQltion !KAI ablprepaid tDitJOZl accouat ~ ofbotb biDt fiD ta place 
adfidem limill on the income or conlributorl. the~ contributod, a.nd tbe .. of t\mda to 
ensure that the tax beDcsGts go to choaa wbo need real relief'!om the cosu of higher edaCldon. 
Under both bills.. the tax-he Rvio& ofFi:Rd by tho education IRAs and prepeid tuition p1am are Jc , "~ Q 
ovedy p:nDn>US to upper-lncoma.f.ut\WM relatiYc to those of moderate melDS. We also have a. 'v .( 

. major objcotion to the proviaion In tho Semrc bill t!m .nows tal(..ftee 'Withdrawals from 1lleaa ~ . 
&CQOUftts for primaiy and secondaiy achocl tnhioo, bcaluso lt provides Federel subsidies to -r-
parents who send their children to prlvue scboots. Ovmll, as comparod to the President's · 

· propoMls. bOth pedcaaes direct more bcmcditl to"Ward up~ &mllies Wblla reducii1g the 
bead.ts to~ fmtiilics. paniaulady~"Who rely on their eaminp to fimnce ~ 
edaca!ion. .. 

MmlnldJatiou Potitipp: 

BOPR Scb.olanblp pd 20 pm;an Iujdon QErt~ The~ ranafm·8'1~·y 
wmmitted ta the piinciple,~ the aJnadkm 1IX lDaeadva must be &D', nmll pmfndy 
expand educational oppo11UD1t1es:1r Ammiomna, an4 mlJlt promote lifb.tcma leamfng To 
acnmapllah daeac objectives. tllc Adminlatruion urpi ti. coaftrecs to adopt the ~B 
SclmlarshJp, which slves a credit of 100 pl'.l!CQ11 oftbO &at $1000 of tailion and &el, and 
so pacent of the nmct SIOOO in 1998 tbraush 2002. · Studentt mmt auend at ·leut bll£' 
time in the finl two years of a poe-eeaandmy dcgJoo or eertiSoate program. Jl' a ltlldem 
~not elisJ"ble fDr the HOPB IChoJarship but .I&~ a postseconda.cy ·d.esreo or . 
oc:rdScate or is~ in. daues to improve job ~ a 20-pcrctmt Qf8dit fbrtuition IDd 
t'aes up to SS,000 through 2000 aa,.d $10,000 ~should be pnttd. 

Th1s propolll fimhc:o lhe ~·s mlucatioo objectives in two~ it lessmm 
ooncems about tuition fdalion by limiting the~ subaidy of' the HOPB 9Cholarship 
to SO oesltS on the doD.r (tither dJln dollar foe dollar) fbr students 'whh tllhioll bcstVe'ccn 
Sl,.000 and 52_000. It also increua the pmgrcsslvlty ottbs tuition deduaion by 
conve:niDg It Into a~ credJt. 

. . 
In addition to providing S35 billi6n for tho HOPB Saholarsbip and. 20 pen:em tuition 
Cl'Cd"tta the .Administration believe> that the tax p1ckage sboatd do tbe fo1JowiDa: 

• 

• 

' . 

Adopt proposah to lid K.,12 publig ldlool construction (and other activhics) in 
poor neighborhoods. 

Make pcnnanem the e:cclwion Qf employer-provided edPational ~stance tiom 
taxable income and extend 1he seclusion to graduate education {Scciion 12.7). 

Adopt a studtnt-1oan int.crm deduction and a loan forgiveness exemption siim"lar 
to that CQElt'llned in the Senate bW. 
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• Provide we ioccaait'C6 to help public elctaaitaiy ID.Cl secxmduy schools obQin. 
up-to-date computer tedmolagy. · 

• IDCludc a proposal to repeal the SlSO million bmJd ~P tor new capitn1 
o:penditnRJS by private collqcs and uniwnitiA · 

~h!MQ:edit 

We are pleued that both tbe Senate and Hotise biJli mclude c:n:dib for f.ami1ies whit cbildrcn. We 
lfR deeply c;onccmed, ~.that rtlative to the PR;stdent'a proposals, tho Scmto bill deaies 
the cbil4 U'Cdit to fbur million low-income. woddq .fimlllcs who eem less than $30.000, and the 
HOWie bDl denies the credit to five miDiosL of.these 1hmlnea. These mmBes pay s)sn5fiCUll payroll 
and othtJr federal mes_ an4 deserve 1. cblld ~to help miso ibeir ddldrelljust as much aG other 
&miliDI. A.ccordindY. 'WCI blwe a JUlijar objoQiou. to ataddng any pol\1c)n. afthe abi1d ~edit after 
the amd income ta «edit um. Jbc dilld credit ia rnftmdablo. Wo aote dm bolh tbe 1~ 
Balanced BucJset Ad paalCd by Coupa llS"1 dm legi9'atfon~ by Majorily J..cada Lott 
(S.2) t1dA )'C8r st1cb:d the diiJd CDdlt bdbrc \he EITC. In add1&u, wo h&ve a mtjor objcodoc to 
the provision in the HOUIO bm that would Rduce tax bencllta lbr many woiid.ag famllies who, 
under cu:reat law, arc r:ntided to a tax crcdlt for their child~~-

Admmlsfntkm 'Po!ifiQa: Stad; the child credit hcfo~ the BlTC. Allow the SSOO child 
ctemt ($400 bs t 998) ~ kida under 17 duaush 200'l and under 19 theredb:r. Mab the 
child aedlt Rlftmdablo to tho atmt that tho famlly'a paJIOli 1&XOI ~ tWr eamc:d 
iuoomo tax credlL Adopt a. optfanal IGdsavo keQIJpt that allowa parCllll to camributo 
up to the amoum of tho cndh plds ssoo ... mid to an~ .. bac1doaded 
IRA-type saWJas vehicle. Bammga.muld be distnDuter:I tu-&. for a ddkrs 
polt-aeoondaiy o1Uanion or puiduo· of.a. first home, or for the panmt"s re:ba oa11eat.. The 
lnoolDe limita ~d be tho same u t'l;lme ~·a proposal (phased. om betweea 
StJO.ooo-s7s.ooo dtroogh 2000, and sao~~100.ooo therafter). tbc ddJd. credit and 
Ira income threlhcMa ahoald bo indexed fbr jnflarion. · 

We note Senator Xobl's amendment to provide new inoentive5 to expand tbD availability 
of' Beamed,. ~ d&y~ fisdlities far worlia&' parents. Improving tho quality and 
avN!abilit.y of child me for wod:in& families ts an objecdwl we ·&lwe; the GUUOUll'8 and 
c-o~css afthe proposal in tbc Smate biD. requhQ further smdy. 

C.plpl q.m1 JJellef' 

We arc pleased that both the Senate &aid House bDls root•lo 11.e P,...ident's proposal ao ~ude 
up to ssoo,900 of capital pin• &om ho.he sales. The A.dmiai!tration bur~ mnoanced ns 
intention. to apand the scope or existing provisions for ta.rgeted samll-buainca.5 capital gains reli.et 
We ue pleucd that the S~ biD. inwrporata a-provision that. is, m many~ oonsistenl 
'With our proposal. ulthoµgh we bvc ecrio~~ about (CUln 1.speca of the Senatci 
provision. We hav.) a major objection.to the additional across-the-board capital gUn& mlietfn 
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both bills. 'wbiah it too gemaom' a!' would disproportiautdy hmdit the Wealtlty OW.I' lo"'*"" 
and midtno-inoomo wage canxn. Moreover. the Praldcal has indicated he oamot sigu a~ that 
contain& m indcxina pnMsioD. similar to the one mmlned In. me Bouse bill: it would c.onfI1buie 
to an cq>loslvc reveauo COit afttt "JJJ07, pouibJy jeopardiziag Ill our in1potW1t wmk cm dcftc:it 
reduction. Jn addition. indcxina: is cnormoualy complex and would be difficult to ad'mJnistrr. We 
a1so have a major objoetion to the provbion in the House bm for corporate capital phls reliet: 
~b bJ unwammted and unlibly to~ any significaa£ economic growth. 

A\tmlnlstntdcm.Pasldo.n~ ProWSc a 30 percea1 adusiOD for Jong-term capital pins. 
This reduc:es the top rite on capit;a1 gains to 27.72 .,mcent for taxpayers in tbs 
39,6-percemt 1n:acb:l, md alto gives rate mtl to .n tup&Jal la ihc 36-peroaat and lower 
!nck«s. The proposal WOU]d kdwfe the Presldent•s home ale provision 8lld tarsc=d 
small-bmincisscaplral pinsrcliet: ·~· · · · · ·; 

Altnnntiy:e M"rfimgm Tu Bdief' 

W& are plom:d that the Boaaeiblll lncmporatea a wnlon of'the Praddcm~ s proposal to c:a=npt 
small cmpcnatiom from tho AMI. Wo liUo ~the importance ofproviliom in eaeh 
biil desigmd to compesmte for the~ in previous yam to fndec the fndiWtual ~ 
exclllSlon fbr inf1adon. We baYe 1. ~ob~ however, to 1ht House pnMaioza that over 

. :five years would provide $22 biDion in unwarranted AMT rolief'fbr large corporatiom. 

6~mjpl!tntloa ;tmitlpll: Do ftOt adopt tha HoU&c provision for 1-M'f rellef'for luge 
coiporation&. 

JRAs 114 Oth.- S!!hll!!! Inmliyst .. 

'lbo AdmltdsuatiOll cont!ma to believe itcopu!y in the impor(uco ot ~ mfs~ 
puticulad.y for retirement mid edruwitm · lbe.PrOsideat's proposal indudes a JJCW avinp whld~ 
mger.ed to modeme- and lower..fnc:ome Amllles, aDowiag pmmts IO cantribute to Kidavo 
accounts for their cbfldrea'a edocation. b-dmc homo pmcbue. or the parent&' 1dhc:mcat. 'l'he 
~·1 propMll would also mcourage htcreuod av1np by moden1o- and 
lower-inoam• 13milir;.s by making cxisda& lRAI more Bexib1a. 

Wo belicvci it is i:caportam that now sa.vilip lnoontiYes be a:dftdcmJy taaeted in order to gemnte 
new aMogs and to provi.d.• ssviDgi for those 'who need them !DOIL Tho bide-loaded l1tAa In 
both th; Senate and Hema bills uc not Cufliciemly 1argcted to lowef· ad mlddl&-income famllles. 
The la of income limits for comributona io the5e back-loaded IRAs add& to tho pmblem of 
out-year explolion of revenue COltl and 1' therefo~ incoPlilteat wi1h the blparti.lm budpt 
agreement. Mmx>wr, this appmach. would not significantly marcuo now saYings relative to 
more ta:rpted approacbca such as the Administratimi"a optional IO&ave P'oposal 'lbe 
baClc.-loaded IRA pnM£iom c:omamed in the Senate and Home bllls also add signiftcamiy to the 
problem of dlstributioMl i.Dequlty. 

.. 
~dmin~tradon Position: Contimie ttlc ciirrent auuaurc oflRAs with tho following 
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:awtdifi.catiom.. Allow paha!y-rreo witbdrawala fi'om ~ DAs to~ higbc' 
educadcm expenses, for fitat-time home purdwa. ud tor certain ~-limited purposes. 
Provide option.al Kida-Ye aooocmis for uxpaycn who ere eotitled to a dWd c:;rcdit. with 
contn"buticas limited to the mnwnt of the child credit plus SSOO pa- child. 

lttetc Tp Relifl 

Ylo me plcucd that both ihe Senate ad HCUie blDs ba~ incbJded vcrmona of the 
Adminiscration'a proposal to pnniide liq\iidity n:&:f fix •atc& m11t1ining small bulinclw and 
filDm. W• b&ve a ~r objcaiaa, ho~. to the sweeping estate tax tdicf'm bodl blils becmJse 
it is .too mcpeasivo and will be otno bone&1 to the avanae AmeriCln. In additioa, t1lo flenete bill 
would anow inappropriate ia-p1ann1ng ~-bJ pnmdin& lpecW emr.e mt flA • 
treatment tor prv-paid tutdoa. plant and an~ tmc eatduaion for consemtiOD. "P'CW'lt 
Punbfr, the ualimitcd npea1 oCtlle·l&-Qllcd·~ ~in the H1Nae bill wod.d allow 
certain trusts that arc alteady -~-io lap addhfona1. unwuramcd tEtbeuefln. We 
beline tbu c:ata1e and gift tax refscf Js most prodaotively targetai to '1W!lCl"I of small bosinesw 
and farms, along the lines of the .m.Jl~HJincu pn:rm,ion 14 the Seate bill 

Adndnlnqtlgn Pedtigp: Give spedal amnption fur $900,000 o!wlue in a quat;W 
Cann or small bl11imms in w'..rfitian:to tm $600,000 V3lue of tho unified rmdll; lncrcuc the 
~ or esrarea eliPlc for liquidity rdief u prOJX*d in the Adminittndfon's PY 98 
budget. 'Repeal the throw-back rUlca. bat retain the status quo \In&:' the throw-back rules 
61r che pr~19B4 trusts that ara already clldillt.d to a special~ &om tho multiple 
1rUSt rules. l 

~and umg Tulnitijtim 

The May 15, lWl letter to the P.reskkAi·ftom Speabsr Gbtgrich Gd MIJodty LeadCl"Lou 
Pledged ta seek illc:luaion of thC Pnisidcars propoWs intmded to mitaltte dim nad wbaD and 
·nni lfCllS throughout die <iOUZllZ'y. Wt haW"a'.·~ objccdon to the inclusion in the Sciate and 
HOWie bill& of only 'YflIJ limited aspcott fl same of these loltfaUv~ and omission at other 
important Initiatives altogdbcr. The fiDme to IM!ndc ~ pmposa1a is~. For 
enmplc, the President's brownfidda proposal. Miich 'ProW!CS a tiX inedltive fbr flllMromuntal 
damp md encourages OOOAOmie devdoprncnt in formedy conra!11iJlated aRBSA bu bea1 IU'oagiy 
IUpparted in wban and Ntll cmmnuoitics and by tho Natlon"I mayors. In a.ddi1ion_ wm1o we arc 
pleased the House included a modmod vnai. oftlic Prcmdent"1 wel.fant.~'W'Odc tax: m:dit 
praposal. we are disappointed the Work Opportmdty Tax Credit (WOTC) contained in bmh the 
Houso 111.d Scmte bills allows employers to dahn the WOTC tbr hirins worko:s for a very short 
period of'time aud docs not ecpand ihe Pood Stamp target group in the WOTC to c;ovu diildless, · 
able-bodied adultu ages 18-50 who are mbjed to the Food Stamp tiinc limit and worlc 
requircm.enu. 

We are also pleased both the Stn* and Hous-t hills include iax incentiv~ far the District of 
Columbia. but we have significant concerns with·aper.lfia propOsals in both bWs.; We look . 
foiwvd to woricing with you to pus: a pacbgeofD.C. incentives that wm b~efit low-inc::orrae 

I :. .., • 
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Admlgbfpdsm l'ositjon: ~dude the Presidents D.C. inccntivea and iD addition: 

• pnMdc Ill inc:clJti\IOI to c:1cm up bro-wzdlelds In disttc:M:4 commmil.tics ICIOS5 

the Umted Stams, 

• expand Bmpowmmem Zones and Ba1erprise Communhics, and 

• nhn""re invatmearJ in CormnuNty Dcvclopmant Pinanaial Imtitutiom. 

While we 'WOUid suppmt ihe Bouse provmon on ilia enbaDrA'd wdJmHo..wmk m credit 
!or long-Ccnn \Vd&re reaipiaru. the cnd"tt lhould. be rhinged to 50 paazt f'ar both 
,_... In •ddirioa. we ~4..mab no cba.uge m bl cum:at sttUmai'9 of'ibe WOTC 
~number of.boum OI'" c:redil .~and would acpand the Food Stamp target 
aroup .io cCMs-the 11-59, yatr olds. The paoknge should also incladc a provkion to. 
facilitate nstnacturing om Nation's afbdlbfc homing port:&,,Uo,. and provide tlX 
iD.ceadWlll for new· economic actiwity in Puerto Rico . 

.. ... 

We have a major objeciion to pmviliom such u thole Jn the~ bin tlm would pnMda a new 
Id: J:mbor tbr independent ggmactcr .stJltm. Thc:M provfslom.wauld pormil anploycrs to avoid 
~ wmbr' prota:tkms mid oould lead to widesproad lhlftibg of ti2Dploycs to lndepcnbt , 
conttaeior ataias. roRJldag m lo&S of wotker prauaions such u penslon and health COYcnlge. and . 
~wage amd ilourpmteati~ ummpleymor4 insUramc bc:uc:ftts aad. ~fur 
wolk....mtaicd Qurics. We bcl1cvc the cumat tee bills are not the right vcltide fbr broad changes 
in the status of Amcriaa'a wmbls; an lSl&le of'This_ signific'.anoe requires much deeper Md fbJlcr 
study than the cumm1 process would allew. 

~lttntion ro.1mo: Do not.m1t·vtc.prcmlloos on mdepend.- comrac:r.w- mtm. , , . 

Ese&Wn of Airport ud Alnrln Tnptb!!d Tu 

We haw a maJor objection to.the cbaagca In the muctutc of the Birport and airways taxes made 
In the HoUS8 and Senate btlk Just lut yar Ccmgrca.directecl Ola CCCl!ion of b National aw 
Avisdon Review Comml~ to paform a thorough 1111.Jy.N of tile costs of providing PAA 
aeNioes to ensure that my new fee mu~ -would n:flaat the use oftho1e aviccs.. Bor.h the 
Hoose and the Senate bil11 'WOUid set uw fee .st1uctures wi!bout the beneGt of the Commission. 
study. lhac propo:ted foe~ ~d havo cmmmon& unintended consequences for tho U.S. 
airline industry, . 

Ad!aigiStadqp PosJjjop: Extend the QJITGlt airport and ailwey5 tnJlt fbnd taxes w the 
National Civil Aviat.ion Ravifiw Commiuion. his .-u.mciarit dmo t.o study 1he iuae. When 
it has complcsted ita work~ its findinp should be taken into account in modifying or 

': . ;~' . . . - ·. 
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Tob1C50T!! 

The Senate bill cont.aiu a pro'Yislon to nlisc t.obaoeo taxes by 20 ca:nts a ~ usmg part. of rho · 
tax to 1\md c:bildrca.•s heahh asre.. We haw: a sipificant concc:m about the use of the r~ 
fi"om this tax. All of ihese rewnucs ahould be c::ommiucd to benefit children and health care, and 
not to pay foe 1IDC aJta. 

Adm'Pbt?ptiga Posltloe: ~the~ UIJC by 20 ~ and scparato all the 
nvcmca Into. a. trust flmd to~ beaJth Q)vcrage fbt ahi1dtm, addrau dildfen•s 
dewlopmcat imacs. and listprove tbe cmralJ pablic health. 

LD1P}!io9 of Cos11 In Out Yqn .. -· 

As discussed In the Ml)' 15ir Um kUa" i"om Spabr Gfngdch and Majority Leader-Lott. tu 
pfO\.'is1om of' the budget~ biil · llalmJI not cauae GOsts to C11Cplodc ia. the outycars. • 
11is "e!Clcnt notwitbstaDdJD& ihc net tax cuts mDed for In !be House bill inareue to $40.9 
billion 1tom $29. 7 billion between 2004 and 2007. The nat cut.I in. Iha Sc:mtc.btD. imnue to 
S41.1 bJlllon fto!J1 S'l9.0 bilJioq in the samo period. niia lnljcictor)' of reYaNc loss is not tbe 
inevitable conseqm of'tha tax cutB lpCd8ed in 1he bipartisaD. budger ~ lbe mt cuia 
In the President" a propoal, fbr enmple, only~ to $34.1 billion in 2007 .&orn $30.S bDBon 
in2004. I . 
Tho UDC itma Mmsing ouir-yaar QOltS ~ hu;ruase sharply am thoare lhat disp1oporti.cmatc:ly bcneBt 
bigh-illcome taxpa:)u's. IA tontraa. provisions that beneft1 ~&n. income &mm-. mch u tbo 
Prmidcnf•a cxhlcalion propoala and the Clild credlr. over time become much las liplficant in tb6 
overall rcrvamo loll under the House and Seaatc bUia. Over ds.e fim fivo ~ edueaion and 
child acdh proviliom aooount fur 84.S pac:ent of'tt. totBl m cut irl the Prcsldcut•s proposal. 
71.1 perceaa: m the Hause bill., wl 70.4 pccwt h1 the Senate bill. By 2007lJ ~ provlslona 
leCOIJD1for83..3 pcrm:lll of the tDta1 tax mt in the~· package. but only 31.l peroeat in 
the House bill and 43.2 percemt ~the Semdo bl11. While tbc signilbnoc of proviaiom ~ 
toward middle.-income &milie& cfimhdsbes ova; time in tho Conp=Roml ~- the cost of 
provmom disproportionately bc:neSting hi;h4Deorno iDdivlduala cxplocf~. nu: capital saina, 
AMI, and esuse tax provisions iDcrcase:t\'Qm 5 Cid 6 pcirceot of tho tax cutA in the~ aad 
Senile bll1' over the~ ft-ve years to 39.4 aad 36 PQccnt of' the total we cuts in '1JfJ7. 

j 

SimpRftgdoa I . 

Tbc Admtniaration ii mODf)y commlne& to limplll)'ing the mx ~ and e:ahanc:ing wcpayers• 
rights. In April we tolc:a5Cd a revamo-neuual pacb~ of some 60 mcuures dftlianed to further 
these objectives. We are pleased ttW 4f oftheae pioposaJa arc rdJected in measures Included In 
the House or Senate bills. We Ul'F the Confarecs to give c:arefiJ1 consideration to the remaining 
simplification IDe&SUrr3 in the .Admizlistrirlon• 1 package, such u the equable tolling proposal 
that would protect the righls or disabled 't!Xpaym. the proposil to aimplify the chlld depend~ 
eu:mption rults. and the proposal to modify the rules ttlD1 &pply to financial hedging transacdons. 
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In additio11a we wge that all prop09als boizlg_ oonsiderod for: Ddusion m the conference 9ew1CS1t 
bo carefully mialy7.ed from the llflmdpoiat'.of ~Uling needle&& compleDcity. Treamry ud IRS 
staff" would be pleased re work with~ std" on a teclmialJ level to simplify am 
improve the admini3'1-.bilit;y or provlaions un4cr ooftlldention. 

Ptbcr lm!!s or Cf.!!m!!. 

The Admlnlstmion is pleased that thft Houae ud Scnar.o bills include a provbioa tor lOl'd.P aales 
c.oqxnsion treatment tOr 901\wan) Bremed abroad. We ans also plewd rJntt both tho liowlO and 
Se:aate bills~ the impoN:ncc of the CODtiriucd usurancc of tax beutitl for etbaaol to 
COQOung9" the use of altemativc filck. ~this :vm-~ the Admlallltration proposed. exteftlioD of 
the ccciae 18x c:ic=ption for ethanol in o\a- IS'l'EA rcmzthorizGcm pioposat We would support 
the Senate bill 01endin& the inoemiva tlirou.gh 2007, but without phaPitg doWD the rat.es afthc 
benefits. 

The Baµse aod Seoate bDI1 «01tain o1har provision., however-, tlm raiie significant cmic:mm. For 
inslance, the Adminittratian hu scalOUI Comzms about tho~ in dte Scmate bill 
tnmsftrring lha4.1cenuperpllooln.fadbixes~dcdicatad1:D dcflcitndactionfmm !be 
GenaaJ Fund to n~on tl11st finMb. :WbiJe the tnnl« provision in itMJlthas no .re:wiame 
or spencliDg effect,.~ the ~e &eds' efforts to move the tnzst ftADds off-bwfeet Cid 
creates prouure to lnonmst ground uamportadoa ~to levels sJgnihmly highc2-tlsan 
c:On1emplated by the bipartisan budP. aSreemmt 

The Administnrti~ al$O has f.edmlml arr4/or policy c.onoema abput a J'JUUlber of other provisions 
in the House and Smatc bills. indudia&. for e,camplc: the provision in tbs House bill that ptcncis 
rr.poni:ns and proxy tax requiremaat& tot poliUca1 and tobbyins expcndltv.~; the trcati• "*d of 
corpoa l1C spin-offs 'Wi!hiu a QQllllOlid~ grwp UDdar die }louse bill's provision rdaling to 
so-<lall~ 'Morris Trust• traDSactiom; .. dl8 proWion dllt nmoves CA>t1Ziollecl fbrdan 
corporalians from the mppllcati.on Of tlac passive folcip hw•ucot c:ompay ndes eodaiuod in 
tho Houses bill. V.'e wlJI be oomuudcating with you fiJrtht.r about such luues in die filtun:i.. We 
believe~ worldng together, our' mf& should be able; to aMna many of these problsal, and we 
stton&IY mp the conferees to .whorize the stai!i to beefn wod:mg <J11 auch issues u soon as 
possible. ' 

t •• ~= -~ ... , .; . 

Both the Senate aml Rouse bills an hea,uy ladel\ With speclal-mterest provisions_ mcb as a 
special C%e1qition fi:om U.S. m~ taxitbrfordgn5'4rer'1 special tax bote6U tarwc.ation 
tim~ auoQations. nnr. tax baldi&a !or ffienda and £imily ridine cozponde jets. and special 
treatment oftr&WI and meals Cncpcmcs for targcCcd groups ot~ ~ u Al•eb seafood. 
Pf00CIS801"5. W ~ believe that it is iaappropriats to \ise this recoodliarian bill a a vehlcl.e fur ucw 
tax breaks fix spod8J int:caii:ts. We urge the confe:recs io bep ~ n:ive:oue fl!COnciliation lJill 
clean of all 1pecial-inttnst p~ons. 

As the reveiwe reconciliation bill pRJCeC'& to CO!Jfetcn~ -we remain eager to Work with the 
Congress to fubion, and uttinwdy sigz( tax-c;ut legislation. that i.r. AithfuJ to tho bipartisan budgd. 
agreement., and that is fair to all Americans. 
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President Clinton Unveils Tax Cut Proposal 
June 30, 1997 

President Clinton's tax cut proposal provides needed tax relief to working families who play by the rules, pay taxes, 
and are trying to do the best for their kids. It includes a major investment in the President's top priority -­
education -- by making the first two years of college universally available and doing something the other plans do 
not: helping those Americans who are working and want to improve their education and upgrade their skills. 
Lastly, President Clinton's proposal incorporates Republican priorities in a good faith effort to honor the budget 
accord and to reach final agreement for a tax cut the American people deserve. 

THE PRESIDENT'S PROPOSAL IS FAIR. The bulk of the President's tax cut goes to middle-class families -­
two-thirds of the President's tax cut goes to the middle sixty percent of families, twice the share the alternative 
congressional plans provide these middle class families. 

THE PRESIDENT PLACES A HIGHER PRIORITY ON EDUCATION TAX CUTS. Education must be 
America's highest priority and the core of our tax cut plan must help families pay for education. To offer opportunity in 
the new and rapidly changing economy, we must make the 13th and 14th years of education -- the first two years of 
college -- as universal as a high school diploma is today. We must also do what we can to help people throughout their 
lives improve their education and upgrade their skills throughout their lives. The President's plan: 

./ ADVANCES THE GOAL OF MAKING THE FIRST TWO YEARS OF COLLEGE UNIVERSAL. The 
plan includes a modified two-year $1,500 HOPE Scholarship that does more to help community college students than 
the congressional alternatives. First and second year students would receive a $1,000 credit for the first $1,000 of 
tuition and fees plus 50% of as much as another $1,000 in tuition and fees. Therefore, a student going to a typical 
community college with tuition of$1,200 would receive a $1,100 credit under the President's proposal, compared to 
just $600 and $900 under the House and Senate plans respectively . 

./ HELPS THIRD AND FOURTH YEAR STUDENTS AND PROMOTES LIFELONG LEARNING. The 
congressional plans give virtually no support to families who are struggling to pay college costs out of pocket. 
Students beyond the second year would benefit only if they had substantial savings or when they paid interest on 
student loans. Students over 30 -- one-fourth of all undergraduate students -- could not even make use of the 
education savings accounts that Congress is proposing. At a time when older workers need to improve their education 
and upgrade their skills, it is critical that the education ta" cuts promote lifelong learning. The President's proposal 
accomplishes this goal: It provides a 20 percent tuition credit on expenses up to $5,000 initially and $10,000 
beginning in 2001 . 

./ IN CORPORA TES OTHER GOOD EDUCATION IDEAS INCLUDED IN VARIOUS PROPOSALS, 
such as a permanent extension of the tax preference for employer-provided undergraduate and graduate education, tax 
incentives for school construction, a student loan interest deduction, and ta\: exclusion for community service and 
income-contingent loan forgiveness. 

THE PRESIDENT BELIEVES THAT FAMILIES WHO WORK HARD, PAY TAXES, AND TRY TO DO 
THE BEST FOR THEIR KIDS DESERVE A TAX CUT. HIS PLAN CUTS THE TAXES OF THE 4 
MILLION FAMILIES SHORTCHANGED BY CONGRESS. The President's proposal includes a $500 child tax 
credit for children under 17 through 2002 and under 19 thereafter. The President has a basic disagreement with some 
members of Congress. Consider a family of four with two small children: the father is a rookie police officer making 
$23,000, and the mother is taking a few years off ji-om teaching. They pay out of pocket over $1,000 a year in federal 
taxes. The President believes that this family needs and deserves a ta\: cut just as much as family who makes twice as 
much. The Congressional plans would deny this family a tax cut. Under the President's plan, this family would receive a 
$767 child tax credit. 

TAX INCENTIVES TO CLEAN-UP AND REVITALIZE DISTRESSED NEIGHBORHOODS BELONG 
IN THE FINAL TAX PACKAGE. In the balanced budget agreement, President Clinton and Congress agreed to 
make all efforts to include three programs critical to our urban areas in the final budget package: a Brownfields tax 
incentive; new Empowerment Zones and Enterprise Communities (EZIEC); and expansion of the Community 
Development Financial Institutions (CDFI) fund. Unfortunately, neither the House tax bill nor the Senate tax bill 
includes the President's Brownfields and EZ/EC initiatives. Today, the President includes these two vital 
provisions, plus a new tax credit to encourage investment in CDF!s and an enhancedwe!fare-to-work tax credit, in 
his tax cut proposal. 



THE PRESIDENT'S TAX CUT PROPOSAL DELIVERS BIG FOR CITIES 
June 30, 1997 

In the balanced budget agreement, President Clinton and Congress agreed to make all efforts to include three 
programs critical to our urban areas in the final budget package: a Brownfields tax incentive; new Empowerment 
Zones and Enterprise Communities (EZ/EC); and expansion of the Community Development Financial Institutions 
(CDFI) fund. Unfortunately, neither the House tax bill nor the Senate tax bill includes the President's Brownfields 
and EZ/EC initiatives. Today, the President includes these two vital provisions, plus a new tax credit to 
encourage investment in CDF!s and an enhanced welfare-to-work tax credit, in his tax cut proposal. 

PRESIDENT CLINTON'S TAX PLAN HELPS TO CLEAN UP AND REDEVELOP BROWNFIELDS. 
The Brownfields tax incentive included in the President's tax cut proposal would reduce the cost of cleaning up 
thousands of contaminated, abandoned sites in economically distressed areas by permitting clean-up costs to be 
immediately deducted for tax purposes, rather than requiring this spending to be written off over time. This 
would, in turn, encourage redevelopment of these areas. J'he Treasmy Departmem estimates this $2 billion tax 
incentive will, over seven years, leverage more than $10 billion for private sector cleanups natiomvide, allowing 
redevelopment of 30, 000 brown.fields. 

• Chicago Mayor Richard Daley, writing on behalf of the US, Conference of Mayors. urged Ways and 
Means Chairman Archer to include the President's Brownfields proposal in the tax bill: "This is a high 
priority for communities across this nation and we stand united in urging you and other members of the 
House Ways and Means Committee to modify the tax bill to include the $2 billion brownfields tax 
incentive." 

THE PRESIDENT'S TAX PLAN CREATES NEW EMPOWERMENT ZONES AND ENTERPRISE 
COMMUNITIES. Under the President's 1993 Empowerment Zones and Enterprise Community initiative, 
communities develop a strategic plan to spur economic development, and they receive Federal tax benefits, social 
service grants and flexibility in use of Federal funds in order to put this plan in effect. The EZs and ECs are urban 
or rural areas with high poverty and unemployment rates. 

• Many communities that were not designated as EZs or ECs in that first round lack the seed capital to 
begin revitalization efforts. Jn response, the President proposes a second-round of EZs and ECs--15 
urban and 5 rural EZs and 50 urban and 30 rural ECs. The new EZs and ECs will benefit from a slightly 
different blend of tax credits than the first-round communities. 

THE PRESIDENT'S TAX PLAN ALSO PROVIDES FOR A NEW COMMUNITY DEVELOPMENT 
FINANCIAL INSTITUTIONS TAX CREDIT. The President's CDFI Fund is helping to build a national 
network of community development financial institutions -- including banks, thrifts, and credit unions -- by 
providing financial and technical assistance to these entities. CDFI dollars are being used to create jobs, rebuild 
neighborhoods and restore hope in communities from San Francisco to Boston, Louisville to Chicago. The Fund 
represents a promising model for Federal government action -- investing in local private sector institutions, 
leveraging private sector resources (to the tune of ten times the initial investment) and generating economic 
growth in distressed areas. The President's lax cut proposal creates a new tax credit to encourage investment in 
CDF!s. This new credit is not included in either the House or Senate versions(!{ fhe tax legislation. 

THE PRESIDENT'S PLAN INCLUDES A SPECIAL WELFARE-TO-WORK TAX CREDIT. This credit 
gives employers added incentive to hire welfare recipients. AJthough the congressional leadership pledged to seek 
a credit along these lines, the House bill includes only a scaled-back version, and the Senate bill omits it entirely. 
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President Clinton's Tax Cut Proposal 
June 30, 1997 

Today, President Clinton unveils 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. 

II" A 2-year modified $1,500 HOPE Sc/wlarsltip to make two years of college universally m•ailable 
am/ a 20% tuition credit to make tlte tltird aml.fo11rtlt years o.f college more a.ffortlable aml to 
promote lifelong learning. 

II" A $500 cltild tax credit .for tax-paying working families witlt cltildren mu/er 17 tltrouglt 2002 aml 
under 19 tltereafter. Fa111ilies could put tlte credit plus $500 ill a Kit/save Account 

II" Two-tltirtls o.f tlte President's tax cut goes to tlte 111itldle 60 percent <!(families -- twice as large a 
sltare as tlte congressional altematfres provide tltese middle-income.families. 

II" To tumor tlte agreement, tlte Preside11t'.'i plan allows taxpayers to exclude 30% o.f tlteir long-term 
capital gains .fro111 ta.xatiou am/ provides est'!te tax relief to small busiuesses am/ .farmers. 

v Includes no tax time bombs tltat would ex1J/ode iu cost. 

Major Provisions 5 Years 10 Years 
(Treasurv estimat«.>s unl«.>ss oth«.>rwis«.> imlicat«.>d) ($billion) ($billion) 

Education Tax Cuts: 

HOPE Scltolarsltip allll 20% Tuition Credit 34.5 94. l 

Educatiou allll Retirement Savings Accounts 1.3 6.0 

Tax lllcentives .for Sc/tool Construction 2.9 7.6 

Employer-Provided Education Benefits 3.8 8.5 

Studeut Loau Interest Deduction allll 1.8 4.4 
Forgiveuess 

Ded11ction .for K-12 Computer Donation.\· (JCJJ 0.3 0.7 

Repeal of bond cap for universities 0.3 1.0 

Cltild Tax Credit 70.2 176.1 

Brownfields, EZIEC Expansion, CDF/s 2.4 3.9 

Welfare-to-Work Tax Credit 0.6 0.6 

Home Office Deductiou 0.6 1.7 

Small Busiuess Capital Gains Relief 0.4 1.7 

President's Ho111e Sales Tax Cut 1. 1 1.9 

30% Exc/11sio11 of Capital Gains 7.1 15.6 

Estate Tax Cut 2.3 7.2 

DC Tax Incentives allll Otlter Presitle11tial 1.3 6.3 
Initiatives 

Extensions of expiring provisions 3.9 3.9 

GROSS TAX CUT 134.8 341.1 



Revenue Raisers 

NET TAX CUT 

(49.8) 

85.0 

President Clinton's Tax Cut Proposal 
A Fact Sheet 

EDUCATION TAX CUTS 

(100.5) 

240.5 

• Two-year HOPE Scholars/tip. 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 for enrollment in a 
post-secondary degree or certificate program 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 earning between $80,000 and $100,000. 
Eligible students could receive both a full 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 fees. 

• 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 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 for joint filers earning between $80,000 and $100,000. 

• Education and Retirement Sm1ings 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. 

• Tax Incentives/or 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 schools 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. Both 
undergraduate and ~raduate education would be eligible. Additionally, a I 0% employer credit for small 
business training is mcluded. 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 and Forgiveness. Allows a deduction of up to $2,500 per year of interest 
on 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 deduction would be available 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, and to loans forgiven under the Direct Loan Program's income­
contingent repayment program. 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. 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. 

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 who pay out 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) 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 

• Jncentil'es to Clean Up and Redei•elop Contaminated Site!:I· (Brow1~fieltls). Certain environmental 
remediation costs would be provided tax favorable treatment, allowing them to be fully deducted 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, a.nd 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, the proposal 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. 

• Community Development Financial Institutions Fund. Up to $100 million in tax credits would be made 
available to the CDFI Fund to allocate for equity investors in community development financial institutions to 
leverage private investment in distressed areas and to stimulate economic revitalization. 

• Washington, D. C Provides tax incentives for firms to hire District residents, and a new credit that will be 
allocated to debt and equity by a new economic development corporation, and to allow the issuance of 
additional tax-exempt debt to help finance new business activity in the District. 

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 office is 
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 

Increases the existing exclusion for equity investments in small businesses held at least five years to a 75% 
exclusion for up to $20 million in gains and doubles 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°/o 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 for more than one year. For example, a family in the 
28% income tax bracket would face a capital gains tax rate of 19.6 percent. 

EST A TE 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 a million of family-owned business or farm would not be subject to estate taxes. This is a 
proposal advanced by Senator Daschle. 

OTHER PRESIDENTIAL INITIATIVES 

• Puerto Rico TlL"C Credit - would be extended indefinitely and modified to provide an incentive for new 
investments and increase the economic-activity credit. 

• 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 Tollin$ - 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 throu~h 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 
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Lowest 1.2% 0.6% 0.4% 

Second 10.1 2.5 2.7 

Third 22.2 9.6 10.2 

Fourth 34.6 20.0 21.3 

Highest 31.5 66.8 65.0 

Top 10% 11.7 47.3 42.3 

Top 5o/o 6.5 34.9 28.2 

Topl% 2.6 18.8 12.5 

Middle 60°/o 66.9°/o 32.lcx, 34.2°/o 
(Second,third, fourth quintiles) 

Source: U.S. Department of Treasury 

Tables assumes fully phased-in (2007) law and behavior, in 1998 dollars. It 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 provisioris, home 
office deduction, distressed areas initiatives, Puerto Rico tax incentives, individual and coqmrate AMT changes, prepaid tuition programs, 
IRAs, DC tax incentives, safe harbor for independent contractors, modifications of treatment of company owned life insurance. 



How the President's Tax Cut Proposals 
Benefit Typical American Families 

Example #1 

Consider a family of four who makes $40,000 a year. The father is a carpenter and makes $25,000 and the mother 
makes $15,000 working at a local department store. They have two kids, a son who is 14 and a freshman in high 
school and a daughter enrolled full-time in her first year at the local community college. Her tuition is $1,200 a 
year. 

The President's tax cut proposal will benefit this family in at least two ways. They will receive a child tax credit of 
$500 for their son plus a HOPE Scholarship of $1, 100 for their daughter. ln total, they will receive a $1,600 tax 
cut in the President's proposal. 

Family of four with two children 
aged 14 and 18 and $40,000 income: 

Child Tax Credit for 14 year old 
HOPE Scholarship for 18 year old 

Total tax cut: 

Example #2 

Tax Cut under 
Clinton Proposal 

$500 
$1.100 

$1,600 

Consider a family of three making $55,000 a year. The father has a degree in accounting and works for a local 
business in the accounting department. The mother works part-time at the local library. They have one daughter 
aged 14. The father would like to return to school to prepare for his CPA examination. He is going to attend the 
local liberal arts college. He has signed up for two courses with total tuition of $4,000. 

This family will receive a $500 tax child tax credit for their daughter and a $800 tuition tax credit to help pay for 
the father's course work. 

Family of three with one child 
aged 14 and $55,000 income: 

Child Tax Credit for 14 year old 
Tuition tax credit 

Total tax cut: 

Tax Cut under 
Clinton Proposal 

$500 
$800 

$1,300 



Example #3: 

A single mother lives with her six year old daughter in California. She's been working as a bank teller for several 
years and her pay is now $20,000 a year. When she tallies up her taxes, she owes $1,200 in federal income taxes. 
A $1,150 Earned Income Tax Credit offsets much of this income tax. However, she pays $1,530 a year in payroll 
taxes, not to mention the additional $1,530 the bank pays on her behalf. 

Under the President's plan this single mom would receive a $500 child tax credit for her daughter. (Note: This 
woman and her daughter would receive no tax cut under either the House or Senate plans). 

Family of two with one child 
aged 6 and $20,000 income: 

Child Tax Credit for 6 year old 

Total tax cut: 

Example #4 

Tax Cut under 
Clinton Proposal 

$500 

$500 

A teacher with six years experience, earning $40,000 a year, would like to get her masters degree before she 
marries and has children. Her principal has agreed to adjust her schedule so that she can attend classes in the 
afternoon and evening. The tuition and fees charged for the program total $6,500. 

She will receive a 20 percent tax credit on the first $5,000 of the tuition she pays. 

Single teacher making $40,000, 
attending graduate school: 

Tuition Tax Credit: 

Total Tax Cut: 

(Note: All examples are for tax year 1999) 

Tax Cut under 
Clinton Proposal 

$1.000 

$1,000 



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

Compared to the President's proposal, four million working families will largely 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 approximately $18,000 or $28,000, 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 $2 3, 000, and the mother is taking a few years offfrom working. Thisfamily pays federal taxes 
well above the amount of EITC they receive: 

Federal Tax Situation Before Any Child Tax Credit: 

Income taxes owed before EITC 

Payroll Taxes Gust employee share) 

Excise Taxes/I 

Federal out of pocket taxes owed before El TC 

Employer Share of Payroll taxes 

Federal Taxes before EITC 

Benefit from EITC 

President Clinton's 
Proposal 

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

Notes: 

$675 

$1,760 

$354 

$2,789 

$1, 760 

$4,549 

$1,668 

House Bill 

$0 

Senate Bill 

$0 

I: Estimate calculated from Congressional Budget Ollice 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. 



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

Couple with Income of $23,000 and Two Children 
(1999 Tax Parameters) 

Current Law President's House 
Proposal Tax Bill 

Adjusted Gross Income (AGI) -- all earnings 23,000 23,000 23,000 

Standard Deduction 7,300 7,300 7,300 

Personal Exemptions 11.200 11.200 11.200 

Taxable Income 4,500 4,500 4,500 

Income Before Tax Credits 675 675 675 

Employee Payroll Tax (7.65% of earnings) 1,760 1,760 1,760 

Child Credits 0 767 0 

Earned Income Credit (refundable) 1,668 1,668 1,668 

Income Tax After Credits -993 -1,760 -993 

Tax Savings Compared to Current Law 767 0 

Senate 
Tax Bill 

23,000 

7,300 

11,200 

4,500 

675 

1,760 

0 

1,668 

-993 

0 

Department of the Treasury 
Office of Tax Analysis 

June 27, 1997 



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 skl11s 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 two-year community 
college full-time ($1,200 tuition and fees) 

Family with $40,000 income, one child is 
junior at average private college ($12,000 
tuition and fees) 
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$600 $900 $1, 100 



DETAILS ON THE EDUCATION ITEMS IN THE TAX BILL 

THE HOPE SCHOLARSHIP AND LIFETIME LEARNING CREDIT 

From the beginning, promoting expanded educational opportunity has been the centerpiece of 
President Clinton's budget and his middle class tax cut proposal. The President has long understood 
that the economy is changing and that people must have the opportunity to enhance their skills 
throughout their working lives. This is why the President insisted that, in addition to the HOPE 
Scholarship for the first two years of college, the tax bill must include a tax cut for lifetime learning. 
The final tax cut bill enacts the President's proposals:. When fully phased in, 12.9 million students 
are expected to benefit -- 5.8 million people claiming the HOPE Scholarship, and 7.1 million claiming 
the Lifetime Learning Credit. 

II' $1,500 HOPE Scholarship to make the first two years of college universally available. 
For students in the first two years of college (or other eligible post-secondary training), 
taxpayers will be eligible for a tax credit equal to 100% on the first $1, 000 of tuition and fees 
and 50% on the second $1,000 (the amounts are indexed for inflation after 2001). The credit 
will be available on a per-student basis for net tuition and fees (less grant aid) paid for college 
enrollment after December 31, 1997. The credit is phased out for joint filers between 
$80,000 and $100,000 of income, and for single filers between $40,000 and $50,000 (indexed 
after 2001 ). The credit can be claimed in two taxable years (but not beyond the year when 
the student completes the first two years of college) with respect to any individual enrolled 
on at least a half-time basis for any portion of the year. 

Lifetime Learning Credit for College Juniors, Seniors, Graduate Students and working 
Americans pursuing lifelong learning to upgrade their skills. For those beyond the first 
two years of college, or taking classes part-time to improve or upgrade their job skills, the 
family will receive a 20% tax credit for first $5,000 of tuition and fees through 2002, and for 
the first $10,000 thereafter. The credit is available for net tuition and fees (less grant aid) paid 
for post-secondary enrollment after June 30, 1998. The credit is available on a per-taxpayer 
(family) basis, and is phased out at the same income levels as the HOPE Scholarship. 

OTHER TAX CUTS FOR HIGHER EDUCATION 

• Education Savings Accounts. For each child under age 18, families may deposit $500 per 
year into an Education IRA. Earnings would accumulate tax-free and no taxes will be due 
upon withdrawal for net post-secondary expenses for tuition, fees, books, equipment, and 
room and board (generally limited to the posted room and board charges of the institution). 
The Education IRA is phased out for families with incomes between $150,000 and $160,000, 
and for single filers between $95,000 and $110,000. A taxpayer who uses tax-free 
distributions from an Education IRA may not, in the same year, benefit from the HOPE 
Scholarship or Lifetime Learning Credit. 

• Student Loan Interest Deduction. Allows an above-the-line deduction (the taxpayer does 
not need to itemize in order to benefit) for interest paid in the first 60 months of repayment 



on private or government-backed loans post-secondary education and training expenses. The 
maximum deduction is $1,000 in 1998, $1,500 in 1999, $2,000 in 2000, and $2,500 in 2001 
and beyond. It is available to joint filers with income between $60,000 and $75,000, and to 
single filers with income between $40,000 and $55,000 (indexed after 2002). The deduction 
is available for loans made before or after enactment of this provision, but only to the extent 
that the loan is within the first 60 months of repayment. The loan amount eligible for the 
deduction is limited to net post-secondary expenses for tuition, fees, books, equipment, room, 
and board (limited to the "cost of attendance" currently used for Federal student aid 
programs). 

• IRA Withdrawals. Taxpayers may withdraw funds from an IRA, without penalty, for the 
higher education expenses of the taxpayer, spouse, child, or grandchild. The amount that can 
be withdrawn without penalty is limited to net post-secondary expenses for tuition, fees, 
books, equipment, and room and board (generally limited to the posted room and board 
charges of the institution). 

• Employer-Pro11frled Education Benefits. Extends Section 127 of the tax code for 
undergraduates for three years (for courses beginning prior to June 1, 2000). This provision 
allows workers to exclude $5,250 of employer-provided education benefits from their taxable 
mcome. 

• Community Sen1ice Loan Forgiveness. Excludes from taxable income loan amounts 
forgiven for borrowers who take community-service jobs addressing unmet needs. 
(Community service loan forgiveness programs run by government agencies are already 
exempt; this provision would extend that to nonprofit tax-exempt charitable or educational 
institutions.) 

• Expand benefits for pre-paid tuition pf am: Allows State-sponsored pre-paid tuition plans -­
the earnings from which not taxed until the time of withdrawal as a result of last year's tax 
bill -- to include room and board expenses for students who attend on at least a half-time 
basis. Withdrawals are eligible for the HOPE Scholarship and Lifetime Learning tax credits. 

• Repeal Cap on Tax £\:empt Bond Issuance by Colleges and Unfrersities. Repeals the $150 
million bond cap that affects private higher education institutions and certain other charitable 
institutions. The repeal applies to tax-exempt bonds issued by these institutions to finance 
new capital expenditures. 

TAX PROVISIONS BENEFITING ELEMENTARY AND SECONDARY EDUCATION 

• Encourage Computer Donations to Schools. Allows corporations an enhanced charitable 
contribution deduction for the donation of up-to-date computer hardware or software to 
public and private K-12 schools. The equipment or programs cannot be more than two years 
old. The deduction is allowed in tax years 1998 and 1999. 

• Bonds for Public Sc/tool-Business Partners/tips. Allows states to use Federal tax credits 



as payments in lieu of interest on bonds for certain expenses -- including facilities renovation 
-- for school "academies" expected to serve low-income students in empowerment zones and 
empowerment communities. The academies must have a high-skills curriculum developed in 
consultation with businesses that have committed assistance (in cash or in kind, on a present 
value basis) equal to at least 10% of the bond proceeds. The bonds are limited to $400 
million in 1998 and $400 million in 1999. They are allocated to States on the basis of 
population in poverty. 

• Reduce Costs of School Construction Bonds. School districts invest the proceeds from 
school construction bonds until the funds are needed to pay construction and renovation 
expenses. When tax-exempt bonds are used, there are strict limits on the amount of interest 
that the district can earn, requiring them to pay back certain amounts to the IRS. The tax bill 
would relax those restrictions, allowing school districts to keep more of the interest income 
and thereby reducing their cost of borrowing. 


