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STATEMENT BY THE PRESIDENT

Today, I am pleased to sign into law H.R. 6, the "Higher Education Amendments of
1998." This legislation i; the culmination of bipartisan efforts by the Congress and the
Administration to increase access to college, make higher education more affordable, improve
teacher quality, and modernize the delivery of student aid. I particularly want to thank Senators
Jeffords, Coats, Kennedy, and Dodd, and Representatives Goodling, McKeon, Clay, Kildee,
Andrews, and Petri, as well as other Members of the Conference Committee, for their help in"
guiding this legislation through the Congress.

I also owe a particular debt of gratitude to Congressman Fattah, whose 8onsistent and
tireless work resulted in a new effort that will turn the dream of college into a reality for many of
the poorest families in America. The GEAR UP program, based in part on my High Hopes for
College proposal, provides competitive grants to States and local partnerships to encourage
colleges to work with middle schools in high-poverty areas to ensure that students receive
financial aid information, rigorous courses, tutoring, mentoring, and scholarships for college.

1 am pleased to see a number of my other initiatives included in this bipartisan legislation.
College students across the country will save hundreds or even thousands of dollars on their loan
repayments with the extension of the low student loan interest rate on new loans that went into
effect on July 1st of this year. In addition, the bill allows borrowers to refinance outstanding
loans at a lower rate by extending for four months the current interest rate on D.irect
Consolidation Loans. The bill, however, is not perfect. It is unfortunate that the legislation
continues the practice of providing excessive payments to lenders and guaranty agencies instead

of reducing taxpayer costs by using competitive market forces. In addition, it is regrettable that



the legislation does not allow more time for the millions of Americans who are paying high
interest rates oﬂ fheir current student loans to get the new low consolidation rate, or make that
rate available to all borrowers. I urge Congress to revisit these issues in the future.

H.R. 6 builds upon the proposals I sent to Congress to improve teacher quality, training,
and recruitment as our Nation is faced with the need to hire more than two million teachers over
the next ten years. New partnerships between teacher education institutions and school districts,
partnerships to improve teacher recruitment, Teacher Quality Enhancement State grants, and
increased accountability will help improve teacher quality for all our children. Iam also pleased
that Congress did not prohibit Federal funding for the National Board for Professional Teaching
Standards.

This legislation will promote high-quality distance-learning opportunities to provide
students, including non-traditional students, with increased educational Aopportunities. The
Leamning Anytime, Anywhere Partnership (LAAP) program, as I proposed, will award
competitive grants to partnerships to create new distance learning models, explore the
efficiencies and cost reductions that can be realized through institutional partnerships, and
develop innovative measures of student achievement through distance learning.

[ am also pleased that H.R. 6 reauthorizes and improves upon many programs in the
current Higher Education Act designed to promote equal educational opportunity. In particular, I
would like to commend Representative Hinojosa for his work to increase funding levels and
improve programs for students attending Hispanic-serving institutions. [ am also pleased that
H.R. 6 reauthorizes the Education of the Deaf Act, which supports Gallaudet University and the
National Technical Institute for the Deaf, and strengthens programs to support tribal and

historically black colleges and universities.



The bill also revolutionizes the delivery of student aid by creating witﬁin the Government
the first-ever Pe;r.formance—Based Organization (PBO) -- a concept promoted by Vice President
Gore's National Partnership for Reinventing Government -- to improve services to students and
enhance administrative efficiency and accountability. I am delighted with this bipartisan effort to
modernize student aid delivery in the Department of Education.

I note that there are some constitutional concerns regarding provisions in this bill relating
to the appointment and reappointment of the Chief Operating Officer of the PBO, and the
issuance of regulations regarding student loan repayment incentives that would have to be
certified by the Congressional Budget Office. While I do. not regard these provisions as binding,
I hereby instruct the Secretary of Education as a matter of policy to implement these provisions
so far as possible in a manner consistent with the principles embodied in the legislation.

There are costs associated with this Act after fiscal year 1999 that are not fully ofiset
under Administration scoring. Under the Budget Enforcement Act, a sequester of mandatory
programs will be required in future years if savings to offset the costs of this Act are not enacted.
My Administration will work with the Congress to offset these costs to avoid a potential
sequester.

H.R. 6 represents a positive, bipartisan advancement for students, teachex_'s, and the future
of higher education. Now the Congress must take the critical next step, providing full funding
for the new initiatives this legislation creates -- GEAR UP, teacher preparation and recruitment,
and LAAP -- for fiscal year 1999. I look forward to working with the Congress to ensure this

funding is made available.
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THE HIGHER EDUCATION AMENDMENTS OF 1998:

FIVE VICTORIES FOR THE CLINTON-GORE ADMINISTRATION
October 7, 1998

Today, President Clinton is signing into law five major new initiatives that he proposed, along with other important
provisions extending the Higher Education Act. The new initiatives wiil:

. slash the student loan interest rate

. help disadvantaged children prepare for college
. improve teacher preparation and recruitment

. promote high-quality distance education

. create a new model for efficient government

The Higher Education Act, originally enacted in 1965, authorizes many of the Federal govemment’s programs to
increase access to college, including Federal Pell Grants, student loans, Federal Work-Study, and the TRIO student
support programs, as well as programs to improve teacher training, strengthening developing institutions, and promote
innovation. The Act is reviewed every five years. In response to the Administration’s requests, this year the
reauthorization:

1. SLASHES THE STUDENT LOAN INTEREST RATE

Proposal: “We are proposing improvements in the student loan program that will lower the cost of college for
millions of students and their families while preserving their access to the loans they need.” [Vice
President Gore, Press Briefing, February 25, 1998]

Result: As proposed by the Vice President, the legislation extends for 5 years the new low student interest
rate on new college loans, now 7.46% instead of 8.25%, saving students $11 billion on loans made
over the next five years. The typical student borrower at a 4-vear college, who graduates with
$13,000 in debt, will save about $700 over a ten-year repayment period. Borrowers have four months
to refinance their outstanding loans at the new rate. The Administration continues to oppose the
excessive payments to lenders and intermediaries included in the bill, and supports extending the
refinancing window beyond the four month period.

2, HELPS DISADVANTAGED CHILDREN GEAR UP FOR COLLEGE

Proposal: “I also ask this Congress to support our efforts to enlist colleges and universities to reach out to
disadvantaged children, starting in the 6th grade, so that they can get the guidance and hope they need
so they can know that they, too, will be able to go on to college.” [President Clinton, State of the
Union Address, January 27, 1998]

Result: The legislation launches a new national effort, incorporating the President’s High Hopes for
College initiative, to help disadvantaged students prepare for college. Called GEAR UP, this
program provides competitive grants to colleges that partner with high-poverty middle schools and the
community to tell families early about the financial aid that is available for college, and then to
provide long-term mentoring, tutoring, and other assistance to make the dream of college a reality.

Grants are also provided to States to encourage broad efforts to provide early information and
counseling about college opportunity.

3, IMPROVES TEACHER PREPARATION AND RECRUITMENT

Proposal; “I will forward to the Congress a proposal for a new national effort to attract quality teachers to
high-poverty communities by offering scholarships for those who will commit to teach in those
communitics for at least three years. . . OQur proposal also includes funds to strengthen teacher



Result:

preparation programs so that those who go into teaching are better prepared to teach their students.”
[President Clinton, NAACP National Convention, July 17, 1997]

The legislation includes the Administration’s proposals, and more:

. Improves teacher preparation threugh grants to partnerships -- modeled after the
Administration’s proposed Lighthouse Partnerships -- between teacher education institutions
and school districts to produce teachers who have strong teaching skills, are highly competent
in the academic content areas in which they plan to teach, and know how to use technology as
a tool for teaching and learning.

’ Recruits additional teachers for high-need areas through the Administration’s proposed
grants to parterships between high-quality teacher education programs and local schools to
offer scholarships, support, and services to recruit and prepare teachers to serve for at least
three ycars in high-need schools,

» Suppeorts state-level efforts to improve teacher quality through State Teacher Quality
Enhancement grants to strengthen state teacher certification standards, create alternative
pathways into teaching, hold higher education institutions accountable for the quality of
teachers they prepare, and recruit high-quality teachers.

. Strengthens accountability in teacher education by requiring that states and tcacher
education institutions report on teacher preparation, including their studenfs performance on
teacher licensing exams.

. Forgives up to $5,000 in loans for those who teach for five years in a low-income
community,

4, PROMOTES HIGH QUALITY DISTANCE EDUCATION

Proposal:

Result:

“Valuable technologies also are important for providing opportunities in higher education at a time

when college is becoming ever more crucial. . . .This is why [we] proposed a number of changes to
the Higher Education Act that will broaden learning opportunities.” [Secretary Riley, U.S. Distance
Learning Association National Conference, November 5, 1997]

The bill includes the Administration’s Learning Anytime Anywhere Partnership (LAAP) initiative,
and expands student aid eligibility for distance learners. LAAP awards competitive grants to
partnerships between schools and other entities to: create new distance learning models, explore the
efficiencies and cost reductions possible through institutional partnerships, and develop innovative
measures of student achievement in distance education. The legislation also expands student aid
eligibility for distance learners, a goal proposed by the Administration, through demonstration
programs that waive some student aid restrictions to allow more nontraditional students to obtain
higher education, including full-time workers, parents, people in rural areas, and people with
disabilities.

S. TAKES AN HISTORIC STEP TOWARD A NEW MODEL OF GOVERNMENT

Proposal:

Result:

“We're going to dramatically change the way many agencies provide their services. Today, ['m
proposing to create within existing departments something we call ‘Performance-based
Organizations.’. . . These PBOs would be run by chief executives who sign contracts and will be
personally accountable for delivering results. . . Their pay and job security will be tied directly to
performance,” [Vice President Gore, National Press Club, March 4, 1996]

The bill creates the federal government’s first-ever PBO, a concept promoted by the Reinventing
Government effort spearheaded by the Vice President. The delivery of Federal student aid -- loans,
grants, work-study and other assistance — will be led by an executive with expertise in information
technology and experience with financial systems, who reports directly to the Secretary and has new
administrative flexibility in exchange for increased accountability for results. The Secretary will
continue to be responsible for setting student aid policy.
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PROMOTING HIQH-QUALITY DISTANCE EDUCATION

“Valuable technologies also are important for providing opportunities in higher education at a time whej
college is becoming ever more crucial.... making courses available at convenient locations; reducing tim
constraints for course-taking, making educational opportunities more affordable; and increasing thd
institutions' access to new audiences. This is why [we] proposed a number of changes to the Higher Education
Act that will broaden learning opportunities...."

--Secretary Riley, US Distance Learning Association, National Conference, November 5, 1997

The Higher Education Amendments of 1998 significantly increase the number of students who
can benefit from distance education by authorizing or adapting two Administration initiatives:
Distance Education Demonstration Programs and the Learning Anytime Anywhere Partnerships
(LAAP) program. Distance education can help all Americans -- including workers, parents, people
in rural communities and people with disabilities -- go to college by removing barriers of time and
place through innovative uses of technology.

While colleges and universities have been exploring the uses of technology, its capacity for
increasing access to higher education has been limited because of restrictions on financial aid
availability for distance learners. Only about one-third of all higher education institutions offered
distance education in 1995, and they served fewer than one million students.

Distance Education Demonstration Programs. The new law authorizes Demonstration Programs
to increase student access to higher education and to determine the best way to deliver quality

education through distance learning. Because the current eligibility requirements for higher
education institutions do not address the special needs and circumstances of distance learners, needy
students are sometimes ineligible for financial aid. The Demonstration Programs will expand
student aid eligibility for distance learners by allowing the Secretary to waive specific statutory and
regulatory student aid requirements for participating institutions. Among the requirements that may
be waived are those regarding measures of an academic year, minimum hours spent in the
classroom, and the percentage of an institution’s students that may be served by distance education.
This change will provide new flexibility for institutions to offer high-quality distance education
programs. Up to 15 degree-granting institutions, consortia, or systems of institutions may
participate in Distance Education Demonstration Programs the first year, and up to 50 may
participate in the third year.

Learning Anytime Anywhere Partnerships (LAAP). The new law authorizes the LAAP

program, which will provide competitive grants to partnerships to ensure that high-quality learning
opportunities are available to distance education students. The partnerships will develop and assess
model distance education programs and educational software and find innovative measures of
student achievement that are appropriate for distance education. Eligible partnerships will include
two or more independent organizations, such as: colleges, community-based organizations,
technical institutes, adult education programs, school districts, and businesses. LAAP grants will
encourage institutions and their partners to work together to provide high-quality distance education
programs that challenge traditional geographic and institutional boundaries. The new law
authorizes this program at $10 million in FY99, and the Senate, but not the House, FY99
Appropriations bill provides the full $10 million.



CREATING THE GOVERNMENT’S FIRST PERFORMANCE-BASED ORGANIZATION
TO MODERNIZE STUDENT AID DELIVERY

“We're going to dramatically change the way many agencies provide their services. Today, I'm proposing to
create within existing departments something we call "Performance-based Organizations.” . . . These PBOs
would be run by chief executives who sign contracts and will be personally accountable for delivering results. . .
Their pay and job security will be tied directly to performance.”

-=Vice President Gore, National Press Club, March 4, 1996

The Higher Education Amendments of 1998 establish a performance-based organization (PBO) to
modemize the delivery of student financial aid. This is an historic milestone in the Administration’s
efforts to improve services to millions of students and the postsecondary institutions they attend. The
PBO will make it possible to meet these challenges and to keep pace with the rapid rate of technological
change in the financial services industry. Customer service will improve, and the public’s confidence in
the administration of student aid programs will grow.

Context for Change. Under the leadership of Vice President Gore, the National Partnership for
Reinventing Government developed model legislation for establishing PBOs in federal offices. The new
HEA law is the first legislation to formally establish a PBO in the federal government. During the past 15
years, numerous state, local and foreign governments have implemented similar performance-based
models to improve services and reduce costs.

Reinventing for Results. A PBO is a new way of getting things done in the public sector -- a results-
driven organization created to deliver the best possible services -- by establishing incentives for high
performance and accountability for results, while also allowing more flexibility to promote innovation and
increased efficiency.

Specifically, the PBO will be held accountable for performance objectives that include: improving
customer satisfaction; providing high quality, cost-effective services; enhancing the ability to respond to
the rapid rate of technological change; implementing a common, open, integrated system for student
financial aid delivery; and providing complete, accurate and timely data to ensure program integrity.

Establishing New Flexibility and Accountability. The new HEA law that creates the PBO includes the

following major provisions:

Leadership. The PBO will be led by a chief operating officer (COO) with a strong background in
information technology and management, who is employed through a performance-based contract
and reports directly to the Secretary;

Procurement flexibility. The PBO will have increased flexibility in procurement, with an emphasis on
performance-based contracting;

Management and personnel flexibility. The PBO will have limited new flexibility in personnel
management, including hiring and evaluating senior managers, and recruiting technical personnel;
and

Accountability for results. The COO and employees of the PBO will have specific, measurable
performance goals, ensuring accountability for defined results.

The Secretary will continue to be responsible for setting federal student aid policy.

The PBO will complement and strengthen reinvention initiatives already underway within the
Department, including Project EASI (Easy Access for Students and Institutions). Modernization is aimed
at reducing student loan defaults, increasing use of the Internet and electronic applications for student aid,
and better integrating computer systems to administer student aid.



MAKING COLLEGE MORE AFFORDABLE
BY LOWERING STUDENT LOAN INTEREST RATES

Well into this Year, Many Doubted That Student Loan Interest Rates Would Drop

“This summer, the interest rate on federally backed student loans is set to drop from the current 8.23 percent....
But chances that students will ever see those savings are about as slim as finding a campus parking space during
orientation or a private moment in the dorms. The nation’s biggest student lenders have banded together and are
lobbying Congress to scrap the government-mandated cut, which they say will wipe out their returns.”

--Knight Ridder Tribune Business News, February 27, 1998

The Higher Education Amendments of 1998 adopt the Clinton Administration’s proposal to slash student
loan interest rates. Specifically, the new law:

Cuts Interest Rates on New Student Loans by Almost a Full Percentage Point -- Saving Students $11
Billion Over the Life of Their Loans. The new law extends for 5 years the low student interest rate on new
loans first won in the 1993 budget, proposed again in February by Vice President Gore, and available on a
temporary basis since July 1. This lower student rate is set at the 3-month Treasury Bill + 2.3% (currently
7.46%), a substantial drop from the pre-July 1 rate of T-Bill + 3.1% (about 8.25%) on new student loans.
The low rate is now available on all new student loans in the Direct Loan and Government-Guaranteed Loan
(FFEL) programs. Students will save roughly $50 per $1,000 of debt, over a ten-year repayment period, as
result of the interest rate reduction.

Allows Borrowers to Refinance Qutstanding Loans at the Lower Rate. The new law extends for four

months the current 7.46% interest rate on Direct Consolidation Loans. After four months, the interest rate on
Direct Consolidation Loans will rise to the weighted average rate of the underlying loans, rounded up to the
nearest one-eighth and capped at 8.25%.

The Administration is disappointed that the law contains an unnecessary new lender subsidy, and that it does
not extend the low Direct Consolidation Loan rate for a longer period of time or ensure that it is available to
borrowers who consolidate their student loans through private lenders in the FFEL program. The
Administration hopes Congress will revisit these issues in the future.

Helps Millions of Americans Pay for College.

More than half of all undergraduates have to borrow money to pay for college today, and more than half of
those with student loans have incomes under $30,000.

J An elementary school teacher in Boston, who earned a Master’s degree in Early Childhood Education
and is struggling to repay $43,000 in student loan debt on her $16,000 annual income, can save about
$3,500 in interest from the new low interest rate; and

. A young married couple, trying to pay back $160,000 in loans from law school while working in
public interest jobs, can save almost $25,000 in interest from the new low interest rate.

Builds on_Clinton Administration Initiatives to Make College More Affordable for Students and
Families. These include: the historic higher education tax cuts enacted last year -- the HOPE Scholarship
and the Lifetime Learning Tax Credit, the flexible repayment options available through Direct Lending, the
expansion of College Work Study, AmeriCorps, and the increase in the maximum Pell Grant.




HELPING MORE STUDENTS PREPARE FOR COLLEGE THROUGH “GEAR UP”

"I also ask this Congress to support our efforts to enlist colleges and universities to reach out to disadvantaged
children starting in the sixth grade so that they can get the guidance and hope they need so they can know that they,
too, will be able to go on to college.”

--President Clinton, State of the Union address, January 27, 1998

The Higher Education Amendments of 1998 launch GEAR UP, a new national effort to encourage
more young people to have high expectations, stay in school and study hard, and go to college.

«  High-achieving students from low-income families are five times less likely to attend college than
high-achieving students from high-income families [NELS 1998).

. In a recent survey, almost 70% of parents indicated that they have little information or want more
information about which courses their child should take to prepare for college, and 89% of parents want
more information about how to pay for college, including the use of tax credits [Gallup, Sept. 1998].

The President’s High Hopes Proposal. Earlier this year, President Clinton proposed the High Hopes for
College initiative to create a national ethic that every college should partner with at least one middle school
in a low-income community to help raise expectations and ensure that students are well-prepared for college.
In the new HEA law, the High Hopes proposal and the National Early Intervention Scholarship and
Partnership (NEISP) program are joined, as two different types of grants, under the new GEAR UP program.

GEAR UP (Gaining Early Awareness and Readiness for Undergraduate Programs). This new

competitive grant program, authorized at $200 million in FY99, supports early intervention and college
awareness activities at both the local and the state level. The Senate’s FY99 Appropriations bill allocates to
GEAR UP $75 million of the $140 million the President requested for High Hopes. The House
Appropriations bill did not include funding for GEAR UP. The final appropriations legislation is now
pending in Congress. GEAR UP funding will be split between Partnership grants and State grants, with at
least one-third allocated to each.

GEAR UP Partnership grants. As outlined in the President’s High Hopes for College proposal, this
initiative will award multi-year grants to locally-designed partnerships between colleges and high-poverty
middle schools, plus at least two other partners such as community organizations, businesses, religious
groups, state education agencies, parent groups, or non-profits, to increase college-going rates among low-
income youth. To be most effective, partnerships will be based on the following proven strategies:

+  Informing students and parents about college options and financial aid, and every student will
receive a 21% Century Scholar Certificate -- an early notification of their eligibility for financial aid;

. Promoting rigorous academic coursework based on college entrance requirements;

. Working with a whole grade-level of students in order to raise expectations for all students; and

«  Starting early, with 6* or 7" grade students, and continuing through high school graduation with
comprehensive services including mentoring, tutoring, counseling, and other activities
such as after schoo! programs, summer academic and enrichment programs, and college visits.

GEAR UP State grants. These grants are based on the current National Early Intervention Scholarship and
Partnership (NEISP) program and will be awarded to states to provide scholarships, college information and
early intervention activities. State programs will target services to low-income students and will provide
college scholarships for participating students. College and community partnerships are not required but are
encouraged, and many NEISP programs involve local organizations. Nine states received NEISP grants in
FY98, totaling $3.6 million. These NEISP programs provide a variety of early intervention services and
college awareness activities to students ranging in age from 1st to 12th grade.

We anticipate that GEAR UP grant applications will be available in the beginning of next year. You can
send questions or request more information by e-mailing gearup@ed.gov.



EXAMPLES OF MENTORING AND EARLY INTERVENTION PROGRAMS

Many states education agencies, colleges, and secondary schools have had success working together to
increase college enrollment rates among low-income students. To this end, the new GEAR UP program will
support early intervention initiatives with elements of the successful practices described below.

Early Identification Program (Fairfax, Virginia): George Mason University (GMU) and the
Fairfax County Public Schools developed the Early Identification Program (EIP) in 1987 to increase
the number of minority students who enter college. Since then, additional school districts and new
partners have joined the effort, including Booz Allen and Hamilton, Mobil Corporation, NationsBank
and Crestar Bank. The program works with minority students that demonstrate academic potential
and provides year-round tutoring, mentoring and other support throughout high school, including
weekend and summer academic programs, special projects in math, science, English and computer
science, campus visits, and workshops for parents. The program reports that they have graduated 6
classes from high school, and have a 71 percent retention rate. Of those who completed 4 years in
EIP, 95 percent go on to college.

Pace Hispanic Outreach Program (White Plains, NY): The program is a unique tutorial initiative
for Hispanic immigrant students at the White Plains High School that is run through a collaborative
effort involving the White Plains School District, Pace University and Centro Hispano. One-to-one
tutorial sessions are held during study hall periods and are designed to complement and reinforce
classroom instruction in English, mathematics and social studies. In addition, the program enlists
high school counselors to provide weekly clinics to help high school seniors prepare college
applications, financial aid forms and essays. Active community support and parental involvement
has helped build confidence among participants by reducing the sense of powerlessness that language
barriers cause in some Hispanic families.

Passport to College (Riverside, California): At the core of this effort is a partnership between
Riverside Community College in California, the local school district, and 2 number of schools and
local businesses, and its purpose is to encourage disadvantaged students to continue on to college.
The program works with and entire grade of students, beginning in 5" grade, and follows them
through high school graduation. Currently, 11,500 students are participating. Volunteers work with
the students, teachers and parents in activities, including: campus tours, classroom presentations,
teacher training workshops, parent meetings, and financial aid workshops. All participating students
who graduate from high schoot are guaranteed admission to Riverside Community College.

Project GRAD (Houston, Texas): Project GRAD (Graduation Really Achieves Dreams) is a
school-community collaboration to improve the instructional quality and school environment for
children in Houston’s inner city schools. This effort combines research-based curricular reform in
math, reading and language arts with comprehensive services, including tutoring, mentoring and
counseling, for children starting in Kindergarten through high school. The project works with whole
networks of schools -- elementary through high school -- to develop a consistent emphasis on high
standards for all students. Project GRAD also promises all 9th grade students a $1,000 per year
college scholarship if they reach basic academic standards. Currently, 24 schools in Houston and
over 17,000 students are involved with Project GRAD. This massive effort is supported by a
partnership of school, corporate, and community-based organizations and foundations.



IMPROVING TEACHER QUALITY, RECRUITMENT, AND PREPARATION

“Every community should have a talented and dedicated teacher in every classroom.... {[We have] an enormou
opportunity for ensuring teacher quality well into the 2 1st century, if we recruit promising people into teaching an
give them the highest quality preparation and training. ”

--President Clinton's Call to Action for American Education in the 21st Century

The Higher Education Amendments of 1998 respond to the Nation’s critical need for high-quality
teachers by enacting much of the Clinton Administration’s proposal to improve the recruitment
and preparation of new teachers. Our Nation’s schools will need 2.2 million new teachers over the next
decade, and these teachers need to be well-prepared to teach all students to the highest standards.

Title IT of the new law authorizes a $300 million investment in teacher preparation and recruitment in the
upcoming fiscal year. The House’s FY99 Appropriations bill allocates $2.2 million for teacher
recruitment, and the Senate’s Appropriations bill allocates $77.2 million for the following HEA
initiatives:

Teacher Preparation Partnerships. This new initiative will provide grants to partnerships -- based on
the Administration’s proposed Lighthouse Partnerships -- between teacher preparation institutions and

local school districts in high-need areas. To ensure that new teachers can meet the many challenges of
today’s classrooms, the partners will work to strengthen teacher education through activities such as:

Implementing reforms that hold teacher education programs accountable for preparing high-quality
teachers.

Improving the academic content knowledge of prospective teachers through increased collaboration
between faculty at schools of education and departments of arts and sciences;

Ensuring that teachers are well-prepared for the realities of the classroom by providing strong hands-
on classroom experience and strengthening links between university and K-12 school faculties;

Preparing prospective teachers to use technology as a tool for teaching and learning;

Preparing prospective teachers to work effectively with diverse students; and

Recruitment Partnerships. Modeled after the highly successful Dewitt Wallace Reader’s Digest
Foundation’s “Pathways to Teaching” program, this new recruitment initiative will provide grants to
states and to partnerships between high-quality teacher education programs and local schools in high-need
communities to recruit new teachers. Prospective teachers who agree to teach in high-need areas for a set
number of years will receive scholarships and other support during their preparation and first years of
teaching.

State Teacher Quality Enhancement Grants. These new grants encourage states to improve the quality

of their teaching force by:

Strengthening their teacher certification standards to ensure that new teachers have the necessary
teaching skills and academic content knowledge;

Implementing reforms that hold institutions of higher education accountable for preparing teachers
who have strong teaching skills and knowledge of their content areas;

Establishing or strengthening alternative pathways into teaching for highly qualified individuals,
including mid-career professionals and former military personnel; and

Recruiting new high-quality teachers.

Accountability. The new law helps ensure accountability in teacher education by requiring states and
institutions of higher education to prepare “report cards” on the quality of teacher preparation, including
their students’ performance on teacher licensing examinations.



EXAMPLES OF TEACHER RECRUITMENT AND PREPARATION PARTNERSHIPS

The new HEA teacher preparation and recruitment initiatives will promote partnerships and teacher
preparation activities similar to the award-winning projects described below.

Massachusetts: Samuel Mason Elementary School in Roxbury, Massachusetts, had a great need
for teachers qualified to work with children who need special education services, because 25% of
these students were fully included in regular classrooms. The school solved its problem by
partnering with Wheelock College to develop a teacher preparation program that provides new and
experienced teachers with dual certification in special education and regular education.

Pennsylvania: In Philadelphia, Drexel University has partnered with the Philadelphia Public
Schools to recruit a diverse teaching force to serve as early childhood, math, and science teachers.
Also in Philadelphia, Temple University is working with the local school district to recruit and
prepare returned Peace Corps volunteers to be early childhood, elementary, math, science, and
ESL teachers.

Texas: The teacher preparation program at the University of Texas at El Paso is designed,
implemented, and evaluated through a collaboration of elementary and secondary school teachers
and administrators, university faculty, the staff of the regional Texas Education Service Center,
and community members. The curriculum emphasizes bilingual and cross-cultural education to
prepare students to teach effectively in predominately Hispanic elementary and secondary schools.
The program also uses a strong clinical model in which students work intensively in 18
professional development schools committed to school improvement.

Virginia: Capitalizing on the nearby military base, Norfolk State University in Virginia has
collaborated with Old Dominion University and Norfolk Public Schools to recruit and prepare
paraprofessionals and retired military personnel to become successful teachers. The program
offers both financial and academic support for prospective teachers through a grant from the
DeWitt Wallace Reader's Digest Fund.

Wisconsin: Alverno College in Milwaukee, Wisconsin, works with local schools to provide an
innovative, performance-based teacher preparation program. Students are expected to demonstrate
their mastery of a variety of skills essential to good teaching, such as: problem solving, involving
the community in education, and integrating content knowledge with classroom practice. Upon
completion of their extensive student teaching experience, the clinical preparation of Alverno
students is assessed by a panel of Alverno faculty and teachers and administrators at their
elementary or secondary schools. Currently, faculty and administrators at the College are working
with three other institutions to improve their teacher preparation programs by adopting elements of
the Alverno model.
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Dear Conferee:

| am pleased that versions of H.R. 6, a bill to reauthorize the Higher Education
Act of 1965 {(HEA), have passed both the Senate and the House, and | greatly
appreciate the hard work that you and your staff have devoted to this important
legislation. | am especially pleased that both versions of H.R. 6 have adapted
the student interest rate on new loans at the levsl proposed by the Vice
President last winter. This will help students better manage their postsecondary
education debt and thus make college more affordable.

We now have the opportunity to work together during the conference
deliberations to enact a strong bipartisan bill that will help more Americans
prepare for and gain access to college, improve teacher recruitment and
preparation, and promote better program management. In this work, we must
all keep our focus on the goal of producing legislation that is grounded in sound
educational and fiscal policy to provide maximum benefits to students. That is
the ultimate purpose of the Higher Education Act.

The Administration is working with the Congress to resoive OMB/CBO cost
estimating differences and develop mutually agreeable legislative language that
would eliminate the risk of a Government-wide sequester as a result of its
passage. However, there remain a number of other extremely serious issues
which must be resolved in order for me to be able to recommend that the
President approve the conference blil. These include ensuring that there are no
reductions in the student aid administrative funds available to the Department to
administer both the Federal Family Education Loan and Federal Direct Loan
programs; and offering borrowers the same low interest rates on FFEL and
Direct Consolidation loans.

| am confident that these and the other important issues presented by the the
bills now in conference, and explained further in this letter and attachment, can
be resolved in a manner that serves students well by our working together in
good faith. This letter and its attachment highlight the issues .in the HEA
reauthorization that are of particular importance to the Administration.

Interest rates

| am pleased that both the Senate and House versions would lower the interest
rates that students pay on new loans by .8 of a percent, as the Administration
proposed. This reduction is a major accomplishment that will provide
substantial savings for students. | am concerned, however, that many current
borrowers are struggling with excessive debt, and need to have access to the
lower interest rates as well. The final version of H.R. 6 should reduce the
interest rate on FFEL Consolidation Loans so that it is the same as the rate
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applicable to Direct and FFEL student loans and Direct Consolidation Loans. This
policy is consistent with our HEA reauthorization proposal to have the same low
consolidation rates in both loan programs.

In order to provide the low consolidation rate for students in the FFEL program,
it may be necessary to maintain current subsidies or adjust the offset fee to
ensure that loans continue to be sufficiently profitable. At the same time,
however, subsidies that both the House and Senate versions of the bill would
provide to lenders in the Stafford and PLUS loan programs are too high, and |
urge you to reduce or eliminate them.

Section 458

| remain adamantly opposed to any cuts in the student aid administrative funds
available to the Department under section 458 of the HEA beyond those agreed
to in last year=s balanced budget package. Both the House and Senate versions
include such further decreases, and the House version would decrease section
458 funds even more substantially than the Senate version. Decreases in
section 458 funds would impair the Department’s ability to administer
effectively the FFEL and Direct Loan programs by threatening the Department’s
ability to manage such activities as student aid application processing, student
loan default collection, and the urgently needed modernization of student aid
delivery systems.

Both the Senate and House versions would create a new loan processing and
issuance fee to be paid to guaranty agencies from section 458 funds. 1 strongly
support the Senate=s provision to cap this fee to better ensure sufficient
funding for the efficient administration of the loan programs. However, the
Senate=s decision to offset the amendment regarding need analysis
determinations for veterans receiving G.l. Bill benefits with funds from section
458 undermines the Department=s ability to manage the loan programs. | hope
to work with you to find a more suitable offset for this provision.

National Board for Professional Teaching Standards

While | understand that the language in H.R. 6 on the National Board for
Professional Teaching Standards will be satisfactorily resolved, | want to
reiterate my strong opposition to the House language, which would prohibit
Federal funds from being made available to the National Board for Professional
Teaching Standards. By defining standards of excellence for experienced
teachers, the National Baard helps to focus and upgrade teacher training,
recognize and reward outstanding teachers, and keep our best teachers in the
classroom, where they are needed most. As both Housas have recognized in
the teacher recruitment and preparation provisions of the HEA, attracting and
keeping well-trained teachers in the classroom is a national priority and an
essential step to increase student achievement. More than half the States and
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a growing number of school districts offer incentives to teachers to seek Board
certification, and have made Board certification an integrat part of their overall
efforts to strengthen teacher quality. By ending Federal support for the Beard's
research and development, the House provision jeopardizes completion of the
remaining professional standards and assessments, and undermines these vital
State and local efforts. This is the wrong step to take at precisely the time
when we must do everything possible to set the highest standards for our
teachers.

High Hopes
| am very pleased that both versions address the importance of early outreach to

at-risk youth. The House version includes the Administration=s proposal for
High Hopes for College, while the Senate created a new AConnections@
program that incorporates certain elements of High Hopes and the National Early
Intervention Scholarship and Partnership (NEISP) program. | look forward to
working with the conferees to ensure that the final version of the program
encourages colleges to partner with high-poverty middle schools, offers
comprehensive services to all students at these middle schools, and is
administratively feasible.

Teacher training and recruitment

Both the House and Senate versions would authorize grants to States and local
partnerships to reform and improve teacher training. The Senate version, which
would divide funding equally between States and partnerships and would focus
the partnerships on improving teacher education, offers a better chance at
meaningful change than the House version, which limits partnerships= share of
funding to 33 percent. Partnerships that involve colleges, teacher training
programs, K-12 schools, and other entities will encourage more interaction
among practicing teachers, aspiring teachers, and professors of education to
hetter prepare teachers for 21st century classrooms than will State-level efforts.

| am pleased that the Senate version includes the Administration=s program to
recruit new teachers for underserved areas through partnerships between
colleges and underserved school districts. The House version fails to include
sufficient efforts to recruit new teachers in order to address the pressing need
for teachers in disadvantaged urban and rural areas. | urge the conferees to
adopt the Senate=s program for teacher recruitment.

Both versions include accountability provisions that require State and
institutional Areport cards@ on the quality of teacher education. While | endorse

reporting requirements that will provide more information about the teacher
training process, | am concerned about eliminating students from student aid
eligibility for some programs based on the inadequate performance of others.



. hUG-08-1998 15:20 TO:244 - B, REED FROM:DADE, J, ' P, 1/11

Distance learning

We have made significant progress on the issue of distance learning, and | am
pleased that both the House and Senate versions include demonstration
programs to accommodate the new technologies and innovations that can
greatly increase access to postsecondary education. The House provisions,
which would allow the Secretary to waive any need analysis or general
provisions for a representative sample of institutions (or consortia of
institutions), would provide more flexibility and opportunity than the Senate
provisions. The Senate version would authorize the waiver only of particular
statutory provisions and any need analysis or general provisions regulations for
15 institutions or consortia initially, to be expanded to up to 50 in the third year
of the program. | urge the conferees to provide sufficient flexibility in the
demonstration projects to allow for the development and support of high-quality
distance education programs, as contained in the House version.

| am also pleased that the Senate version authorizes the Administration=s
Learning Anytime Anywhere Partnership (LAAP) program, which waould
encourage partnerships to develop innovative ways of delivering education,
ensuring quality, and measuring student achievement that are appropriate to
distance education. | urge the conferees to adopt LAAP.

PBO

lam glad that provisions that would create a Performance Based Organization
(PBO) for the administration of the student aid programs were included in both
passed versions of H.R. 6. | prefer the PBO provisions in the Senate version, in
part because these provisions explicitly provide for personnel and procurement
flexibilities necessary for the successful operation of the PBO. | also ask that the
conferees provide the PBO with buyout authority, comparable to that which the
Congress previously provided to non-Defense agencies, to assist in transforming
the organization to the new PBO structure.

Year 2000 '

It is anticipated that all Department systems needed to deliver Federal student
aid will be fully compliant with Year 2000 requirements no later than March
1999, However, the Department is still concerned that all of its partners and
customers, particularly institutions of higher education, may not be able to
ensure that all their data systems related to the delivery of aid are also
compliant. In light of that concern, it is important that the final version of the
bill authorize the Secretary to delay implementation of those provisions with
significant systems Iimplications if earlier implementation would jeopardize the
ability of the Department, or its partners or customers, to ensure that their data
systems are Year 2000 compliant. In utilizing such discretion, the Department
would work in close consultation with the Office of Management and Budget
and the House and Senate authorizing committees.
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Program integrity
There are numerous House and Senate provisions pertaining to program

integrity, that, taken together, the Administration would regard as a serious
weakening of current program integrity protections. These provisions include
changes regarding program review criteria, financial responsibility, the
anti-injunction provision and the A85-158 rule. Qur concerns with these
provisions are described in more detail in the attachment.

TANF

The Senate version contains a provision amending the Temporary Assistance for
Needy Families program (TANF). It would expand the type and length of
education programs that may be counted toward a State's "work activity”
participation rate. The provision would also extend the FY98 and FY99
exclusion of teen parents from the cap on education programs that may be
counted toward a State's "work activity” participation rate to FY2000 and
beyond. The Administration strongly supports the goals of enabling more
welfare recipients to move from welfare to work and providing educational
opportunities for those who do. We look forward to working with conferees to
ensure that the final legislation keeps the doors of college open to all Americans
while still maintaining the welfare law's strong work requirements,

Pay-As-You-Go Scoring

The Omnibus Budget Reconciliation Act of 1990 requires that all revenue and
direct spending legislation meet a pay-as-you-go requirement. That is, no such
bill should result in an increase in net budget costs, and, if it does, it will trigger
a sequester if not fully offset. Statements of Administration Policy on the two
versions of the bill as reported out of committee indicated that each version had
significant net costs. The Administration will estimate the costs and savings in
the conference bill as reported at the appropriate time.

The Office of Management and Budget advises that there is no objection to the
submission of this report to the Congress.

Yours sincerely,

Richard W. Riley

Attachment
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ATTACHMENT
ADDITIONAL VIEWS ON ISSUES IN H.R. 6

In addition to the concerns outlined in Secretary Riley’s letter, this attachment
expresses the Administration’s views on other important issues in the
conference on the Higher Education Amendments of 1998. The issues are
discussed in the order in which they appear in the current law or, in the case of
new programs, in the passed versions of the bill.

Alcohol and drug abuse

Both the House and Senate versions of the bill would authorize the Department
to offer grants and recognition awards to combat the illegal use of drugs and
alcohol on campus. The Secretary would be authorized to make grants to or
enter into contracts with institutions for alcohol, drug and violence prevention
programming. This authority is similar to a program that already exists in the
Safe and Drug-Free Schools program. While we believe this activity is very
important, we do not believe that it needs to be authorized in both the Higher
Education Act and the Safe and Drug-Free Schools Act. We recommend
maintaining the authorization in Safe and Drug-Free Schools.

Institutional aid

Both versions of the bill make several positive changes to the institutional aid
provisions that the Administration has recommended. Both versions of the bill
allow institutions participating in Title [ll programs and Hispanic-Serving
Institutions (HSIs) to use up to 20% of their grant funds to establish or expand
an endowment fund and expand allowable activities to encourage institutions to
use technology. Both versions would provide the HSI program more visibility by
moving the program to a separate part in a different title, and simplifying the
definition of HSI. Both the Senate and the House versions authorize grants for
Tribal Colleges, as proposed by the Administration.

We prefer the House language on the changed funding formula for Historically
Black Graduate Institutions (HBGIs) with the addition of the substance of the
descriptive factors in the Senate provision for a competition; this will provide a
more equitable distribution than either provision by itself. We also support the
Senate provision for a minimum grant of $1,000,000 to institutions before
matching is required and the $28,000,000 threshold for the use of the funding
formula.

Pell Grants

We appreciate the strong support for the Pell Grant program that is evident in
both versions of the bill, and are very pleased to see that many of the
Administration’s proposals for the Pell Grant program have been included in
either one version or the other.
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We support the House provision to extend the cohort defauit rate cut-off to Pell
Grant eligibility. This extension will increase institutional accountability and
better protect students from unscrupulous schools. We believe that the
mitigating circumstance provisions that the Department has adopted in
regulation for the student loan programs protect those institutions in which only
a few students borrow, and we would like to work with the conferees to
incorporate mitigating circumstances directly into the statute for purposes of
institutional eligibility to participate in the Pell Grant program.

We support the Senate version of the bill's inclusion of the 150% time limit on
student eligibility for Pell Grants, the new requirements for stand-alone English
as a Second Language (ESL) programs, the tuition-sensitive award rule, and the
extension of Pell Grant eligibility to college graduates enrolled in a non-graduate
teacher training program. The Administration’s proposal to limit Pell Grant
eligibility to 150% of the time normally required to complete the course of
instruction, with adjustments for students attending part-time and exemptions
for students with disabilities, would prevent abuse of the program. We urge
that the Administration’s proposal to impose a total time limit of eight academic
years of full time study, or the equivalent period of part-time study, be added to
the 150% limit in the final version of the hill.

The Senate provision that students in stand-alone ESL programs may receive
Pell Grants only if a minimum percentage of the program’s students pass an
English proficiency exam will also increase program integrity. The Senate
version also includes the Administration’s proposal to clarify that “tuition”
includes fees required for attendance, and that the institution may determine the
dependent care/disability allowance.

Finally, the Senate version includes a pravision that would allow college
graduates to receive Pell Grants on a case-by-case basis for a fifth year if they
are enrolled in a teacher training program. This program would provide new
assistance to encourage college students to become well-trained, motivated
teachers. However, we nead to ensure that it is administratively workable. We
look forward to working with you in conference to refine this provision.

TRIO programs
Current law provides for grants of both four and five years in the TRIO

programs. The House version of the bill adopts the Administration’s proposatl to
standardize grant duration in the Talent Search, Upward Bound, Student Support
Services, Postbaccalaureate Achievement, and Educational Opportunity Centers
Programs at four years; the Senate version of the bill does not change current
statutory provisions. We strongly support the House’s changes, since current
law is confusing to the community, presents little or no practical benefit and is
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administratively complex.

The House version of the bill would eliminate the current administrative set-aside
of 0.5% of appropriations for the TRIO Programs. The Senate version of the bill
retains the set-aside. Eliminating the set-aside would have a significant and
negative impact on the Department’s ability to administer the TRIO Programs
effectively. We support the Senate version. '

Campus-based programs

The Administration proposed madifying the campus-based aid formula to
gradually distribute a larger share of the program appropriation on the basis of
measured institutional need for funds. The House version would eliminate the
“pro rata” step. However, this change could lead to some institutions’
allocations being reduced too quickly, rather than the gradual shifts proposed by
the Administration. The Senate version has no comparable change, and, thus,
fails to respond to changes in institutional need. We urge the conferees to
adopt the Administration’s proposal.

College awareness _
Neither passed version of H.R. 6 would authorize the college awareness program
proposed by the Administration. Recent studies have shown that low-income
students attend college at significantly lower rates than individuals from high-
and middle-income families, not because of financial inability to attend college
but because of a lack of information about the requisite steps to prepare for,
apply for, finance, and enroll in college. A college awareness program is a
crucial element in our efforts to increase college attendance among low-income
students, and would cemplement well the Migh Hopes program, which received
support in both versions of the bill. '

Guaranty agencies and voluntary flexible agreements

Both versions of the bill authorize up to six guaranty agencies to enter into
voluntary flexible agreements with the Department. Guaranty agency
arrangements need to focus more heavily on preventing defaults, and voluntary
flexible agreements could help promote greater administrative efficiency and
improved service for students,

The Administration supports components of both the House and Senate versions
of the guaranty agency reform, including the House provisions to allow the
Secretary to requlate the operating fund when monies are owed to the Federal
fund and to allow the Secretary to waive or modify any statutory requirements
for agencies that enter into voluntary flexible agreements. The Administration
supports the provision in the Senate version that specifies that voluntary flexible
agreements cannot restrict borrowers from selecting the lender of their choice.
The Administration also supports the Senate provisions to prohibit agencies that
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fail to make scheduled payments fram receiving additional Federal funds, to
require the Secretary’s approval before agencies may support other student aid
activities, to prohibit agencies from depositing interest earned on the Federal
fund in the operating fund, and to reduce the loan processing and retention
allowance fee. The Administration opposes the Senate provisions that would
add burdensome notice requirements regarding voluntary flexible agreements.

The Administration also supports the pravisian of the House version that
requires guaranty agencies to invest funds deposited into their operating funds
in accordance with prudent investor standards, rather than the Senate provision
which permits investment of the fund at the sole discretion of the guaranty
agency.

FFEL repayment
We support the Senate provision to offer extended repayment plans of up to 25

years to FFEL borrowers with loans in excess of $30,000. We also support the
House provision that allows FFEL borrowers to retain their interest subsidies
when they consolidate their loans. These changes would benefit FFEL
borrowers with heavy debt burdens and would help level the playing field
between the two loan programs. In addition, we support consideration of
efforts to extend income-contingent repayment plans to FFEL borrawers.

Origination and insurance fees

Unfortunately, neither version would lower the up-front loan fees for students.
Reducing the origination fees for Direct Loans and the insurance fees for FFEL
loans would reduce students’ cost of borrowing. The Administration proposed
to lower the fees by one percentage point for all borrowers, and to phase them
out entirely for barrowers of subsidized loans. These fee reductions could be
included in the conference agreament if their costs are appropriately offset,

Loan forgiveness

Both the House and Senate include programs to forgive loans for teachers in
high-poverty schools. We support encouraging students to teach in the schools
where their talents are needed most. However, changes are needed to the
program as currently written to make the program more effective and its
administration, by the Department, institutions, guaranty agencies, and lenders,
more workable, For example, because of the need to track student loans
separately under the loan forgiveness provisions as currently structured, a
student seeking loan forgiveness would be unable to consolidate his or her
student loans. This is inequitable because it would limit the student’s
repayment options. In addition, the House and Senate versions of the bill also
contain provisions for loan forgiveness for child care workers. In lieu of these
proposals, the Administration supports its Child Care Provider Scholarship Fund,
which waould provide more than $300 million in scholarships over five years to
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up to 50,000 child care providers annually

We wouid like to work with you on making the loan forgiveness provisions more
equitable and effective. Options to consider include: treating all Federal student
loans equally, regardless of the year in which they were received; offering loan
forgiveness from the first year of teaching, or explicitly providing forbearance for
the first years of teaching; changing the percentage of loans that may be
forgiven each year; and creating a simpler administrative and financing
mechanism for for both teachers and child care workers.

Finally, under both versions of the bill, borrowers who have their remaining
outstanding loan balance forgiven after 25 years of income-contingent
repayment must continue to pay taxes on the amount forgiven. Saddling
borrowers with additional tax liability is neither appropriate nor was it ever
intended. The Administration supports adding a provision to exempt the amount
forgiven from Federal income taxation.

Lending from proceeds of tax-exempt obligations

Under current law, secondary markets using tax-exempt funds must file a plan
for doing business with the Department. This provision includes substantive
restrictions on discrimination and on payment of premiums exceeding one
percent for loans. The House version of the bill would eliminate both the filing
requirement and the restrictions. The Senate version eliminates the filing
requirement and the payment of premiums restriction, retaining only the
nondiscrimination provision. The Administration supports elimination of the
filing requirement but retention of both substantive restrictions.

Community service deferment

Neither version would permit the Secretary to pay the interest that accrues on
an unsubsidized FFEL or Direct LLoan while the borrower is receiving an economic
hardship deferment on the loan and performing community service. This
important proposal is part of the President's call to action to all Americans to
serve their communities, and would allow individuals with student loans who
qualify for economic hardship deferments to take up to three years to serve their
communities without accruing additional interest on their loans. This would
remove a financial obstacle to community service for borrowers who already
satisfy economic hardship criteria, such as Peace Corps volunteers.

Market-based mechanisms

The Administration continues to support an objective, market-based
determination of appropriate rates of return for lenders on student loans. A
number of different market mechanisms have the potential to achieve this
outcome, and we are eager 10 work with Congress to find the right approach.
We also support obtaining financial information from FFEL lenders as part of a
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new study that could better guide the Congress regarding the profitability of
lenders and the formulation of policy on student loans.

Work-study community service

The House version of the bill would add several burdensome requirements.

First, it would add a requirement that at least two percent of an institution's
allocation (in addition to the current five percent community service requirement)
be spent on early childhood reading tutors. The House version of the bill would
also require institutions to give priority in work-study funds to students tutoring
in schools that meet certain criteria, a requirement which would unnecessarily
complicate institutions' administration of the program. The Department has had
great success with its voluntary partnerships with America Reads tutors, and
prefers to continue with that approach.

Perkins Loans

Both the House and Senate version of the bills would eliminate the Federal
Perkins Loan revolving fund account; the House would do so explicitly in order
to subsidize loan forgiveness far teachers in the FFEL and Direct Loan programs.
We oppose this elimination. Without this fund, Congress would need to provide
an increase in discretionary appropriations for Perkins Loan Federal Capital
Contributions in order to avoid reducing loan volume. In addition, the House
version of the bill includes forbearance provisions, including mandatory
forbearance for Perkins Loans recipients during a term of national service, that
should be expanded to be comparable with FFEL and Direct Lending.

Need analysis

We are pleased with the House provisions to combine parent and dependent
student assets to eliminate the differential assessment rates and to increase the
income protection allowances significantly. These changes will protect more of
the earnings of needy students, will restore Pell Grant eligibility to many
nontraditional students, and are a step in the right direction toward encouraging
saving, increasing fairness, and simplifying the financial aid process for students
and families, as proposed by the Administration. However, we note this change
would increase discretionary spending, and thus the funding of these provisions
would need to be examined during the annual appropriations process.

We are also pleased that both the Senate and House version of the bills would
add an offset for dependent students in the amount of the parents’ negative
available income. This offset would exclude from need analysis calculation the
income of a student whose earnings are necessary for the family's living
expenses. The Administration supports the House version of this offset since it
allows for the use of "adjusted” available income as an offset against dependent
student income. This means that any negative amount remaining after first
offsetting any contribution from parental assets would then be used to offset
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dependent student income. The Senate version, on the other hand, would altow
the full unadjusted negative available income to offset both parental assets and
the same amount again to offset dependent student income. In a sense, the
Senate proposal would inappropriately provide a double counting advantage.

Neither the House nor the Senate included language clarifying that financial aid
administrators may adjust need determination to assist dislocated workers. The
Administration has requested this change in recent letters to Congress, and will
continue to seek to include it in the final version of the bill.

Multi-year promissory note; forms

The House version of the bill would require a multi-year promissory note within .
180 days of the enactment of the reauthorization bill. The Senate version
would require the Secretary to develep a master promissory note for use
beginning July 1, 2000. We agree that a multi-year promissory note will simplify
the process by which students and their families apply for and receive federal
student loans. In fact, we are currently in the final stages of developing the
procedures and notes for the introduction of a master promissory note with a
multi-year loan renewal process in both the FFEL and Direct Loan programs. We
expect the new notes to be available for the 19998-2000 academic year, with
borrowers who apply for loans for the 2000-2001 year being the first who
would benefit from the Amulti-year functionality,@ since they would have signed
the master note during the prior year. With these targets in mind, and in order
to ensure that the processes work properly and effectively, we would prefer that
the law not include a specific timeframe.

The Administration is also disappointed that neither version of H.R. 6 would
provide the Secretary with the authority to approve alternative forms to
determine need and eligibility for student aid that contain the same information
as the Free Application for Federal Student Aid (FAFSA) as long as the entire
form is provided free of charge, as was proposed by the Administration. The
use of alternative free versions of the FAFSA, especially electronic versions,
could reduce burden for students and families while streamlining the aid award
process and maintaining the integrity of the delivery system.

IRS and information sharing

The House version of the bill would authorize the Secretary to confirm with the
IRS each aid applicant’s adjusted gross income, Federal income taxes paid, tax
filing status, and number of exemptions. The Senate version of the bill would
require the Secretary to verify aid applicant's tax return information with the
IRS. The Administration has several concerns regarding the income verification
proposals in both the House and Senate versions, including confidentiality of
taxpayer information, and IRS resource and systems capacity issues (particularly
in light of the Year 2000 conversion underway). The Administration would like
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to work with the conferees to determine whether an approach can be developed
to address these issues, while still accomplishing the Members' objectives.

Drug offenders

We oppose the language in both versions of the bill suspending aid eligibility for
students who have been convicted of any drug offense under Federal or State
law. This provision would largely duplicate existing law denying Federal benefits
to individuals convicted of a drug offense under Federal or State law. Current
law also contains important judicial discretion provisions that are lacking in both
versions.

Freely Associated States

Under current law, citizens of the Federated States of Micronesia, the Republic
of the Marshall Islands, and the Republic of Palau attending any eligible
institutions may be eligible for Pell Grants and certain other forms of student
financial aid. (Students who are permanent residents of the Freely Associated
States may be eligible for such aid to attend institutions in the Freely Associated
States.) The Senate version makes no change to these provisions. The House
version would terminate the eligibility of students who are citizens or permanent
residents of Micronesia, the Marshall Islands, or Palau on October 1, 2001, and,
until then, they would be eligible only if they attend an institution in Guam,
Micronesia, the Marshall Islands, or Palau. We strongly oppose the House
provisions. The United States has a special relationship with these countries, as
well as a responsibility to assist them in nation-building, and the State
Department has raised questions about the international significance of curtailing
Federal student aid and its potential impact on the negotiation of future
compacts with the Freely Associated States. Finally, it would be useful if the
final version of H.R.6 were to include a clearer expression of congressional
intent that the eligibility of these students from the FAS was not affected by the
enactment of the Personal Responsibility and Work Opportunity Reconciliation
Act of 1996.

Refunds

Although we are pleased that the Senste adopted the Administration's general
approach for calculating refunds, we have strong concerns about allowing
schools to retain all Title IV funds for students who withdraw from an institution
without geing through an official withdrawal process. This policy would create
a huge loophole that would encourage abuse in reporting withdrawals and
recouping appropriate funds. It would reward institutions for unofficial
withdrawals by students by giving those students the same amount of student
aid as is given to students who complete the term. We also have some drafting
concerns regarding this provision. We hope to work with you to adopt the
Senate approach with some changes.
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Program integrity

The Administration opposes a variety of provisions in the House version that
would weaken program integrity. The House provision to allow proprietary
institutions to include revenues from job training contracts as part of the
requisite 15% of revenues from non-Title IV sources would seriously undermine
the intent of the 85-15 rule, which was to ensure that eligible institutions are
not primarily dependent on public monies to exist.

The House version also would vitiate the anti-injunction provision in current law,
This provision prohibits injunctions against the Secretary that interfere with the
Secretary’s responsihilities in the loan programs. An institution with an official
cohort default rate that would remove it from the loan programs still may
receive loan funds during the course of its administrative appeal of its loss of
eligibllity, but if the institution loses its administrative appeal, its participation
ends. The anti-injunction provision has prevented institutions whose loan
eligibility has been terminated on the basis of high cohort default rates from

. receiving loan funds while they sue the Secretary over the termination. An
institution still may receive loan funds during the course of its administrative
appeal of its loss of eligibility, but if the institution loses its administrative
appeal, its participation ends. We strongly believe that the institution should not
be able to enjoin the Secretary to restore its participation during the course of a
lawsuit, Without the current anti-injunction provision, these lawsuits could be
used as a delaying tactic by unscrupulous institutions merely to obtain more loan
funds. The anti-injunction pravision has prevented millions of dollars of loan
funds frem going to high default schools that were properly terminated from the
loan programs. It would undermine program integrity to undo this
well-established precedent,

The Senate version provides that schools with default rates of over 50 percent
for three consecutive years would not be eligible to participate in the Perkins
program. We believe this provision would be too lenient, and prefer a provision
that would end participation for an institution with default rates of 26% or
higher for three consecutive years. This change would standardize the cohort
default rate cap across Federal student loan programs.

Finally, we oppose the provision in the Senate version of the bill that requires
the Department to calculate a program participation rate index for each
institution subject to loan eligibility termination on the basis of high cohort
default rates. The participation rate index is currently used in the mitigating
circumstances appeals process, where the calculation is performed by the
institution. The Department does not have data on the number of loan-eligible
students at each institution, and therefore cannot calculate the participation rate
index for all institutions without imposing significant new reporting requirements
on institutions for no substantial benefit.
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Electronic exit counseling

The Senate version of the bill would allow institutions to provide personalized
electronic exit counseling for borrowers. While we believe that current statutory
language allows the use of technology for exit {and entrance) counseling, and
the Department has been moving in this direction, we support this clarification.

Campus security

The Administration generally supports most of the changes made by the House
and Senate versions of the bill. Both versions would require institutions to
maintain open crime logs and expand the number of crimes that must be
reported; we support these changes. They also contain language permitting
disclosure of campus disciplinary records. Both versions have drafting flaws
that would undermine their effectiveness and compromise legitimate privacy
interests. We look forward to working with the conferees to develop more
acceptable languagae.

The Senate version of the bill clarifies and expands the definition of campus, so

. that institutions have to report crimes that take place on public property
contiguous to the campus, e.g. sidewalks, and in any building owned by the
institution or a student organization. This information is critical for students to
know and will help provide a more accurate picture of crime on campus.

Violence against women on eampus

We support the language in both the House and Senate versions of the bill that
would authorize a grant program to prevent violence against women on campus.
Violence against women is a serious issue, and this program would help female
students feel safer on their campuses. The Senate also authorizes a study of
campus sexual assault policies, which would shed new light on the controversial
issue of how campus authorities handle sexual assaults.

Quality assurance {QA) and experimental sites programs

The House version of the bill would effectively end these two programs,
replacing them with a "Regulatory Simplification Program" that would not allow
for waiver of statutory requirements, or provide for alternatives for administering
the programs. The Senate version of the bill does attempt to expand the areas
included in the QA program, but then undermines that expansion by specifically
limiting waivers to verification, as is now the case in the current QA program.
The Administration supports the inclusion of the waivers necessary 1o give
effect to the expanded .scope of the QA program included in the Senate version.

The Senate version of the bill would make less drastic changes to the
experimental sites program than the House version. The Senate version includes
requirements that the Secretary review all projects and report to Congress his
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recommendations to streamline and improve student aid programs based on the
projects (these reporting requirements would alsc be applicable to the QA
program}. [t is important that the experimental sites program be continued, as it
has provided administrative relief to institutions with strong performance
managing the student financial assistance programs and has supported
important research into alternatives to current law and regulation. The
provisions in the Senate bill for both programs are preferable to those in the
House version of the bill.

Negotiated rulemaking

The House and Senate version of the bills are overly breoad in scope and include
unrealistic time requirements that would actually impede effective negotiated
rulemaking. The Administration strongly opposes the requirement that all future
Title IV regulations be subject to negotiated rulemaking regardless of their
technicality or urgency, skewing resources away from the most important issues
and generating unnecessary litigation, delay, and expense. We hope to work
with Congress to develop a workable process for fashioning more focused and
flexible regulations. That process should include the ability to negotiate with the
higher education community to identify the issues to be subject to negotiated
rulemaking.

Loan proration

We support the House version’s language on loan proration. The House
provisions move in the direction of the Administration proposal and would
simplify proration by allowing it to be done proportionally for all types of loans
affected.

Ability to implement requlations earlier

The Senate version of the bill includes the Administration’s proposal to authorize
the Secretary to designate regulatory provisions that institutions or other entities
may choose to implement before the otherwise applicable effective date which,
as required by the Master Calendar, includes a delay of at least seven months.
These changes wouid provide the Secretary and program participants with
greater flexibility.

Biennial review of regulations

The House version of the bill would require the Secretary to conduct reviews of
regulations every two years. The Senate version also requires the Secretary to
review regulations, but does not specify frequency. The Department already
reviews its regulations regularly, and feels that either version of this provision
would be an unnecessary and inappropriate intrusion upon the Secretary’s
autharity and responsibility to manage the Department.

Financial responsibility
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The House version of the bill contains confusing language that could be read to
undermine the well-received financial responsibility regulations that the
Department recently developed in close cooperation with the higher education
community and to establish a dangerously low standard for the financial health
of institutions participating in student financial aid programs. We oppose these
provisions

Program review criteria

The Administration opposes the provision in both versions of the bill that would
require the Department to prioritize program reviews based on criteria in statute,
such as high default or withdrawal rates, or large fluctuations in Pell Grant and
loan voluma. This is unwarranted micro-management. The Department selects
its program review sites based on a probabilistic risk analysis model. While this
model incorporates many of the criteria listed in the Senate provision, strict
adherence to the provision would require the development of a new model and
would removae all flexibility for the Department. We are confident that the
current program review selection model effectively targets problem institutions
while maintaining an element of randomness to promote broad program
compliance. '

Student loan ombudsman

The Senate version of the bill would establish a Student Loan Ombudsman
Office to assist borrowers with problems with their student loans. We
understand the desire to provide a place for students to go, if they have
particularly complex student loan problems, or have been frustrated by other
attempts to resolve these problems. This is the kind of customer-oriented
activity that we would want a PBO to address, and we would prefer for the new
Chief Operating Officer (COO) to determine its structure and mission. However,
if the conferees intend to include statutory language regarding an Ombudsman,
we would seek changes to the Senate provisions. For example, the
relationships between the Secretary, the COO, and the ombudsman are very
unclear, which would result in g substantial danger of poor coordination in
providing services to students. We hope to work with Congress to look at the
role and function of an ombudsman and to relate any such office appropriately
to the PBO,

Graduate education

The House version would eliminate the Javits, Faculty Development, and Legal
Training for the Disadvantaged programs, retaining only a modified Graduate
Assistance in Areas of National Need (GAANN) program. The Senate version
authorizes all of these programs with some changes: Javits and GAANN
eligibility would be limited-to students who demonstrate financial need:;
forward-funding of Javits would be permitted; the Faculty Development
Fellowship program would be redesigned; and Assistance for Tralning in the
Legal Profession would be replaced by the Thurgood Marshall Legal Educational
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Opportunity Program. The Administration supports the House approach to
consolidate all graduate programs into one, which is closer to the approach
proposed by the Administration, with the addition of the Administration’s
provisions for students from underrepresented groups.

Teaching students with disabilities

We suppart the Senate version of the bill’s new program to provide competitive
grants to colleges to improve teaching for students with disabilities. The grants
would support technical assistance and training for faculty and administrators to
enable them to effectively teach students with disabilities. Many more students
with disabilities are now benefiting from higher education; the grants would help
faculty members better reach these studsnts.

Advanced Placement

- We are pleased that both versions of the bill would reauthorize the current
Advanced Placement Fee Payment Program, the Senate with significant
modifications. We prefer the Senate version of the bill; however, we
recommend that the final bili clarify that any State in which all low-income
individuals are required to pay no more than a nominal fee to take advanced
placement tests may use any remaining funds to increase the participation of
low-income students in Advanced Placement courses and exams through
activities such as information dissemination, teacher training, and curriculum
developmant.

The Senate version of the bill attempts to accommodate this recommendation in
part, by permitting States to use up to 5 percent of grant funds to disseminate
information about the program and by providing an exception to the
“supplement, not supplant” rules when funds are used to increase the
participation of low-income individuals in advanced placement courses through
teacher training and other activities directly related to increasing the availability
of Advanced Placement courses, However, the supplanting language is very
difficult to understand and inconsistent with the Senate committee report’s
description of the program. :

Another problem with the Senate language concerns the provision that
notwithstanding an appropriation, the Secretary shall award grants for this
program only if the College Board funds its fee assistance program at no less
than the level of the previous year. It is inappropriate for the behavior of a
private organization to determine whether a nationwide Federal program, for
which funds have been appropriated, ¢an be carried out. We recommend that
this language be eliminated, and that the conferees instead include report
language recommending that members of the appropriations committees should
consider whether the College Board and other private efforts are continuing their
support.-
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Education of the Deaf Act

The provisions in the House version that would reauthorize the Education of the
Deaf Act include a provision to eliminate the 10 percent cap on enroliment of
international deaf students. The current tuition charges for these students caver
less than one-third of the educational costs related to their attendance, and the
Administration is concerned about the high Federal cost of subsidizing these
students. Elimination of the cap, without a corresponding increase in the tuition
surcharge for international students, would result in resources being diverted
from other university level programs to support these students. We support the
provisions in the Senate version, which retain current law and add language
clarifying that no qualified United States citizen shall be denied admission
because of the admission of an international student.

Proprietary school liaison

The Senate version of the bill would establish a Liaison for Proprietary
Institutions of Higher Education within the Department. The need for such a
linison has not been demonstrated. The Department works with many different
kinds of schools, all with their own specific interests. To single out the
proprietary sector for special representation is inappropriate and opens the door
10 a multitude of liaisons.

TOTAL P.22
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Dear Conferec:

I am pleased that versions of FLR! 6, 2 bill v reauthorize the Higher Education !?et
of 1965 (HEA), have passed both Fhe Senate and the House, and ¥ greatly appreciate
the hard work that you and your staff have devoted to this important legislation. I
am capocinlly pleased that both bills have adopted the student interest rate on new
loans at the level proposed by the|Vice President last winter. This will help stadents
manage better thelr postsecumlnT education debt and thus make college more

affordable.

Wo now have the opportunity to work together during the conference deliberations
to enact g strong bipartisan bill that will help more Americans prepare for and gain
access t0 college, improve teaches recruitment and preparation, and promote better
program management. In this work, we must all keep our focus on the goal of
producing legislation that is gro ded in sound educational and fiscal policy (o
provide maximum benefits to stuflents. That is the ultimate purpose of the Higher
Education Act.

This Ictter and its attachment hiihllght the issnes in the HEA. reauthorization that
are of particalar importance to the Administration. They include issues such as:
ensuring that the bill is folly paid for and there is no risk of 2 government-wide
sequester; ensuring that there are adequate funds available fo administer effectively
both the Federal Family Education Loan (FFET.) and Direct Loan programs;
maintaining a key aspect of the Nation’s commitment to raising the quality of
teaching and learning—the ability of the National Bourd fur Professional Teaching
Standards to continue to test teachers against fough, high standards by continuing
to offer master teacher certification; and offering borrowers the same low interest
ratc on FFEL and Direct consolidation loans. T am confident that the issnes
presented by the bills now in couference cau be resolved to our mutual satisfaction.
1 must inform you, however, that if ihc Conference approach to theso iosues does not
serve students well, and if the Conference should incorporate other provisions that
are unfavorablc to students, then I would recommend that the ¥resident veto H.R, 6.

Inierest rates

I am pleased that both the Senate and House versions would lower the interest rates
that students pay on new loans by 0.8 percent, a5 the Administration propesed. This
reduction is a major accomplishment that will provide substantial savings for
students. ¥ am concerned, however, that many current borrowers are struggling
with excessive debt, and need to have access to the Jower interest rates as well. The
final version of ILR. 6 should reduce the interest rate costs for all barrowers hy
lowering the interest rate on FFEL Consolidation Loans so that it is the same as the
rate applicable to Direct and ¥FEL student loans and Direct Cuasylidation Loans.
This policy is consistent with our HEA reauthorization proposal to have the same
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low copsolidation rates in both loan programs.

In order to provide the low consoldation rate in the FFEL program, it will be
pecessary tn adjust subsidies or the ofiset fee to make the loans sufficiently
profitable. At the same time, however, subsidies that both the House and Senate
versions of the bill would provide to Yenders in the Stafford and PLUS loan
programs are 100 bigh. and [ urge you to reduce or eliminate them.

Section 458
 remain adamently opposed to any cuts in the student aid adminisirative funds available
10 the Department under section 438 of the HEA beyond those agreed to in last year’s
balanced budget package, The further decrepses in section 458 funds contained in both
the House and Senate versions of HR. 6 would impair the Departmentm8 ahility to
administer effectively the FFEL and Direct Losn programs by threatening the

t=s ability to manage such activities as student aid application processing,
student loan default colleciion, and the wrgently needed modernization of student aid
delivery systems. Both the Senate and House versions would create a new loan
processing and issuance fes W b paid to guarapty sgencies from section 458 funds. I
strongly support the Sepate’s provision to cap this fee to beter ensure sufficient funding
for the efficient administretion of the loan programs.

The Senate’s decision to offset the amendment regarding need analysis determinations for
veterans tecsiving G.]. Bill benefits with funds from section 458 also undermines the

Department's ability to manage the loan programs. [ hope to work with you to find a
more suitable offset for this provision.

Mﬂw

1 strongly oppose SECTION 809 OF THE IIOUSE VERSION OF H.R. &, WHICH
WOULD prohibit Federsl fands from MADE AVAILABLE TO the Natiopal Board
for Professional Teaching Standards. By defining standards of excellence for
experienced teachers, the National Board helps to forus and upgrade teacher
training, recognize and reward outstanding teachers, and keep our best teachers in
the classroom where they ure needed most. As both Houses have recognized in the
teacher recruitment and preparation provizions of the HEA, aftracting and keeping
well-trained teachers in the classroom is 4 national priority aud an essentisl stop to
increasc student achlevement. More than half the States and a growing number of
school districts offer incentives to teachers to seek Board certification, and have
made Boara certification an integral psrt of their overall efforts to strepgthen
teacher quality. By ending Federal snpport for the Board’s research and
development, the House provision jeopardizes she-svhuvduied completion of the
devolepment-of the remaining professional standards AND ASSESSMENTS within
the-noxt-three-yeers, and undermines these impowant VITAL State and local
efforts. This is the wrong step to take at precisely the time when we must do
everything possible to set the highest standards for our teachers.

“1r
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Hieh Hopes _

I am very pleased that both bills address the importance of carly outreach to at-risk youth.
The House version includes the Administration's propoaal for High Hopes for College,
while the Senate created a new *Connestions” program that incorporates certain elements
of High Hopes and the Natioual Early Intervention Scholarship and Partnership (NELISY)
program. 1 look forward to working with the conferees to ensure that the final version of
the progrem encourages colleges to partner with high-poverty middle schools, offers
comprehensive servives w all students at these middle schools, and is edministratively
fegsible.

d ent
Both the House and Senate bills would authorize grants fo states and local partnerships to
reform and improve teacher training, The Senate version, which would divide funding
equally between states and parmerships and would focus the parmerships on improving
reacher education. offers a better chance at meaningful change than the House version,
which limits partnerships' share of funding to 33 percent. Partnerships that involve
colleges, tcacher training programs, K-12 schools and other local organizations will
encourage interaction among practicing teachers, aspiring teachers, and professors of
education to better prepare teachers for 21~ century classrooms than state-tevel efforts.

[ am pleased that the Senate versior includes the Adminjstration’s program to recruit new
teachers for underserved arcas through partnerships betwoen solleges and underserved
achool districts. The House version fails to include sufficient efforts to recruit new
reachers in order to address the pressing need for teachers in urban and rural areas. | uge

the conferses to adapt the Senate’s program for teacher recruitment.

Both bills include accountabilily provisions that require state and institutional “report
cards” on the quality of teacher education. ‘While I endorse reporting requirements that
will provide more information about the teacher trainiog process, I am still concerned
about eliminating good students from student aid eligibility far some programs based on
the inadequate performance of others.

Diis
We have made significant progress on the issue of distance learning, and | am

plessed that both the Honse and Senate versions inchde demonstration programs to
accommodate the new technologics and innovations that can greatly increase aceess

2
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to postsccondary education. The House provisions, which would allow the Secretary
to wajve any need snalysis or general provisions for a representative sample of
institutions (o¥ consortis of institutions), would provide more flexibility and
opportunity than the Senate provisions. The Senate version would authorize the
waiver only of particular statutory provisions and any nved analysis or general
pravisions regulstions for 15 institutions or consortia initially, to be expanded to up
to S0 in the third year of the program. 1 urge the conferees to provide sufficient
fexibillty in the deimonstration projects to allow for the development and support of
high-guality distance education programs, asd I support the additional
opportunities that would be provided by the House versiva.

1 am also pleased that the Senate version authorizes the Administration's Learning
Anytime Anywhere Parmership (LAAP) program, which would encourage partnerships
to develop innovative ways of delivering education, epsuring quality, and measuring
student achisvement that are appropriate to distance educaton. I urge tho conforess wo
adopt LAAP. :

EBO :

[ am plad that provisions that would create a Performance Based Organization (PBO) for
the administration of student aid programs wesd included in boll passed versions of HR.
6. 1 prefer the PRO) provisions in the Senate version, in part because these provisions
explicitly provide for personnel and procurement flexibilities necessary for the successful
operation of (he FBO. Ialso o=k that the confercas add certain buyout flexibilities to the
personnel flexibilities ineluded in the Senate version.

ar 24

Tt is anticipated that all ent systems needed to deliver Federal student aid will be
fully compliant with Year 2000 requirements fin later than March 1999, However, the

o
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ent ie still concemned that all of its partners and customers, partcularly
institutions of higher education, may nat be able to ensure that all their data systems
related to the delivery of uid are nlso compliant, In light of thar concern, it is important
that the final version of the bill authorize the Secretary to delay implemeniation of
provisions of the bill with significant systems implicauons i{ garlier implomentation
would jeopardize the ability of the Department, or its partners o customers, to ensure that
their data systems are Year 2000 compliant In utilizing such discretion, the Department
would wotk in cluse consultation with the Office of Management and Budget and the
House and Senate suthorizing committees.

Program integyity

There are numerous Housc and Senate provisions pertaining to program integrity,
that, taken together, the Administration wauld regard as 2 serious weakening of
current program integrity protections. These provisions include changes regarding
program review criteria, financial respupsibility, the antl-injunction provision and
the 285-15" rule, and the manuer in which the program participation rate index
would be incorporated into cobort defauit rate determinations, Qur concerns with
these provisions are dcscribed in more detail in the attachment.

The Senate bill contains 2 provision amending the 'emporary Assistance fur Needy
Fanilies program (TANF). It would expand the type and length of education
program) that may be counted toward o State's "work activity” participstion rate.
The provision would also extend the FY98 and FY99 oxclusion of teen parents from
the cap on education programs that may be coupted toward a State's "work
activity" participation rate to FY2000 and beyond. The Administration strongly
supports the goal of enahling more welfare recipients t0 move from welfare to work.
We look forward to working with conferees to ensure that the final legislation keeps
the doors of college upen to all Amcricans while still maintaining the welfare law's

strong work requirements.
?DW

The Omnibus Budget Reconciliation Act 0 990 requires that all revenue and direct
spending legislation mect 4 pay as-you-go wirement. That is, no such bill should
-egult in an increase in net budget costs, and, if it does, it will trigger a sequester if not
fully offset. Statements of Administration u on the two versions of the bill in
conference indicated that each bill had significant net casts. The Administration
will estimate the costs and savings in the conference bill as reported at the
sppropriate fime.

The Office of Management and Budgel udvises that there is no objection to the
submission of this report to the Congress, oA "t in QC(/OY&(

widh dhe, P—mgym 01. N PWLLLVM‘”

S



AUG-(05-1998 14:35 TO:ELENA KAGAN FROM:458 M BENTON P, 8/23
. ! .

DRAFT
8/5/58 1:28 PM

|
Y%uts sincerely,
I
Richard W. Riley

Attachment
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ATTACHMENT
ADDITIONAL VIEWS ON ISSUES IN HLR. 6

In eddition to the concerns outlined in Secretary Riley’s letter, this attachment expresses
the Administration’s views on other important issues in the Higher Education
Amondments of 1998 conferenco. The issucs are diseusacd in the ordor in which they
appear in the current law or, in the case of ncw programs, in the passed versions of the
bill.

Alcohol and drug abuse
. Both the House and Senate verslons of the bill would authorize the Departinent to offer

grants and recognition awards to combat the illegal use of drugs and alcohol on campus.
The Seeretary would be authorized to make grants to or enter into contracts with
institutions for aleohol, drug and violence prevention programming. This authority is
similar to a program that already exists in the Sefe and Drug-Free Schools program.
While we believe this pregeam activity is very important, we do not believe that it needs
to be authorized in both the Higher Education Act and the Safe and Drug-Free Schools
Act. We recommend [eliminating this provision while] maintaining the authorization in
Safe and Drug-Free Schools.

Ingtititinnal aid '

Both versions of the bill make several positive changes to the institutional aid provisiens
that the Administration bas recommended. Both versions of the bill allow Insttutions
participating in Title IIl programs and Hispanic~Serving Instirutions (HS1s) to use up to
20% of their grant finds to establish or expand an endowment fund and expand allowable
activities to ancourage institutions to use technology. Both versions would provide the
HS! program more visibility by moving the program to a separate part in a different title,
and simplifying the definition of HSL. Both the Senate apnd the House versions authorize
grants for Tribal Colleges, as proposed by the Administration,

We prefer the Housc languago on the changed funding formula for Historically Black
Graduate Institutions (HBQls) with the addition of the substance of the descriptive factors
in the Senate provision for a competition; this will provide a more equitable distribution
than either provision by itself. We also support the Senate provision for a minimum grant
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of $1,000,000 to institutions before matching is required and the $28,000,000 threghold
for the use of the funding formula.

The Senate language HBCU capital financing is preferable becauge it incorporates the
Administration’s proposal to expand the kinds of projects that may be financed under this
program. However, neither vorsion sdopts the recommendations proposcd by the HBCU
Capital Financing Program Advisory Board that the Administration has endorsed since
our reauthorization proposal was submitted. We support the Advisory Board's
recommendations to establish a technical assistance component, to include technology
and infrastructure as qualified projects, and to revise Board membership to include the
presidents of UNCF aud NAFEO. We also suppurl the Bourd's revumumeudation tit e
escrow requirement be reduced from 10 percent to 5 percent. Based on our experience
with the program, we are confident thet we can Jower the escrow requirement 1o 5 percent

Pell Grants

We appreciate the strong suppott for the Pell Grant program that is evident in both
versions of the bill, and are very pleased to see that many of the Administration’s
proposals for the Pell Grant program have been inchided in either one version or the
other. '

‘We support the House provision to extend the cohort default rate cut-off to Pell Grant
eligibility. "T'his extension will increase institutional accountability and better protect
students from unscrupulous schools. We believe that the mitigating circumstance
provisions that the Department has adopted in regulation for the student loan programs
protact those institutions in which enly a few students borrow, and we would like to work
with the conferees to incorporate this-regulatory mitigating circumstances directly into
the statute for purposes of institutional eligibility to participate in the Pell Grant
program.

We support the Scnzate version of the bill's inclusion of the 150% time lundt on student
eligibility for Pell Grants, the new requirements for stand-alonc English as a Second
Language (ESL) programs, the ruition-sensitive award rule, and the extension of Pell
Grant eligibility to college graduates enrolled in 2 non-greduate teacher training program.
The Administration’s proposal to limnit Pell Grant eligibility to 150% of the time normally
required to complete the course of instruction, with adjusrments for students attending
part-time and exemptions for students with disabilities, would prevent abuse of the
program. We urge that the Administration’s proposal to impose a total time limit of eight
academic years of full time study, or the equivalent period of part-time study, be added to
the 150% limit in the final version of the bill.

The Senate provision that students in stand-alone ESL programs may receive Pell Grants
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only if a minimum percentage of the program’s students pass an Englich proficiency
exam will also increase program intcgrity. The Senate bill also includes the
Administration‘s proposal to clarify that “tuition” includes fees required for attendance,
and that the institotion may determine the dependent care/disability allowance.

Finally, the Senate version includes a provision that wouid allow college graduates to
receive Pell Grants on a case-by-case basis for a fifth year if they are enrolled in a teacher
training program. ‘lhis program would provide new assistance to encourage college
students to become well-treined, motivated teachers. However, we nteed to ensure that it
is administratively workable. We look forward to working with you in conference to
refine this provision.

TRIO programs

Current law pravides for grants of hath four and five years in the TRTO programs. The
House version of the bill adopts the Administration’s proposal to standardize grant
duration in the Talent Scurch, Upward Bound, Studenl Support Scrvives,
Postbaccalaureate Achievement, and Educational Opportunity Centers Programs at four
years; the Senate version of the bill does not change cutrent statutory provisions. We
strongly support the House's changes, since current law is confusing to the community,
presents little or nio practical benefit and is administretively complex.

The House version of the bill would eliminare the cusrent administrative set-aside of
0.5% of appropriations for the TRIO Programs. The Senate version of the bill retains the
get-aside. Eliminating the est-aside would have a gignificant and negative impact on the
Department’s ability to administer the TRIO Programs effectively. We support the
Senate version.

Campyg-based programs :

The Administretion proposed modifying the campus-bascd aid formula to gradually
distribute a larger share of ths program appropriation on the basis of measured
institutional need for funds. The House version would eliminate the “pro rata” step.
However, this change could lead to some institutions' allocations being reduced too
quickly, rather than the gradual shifts proposed by the Administration. The Senate
version has no comparable chaage, and, thus, fails to respond to changes In Institutional
need. We urge the conferees to adopt the Administration’s proposal.

Collega awareness

Neither passed version of H.R. 6 would authorize the college awareness program
proposed by the Administration. Recent studies have shown that low-income students
attend college at significantly lower rates than individuals from high- and middle-income
not becanse of financial inability to attend college but because of a lack of information
about the requisite steps to prepare for, apply for, finance, and enroll in sollege. A
college awareness program is a crucfal element in our efforts to increase college
atendance among low-income students, and would complement well the High Hopes
program, which received support in both versions of the bill,

3
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Guaranty agencies and yolu fl m.

Both versions of the bill athorize up to six guaranty agencies 1o enter into voluntary
flexible agreements with the Departnent. Guaranty agency arrangeraents need to focus
more heavily on preventing defanlts, and voluntary flexible agreements could help
promote greater administrative efficiency and improved service for students.

The Administration supports components of both the House and Senate versions of the
guaranty agency reform, including the House provisions to allow the Secretary to regulate
the operating fund when monies are owed to the Federal fund and to allow the Secretary
to waive or modify amy statutory requircments for agencics that cnter into voluntary
flexible agreements. The Administration supports the provision in the Sepate version that
specifies that voluntary flexible agreements cannot restrict borrowers from selecting the
lender of their choica. The Administration also supports the Senate provisians to prohibit
agencics that fail to make scheduled payments from receiving additional Federal funds, to
requirs the Secretary’s approval before agencles may support other student aid avtivities,
to prohibit agencies from depositing interest eamed on the Federal fund in the operating
fund, and 10 reduce the loan processing and retention allowance fee. The
Administration opposes the Senate provisions that would add burdensome notice

requnrementsraad-to-not—reqm-pu-hlie-nohwregardtng voluntary flexible
agréements,

The Administration also supports the provision of the House version that requires
guaranty agencies to invest funds deposited into their 0peratmg funds in accordance with
prudent investor standards, rather than the Senate provision which pmts investment of
the fund at the sole discretion of the puaranty agency.

FFEL repavient

We support the Senste provision to offer extended repayment plans of up to 25 years to
FFEL borrowers with loans in excess of $30,000. We also support the House provision
that allows FFEL borrowers to retain their interest subsidies when they consolidate their
loans. These changes would benefit FFEL borrowers with heavy debt burdens and would
help level the playing field between the two loan programs. In addition, we support
consideration of efforts to extond incomo-contingent repayment plans to FTEL borrowers.

Originati 1 insu ¢
Unfortunately, neither version wonld lower the np-front loan fass for shidents. Raducing
the origination fees for Direct Loans and the insurance fees for FFEL loans would rednce
students' cost of burrowing. The Administration proposed to lower the fees by one
percentage point for all borrowers, and to phase them out entirely for borrowers of
subsidized loans. Thess fee reductions should be included in the conference
agreement. They could readily be funded from rescurces that would be made through
the guaranty ageacy reforms proposed by the Administration.

ap forgt s
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Both the House and Senate include programs to forgive loans fot teachers in high-poverty
schools. We support shis-effert-te encouraging and-eanble students to teach in the
schools where their talents are needed most. However, seme changes are needed to the
program as currently written weuld to make the program more effective and better-

its the-programis administation sy-the-Department-
much-mere-foasible more workable. For example, because of the need to track
student loans separately under the loan forgiveness provisions as currently
structured, a student seeking loan forgiveness wonld be amable to consolidate his or
her student loans. This is inequitable beeause it would limit the student’s
repayment options. In addition, the House and Senate versions of the bill also contain
provisions for loan forgivencss for child care workers. In licu of these proposals, the
Administration supports its Child Care Provider Scholarship Fund, which would provide
more than $300 million in scholarships over five years to up to 50,000 child care
praviders annually

We would like welveme-the-opperunity to work with you un these-cheages making
the loan forgiveness provisions more equitable and effective. Options to copsider
include: treating ell Federal student loans equally, regardless of the year in which they
were received; offering loan forgiveness from the first year of teaching, or explicitly
providing forbearance for the first years of teaching; changing the percentage of loans
that may be forgiven each year; or creating a separate fund, fizanced throjigh
mandatory expenditures, for both teachers and child ¢are workers.

Finally, under both versiions of the bill, berrowers who have their remaining lovtstanding
loan balance forgiven after 25 years of income-contingent repayment must continue to
pay taxes on the amount forgiven. Saddiing borrowers with additional tax liability is
reither appropriate nor was it ever intended. The Administration supports edding a
provision to exempt the amount forgiven from Federal income taxation.

4 of tax-ex |

Under current law, secondary markets using tax-sxempt fands must file a plan for doing
business with the Department. This provision includes suhstantive restrictions on
discrimination and on paymest of prerniums exceeding one percent for loaus{ The House
version of the Lill would elituinate both the [iling reyuirement amxd the restrictions, The

- Senate version eliminates the filing requirement and the payment of premiums restriction,
retaining only the nondiscrimination provision. The Administration supportg elimination
of the filing requitement but retention of bath substantive restrictions.

Commun i ent

Neither version would permit the Secretary to pay the interest that accrues oz} an
unsubsidized FFEL or Direct Loan while the borrower is receiving an ec ic hardship
deferment on the loan and performing community service. This important proposal is
part of the President's call to action to all Americans to serve their communitjes, and
would allow individuals with student loans who quality tor economic hardship
deferments to teke up 1o three years to serve their communities without aceru
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additional interest on their logns. This would remove a financial obstacle to community
service for borrowers who already satisfy economic hardship eriteria, such as Peace
Cormps volunteets,

Market-based mechanisms

The Administration continues to support an objective, market-based determination of
appropriate rates of return for lenders on student loans. A number of different market
mechanisms have the potentiel to achieve this outcome, and we are eager 1o work with
Congress to find the right approach. We also support obtaining financial information
from FFEL lenders for a new atudy that conld better guide the Congress regarding
the profitability of lenders and the formulation of policy on student loans.

The Hause varsian of the hill wonld add several burdensome requirements  First, it
would add a requirement that at least two percent of an institution's allocation (in addition
to the current flve percent community service requirement) be spent on catly childhood
reading tutors. The House version of the bill would also require instimtions to give
ptiority in work-study funds to students tutoring in schools that meet certain criteria, a
requirement which would unnecessarily complicats institutions' administration of the
program. The Department has had great sucoess with its voluntary parterships with
America Reads wutors, and prefers to continue with that approach.

Perkips Loans

Both the House and Senate version of the bills would elimninate the Federnl Perkins Loan
revolving fund account, the House explicitly to subsidize loan forgiveness for teachers in
the FFEL and Direct Loan programs. We oppose this elimination. Without this fund,
Congress would need to provide an increase in discretionary appropriations for Perking
Loan Federal Capital Contributions in order to avoid reducing loan volume. In addition,
the [Tousc version of the bill includes forbearance provisions, including mandatory
forbearance for Perkins Loans during a term of national service, that should be were-ne+
expanded to be comparable with FFEL and Direct Lending,

Need analysis

We ure pleused with (he Huuse provisions (o cumbinge purenl and dependent studem
assets to eliminate the differential assessment rates and to incrense the incarne protection
allowances significantly. These changes will protect more of the eamings of needy
students, and will restore Pell Grant eligibility to maany nontraditional students, and are
8 atep In the right direction toward encouraging saving, increasiog fairpess, and
simplifying the financial aid process for students and families, as proposed by the
Administretion. However, we note this change would increase discretionary
spending, and thus the funding of these provisions would need to be examined
during the annual appropriations proccss.

We are also pleased that both the Senate and House version of the bills would add an
offset for dependent students in the amount of the parents’ negative available income.
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This offset would axchide fram need anslysis ealculation the income of a student whose
earnings are necessary for the family’s living expenses. The Administration supports the
House version of this offset since it allows for the use of "adjusted" available income as
an offset against dependent student income. This means that any negative amount
remaining after first offsetting any contribution from parental assets would then be used
to offtet dopendent student income. The Senate version, on the other hand, would sltow
the full unadjusted negative available to offset both parental assets and the same amount
again to offset dependent student income, In a sense, the Senate proposal would provide
a double counting advantage.

Neither the Housc nor the Scoatc included language clarifying that financial aid
administrators may adjust need determination to assist dislocated workers. The
Administration has requested this change in recent letters to Congress, and will continue
to seek to include it in the final version of the bill,

Multi-veae promissory yote; forms

The House version of the bill would require a multiyear promissory note within 180
days of the enactment of the reauthorization bill. The Senate version would require
the Secretary ta develap a master promissory naote for use beginning July 1, 2000.
We agree that a multi-year promissory note will simplify the process by which
stadents and thelr families apply for and receive federal student loans, In fact, we
are currently In the final stages of developing the procedures and notes for the
introduction of a master promissory note with a multi-year loan renewal process in
both the FFEL and Direet Loan programs. We expect the new notes to be available
for the 1999-2000 academic year with borrowers who apply for loans for the 2000-
2001 year being the first who would benefit from the “multi-year functionality”® since
they would have signed the master note guring the prior year. With these targets in
mind, and in order to ensure that the processes work properly and effectively, we
would prefor that the law not include a specific timeframe,

The Administration is also disappointed that neither version of LR. 6 would provide the
Secretary with the authority to approve alternative forws 1o determine need and eligibitity
for student aid that contain the same information as the Free Application for Federal
Student Aid (FAFSA) as long as the entire form is provided free of charge, as was
proposed by the Administration. The use of alternative free versions of the FAFSA,
especially electronic versions, could reduce burden for students and families while
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streamnlining the ald award pmeessjand maintaining the integrity of the delivery system.

. . |
IRS 2nd information sharing |
The House version of the bill wotlld authorize the Secretary to confirm with the IRS
each aid applicant's adjusted ng'us income, Federal income taxes paid, tax filing
status, and number of exemptions. The Senate version of the bill would require the
Secretary to verify aid applicant!s tax return information with the IRS, The
Administration bas several concerns regarding the income verification proposals in
both the House and Senate bills, including confidentiality of taxpayer information,
and IRS resource and sysiems dlpacify issues (particularly in light of the Year 2000
conversion undcrway). The Administration would like to work with the conferces to
determine whether an approach can be developed to address these issues, while still
accomplishing the Members' ohjiactives.

Drug offenders ’
Wc oppose the language in both vaions of the bill suspending aid eliglbility for students
who have been convicted of any chllug offense under Federal or state law, This provision
would largely duplicate existing law denying Federal benefits to individuals convicted of
a dmg affense imder Federal or stafe law, Current law also contains important judicial
discretion provisions that are lacking in both versions.

f 1
Freely Assoctated States i
Under current law, citizens of the Federated States of Micronesia, the Republic of the
Marshal] Islands, and the Republiciof Palau atiending any ¢ligible institutions may be
eligible for Pell Grants and certain jother forms of student financial aid. (Students who
are permanemnt residemts of the Frequ Associated Stateg may be eligible for such aid to
attend institutions in the Freely Asfociated States.) The Senate version makes no change
to these provisions. The House version would terminate the eligibility of students who
are citizens or permanent residents;of Micronesia, the Marshall Islands on October 1,
2001, and until then, they would ble eligible only if they attend an institution in Guamg,
Micronesia, the Marshall 1slands, or Palau. We strongly oppose the House provisions,
The United States has a special reldtionship with these countries, as well as a
responsibility to assist them in naﬁbn-blﬁlding. and the State Deparoment has raised
questions about the intcrnational significance of curtailing Pederal student mad end its
potential impect on the negotiation)of future compsets with the Freely Associated States,
Finally, it would be useful if the final version of H.R.6 were to include a clearer
expreasion of congressional intmi;t that the eligihility of these students fram the FAS
was not affected by the enactment of the Personal Responsibility and Work
Opportunity Recunciliation Acti(:!f 1996.

Refhnds Lm

Although we are pleased that the s} adepted the Administration's general approach
for calculating refunds, we have strong concems about allowing schools to retain all Title
IV funds for students who withdraw from an institution without going through an official
withdrawal process. This policy wpuld create a huge loophole that would encourage
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abuse in reporting withdrawals and: recouping appropriate funds. It would teward
insdtwtions for unofficial mthdqua]s by stadents by giving those students the same
amount of Student aid as is given © smdents who complete the term. We also have some
drafiing concerns regarding this prov:smn 'We hope to work with you to adopt the
Senate approach with some chmés

Program integrity ' :

The Administration opposes a veriety of provisions in the House version that would
weaken program integrity. The Hquse provision to allow proprietary institutions to
include revenues from job training|contsacts as part of the requisite 15% of revenues from
noa-Title IV sources would serl undermine the intent of the 83-15 rule, which was
to ensure that eligible institutions are not primarily dependent on public monies to exist.

The House version also would vitiate the anti-injunction pravision in einrent law. This
provision prohibits injunctions ag&;mnhe Secretary thet interfere with the Secretary’s
responsibilities in the Joan prograins. This provision has prevented institutions whose
loan eligibility has been termmated on the basis of high cohort defaul rates from
receiving loan funds while they sue the Secretary over the termination. These schools
received loan funds while the Sncww? processed their adminictrative appeals, and the
anti-injunction provision has mm millions of dollars of loan funds from going to
high default schools that were properly terminated from the loan programs when those
administrative appeals were resolyed. It would undermine program integrity to undo this
well-established precedent. r

Finally, we oppose the provision in the Senate vertion of the bill that requires the
Departrment to calculate a programi participation rate index for each institution subject to
loan eligibility termination on the basis of high cohart default rates. The participation
rate index is currently used in the mitigating circumstances appeals process, where the
calculation i3 performed by the institution. The Deparonent does not have data on the
number of loan-eligible students &t each institution, and therefore cannot calculate the
perticipation rate index for all msli’mions without imposing significant new reporting
requirements on institutions for no substanﬁal benefit.

Electronic exitcounseig ||, |
The Senate version of the bill would allow institutions to provide personalized electronic
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exit counseling for borrowars, We:support't.his change, which would give institutions the
flexibility to utilize communications technclogy to counse! students, thereby reducing
costs while iraproving sexvice to borrowers.

The Administration generally suppbrts most of the changes mads by the House and
Senate versions of the bill. Both versions would requite institutions to maintain open
crime logs and expand the number of crimes that must be reported; we support these
changes. They also contain language petmitting disclosure of campus disciplinary
records. Both versions have drafiing flaws that would undermine their effectiveness and
compromise legitimate privacy interests. We look forward to working with the conferces
to develop more acceptable language, :

The Senate version of the hill clarifies and éxpands the dafinition of eampus, so that
institutions have to report crimes that take place on public property contiguous to the
campus, c.g. sidewalks, and in sny building ownad by the institution or a studem
orgenization. 'This information is critical for students to know and will help provide a
more accurate picture of crime on campus. -

assurance (QA) and ri 1l sites pro B
The House version of the bill effectively would end, these two progras, repiacing
them with a "Regulatory Simplification Program," that would ot allow for waiver
of statutory reguirements, or provide for alternatives for administering the
programs. The Senate version of the hill does attempt to expond the areas included
in the QA program, but then undermines that expansion by specifically limiting
walvers to verification, as is now the cise in the current QA program. The
Administration supports the inclusion uf the waivers necessary to give effect to the
expanded scope of the QA program included in the Senate version.

The Senate version of the bill would make less drastic changes to the experimental
sites program than the House version, including requirements that the Secretary
review all projects and repart to Congress his recommendations to stresmline and
improve studeat aid programs bssed on the projects (these reporting requirements
would also be applicable (0 the QA program). It is suportant that the experimental
sites program be continued, as it has provided administrative relief to institutions
with strong performance managipg the student financial assistance programs and
has supported important research into alternatives to eurrent law and regulation.
The provisions in the Senate bill for both programs are preferable to those in the
House version of the bill.

with-a-“Regula Simpliﬁnnﬁc:i:-llmgmﬂ-tlmo-dmﬂnot sllow for-waiverof
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akic
The House and Senate version of the bills are overly broad in scope and include
unrealistic time requirements that would actually impede effective negotiated rulemaking.
The Administration strongly opposes the requirement that all future Title TV regulations
be subject to negotiated rulemaking tegardless of their technicality or urgency, skewing
resources away from the most Important issucs and generating unnecessary litigalion,
delay, and expense. We hope to work with Congress to develop a workable process for
fashioning more focused and flexible reguletions. That process should include the ability
to negotiate with the higher education community 10 idantify the igsues to be subject to

negotiated rulemaking,

Loan proration :
We support the House version's laniguage on loan proration. The House provisions move
in the dircction of the Administration proposal aad would simplify proration by allowing
it to be done proportionally for all types of loans affected.

! l IlI I 4 l | l I- l.
The Senate version of the bill includes the Administration’s proposal fo authorize the
Scoretary to designate regulatory provisions that institutions or other catitics may choosc
to implement before the otherwise applicable effective date which, as required by the

Master Calendar, includes a delay of at least seven months. These changes would provide
the Secretary and prgram participants with greater flexibility.

Blennial review of regulations

The House version of the bill would require the Secretary to conduct reviews of
regulations every two years. The Senate version also requires the Secretary to review
regulations, but does not specify frequency. The Department already reviews ite
regulations regularly, and feels thay either version of this provision this-regquircment
would be an unnecessary and inappropriate intrusion upon the Secretary’s authority and
responsibility to manage the Department.

Financial respongibility :

The House version of the bill contdins confusing language that could be read to
mdermings the well-received financial responsibility regulations that the Department
recently developed in close cooperation with the higher education community and to

11
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1

establish a dangerously low standerd forthe financial healih of institutions participating
in student fmanmal sud pmgrams We oppose rhese pmv:smns For-eumple;—tho—llomo—

The Administratinn apposes the prqwmnn in both versions of the bill that would requite
theDepm'mmtopnonmpmgmﬁa ws based on criteria in statute, such as high
default or withdrawal rates, ur large Qucjuations in Pell Graot and Joan volume. This is
unwarranted micro-menagement. artment selects its program review sites based
on a probabilistic risk analysis model. thle this model incorporates many of the criteria
listed in the Scoate provision, strictjadherence to the provision would requive the
development of a new model and uld|remove all flexibility for the Department. We
are confident that the current pro review selection model effectively targets problem
institutions while maintaining an element of randommess to promots broad program
compliance.

Student loan ombudsman .
'T'he Senate version of the bill would establish a Student Loan Ombuxisman Office 10
assist borrowers with problems W'1t11 thB' student loa.ns We-arouncertnin-as-to-the-
noad-fan.nrx " . . g L A Mm’we
plnc for amdcnta to go if they have particularly
complex student loan problems oF have been frustrated by other attempts to resolve
these problems. This is the kind of atamer-onented activity that we would want a
fo
n.

understand the desire to providc!

PRO to address, and we would p r the new Chief Operating Officer (COO) to
determine is structure and missi owever, if the conferees intend to include

slatuivry laoguage regarding an mhmlsman, we would sock changes to the Senate
provisions, For example, the re tlonshlps between the Secretary, the COO, and the

ombudsman are very unclear, w would result in a substantia] danger oi‘poor
coordination in providing s to stadents. We hope to work with Congress to
look &t the role and function of an embudsman and to relate any such office appropriately
to the PBO.

Graduate education

The House version would eliminate the Javits, Faculty Developmen!, end Legal Training
for the Disadvantaged programs, retaining only & modified Graduate Assistance in Areas
of National Need (GAANN) . The Senate version authorizes all of these

programs with some changes: Javit Alk] GAANN eligibility would be limited to students
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who demonstrate financial need; forward-funding of Javits would be pemmitted; the
Faculty Development Fellowship program would be redesigned; and Assistance for
Training in the Legal profession would be replaced by the Thurgood Marshall Legal
Educational Opportunity Program. The Administration supports the House approach to
consolidate all graduate programs into one, which is closer to the approach proposed by
the Administration, with the addition of the Administration’s provisions for students from
underrepresented groups. :

Teac) l ith disabiliti
We support the Senate version of the bill’s new program to provide competitive grants to
wlleges W improve teaching for students with disabilitics. The grants would support
technical assistance and training for faculty and administrators to enable them to
effectively teach students with disabilities. Many more students with disabilities are now
benefiting from higher education the grants would help faculty members better reach
these students.

Advanced Placcment
We are pleased that both versions of the bill would reauthorize the current Advanced

Placement Fee Paymeat Program, the Senzte with significant modifications. We prefer
the Senate version of the bill; however, we recommend that the final bill clarify that any
state in which all low-income individuals are required to pay no more than a nominal fee
may use any remaining funds to increase the participation of low-income students in
Advanced Placement courses and exams through activities such as information
disscmination, teacher training, and ¢ursiculum development.

The Senate version of the bill attempts to accommodate this recommendation it part by
permitting states to use up to S percent of grent funds to disseminate information about
the program and by providing an exception to the “supplement, not supplant” rules when
funds arc uscd to increase the participation of low=inoeme individuals in advanced
placement courses through teacher training and other activities directly related to
increasing the availability of Advanced Placement courses, However, the supplanting
language is problematic. ¥t provides that finds may be used to supplant and not
supplement "if the fimds used to supplant are used to..." It is inconsistent with the Senate
committee vepart's descriptiun ol Lo progrup as well as intenally inconsistent since
states cam only supplant if they use the AP funds for activities that are not authorized
activities for the funds.

Another problem with the Senate language concerns the provision that notwithstanding
an appropriation, the Secretary shall only award grants for this program if the College
Board funds its fee assistance program at no less than the level as the previous year. It is
inappropriate for the behavior of & private orgenization to detenmine whether a
nationwide Federal program, for which funds have been appropriated, should be camried
out. We recommend that this lanpuape be eliminated, and that the conferees instead
include report language recommending that members ‘of the appropriations
committees shounld consider whether the College Board and other private efforts are

13
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continuing at least the same level of suppomt,

Education of the Deaf Act 'i
‘Lhe provisions 1 the House version that swould reauthorize the Education of the Deaf Act

include 2 provision to eliminate the 10 percent cap on énrollment of international deaf
students. The current tuition charges for these students cover less than one-third of the
educational costs related to their attendance, and the Administration is concerned about
the high Federal cost of subsidizing these students, Elimination of the cap, without a
comresponding increase in the tuition surcharge for intemational students, would result in
resources heing diverted from nther eniversity level p s t0 support these students.
‘We support the provisions in the Senate version, whicH retain current law and add
language clarilying st no yualified United Swtos vitiBon shall be deuied adinissioy
because of the admission of an international student.

V ce ingt wonien on oam ! .
We support the language in both the House and Senate] versions of the bill that would
authorize a grant program 1o prevent violence against Women on campus. Violence .
aganst women is a serious issue, and this program d help female students feel safer
on their campuses. The Senate also authorizes a studypof campus sexual assault policies,
which would ghed new light on the controversial iggusfof how carnpus authorities handle
sexual assaults,

Proprietary school linison ;
The Senate version of the bill would establish a Liaiso for Proprietary Institutions of
Highor Education within the Dopartment. The need fof such a liaison has not been
demonstrated. The Depertment works with many différent kinds of schools, all with their
own specific interests. To single out the proprietary for special representation is
inappropriate and opens the door to & multitude of liad

Yoter yegistratjon

n3.

The House and Senate versions each contain variatjons on requirements to provide
mail voter registration forms to students by lnstituons, or by States to mstitutions.
‘While these provisions have a Inndable goal, we believe that this would duplicate
other efforts in the area of voter registration (such as providing these forms through
departments of motor vehicles), and therefore neithier version of this provision is




AUG-05-1998 14:35 TO:ELENA KAGAN FROM: 458 M BENTON P, 23/23

DRAFT
0B/05/98 11:21 AM

15

TOTAL P, 23



éhc~H\WGL¢M’

I

Bruce N. Reed
08/05/98 10:28:39 AM

s and PAKONXS.

Record Type: Record

To: Constance J. Bowers/OMB/EOP
cc: Elena Kagan/OPD/EOP, Michael Cohen/OPD/ECP, Robert M. Shireman/OPD/EOP, Broderick
Johnson/WHO/ECP

Subject: ED conferee letter of MR 6 {(HEA} = opening language and statement of position

I'm fine with the threat coming from ED, but it should be a veto, not a_"not recommend signature”.
The list of concerns is long enough that we have plenty of wiggle rogm if we want to sign this in
the end. We don't get any additional wiggle room by saying "not recommend signature” -- we just
send the signal that we're afraid to use the word veto,
---------------------- Forwarded by Bruce N. Reed/OPD/ECP on 08/05/98 10:23 AM

o ]
Constance J. Bowers

08/04/98 07:32:36 PM
Record Type: Record

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

ce: See the distribution list at the bottom of this message
Subject: ED conferee letter of HR 6 {HEA) = opening language and statement of position

The language that follows is proposed as the opening text and statement of
position for ED's draft conferee letter on HR 6. It contains replacement text
proposed by OMB (Barry White/ with Barbara Chow's concurrence). Please
opine on who should be delivering the "threat" (ED proposes it be the Secretary;
the alternative would be senior advisers."). Note: ED has suggested that the
opening position not use the "veto" word, but rather the "not recommend
signature” formulation below. Please give me your reaction to this language by
10:00 a.m., tomorrow, Wednesday, August 5th. Thanks.

Rev. August 4, 1998

I am pleased that versions of H.R. 6, a bill to reauthorize the Higher Education
Act of 1965 (HEA), have passed both the Senate and the House, and I greatly
appreciate the hard work that you and your staff have devoted to this important
legislation. I am especially pleased that both bills have adopted the student

bewaned



interest rate on new loans at the level proposed by the Vice President last winter.
This will help students manage better their postsecondary education debt and thus
make college more affordable.

We now have the opportunity to work together during the conference
deliberations to enact a strong bipartisan bill that will help more Americans
prepare for and gain access to college, improve teacher recruitment and
preparation, and promote better program management. In this work, we must all
keep our focus on the goal of producing legislation that is grounded in sound
educational and fiscal policy to provides maximum benefits to students. That is
the ultitmate purpose of the Higher Education Act.

This letter and its attachment highlight the issues in the HEA reauthorization that
are of particular importance to the Administration. They include issues such as:
ensuring that the bill is fully paid for and there is no risk of a government-wide
sequester; ensuring that there are adequate funds available to administer
effectively both the Federal Family Education Loan Program and the Federal
Direct Student Loan Program; maintaining a key aspect of the nation’s
commitment to raising the quality of teaching and learning -- the ability of the
National Board for Professional Teaching Standards to continue to test teachers
against tough, high standards by continuing to offer master teacher certification;
offering borrowers the same low interest rate on consolidation loans in FFEL and
FDSL; and others. I am confident that the issues presented by the bills now in
conference can be resolved to our mutual satisfaction. I must inform you,
however, that if the Conference approach to these issues does not serve students
well, and if the Conference should incorporate other provisions that are
unfavorable to students, then [the President’s senior advisers?] [I?] would not be
able to recommend that the President sign HR 6.

Message Sent To:

Bruce N. Reed/OPD/EQP
Elena Kagan/OPD/EQOP

Robert M. Shireman/OPD/EQP
Broderick Johnson/WHG/EQP
Michael Cohen/OPD/EQOP

Message Copied To:
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STATEMENT OF ADMINISTRATION POLICY

TO: RAHM EMANUEL
LARRY STEIN
JOHN PODESTA
SYLVIA MATHEWS
GENE SPERLING
ELENA KAGAN
JANET MURGUIA
TRACY THORNTON
BOB SHIREMAN
MIKE COHEN
BRODERICK JOHNSON
EDDIE CORREIA
RON KLAIN
KEVIN MORAN

CC: ACTING DIRECTOR LEW
CHARLES KIEFFER
BARBARA CHOW

DATE: 6/15/98

FROM: Kate Donovan, OMB Legislative Affairs

RE: FOR YOUR CLEARANCE — Draft SAP for S. 1882 - Higher
Education Amendments of 1998

Attached is a draft SAP on S. 1882 - Higher Education Amendments of 1998.
Position: Strongly Oppose.

Background: On May 6, 1998, the House passed H.R. 6, its counterpart to S. 1882, by a
vote of 414-4. A SAP was released with a President’s senior advisers veto
recommendation (copy attached). On June 5, 1998, Secretary Riley sent a

letter to members of the Senate objecting to the same provisions as in this
draft SAP. .

Timing: The Senate is expected to consider S. 1882 early this week. Therefore, we
aim to send the SAP c.o0.b. today, Monday (6/15). Please get
comments/clearance to me (5-4790) by 4pm today. Thank you.



DRAFT -- NOT FOR RELEASE

June 15, 1998
(Senate)

S. 1882 - Higher Education Amendments of 1998
(Sen. Jeffords (R) VT and 5 others)

The Administration is strongly committed to working with Congress to reauthorize the Higher
Education Act (HEA) this year and is encouraged that S. 1882 reflects numerous Administration
proposals. However, the Administration strongly opposes enactment of S. 1882 in its current
form because it contains several highly problematic provisions. These include excessive
subsidies to lenders and guaranty agencies in the student loan program and inadequate funding
for stiudent aid management in the section 458 account. The Administration understands,
however, that the inadequate funding will be resolved in the managers’ amendment to S, 1882.

Student I oan Interest Rates. The Administration is pleased that S. 1882 includes the
Administration’s student loan interest rate proposal. The Administration, however, strongly
objects to the bill’s provisions that would provide $2.4 billion in arbitrary and excessive
subsidies for lenders over five years. Lenders typically are willing to accept below-average rates
of return on government-guaranteed loans because of the lower risk associated with such loans.
Yet, according to Department of the Treasury and Congressional Budget Office analyses, the bill
would provide returns that are above lenders’ profits on their overall loan portfolio. Much of the
additional $2.4 billion of spending is not offset in S. 1882 and therefore would trigger a possible
sequester of several entitlement programs as specified by law.

The Administration supports moving toward market mechanisms to set appropriate lender returns
on FFEL loans by studying and pilot testing some models. A policy that moves toward an
auction mechanism for this purpose should be part of the interest rate structure.

Guaranty Agency Reforms. The Administration is deeply concerned that S. 1882 fails to make
adequate performance-based reforms to encourage and reward efficient service delivery by
guaranty agencies and instead includes new and excessive sources of revenue for guaranty
agencies. The most objectionable features of the bill’s guaranty agency provisions would:

+ Stifle innovation and accountability for resuits by unduly restricting the scope of the
voluntary, performance-based agreements between the Secretary and the guaranty agencies.

» Establish an excessive portfolio maintenance payment out of the section 458 account to
guaranty agencies. The Administration understands, however, that the inadequacy of funds
in the section 458 account for the Department of Education student financial aid
administration will be resolved in the managers’ amendment to S. 1882.

» Discourage guaranty agencies from preventing loan defaults by providing them with
potentially much larger payments for collecting on loans after they default. This would

result in costs of at least $644 million above the reasonable range of collection costs during
five years.
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Other Concerns. The Administration will seek to address other deficiencies in S. 1882 including
the following.

» 5. 1882 fails to include the Administration’s High Hopes and College Awareness
Information imitiatives. The initiatives would provide students, particularly those in low-
income middle schools, with effective information, tutoring, and mentoring to prepare for
college and deepen their commitment to pursue postsecondary education. The
Administration understands that an amendment may be offered to incorporate aspects of
these mmitiatives into S. 1882. Such an amendment would be a step in the right direction.

» 5. 1882 does not lower origination fees for students. The Administration understands that
an amendment may be offered to eliminate the one percent insurance premium for
borrowers of subsidized FFELs, and to reduce comparably the loan fee for subsidized
Direct Loans. The Administration strongly supports such an amendment.

* 5. 1882 does not include the President’s proposal to allow individuals with unsubsidized
student loans to serve their communities for up to three years without accruing interest on
these loans.

» S. 1882 fails to exclude from taxation any loan balances that are forgiven after the
maximum number of years of income-contingent repayment. Income-based repayment
ensures that borrowers who remain low-income relative to their debt do not have to carry
that burden for more than 25 years. Saddling them with an additional tax liability is neither
appropriate nor was it ever intended.

In addition, the Administration will seek to improve further other provisions of the bill, such as
the following.

* The Administration supports the provisions of S. 1882 that would prohibit consolidation of
loans that are subject to a judgment secured through litigation or a wage garnishment order.
The Administration also supports the provisions that would provide an extended repayment
plan for FFEL borrowers with outstanding loans of more than $30,000. This would provide
greater comparability between the repayment options available for FFEL and Direct Loan
borrowers. The Administration will work with Congress to improve the terms of FFEL

+ consolidation loans to match the terms of Direct Loans.

» The Administration supports making student financial assistance more widely available to
students enrolled in distance education programs. The Administration supports
amendments that may be offered to eliminate the bill’s excessive restrictions on
participation in the proposed distance education demonstration program and include the
Administration’s Learning Anytime Anywhere Partnership initiative.

The Administration looks forward to working with Congress to resolve these and other issues,
such as those recently articulated in a more detailed letter from the Secretary of Education, as
Congress works to reauthorize the Higher Education Act.



Pay-As-You-Go Scorin

S. 1882 would increase direct spending; therefore, it is subject to the pay-as-you-go requirements
of the Omnibus Budget Reconciliation Act of 1990. The bill does not contain provisions to
offset this increase in direct spending. Therefore, if the bill were enacted, its net budget costs
could contribute to a sequester of mandatory programs. OMB's preliminary scoring of this bill is
that it would increase direct spending by $1,560 million during FYs 1998-2003:

PAY-AS-YOU-GO ESTIMATES
Fiscal Years
(In millions of dollars)

1998 1999 2000 2001 2002 2003 1998-2003
Net Budget

Cost -$440 3126 3421 $440 $480 $533  $1,560

3k ok k ok ok ok ook ¥ %k



(Do Not Distribute Qutside Executive Qffice of the President)

This draft position was developed by LRD (Connie Bowers) in consultation with HR (Stack/
Noe/White) and the Department of Education (Templeman/). The Departments of Justice
(Jones), Labor (Morin), Interior (Camevale), VA (Gallin), HHS (Taylor), and the Treasury
(Dorsey), the Corporation for National and Community Service (Sofer), Equal Employment
Opportunity Commission (White), General Services Administration (Ratchford), Office of
Personnel Management (Gardner), Office of Government Ethics (Ley), Peace Corps (Hendry),
Social Secunty Administration (Warner), NEC (Shireman), CEA (Korenman), WHC (Correia)
VA/PERS (Kogut), DDM (Breul), BRCD (McAllister), HLTH (Davis), and BASD (Sullivan)
agree with or do not object to this position.

»

OMB/LA clearance:

BACKGROUND

The Administration’s Proposals

HEA Reauthorization Amendments. The appropriations authorizations for programs under the
Higher Education Act (HEA) will expire at the end of fiscal year 1998. Legislative language to
reauthorize the HEA was provided by the Department of Education (ED) to congressional staffin
various pieces between September 1997 and February 1998. The Administration’s
reauthorization proposal is based on the following principles: (1) making college more
affordable; (2) simplifying the student aid process; (3) ensuring students receive a high quatity
education and taxpayer dollars are well spent; (4) encouraging Americans to work and save for
college; (5) helping more low-income Americans prepare for and go to college; (6) helping
working Americans improve their wages and their lives through further education; and

(7) recruiting qualified teachers to high-need communities with a teacher shortage.

New Budget Initiatives. Among the specific HEA amendments proposed by the Administration
to carry out these principles are several new initiatives included in the President’s FY 1999
Budget. These include: (1) High Hopes for College, which would establish partnerships to
provide high-poverty, middle-school students with information, tutoring, mentoring, and
rigorous course work to prepare for college; (2) Leaming Anytime, Anywhere Partnership
program, to encourage institutions to use innovative technology to promote lifelong learning;
(3) College Awareness Information Program, to provide information on preparation for college
and financial aid programs to young students and their families and to out-of-school youth and
adult learners; (4) Access and Retention Innovations, which would authorize experimental
studies to explore effective and efficient ways to package financial aid for low-income studenits;
and (5) Teacher Recruitment and Preparation initiatives, which would fund scholarships to

students who will teach 1n high-poverty areas and fund other programs to improve teacher
quallty S. 1882 does not jnclude these Admlmgtratlon injtiatives.

Student Loan Interest Rate Structure Change. On March 2, 1998, as part of the HEA

reauthorization, ED provided to Congress legislative language to adjust student loan interest -




rates. That proposal, announced by Vice President Gore on February 25, 1998, would address
concems articulated by banks that the interest rate structure scheduled to go into effect on July 1,
1998, would lower their profits and result in many banks withdrawing from student lending. The
Administration’s February proposal would maintain lower student loan interest rates for students,
but would eliminate unnecessary costs to lenders by changing the benchmark for setting the
interest rate to an instrument that more closely tracks lenders’ own financing practices.

In response to the Administration’s proposal, Congress devised a plan that included the
Administration’s proposed interest rate for students, but would require taxpayers to pay lenders
an unnecessary subsidy. The Administration recognized the difficulty of justifying any
statutorily set rate for lender subsidies, and therefore advanced an alternative proposal in May
that would move toward an auction mechanism for setting lender rates, while keeping the same
student rates proposed earlier. The new proposal would require a study of alternative auction-
based systems, pilot testing of the most promising models, and full implementation after an
independent evaluation shows the pilot projects have been successful.

House Action — H.R. 6

On May 6, 1998, the House passed H.R. 6, its counterpart to S. 1882, by a vote of 414-4. A
Statement of Administration Policy sent to the House stated that the President’s senior advisers
would recommend veto of H.R. 6 because it would: (1) change the student loan interest rate
structure to provide excessive profits to lenders and require unnecessary new spending;

(2) provide significantly increased payments to guaranty agencies and insufficient funding for the
Department of Education to manage effectively all the student aid programs (i.e., the Sec. 458
guaranty agency administrative funds provisions); and (3) repeal authority for the National Board
for Professional Teaching Standards. It also stated that strongly objectionable amendments couid
also be added, such as an amendment by Rep. Riggs to incorporate the text of the Anti-
Discrimination in College Admissions Act. As passed, H.R. 6 does not contain the Riggs
amendment or repeal authority for the Teaching Standards board.

dditional Administration Comments on S. 1882

On June 5, 1998, Secretary Riley sent a letter to members of the Senate objecting to the same
provisions as in this Statement of Administration Pohcy, and expressing numerous other
concerns about the bill.

SU RY OF S. 1882

S. 1882 was reported by the Committee on Labor and Human Resources on May 4, 1998, by a
vote of 18-0. It would reauthorize for five years and amend in various respects student financial
assistance and other higher education programs. Major provisions that differ from the
Administration’s proposal are described below.

Student Loan Interest Rates and Fees. The bill would set the rate students pay on loans equal to
the 91-day T-bill plus 1.7 percent while a student is in school, and to the 91-day T-bill plus



2.3 percent while a student is in repayment. Lenders would receive an additional 50 basis point
subsidy during the in-school and repayment periods. This same rate structure was included as a
temporary 3-month provision in the Transportation Equity Act for the 21st Century, which the
President signed on June 9th,

The Administration proposed setting the student and lender rate at the same level that S. 1882 -
would establish for students. The Administration proposal was based on an analysis by the
Treasury Department that showed that lender profitability would be adequate to ensure continued
availability of guaranteed student loans at a lower cost to the taxpayer. Since the Administration
offered its proposal in February, it has advanced an aiternative proposal that would preserve the
lower student rates in both the congressional and Administration proposals, but move toward a
market-based mechanism for determining lender subsidies. S. 1882, unlike the Administration’s
proposal, would provide a $2.4 billion subsidy to lenders.

S. 1882 does not include the Administration’s proposal to lower origination fees for students to
lower their costs of borrowing. The Administration proposed to lower fees by one percentage
point for all borrowers, and to phase them out entirely for borrowers of subsidized loans. The
reductions would be funded from resources from guaranty agency reforms proposed by the
Administration. As noted above, an amendment is expected to be offered to lower the fees.

Administrative Funding Reduction. The bill would increase administrative payments from
section 458 to guaranty agencies in the FFEL Program, taking away funds necessary for ED’s
administration of student financial aid loan and grant programs. Such increased payments to
guaranty agencies would require ED to reduce its other administrative payments for student aid
application processing, loan default collections, and student aid systems modernization. The
additional payments to guaranty agencies are unwarranted, since guaranty agencies already
recelve adequate funding to carry out their operations.

Student Assistance. S. 1882 contains a number of provisions proposed by the Administration,
and others that are objectionable. These include the following:

* Pell Grants. S. 1882 would establish maximum Pell Grants of $5,000 in 1999-2000
increasing to $5,800 in 2003-2004. The Administration had proposed to set the maximum
award annually in the appropriation bill after establishing a maximum of $3,100 in 1999-

+ 2000. The bill contains a version of the Administration’s proposals to (1) set new limits on
the period during which a student may receive Federal Pell Grants, and (2) make the Pell
Grant Program eligibility of a stand-alone English as a Second Language course contingent
upon a minimum percentage of the course’s graduates passing a standardized test. These
provistons would reduce the potential for program abuses. The bill does not contain the
Administration’s proposal to terminate Pell Grant program eligibility for institutions with
high student default rates. S. 1882 would authorize a new child care grant program for
institutions with large numbers of Pell Grant recipients. The Administration did not
propose such a program.

+ New Initiatives. The bill fails to include the following Administration initiatives: (1) High
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Hopes for College (described above); (2) College Awareness Information, which would use
the media to improve preparation among secondary school students for college;

(3) Learning Anytime, Anywhere initiative, which would improve technology-based
postsecondary learning; and (4) Access and Retention Innovations initiative, which would
support large-scale student financial assistance research packages.

» Federal Family Education Loan (FFEL) Program. In addition to the administrative funding

reduction described above, S. 1882 would change the compensation of guaranty agencies
by creating an incentive structure providing excessive payments to guaranty agencies and
rewarding inefficiency. The bill would, however, authorize ED to enter into voluntary
flexible agreements with up to six guaranty agencies to waive or modify related statutory
requirements. Other provisions are objectionable because they fail to include
Administration proposals that would: (1) require the Secretary to pay the interest that
accrues on an unsubsidized FFEL or Direct Loan while the borrower is receiving an
economic hardship deferment on the loan and performing community service; (2) change
FFEL consolidation loan terms to match those of Direct Loans; and (3) eliminate the
current law “anti-injunction” provision that provides that injunctions cannot be issued
against the Secretary that would interfere with the discharge of his responsibilities under
the loan programs. In addition, provisions in S. 1882 for loan forgiveness for teachers are
unworkable and an ineffective way to encourage additional individuals to pursue teaching
careers.

* Direct Loans. S. 1882 fails to exclude from Federal taxation the amounts forgiven after the
maximum number of years of income-contingent repayment. That Administration proposal
would ensure that borrowers who remain low-income relative to their debt do not have to
carry that burden for more than 25 years.

T'eacher Training. S. 1882 incorporates the Administration’s Recruiting New Teachers for
Underserved Areas™ proposal and many components of the Administration’s “Lighthouse
Partrierships for Teacher Preparation” program. The bill, however, contains new provisions on
teacher quality that raise concern. For example, it would limit funding available for teacher
preparation partnerships.

Performance-Based Organization. S. 1882 would establish a PBO within ED to simplify and

improve the delivery of student financial aid. Under amendments expected to be added to the
bill, the Secretary would provide the PBO with certain personnel and procurement flexibilities in
order to allow for the establishment of an organization rewarded for meeting specified
contractual goals for management and delivery of student aid. The Administration has supported
the creation of such a PBO, but did not submit a specific legislative proposal.

Qther General Provisions. The following miscellaneous provisions of S. 1882 are also
objectionable:

* Suspension of aid eligibility for students who have been convicted of any drug offense
under Federal or State law.



+ Institutional oversight provisions, e.g., the requirement that ED conduct program reviews
based on specific critenia.

* Requirement that ED make available the complete, unredacted program review guide.

* Requirement that the Secretary allow institutions to “cure” inadvertent administrative
eITors.

+ Lengthening recertification period from four to six years.

* Requirements that all future title IV regulations be subject to negotiated rulemaking, and
requirement that the Secretary conduct biennial reviews of regulations.

PAY-AS-YOU-GO SCORING

According to HRD (Stack) and BASD (Sullivan), S. 1882 is subject to the pay-as-you-go
(PAYGO) provisions of the Omnibus Budget Reconciliation Act of 1990. S. 1882 would
decrease direct spending by $440 million in FY 1998 and result in a net increase in direct
spending of $1,560 million during FY's 1998-2003.

LEGISLATIVE REFERENCE DIVISION DRAFT
June 12, 1998 - 3:45 p.m.



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

April 28, 1998
(House)

STATEMENT OF ADMINISTRATION PoLICY

(THIS STATEMENT HAS BEEN COORDINATED BY OMB WITH THE CONCERNED AGENCIES.)

H.R. 6 -Higher Education Amendments of 1998
(Rep. McKeon (R) CA and 3 others)

The Administration is strongly committed to working with Congress to reauthorize the Higher
Education Act (HEA) this year. "The Administration has serious concerns with several provisions..
that are in the bill or likely to be added, but is encouraged that H.R. 6, as reported by the House
Committee on Education and the Workforce, reflects many of the Administration’s proposals,
particularly the authorization for the High Hopes for College initiative.

Unfortunately, there are a number of highly problematic provisions in the reported bill, such as
the repeal of funding for the National Board for Professional Teaching Standards, a change to the
student loan interest rate structure that provides excessive profits to lenders and requires

" unnecessary new spending, and significantly increased payments to guaranty agencies and
insufficient funding for the Department of Education to manage effectively all of the student aid
programs. Further, the Administration understands that provisions may be added to the bill that
are also strongly objectionable, such as an amendment to incorporate the text of H.R. 3330, the
so-called Anti-Discrimination in College Admissions Act of 1998. Overall, if such provisions
are in the bill as presented to the President, particularly in light of other concerns raised in this
Statement of Administration Policy, the President’s senior advisers would recommend that he
veto H.R. 6.

National Board for Professional Teaching Standards. The National Board recognizes and

rewards excellent teachers who thereby become an observable standard of excellence to which
other teachers can aspire. Upgrading the teaching corps and raising teaching standards in this
way 1s a key element necessary for long-term improvement in student achievement.

. Student Loan Interest Rates. The Administration cannot accept the bill’s provisions that would
provide lenders with excessive profits and require taxpayers to finance those profits through an
addjtional $2.7 billion subsidy to lenders over five years. Most of the additional $2.7 billion of
spending is not offset in the bill and therefore would trigger a possible sequester of several

- entitlement programs specified in law. Statutorily set lender subsidies are not necessary to

ensure access to Federal Family Education Loans (FFEL), and they ignore promising

market-based solutions, such as an auction mechanism, for addressing concerns expressed by the

lender community. A policy that moves toward an auction mechanism should be part of the
interest rate structure.



A budget sequester would raise student loan origination fees -- which are already too

high -- and reduce Federal mandatory spending across-the-board. Vital programs such as
vocational rehabilitation, foster care and adoption assistance, and Medicare should not have to
bear the cost of lender subsidies.

H.R. 3330. The Administration strongly opposes H.R. 3330, which may be offered as an

amendment during House consideration of H.R. 6. The Administration strongly supports

properly constructed affirmative action to achieve the compelling interest of eradicating the

effects of discrimination or promoting the educational benefits of diversity. For Congress to

deny Federal funds to institutions that promote such efforts would unduly constrain their ability

to meet their constitutional obligations and would be an unwarranted Federal intrusion into the
' freedom of public and private institutions to establish their own admissions policies.

Section 458 Funding Reductions. The Administration strongly opposes provisions in H.R. 6 that
would reduce administrative funds available to the Department of Education under section 458 of
the HEA by more than $220 million during fiscal years 1999 to 2003, while increasing
administrative payments to guaranty agencies by roughly $350 million during that period. These
provisions directly threaten the Department’s ability to manage the over $50 billion annual
Federal investment in student financial aid by taking away the funds necessary to carry out vital

' activities, such as student aid application processing, student loan default collection, and urgently
needed modernization of student aid delivery systems.

In addition, there are other significant provisions in H.R. 6 that the Administration will seek to
improve during further congressional consideration. Among these issues are the following.

. H.R. 6 fails to make adequate performance-based reforms to encourage and
reward efficient service delivery by guaranty agencies, and it would include new
and excessive sources of revenue for guaranty agencies. The Administration is
also very concerned that the Department of Education’s authority to advance
funds to guaranty agencies for lender-of-last-resort loans would be eliminated.
This would impair the Department’s ability to work with guaranty agencies to
ensure students’ access to guaranteed loans under a program that is efficient and
cost-effective for the FFEL program and the taxpayer. The Administration hopes -
to work with the Congress to fashion an acceptable compromise that provides
much-needed guaranty agency reform.

-

. The Administration is also very disappointed that H.R. 6 does not lower
origination fees for students. The Administration proposed to lower the fees by
one percentage point for all borrowers and to phase them out entirely for

borrowers of subsidized loans, and offered the necessary offsets to finance these
fee reductions.
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. The bill does not include changes necessary to implement the President’s proposal
to allow individuals with unsubsidized student loans to serve their communities
for up to three years without accruing interest on these loans. Under current law,
individuals with subsidized loans do not accrue interest while receiving a
deferment and performing community service, but those with unsubsidized loans
continue to accrue interest. This proposal is part of the President’s call to action
to encourage all Americans to serve their communities.

. H.R. 6 also fails to exclude from taxation any loan balances that are forgiven after
the maximum number of years of income-contingent repayment. Income-based
repayment ensures that borrowers who remain low-income relative to their debt .
do not have to carry that burden for more than 25 years. Saddling them with an
additional tax liability is neither appropriate nor was it ever intended.

. The Administration appreciates the bill’s strong support for postsecondary
education programs, but notes that certain proposed authorization levels are not
realistic in the current budget environment.

. The Administration shares the goal of adopting a performance-based organization
(PBO) for the administration of the student aid programs, but is concerned that
H.R. 6 fails to incorporate fundamental components of the Administration’s
model legislation for PBOs. That model was carefully crafted to provide more
personnel management and procurement flexibility than H.R. 6 provides, while
ensuring accountability for the exercise of that flexibility.

. The Administration opposes Title X of H.R. 6 as reported out by the Committee
because these changes to the Age Discrimination in Employment Act go too far in
allowing arbitrary, differential treatment on the basis of age. However, the
Administration understands that the managers will be proposing new language
which should address these concerns. If those changes are made, the
Administration would have no objection to the provision.

The Administration looks forward to working with Congress to resolve these and other issues,
such as those articulated in more detailed letters from concerned departments, as Congress works
to seauthorize the Higher Education Act.

ay-As-You-Go Scorin

H.R. 6 would increase direct spending; therefore, is subject to the pay-as-you-go requirements of
the Omnibus Budget Reconciliation Act of 1990. The bill does not contain provisions to



fully offset this increase in outlays. Therefore, if the bill were enacted, its deficit effects could
contribute to a sequester of mandatory programs. OMB's preliminary scoring of this bill is that it
would increase outlays by $2,061 million during FYs 1998-2003:

Fiscal Years
(In mllions of dollars)

1998 1999 2000 2001 2002 2003 1998-2003

Outlays -$281 $308 $460 $479 $520 $575 $2,061
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