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THe: WHITe: HOUSE 

WASHINGTON 

June 10, 1997 

MEMORANDUM FOR GENE SPERLING 

FROM: 	 Jonathan Kaplan 
Cbarles Marr 
Bob Shireman 

SUBJECT: 	 Potential Rullout Ideas for the Archer Tax PJan 

As we try to find ways to continue to hit the Archer tax plan this week for its numerous 
shortcomings, you might want to consider some of the ideas outlined below, Obviously, not all 
of these event ideas warrant the President's or Vice President's involvement; members of the 
Cabinet could quite easily take the lead, 

in addition, the Vice President may give an economic speech next Monday, June 16 -- a down 
day for the President -- and his stafTis looki~g for a specific announcement 

Bducation 

The President's H9PB scholarship proposal is severely scaled back under Archer's plan and, as a 
result, organizations such as the American Association ofState Colleges and Universities have 
spoken out against it. The President, Vice President, or First Lady ~~ along with Secretaries 
Rubin and Riley -- could conduct an event with community college Presidents as well as college 
s.tudents and their families. We suggest that you consider proposing that the President participate 
in a short event this weekend in California. a state with a huge community college network 
(caveat: we step on race speech), Another thought would be to invite Georgia Gov. Miller to 
Washington for a similar event. 

Treasury and 'Education are still considering a ruicylRubin event tomorrow ~w perhaps with the 
Vice President as well -- highlighting the education groups' support for our plan and some of 
their criticisms of the Archer plan. By the cnd oftoday. we expect to have statements critical of 
the Archer plan from the College Board, the American Association ofCommunity Colleges, the 
United States Student Association. and USPIRG. (ACE and the other Dupont Circle associations 
issued a very mild statement that we may be able to usc; they don't want to attack Archer too 
sharply,) 



Ellvironment/Urban Issues 

The Brownfields tax initiative was obviously left out of the Archer plan, As a result, according 
to the DPC. the Conference of Mayors is circulating a letter quite critical of the plan, In additIon, 
EPA is currently checking with the environmental groups to detennine their sense of the Archer 
pl3!1< Working with CEQ, EPA, and Intergovernmental. we could potentially organize an event 
with the Green Group and several key mayors to highlight the absence of urban and 
environmental provisions in the Archer pi~ -- and contrast it with the President's tax initIatives. 

In addition to the Brownfields tax initiavc, the EZIEC expansion was also left out of the Archer 
plan, This eould also be wrapped into an event focused on the environmental strengths of the 
President's plan and failings of the Archer plan. 

Child Care, Credit 

Based on Archer's penalty for working women through the child care tax credIt's effect on the 
child tax credit, we might consider an event targeted to specialty media, such as Working Women 
magazine. 

Wclfare-to-WQ,k 

Archer's wdfare-to-work tax credit is smaller than the Administration's proposal. We could try 
to detenninc ifany of the welfare organizations arc criticizing the Archer plan on those grounds, 
(n the event that they are, Secretaries Rubin and ShalaJa could highlight our proposal with some 
of the groups that support our welfare~to-work tax credit. 

Workplace Benefits Issues 

At a time when the Administration is trying to expand health care and pension coverage to 
American workers. the Archer plan -- through its independent contractor provision -- would 
move us in the opposite direction. Apparently, the AFL-CIO and several women's groups are 
Writing letters opposing this provision. The Department of Labor, in conjunction with the AFL­
CIO and other key un~ons. could coordinate an event focusing on how workers stand to lose 
under this proposed provision. However> this is a hugely popular issue in the small business 
community, and it may not be worth getting actively involved in this specific debate, particularly 
if the union:; and other groups plan to contest this strongly, 
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DEPARTMENT OF THE' TREASURY 
WASHINGTON, D,C, 

lune 26, 1997 
SECRETARY OF' THe TRt;ASl,lRY 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 Robert Rubin ~ t:fl..-: 

Gene Sperling 


SUBJECf: 	 An Offer on Your Tax Package 

Your budget team met in Erskine's office today to finalize our recommendations for our tax 
package to be offered on Monday. The· following memo summarizes issues and highlights choices 
that need to be made concerning the package, The side-by-side following the options memo 
compares the features and five-year costs of the competing Administration, House and Senate 
choices. 

Post-Secondary Education 

• o Optiol1 1 provides a two-year HOPE scholarship 0[$1,000 and SO percent of additional 
expcnses up to $1000 starting in 1998, It provides a 20 percent credit on allowable out­
of-pocket education expenses ofS5,000 through 2000, and $10,000 thereafter, The 
package is more generous than the House and Senate packages. 

This costs roughly $345 billion through 2002 and $90,6 through 2007 under 
Treasury's scoring. We expect JeT scoring to be at least $5 billion higher in the 
first five years. 

o 	 Option 2 would give a four year HOPE scholarship of51,000 for students attending at 
least hair time in a degree or certificate program, and 20 percent of additional expenses 
up to $1000 starting in 1998, Students not eligible for the HOPE scholarship could get a 
credit for 20 percent of additional expenses up to $}OOO starring in 1998. This package 
will cost in the neighborhood of $35 billion under Treasury's scoring. 

o 	 Option 3 mirrors the proposals offered by the House and Senate Democrats: Tt gives a 
BOPE Scholarship of$IOOO and 50 percent of additional expen,e, up to $200 through 
J999. $400 in 2000 llnd $1 ,000 thereafter, Students must be attending at least half time 
in the first two years ofa degree Of certificate program. If a student is not eligible for the 
HOPE scholarship, we would give a 20 percent tuition credit on expenses up to $4,000 
througb 1999, $7,500 in 2000 and $10,000 thereofte" 

• Tbis option costs $323 ($37A) billion 'hrougb 2002 and $88,6 (S813) through 
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• 2007 under Treasury (JCT) scoring . 

Your advisers are in ge~eral agreement that Option 1 makes the most sense at this time. [t 
stays close to the original proposal in your Budget and allows you to stress how the prop,osal best 
advances your goal of making the 13th and 14th grades universal, plus it has a strong lifelong 
learning compo!,!ent, Furthermore, by including the notion of 50 percent of the second $! ,000, it 
addresses the tuition inflation argument and shows us being responsive to suggestions by Daschle 
and Senate Democrats. 

Many ofyour advisers believe that in the end, we may wish to fall back to a single, simpler 
four·year option -- such as Option 2. Most ofyour advisers would rather lead with Option 1 and 
use a version of Option 2 (perhaps with a more generous lifelong learning provision) as a fall­
back. Frank Raine.Ii, however, would favor moving to this option sooner rather tban later as a 
means of shO\ving our immediate willingness to offer a compromise suggestion on our tax 
priority, 

_ prefer Option I _ prefer Option 2 _ prefer Option 3 

General Capital Gains Relief 

• 
o Option 1 would provide a 30 percent,exclusion, This holds the top rate at 28 percent, 

but gives a rate cut to all taxpayers in the 36.percent bracket and lower, Taxpayers in the 
28 percent and 15 percent brackets get as much relief as they do under the 20/10 separate 
rate schedule, The proposal wou1d incJud,e the President's home sale provision, 

Costs $8.2 billion through 2002 and $17.5 billion through 2007 (Treasury scoring) .. 
Vle expect the JeT to score this as costing several billion less through 2002. 

o 	 Option 2 would provide a separate rate schedule approach (using rates of 24112), retain 
28. percent rate for collectibles, depreciation recapture at 26 percent, AMT adjustment to 
tax gains at 24 percent, President's home sale provision. 

Treasury estimates that this proposal would raise $3.6 billion through 2002 and $4.6 
billion through 2007. We expect the JeT to score this as losing roughly $2 billion 
through 2002 and roughly $20 billion through 2007. 

o 	 Option 3 is the proposal that came out of the Finance Committee, which had a separate 
rate schedule of20/)0. depreciation recapture at 24 percent and the President's home 
sales provision. An AMT feature will need to be addressed, 

JeT estimates that the Senate Finance proposal would lose $].3 billion through 2002 
and $23"9 through 2007" 
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• Your advisers recommend Option I, This proposal provides a broad based capital gains tax 
cut to all but the people at the very top of the income scale, The RepUblicans v.ill not like it 
because it does not provide relief to the roughly half percent of taxpayers who 'are in the 39,6 
percent bracket j bot it will put them in an awkward message situation, help with our distribution, 
and most importantly. give us room to move in exchange for coming our way on the higher 
education tax cut and the "stacking" on EJTC. 

~ prefer Option I _ prefer Option 2 _ prefer Option 3 

Child Credit 

The child credit is the piece that moves to fit the rest of the package, 

• 

o Option I would do the following, First, the child credit would be stacked before the 
EITC, ensuring that working families who pay income taxes receive the benefit of 
the child credit Moreover, the chJld credit would be partially refundable to the 
extent the employee share of payroll taxes exceeds their EITe Thus, the child 
credit will off.~t income taxes and payroll taxes, to the extent the latter exceeds the 
EIre. Second, we will cover children under 11, as is the case in the Congressional 
packages, Third. we would keep the optional Kidsave feature that allows parents to 
contribute up to the amount of the credit plus $500 to a nondeductible, backloaded 
lRA~type savings vehicle, Earnings would be distributed tax: :free for the child!s 
education and possibly child related events. or for the parent's retirement. Fourth • 
the income phaseouts will be as in the F'Y98 budget ($60,000 to $75,000) through 
2002 and higher thereafter. Fifth, Ihe credit will he phased in (starting at $300 in 
1998 and phasing up 10 $500) 10 fi, the $85 hillion budget agreement, 

o 	 Option 2 would drop refundability, stack the child credit before the EITC and include the 
optional Kidsave feature, The proposal should first phase-in at a level comparable to the 
Republican proposal (no credit in 1997, $40010 1998 and $500 thereafter). It should 
then cover children under 17 (though we could cover 17 year olds) and then use 
whatever money is remaining to increase the income limits beyond the $60,000-$75,000 
range in the FY98 Budget (we will increase the income limits after 2002). 

o 	 Option 3 incorporates a more generous Kidsave featu((::, It would give a child credit of 
$500 for families that do not contribute to a Kidsave account and a $600 child credit to 
familic's that contribute at least £600 to the Kidsave account. This proposal would need 
to be somewhat less generous in some dimension than Option 2 in order to finance the 
saving subsidy. 

Your advisers recommend Option I. The major issue of the discussion was to what extent 
out proposal should be refundable. Focusing: strictly on stacking would anow uS a cleaner 
message because it would keep the debate on the young police officer you discussed at the press 
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• conference, On the other hand, going with refimdability would allow us to stay close to our 
Democrats, plus leave room to move later. 

All of us agree that we did not want to allow the Republicans to be able to frame th~ message 
as Democrats for welfare payments at the expense of Republicans for t~ credits for teens in 
middJe class families. We reached consensus around a proposal that would give the tax credit to 
teenagers, and have partial refundability - but only to the degree that people paid payroll and 
income taxes beyond wbat they get in their EITe. In this way, we take away the Republican 
message on teenagers, keep some element of refundability. but keep our message that this is a tax 
cut only for people who owe federal payroll and income taxes" While this may not be as strong 
on refundabiliW as some Democrats will like, it has partial refundability, keeps our message 
advantage, and can be described as taking characteristics from both the Rangel and Dascltle 
packages, In order to afford all this, however, we have to phase in the $500 credit -- but that is. 
consistent with your original child credit proposaL 

_ prefer Option I _ prefer Option 2 _ prefer Option 3 

Airport and Airways Trust Fund 

• 
o Option I would follow the President's FY 1998 budget by extending the airline ticket 

tax through 2007 and wait for the National Civil Aviation Review Conunisslon to 
propose a more long-term solution to meet the FAA's long-term needs with user fees . 

o 	 Option 2 would adopt changes from the Finance Committee mark, which raise an 
additional $2.9 billion through 2002 and $8 billion through 2007. While no airline 
supports increased fees, low-cost carriers prefer the Senate approach versus the 'Ihead 
tax" provisions proposed. in the House. 

Your advisers recommend that you choose Option I, which sticks with what was in your 
budget and keeps you out of this fight. 

_ 	 prefer Option I prefer Option 2 

Tobacco Tax(~s 

o 	 Option J would Impose a 20 cents/pack increase in the tobacco excise tax as included in 
the Finance Committee package. but dedicate the revenue to a trust fund for children's 
and h(:ruth expenditures_ Under this option tobacco taxes would not displace other 
raisers needed to finance the tax cuts that are sought 

o 	 Option 2 would impose a 20 cent/pack increase in the tobacco tax and use it to fund 
olber measures. ' 
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• 0 Option 3 would not include a tobacco tax increase, 

Your advisers recommend Option 1. We believe we should include a tobacco tax increase 
but inslst that it go to help advance your goals for children.- We will discuss with Bruce Reed and 
others the best tactical strategy for deciding how we should describe what .such children's 
concerns these funds should go to_ ­

--.:.. prefer Option I _ prefer Option 2 _ prefer Option 3 

• 
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Comparison of Major Provisions of Competing Tax Packages, June 24, 1997 (Scoring through 2002) 

Item Suggested Administrntion Package Ways and Means Package Senate Finance Committee Package 

Education HQ£1l S.bQlallib;~: 100 percent of 
the first $1,000 and 50 percent of 
edditional expenses up to S1000 
starting in 1998. 

Tuition credit: 20 percent credit 
on allowable out-of-pocket 
education expenses of$5.000 
through 2000 and SIO,OUO 
thereafter. 
($34.5) 

Modified HOPE scholarship --50% 
of expenses up to $3,000 
(phaseout $40,000-50,000 
singies/$80,000-100,OOO joint). 
($22.3) 

Deduction for undergraduate 
expenses paid through state-
sponsored prepaid tuition program 
of up to $1O,Ooo/yr., $40,000 max. 
per student ($0.9) 

Modified HOPE scholarship -50% 
of expenses up to $3,OOO~ 75% ofup 
to $2000 for community colleges 
and technlcal school students 
(phaseout $40,000-50,000 
singiesiSSO,Ooo-100,000 joint)' 
($20.4) 

No deduction or credit, other than 
Modified Hope Scholarship. 

-
School construction Allocable tax credits for K-12 

construction. ($2,5; Rangel spent 
$1.7) 

None Raise smaJi issuer arbitrage 
exemption for educationJadlities. 
($.03) 

Section 127 Permanent extenSIon of Section 
127, for both graduates and 
undergraduates. ($),6) 

Six month extension of Section 
127 for undergraduates. (SO.2) 

Permanent extension of Section t27, 
for both graduates and 
undergraduates. ($3.5) 

Computer 
technology K-12 

Subsidy for fnternet access for K­
12 schools. ($0.3) 

Enhanced deduction for corporate 
contributions to schools. ($0.2) 

Exclude cenain teacher training 
(including technology training) 
expenses from application 01'2% 
floor on rnisceUaneous itemized 
deductions. ($0.1) 

Student loans 

----­

52500 above-th.-line student loan 
interest deduction. ($ L1) 

None , $2500 above~the-1ille student loan 
interest deduction. (SU) 

,.­
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$150 million bond 
_cap for private 
colleges.and 
universities 

IRA withdrawals 

Education saving 
incentives 

Middle-Class Tax 

Repeal bond cap. ($0.3) 
, 

Penalty-free IRA withdrawals for 
undergraduate, post-secondary 
vocational, and graduate education 
expenses. ($0.8) 

Kidsave accounts (i.e. backloaded 
IRA for educational saving), with 
$1,000 contribution limit. As in the 
Senate, education expenses 
financed by Kidsave withdrawals 
would reduce allowable expenses 
for the Hope Scholarship. 

This provision will be adapted to 

Raise by $10 million per year until 
it reaches $200 million. ($0.13) 

Penalty-free IRA withdrawals for 
undergraduate, post-secondary 
vocational, and graduate education 
expenses. ($0.8) 

Education investment accounts for 
children under 18 (maximum 
$5,000 annual contribution, 
$50,000 aggregate contributions), 
private prepaid tuition plans; 
deduction for undergraduate and 
post-secondary vocational 
expenses ofup to $IO,OOO/yr., 
$40,000 max. per student. ($7.0) 

$500 ($400in 1998) child credit, 

Repeal bond cap. (SO.3) 

Penalty-free IRA withdrawals· for 
undergraduate, post-secondary 
vocational, and graduate education 
expenses. ($08) 

Contributions cfup to $2000 (plus 
$500 child credit) per year to 
Education IRA-- tax-free inside 
buildup and tax-free withdrawals if 
used for higher education; allow 
private prepaid tuition plans S2000 
(plus $500 child credit) per year; 
tax-free withdrawals for prepaid 
State-sponsored programs. ($ 6.2) 

$500 (S250 in 1997 only for children 
Relief fit the $85 billion net tax cut 

target. The credit will be stacked 
b.efore the EITC and partially 
refundable. It will cover kids 
under 17, incorporate an optional 
Kidsave feature, phases out 
between $60,000 and $75,000 

. (prior to 2002) and phases in to a 
$500 credit, starting at $300 in 
1998. 

non-refundable, under 17, stacked 
.illkJ: the EITC; 50% offset with 
dependent care credit for married 
couple making $60,000 or more 
($33,000 for other taxpayers), 
beginning after 2000. ($71.3) 

Phased out starting at S75,000 for 
singles and $110,000 for joint 

under 13) child credit, for children 
under 17 (18 after 2002); mandatory 
Kidsave for children age 13 and 
above; stacked ilfi.cr half of the 
EITC ($83.5) 

IPhase~ out starting at $75,000 for 
singles and $110,000 for joint I 
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, 
Index dependent care tax credit 
expense limit, $75,000·$100,000 
AGI phaseout (SO.l) 

Alternative 
Minimum Tax 

None Increase individual AMT 
exemption amount by Sl,OOO 
every other year from 1999 
through 2007, index thereafrer. 
($1.2) 
- - ­ - - - - -----------------­ - - - - ­ - ­

Increase individual MIT exemption 
amount by S600 Goint) for 2001· 
2002; $950 Goint) every year 
thereafter. (50.35) 

Corporate AMT None. (Exemption from AMT for 
smaJl corporations - Included as 
part ofAdministr.tion 
Simplification Proposal) 

Exemption from AMT for small 
corporations. ($0.6) 

None 

None Prospective repeal of AMT 
depreciation. ($11.8) 

None 

Capital Gains 
Provisions 

30010 exclusion; retain 28% for 
collectibles. $500,000 exclusion 
for home sales. Includes the 
President's home sales provisions, 
($8.4, Treasury estimate). 

Separate 20110 rate schedule. 26% 
maximum rate on,depreciation 
recapture, ing~iDg SiU:.1ing in 
~ phase down of top corporate 
capital gains rate to 30% for assets 
held at least 8 years. $500,000 
exclusion for home sales. (raises 
$2.7) 

Separate 2011 0 rate schedule, 24% 
maximum rate on depreciation 
recapture, rlQ i[\£h;;;~;i!lg or fMiQ!l2Qr:at~ 
capital gains. $500,000 exclusion for 
home sales. ($3.3) 

---­

Small Business 
Provisions 

Variant ofBumpers~Matsui 
targeted small business relief 
($0.4, Treasury) 

None Slightly expanded version of 
Administration's propusaL ($0.7) 

'. .., 
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IRA. 

Borne Office 

None, but allow penalty.free IRA 
withdrawals for education and 
establish new Kidsave accounts 

Increase availability of home office 
deduction. ($Q.6, Treasury) 

Create backloaded American 
Dream IRA's, penalty free 
rol!Qyers from IRA (which raises 
money). special purpose 
withdrawals for first time home 
purchase. ($.03) . 
Slightly modified version of home 
office provision ($1. I) 

Expand income phaseollts for 
deductible IRAs; expand availabtlity 
of spousal IRAs; creat~ backloaded 
iRA Plus aCCOlJnts~ special purpose 
withdrawals for first time horne 
purchases. ($33) 

None 

Estate Tax Daschle qualified family owned 
business estate tax relief. ($2.3, 
Treasury) 

Increase unified credit to $1.0 
million by 2007. ($7.5) 

Increase unified credit to $1 m by 
2006 ($3.1). Modified Daschle 
proposal with $Im exemption for 
qualified businesses ($3.1). Up to 
Slm exclusion for conservation 
easements and other changes ($0.4) 

Urban Initiatives Expansion ofEZs and EC., 
Brownfields, CDFI and the 
welfare-to-work tax credit. ($23) 

Modified welfare-to-work 
provision (SO. 1); no brownfields or 
EZIECs. 

Restricted brownfields ($0.25); no 
welfare-to-work or EZlECs. 

Other Presidential 
lnitiatives 

Equitable tolling, Puerto Rjco, 
FSC software, and DC. ($1.3) 

Modified D,C. package (SO.3), no 
equitable tolling, FSC software, or 
Puerto Rico 

Modified D.C. package ($03); FSC 
software ($0.6); no equitable tolling 
or Puerto Rico. 

Extenders R&E, contributions ofappreciated 
stock to private foundations, 
WOTC and orphan drug credit. 
($2.8) 

1-112 year extension of R&E, and 
contributions ofappreciated stock 
to private foundations; one year 
extension of modified, two~tier 
wore; and permanent extension 
oforphan drug credit. ($4.1). 

Two~and-a-balf year extension of 
R&E and contributions of 
appreciated stock to private 
foundations; modified two-tier 
WOTe and pennanent extension of 
orphan drug credit (56,6) 

Independent 
contractors 

None Liberalized independent contractor 
rules. (51.0). 

Provision re: classification of 
securities brokers. (negligible). 

'. 



UNITED STATES DEPARTMENT OF EDUCATION 

THE SECRETARY 

July 18, 1997 

<;,,1', r'( <p,!,,\ ' 

MEMORANDUM FOR THE PRESIDENT 

FROM: SECRETARY RICHARD W, RILEY 

SUBJECT: HOPE AND "LIFELONG LEARNING" TAX CREDITS 

l. SUMMARY 
As I briefly mentionedto you yesterday, I think the "real hoI." in the House Md Senate tax out plan, 
is the omission ofyour 20% tax credit for lifelong learning. it is clear that the 20% tuition t~ credit 

.to serve juniors, sentors! graduate students and, lifelong learning was part of the agreement signed 
offon by Speaker Gingrich and Majority Leader Lot! (see attached letter), Given the urgency of the 
situation. your direct involvement to raise national visibility and attention on this issue -~ in my 
estimation -- is paramount. 

I lay oul below why thi.lifelong learning tax credit i. so important to the country's future and why 
the time is right for you to eng3Sc. 

II. DISCUSSION 
Fo! years, experts in education, business, and the economy have talked about two impending "'sea 
changes" in America life: (1) the necessity 10 change jobs perhaps as many as seven tUnes in a 
lifetime to stay employed and support. family; and (2) the critical importance of learning for a 
lifetime in order to navigate these changing times ~d changing skiiI demands. 

Tho early n~gative impact of this "sea change" on American fan:tilies was seen in the "anxiety" 
shown in the lat. 1980. and early I 990s before the strong economic recovery began. Many worlcing 
and middle-inc~rnc fa.'11Hies had their confidence eroded in their ability to support themseives and 
their families and handle these changes. This fundamental eonc<m is StilljllS! below the surface. 
That is why a tax credit to help Americans afford access to lifelong learning is absolutely vital 9S a 
way to deal posiH-.,'ely with this "sea change,H . 

O~r ml'~!OI1 I~ ro I'r\!lunt I'qual Qi':«"$JI;:O I'au('t,!j(on and ta promot@ t'<iu<:c<lIicll'la! <tti~lIe..t~ Inrc.,uhQU\ Ihe Nu(iCllL 

\ #~8"!9SHO, ~..n'4 '.t~M '41 ~ Bl:5l ~ L6-ll-L , OlOL Jaid'''I'l XOJaX:A9 lN3S 



" , , 
IMPORTANCE 
The HOPE scholarship is one very ~mportaat big idea because it will help provide an incentiVe for many 
worklng B.."ld lower middte-incom¢ families to send their children to cenege in the first place: However, 
the second "big idea:':s the 20% lifelong les.miag tax credit to affect positivclYt over the {ong term, tens 
of millions of Americans .t critical transitions in their adult lives: (l) help adults go to oollege to get 
additional edu~ation and training in order to get ahead or prepare for a change in jobs an.d skin 
reQuirements; (2) assistG..'lce to finish s. 4~yenr degreej al1d (3) proviJe an incentive for graduate school 
in this education era. In the first year alone. 7,OOQ,QOO additional AmerjclID'!:vi1l be helped by the lifelone 
learning tax cre!llt ~~ and in the future. all Americans who return to college would benefit. ' 

The 20% lifelong leaming tax cr~it will result in important advances educationally. cconori1icalJy, 
and politically. Each year when taxpayers see their ability to write off 20% of the cost for tuitIon to 
upgrade their education at a college. whether they use it or not. they will feel like someone is on their 
sid. to navigate this changing economy. The American people clearly know that getting more 
education and skills.at a eolleg7 or post-secondary institution is the way to get ahead ~~ that is why 
recent surveys show that almost 95% of parents want their Jdds to go to college. Yel. 75% of 
Americans do not have scboQI-~ge cbi1sWm. So without the 20% tux credit, this group of adults 
without school-age children will not realize an important benefit 

The 20% lifelong learning tax credit address.s a huge group oflaxpayers, voters and employees who 
often may not have an incentive or cannot quite afford to upgrade their education. It could b'e one of 
the major defining issues for'you and and your Administration. 

TIMING 
Because all ofthe early attention was given to the HOPE tax eredit. and noW that it is included in the 
House and Senate versions. it is only naturaJ that the American public and higher education community 
are now just in the very early stages of tuning in to the 20% lifelong learning tax credit. Hov}ever, the 
head of the coinm",Uty coUege., David Pierce, rightfully observed recently that the 20% tax credit i. 
the "powerful ,leeper" in the President', package, 

While HOPE is grand for half-time and full-time students in the first two years ofcollege, it doesn't 
help those milli()TIs ofadults who need and want to go back periodically to tnke an important COUl'll. or 
two at a community or technical college, The Hfelong learning tax credit is the "backbone" for access 
to "higher education for all Americans." 

To lay the groundwork for heightening awaren.,. on this iss"e, last Friday the US. Department of 
Education mailed a letter (copy enclosed) to 10,000 leaders ofpost-sec<>ndary institutions, college. and 
universities explaining the importancCl Qfthe lifelong teaming tax credit and sent out to media outlets a 
breakout sho'Y.-1ng how many more persons in their state· would benefit from the lifelong learning tax 
credit This week the key leaders in higher education ca."l1e together and agreed to make a concerted 
effort to promote the <;:linton lifelong learning credJt. 

Because of the \.l,rgency of raising visibility on the lifelong learning tax credit, we need our President to 
get fully and openly involved in engaging the American puhlic and informing them of the positive effeet 
ofthe 200/0 lifelong learning tax credit on the vast majority ofadults in America, The groundwork has been 
laid for you to mobilize action. 

http:skills.at
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Q1;oniJrgBuUl;~ell.i;Jtate5 
m...tinll'Olt. lll<t 20515 

M.y 15. 1997 

Tb. HQDO"bl. willi"" rellnton ... '. ,"" .,' 
P,(t,:JIIDt Qf lL,¢ U.q.I\QJ Stllh" 
Th. Whltu H"m'<: 
1600 I'1WJ'l>,.l ....wja AvtlLtuc, N.W. 
Wuhmglon, D,C. 20515 

Deu Mr. P.u:rldant: 

w. _.M Id.. to tab t1l. opportunity ,. ,oolirm !c>po"'" ..peN of tho B..kn••dBud,,, 
Ai ... """," It ..... 4i"'" th.t th. net "" cut sholl b. $85 hillion threulb 2002 ...dnot 1n0," flu" $2,50 
billion thrO\ll1k 2007. We !:lhM th~j~ ltwls pravid'~~hbIJgk room to: important re±o:l"tnll. irlcll.lrlina 
brolld-based' permilllent CApital g<1il1J tu la1UctiOCS, Jlgaifil'Wlt auth ,tu: Nth~f. $500 ~I!'r chi1J tax eicdit,. 
and e:.cpa.n..lWn of IRA.<!. .; 

In tk COUOt; of dl'afung the leeillAHol:l to iml"taft\ellt. thr: hJlflefOri bdgd pLUl. thw!'~ rom. 
&cl~itiDnJ Area.'!: thAt W 'NaDt to bo 11.In' tb. /:!om~it'b!M of jtjri.M;:~iotl c01'\fld&r. SpecificJl,.,1 it wu atr...d 
that tb'" par.lt.a£,& mud indud4 h~ relitf 0+ nru,hly $35 1illieu (1I.IO!r ~ ye...."'1 {Df; Fe•••U!c(:!nJ~ oduo&tiQQ, 
iceludinQ :to ~ltducti()n and f\ b..-: t:n~i+. W" b~h~ thlt racL"Slo .ho:JJ 1.. <!Omirla.nt ">--itb: th. C:.bjeci:ivn put 
fo~ in th" HOPE 8Oho6n-~ir.nd hdHon h;:Jt prorQIJ. c-onb.la~d ~ tb.9 Adtbi.n.i.rl:ntioo,·, r;:y 1998 
~udg~t to ".,Lrt midd!~~(llan pat&nh. 

Addltio!H.liy, Uu: Hbun An.d SllIlUh L~"li.lp Mil i:.Jt t¢ ia.clude v.ui.otU pt'O)?Q.:J. ~ the 
AdmUili-!t.flou*. PY 1998 budget: (e.S', ~. ~-to-W'Or.b t",...; ~t. lO.,pH~ g....i..a$ ta.x nJillf 'for home 
ul~. tb Adminidnt1o::l' E'ZJEC ptopou1, bt~*"d, le,i:!otion, FSC ,ofhvuo. ~ tAx iMCl')Hvo, 
d~it::ad ;0 '1'\1.11' .octl4n:Uo ~~ i.e tb. Diririet of Colwr.hl.a), &II ...ellu .....rl0\U ~e con!gtlt..1l~lQnJ 
h.%. pmp08al.t. 

In W, CO:1h:::xt, it s.hould ~o not:e:'d t..bot ,t.b~ tAX4mt.i..'1g CUlJ.~ttcu ""ill be requulOd tQ tAla.nCl:! tho 
.i.atC;;t;#U 6X:IJ dO$I.I:~ of m~y ?arl:lr;« ;:: c~8 Ux.,Icgi.Jt...t~n:willii~, t4c wnt~ Q£ tb.e net ~ reduc:Uon 
goJ.- ... Lich h..v.:: bean ,Jop\ed, .....UtI ",l u.Ji •.,w.: tltDa pro;:O'cting tl" (gtllU-cm of iup,lyen se:iLtnI1,... , . . . 

, 
W10 1.lo:.nlr t .... W'Vrk with y<:ru tQ~ then uv:},. Thank YOI1 very much fo~ your cooperation. 

SillcereJy,. 
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; 
Iw W'ritiJ\a to Inform YClU ofP,.,ldMt Clinton', t&;ll; Q,lt ptopoa.al which he W"\vcll«f on Monday, 
1WlG 30. N the Pct:lidlftt', ptOpo.-!. were boeil\s ~nli4trod ov~ \M PH' rix munth" YO\land 
rwr coUngvC3 'mad\! JUUQt!ans fOT impro....mlu'It. tnd the 'Prttidttlt r ..pondod whh ;hUl8= 
tNJ have rl"li4o N' plan JUonger and mor« progrwive: the tax e.redit Is no lontler off'Mot by ,,11 
Grtnts; th« ;rade n'quinmont wu rtpl"'4d with ..:w..ti~tory ,,~cmI; ;,IroiJ'I!u,.. makina it! 
ccrutlU:l1t "';th ~he Peden! studer.t aid pro~a; W'ld now the dedllJ;.1ion hn been Jhlf\ed to .: 
l:nOA progre..uJvc 20 p.tn:.nr U.x credit With )'out htfpl w. have .. Jolin plan thaI ott"!$ , 
opportUnity in lh.- rapidly. changll'lJ ec:onomy by helping p~ple iml'rovt their oduc:ation a.nd 
\lPSn4o th;ir ,kin, throuitxlut their lives, 

lntbe nut ftJW we:eb, ConSrt.$1 win eonliiler three \o'er,ion! oft.l.'\ tun. The Pruldent'. I 

propos.al provides twt>-thitdt ofihe tax euts: to tht mid'dl. aiitt)' pet~ru oU-.milics - more th!l.n 
twi~ the ,bare th., \he Houw: and. Seniti ~lw provide for t!lMe ('",ilItf, trwe 101 now, we',;an 
~ thesc impOmtlt ta", ~u ror working firnJlles, ' 

foe Dither edUC!tion. ttl. diffeteonet if ellar, Th. PrltJidel'lI' l pltn will provldo help to c:ml ' 
mi!liQ[.I aa:r; ItUdenu in 1991 than !.l'Ie HOIJ,e And Ser.ate puwd pll!'.l, becauu 'he 1'IWjd~'IJl1~s 
plAn 1,1 the ~ QOO on the IAb!= that orren: t~ reHaffor fammu p~yil'\g luinCl\ OlJh)(·poeKtt for. 

.. l\lniou: tnd n~cl'1 
• PIIC''l:-time 'tudantl G'OOkinB to improve or 8'quire job .kit" 
• Gl'tdUlle student. 

The Prc.:lidont·J propoSolI he-tpJ these ,rodents by providing .. 20 percet'lt tuition ertdlt on t1I'potuC$ 
up lO U,OOO tNlitJJ)' and 110,000 beginning in lOOt At I time w~.en oldtr ...-orkeu t\eed to : 
improve tMit edueation antS '<P!7,de their tkills, it is entlcal that the ecluCition tlX cuU promote 
liftlo'l 1""';'1. ' 

, 
Tho l'tca.ident"i prgpQIII makes tM 13th truj 141h )'un or eduea.tion ·-Ih.e iit.n twO run or 1 
{)ClIese - \uuvcrally o.vallllbte by providIng l modined lWO.ye.U SUM HOPE. S¢holl"hip. F,'int 
and *oM-rut' rN4enu w¢uld tQ,~iV\l: e lOO"A ",dit fur the tirl1 $1.000 of tuition ltld r~ pkl. 
SO'" orUle next $1,000, A !'N4ent goi!'IJ to &; t)'pl~o.I ~mm'iiRitY .;ollege w!th tuition ofS).100 
would. tf!IC:c:in &; S1, 100 credit under th. Prt.idOfit's propon.l. Mer 2002. the tax ,recife would 
moue 10 $1,000: lO~ ohM first 11.SOO and SO'h of d'it fllXt $1,000, 

Pf1lt44nt Clinton'.. tM plan in.;:r.HYOtUC:S aiher higher education pn'lvb:lonl tha.! lu,ve, brold·b.ted 
bipartiun NPpon.lt1e1\idi.ng: a permaoent extension ofthe t!.:C pre~renc! for e.mp!oyd'-ptovttll!:d 

http:NPpon.lt1e1\idi.ng
http:propos.al
http:p.tn:.nr
http:ptopoa.al


President Clinton's Higher Education Tax Cuts: i 
Greater Benefits for MQre Families ' 

, 
\'I.'hlle providing the greatest help i.n the !ina tv.'o Y(lQr.), the Administr4tlon's plan htu always go~ne milch farther. 
gra.,,11ting a ~ub$tAnti~ ~ ~ut for virtu.aJly ailY investment in: po~l~eondAry edUCJi1ion or training. "Unlike the 
Congreuion.al pta.n.s, thl'! President', tax erediu ~o ..'Cr more types and agt:l ojpo.>f.;cc:unriary stu¢.ems. inclu~l.n&: 

" ptLl't~t:ime students (lc$$ than half· tim\!:) :lct:klng to iroprovt or acquire job sitiIiS; 

~ st\ld~\S bl;)'ond their first twO years ofundergraduate study: 

.. graduate snldel'll!. 

Atthoush the Ar.lc::Unistmtion. HOWIe and SenAte plans all PIovide modqt assistance for stUdentS: who bortow m­
tamJUes ",tlo have ~peJ:ial education savins, 4eCOunts, for many lIitu.!1tions that famil.ie9 ftnd thc~lve.$ in. the 
Howo 4Dd Sew!IC plans provide: little or no help, Consider the following' " , 

, .. . ,~ . ­
~~iti~~' TO: 'Credit!' Under v~rid~'~!l~:,~:~. ,~, ,'·Presiceat. ·.Ro.,. PI•• ! S'n~t. PI••i! , , ' J:,. 'til tI .. "i,"';:".::>.:;," ".>.', ' -"'t,J ,a, ~~ \7·'~y , .... /.-, '. '.:;;, "-: ' "'. : .. "" /', .:' ' "" .' " 

Two Icltts In t:aUtt~: ~1arried couple, 
160,000 income, Vtlth two kids in t:oUegc-: 12,500 11,11)(} 51,5001 
one at a community con~S~ with $2/)00 ($3,500 ofter 

tuition ..d SlOO books. the other BjurJO! at 
 year 201)(}) 
II: private coUese '-\ith $10.~OO tuition, , ,, , 

:" '. ,'.". ," '. 
, " ' ..... , " .. . . ..~'~~"&a,.Qu,::.s'"~-~cQme;.SmJcY~;, '.. ':" 

, - , SO ,If~t~ :~SO,090 in~o~e, ~De c . d ,', ' ..~ .' J}"~,l,l~O .' .. sol 
'. . . .!~ftii to' an Bvernge cnmmuruty.college,~f'iW"': , '.• ,r.tIIle (sr,200 ruitionand f...y","'Y~,'~:)';:f:·:· : :'?::'~:" "I' 

.. , 

, • il,.. ",'". . ".' ' '"'.~.' I, 
iREtflrntn, tl) S('hool JI.U than half~lim~: , 

SO , soi 
going to a public (our~yea.t college part·time ; ' 

Fe.rnily wtth $30,000 income, one par':tlt 1400 
.. . iw change caree.."S ($2.000 ruJtion and fe-es) 

... 
!ChIMIs.beyOlUfpT""",, y..,,,Ptnilly," '. . ' . 

' 

Sl,OOO 
~th $40.000 income,.one child is ,unler at ,($2,000 ofter SO SO 
~VenIjl.pri,,!,tc ",Ueg< (512,01)() .¥tion two , . .' "year 2000) .. , 

..~Be$)-I ,{~, ,",,' . ..:~~"""' /:,;: ,> • !';~, n . .'~,.:~ :\ :,~ ,"I' ~ '~."'. : , . '-:,,,"'.,:,'" .. 
" ','C'" ' ... ",'j-'Y""" -;., ,':.'. ...... ",' .' , ' .' 

R,twltlnft to IC/H)(Jiful141mc 10 become a 
l!adu: omemaket~ family income of 
$70,000, ",,,,,,ding graduate teacher tmlning 
prognun at puMit un,ivenity after being out 
ofoolleg' for 20 ye." ($3,500 !ultion), 

, 
S71)(} SO , SO 

Igradua'< stiuJ,n/; Singl,; grnDuntO ""d~nt 
iWitb: S15,OOO mc.ome and tultto-n of ~'~,', 
I$IS,OOO,.. 
, 

. 
, 

-
'f ",' • • 

. 'SI,OOO SO 
, 

I 

, 

SO 
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Methodology of State-by·Statc Analysis 

U,ing. nationaJly·representadve sample ofpostsecondary stud,nts and data on rell Grant re<ipients, an 
(:5timatl: was derived for the proportion of the t-ot4l national number ofteeipients of'the taX benefit in 1998. 
U&ing that ratio, the number of recipients for each Sta1e was: determined. Based on the Jom\ Tax Committee 
and trea.swy teve:'lue estimates oft..'le three piar.s for 1999, a doUa: a.mO'J.Ot for each State Wef, derived wtng the 
amc ratio 4S the Statclnational number ofbenefioiruies. 

http:a.mO'J.Ot
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THE WHITE HOUSE 

Office of the ['ress Sec!"etary 

Fa)" I;nml?di,1te Release ALH]ust 5, 1997 

STATEMENT BY THE PRESIDENT 

I have today approved H.R. 2014, the "Taxpayer Relief Act of 1997." 

TOCjether with the Balanced Budget Act of 1997, this legislation 

implements the bipartisan budget agreement. 


L have long consiciered tax cuts for: middle-income Americ<lns and sm<lll 

business,!s a tOP priority. In 1993, I worked with the Congress to cut 

taxes for 15 million working families by expanding tile Earned Income 

Ti):, Credi t, and by providing investment incentives for sm<lll businesses. 

A year later, r proposed my Middle CLass Bill of Rights, including 

child tax credits, deductions for higher education, and expanded 

!rldividu<ll Retirement Accounts. Then, in 1996, I signed into law a 

number of other tax benefits for small businesses and tlleir employees 

-- including greater expensing for small-business investments, greater 

deductibility of health insurance premiums for small businesses and 

their employees, and expanded and simplified opportunities [or 

retirement savings. Also in 1996, I signed into law a $5,000 tax 

credit for adoption expenses ($6,000 for adopting children with special 

n~eds) and lligher limits for tax-deductjbl~ contributjons IJY spouses 

to Individual Retirement Accounts. 


Thi:; Y'~"r, Orlce <Icwin pcopo~ed my MLdd.le Cla~;s [J,j tJ at' fUCjhts. On 

tolay 2, 1997, Lhe congressional leadership and 1 r0ach8o a h.istoric 

bip,lrtisan budget ilgreement that included the broad outlines of key 

~lem~nts of my tax-cut plan. 


As my Administration has worked with the Congress over the last few 

months to develop the details of the balanced buciget agreement, I have 

insfsted that the tax-cut package meet four basic tests. Fi.rst, the 

tax cuts. must be fiscally responsible by avoiding an explosion in 

revenue COSI:S in years outside the budget windows. Second, the tClX 

cuts must provide a fair balance of benefits for working Americans. 

Third, the tax cuts must encourage economic growth. Fourth, the tax 

p<lckage must: retlect the terms of the bipani.s,ln buciCJet agreement, 

including a SiYlliiicant expansion of oppoL'tuni::ies Cor hlg)ler '~ducatLoll 


:'0, ,'>..":lericans of all ages. 


1 believe tllat H.R. 2014 meets these tests. it will pcovicie an 

estimated $95 billion in net tax cuts over the next 5 years. It is 

a fair pl~n that places a priority on education tax cuts and provides 

a cllild t.ax credit to families who work hClrd and p21y taxes. It also 

incorporates Republican priorities in a good-faith effort to honor 

the budget accord and to reach final agreement on a tax cut the 

A.llIecican people deserve. This legislation will not only provide needed 

tax relief for middle-class Americans, but will also encourage economic 

growth. rt is also fiscally responsible: the costs of these tax cuts 

Drco! fully offset in <lccordance with the b<llanced bud'Jet agreement. 


[ diU especially pleased that ~he le9isl~Ljo~ !~cludps. wi~h certain 

IIiOdiiicdti.ons, the key ~"~<'JtUI',~S 01 l;lY Micidle Cl';lSS Dill of Rights 

ci~sigll8d l:.O (jive middle-income families the tClX L'eli81 they need to 

help them raise their children, save for the future, <lnd pay for 

postsecondary education. 


hit p://www puh. whi tchollSC.gov/uri -rcs/12R ?urn: pdi :llol11<1.l..:op. gov. us/l 097/8/6/3 .\eX t. I 1111121101 
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Education 

I have long believed that the tax system should better' encouroH]e 
investment in college education and job training. This legislation 
incorporates the key aspects of my proposals for a $1,500 HOPE 
Schol"rship to mDke 2 years of college universally available i10ci ,1 
20 percent tuition credit to make the third and fourth years of college 
mO/"8 affordable and to promote lifelong learning. 

The legislation also contains a number of other 8duCdtion initi&tives 
that my Administration, has strongly supported. These include tax 
inc@ntives tor: public school repair, renovation, and educational 
enhancement in poor neighborhoods through Education Zone Academy Bonds; 
student-loan forgiveness exemptions similar to those that I have 
previously proposed; tax i.ncentives to help public elementary and 
secondary schools obtain up-to-date computer technology; increased 
availability of tax-exempt financing for new capital expenditures by 
private colleges anci universities; and a special tax-favored savings 
v8hlcle to help families save for higher education. 

The bi.l1 <11so includes a 3-year extension oC the exclusion of 
enll,]oyer-providcd educational ~ssistanc0 l·rOI[1 LilxabLe incom~. While 
i am disappointed that the Cong~·ess did not adopt my pr:opos'll to 
'~x:'Qn(i LnLs exclusion penlli.Jnently or to i.nclude '0cuduuLe ecJt.:<..:D;.:ion, 
1 irllel1d to continue to work with [118 CortCjrGSS t~O 'H..:hi.eve chese 
important goals. 

Child Credit 

I helve lon~: udvocated a child tax credit for t<1x-paying working 
families. Consistent with my proposal, H.R. 2014 will provide $500 
pe!· child tDX credits ($400 in 1998) for families with children under 
17. In working with the Congress to develop this legislation, I have 
insisted that the group that can benefit from the chile! credit include 
worKing {amllies with incomes between $15,000 and 530,000. I am 
pleiJsed thot the child credit as contained in fl.R. 2014 meets this 
requirem.::,nc so that these families n~ceive relief from both inCOllio 
and payroll taxes. 

lRAs and Other Savings Incentives 

Since 1994, my budget has contained proposals to providG grei1ter tax 
incentives Ear long-term savings for retirement and other important 
purposes. I am pleased that, consistent with my budget proposals, 
i1.l\. 2014 pennits penalty-free withdrawals from e:dsLing IRAs to 
finance Iligner education e.':penses and for first-time home pur-chases, 
m,lkes cieducLible TRAs more widely aVi'lilable, and giv~s tCl~:payers the 
ch"icc Ol ,I 118W bo.ckloacied rEA. [<1111 pleils,"ct : h{1(: ::he CO[1qre!Ss moved 
from i;;s original position so that tile IRJ\s cOI1t"ai.nr"d in H.R. 2014 
elI"e more targeted to lower- and middle-income farni!ies. I am concerned, 
however, trwt the Congress did not move rar enough, und that the biLl. 
contains other features that will provide a windfall to high-income 
individuals who will merely shift savings from taxable vehicles into 
IRAs, rather than create new savings. 

Distressed Areas and Urban Tax Initiatives 

Revitalizing distressed urban and rural areas throughout the.country 
is a high priority of my Administration. I have proposed a number of 

hI I p:l Jwww.pllb. whi ldlollsc.gov Juri -res/12R 'Ill rn: pd i:l/oma. cop. go\' .l1s/1 l}l)7/S!()/]. Lex t. 111112001 
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initiatives to increase investment in disadvantaged areas. I am 
p18ilsed t:twt lI.R. 201<1 includes vE;rsiOIl$ of most of l:hes,= i_nit;i,1tives. 
As 1 hav,~ earlier proposed, the bi 11 would encour,lge the cleanup of 
pol!uted urbOln and rural areas, known as brownfields, by allowing a 
current deduction for certain costs incurred by businesses to remediate 
'~nvironment:ally contaminated land in certain area",. I alii disappointed, 
however, that this provision is scheduled to sunset after 3 years. 

My 1993 tax plan included certain tax incentives for nine empowerment 
zones and 95 enterprise communities. Over 500 communities submitted 
applications for these 104 designations, The final designations were 
annouIlced in December 1994. To build upon the success or this program, 
and to mobilize more communities to promote business development and to 
creClte jobs, I proposed two additional urban empowerment zones as 
ci<;tlnc:ci by l:he 1993 legislat:iort. and propos>2d a seco:1d round of 
cOrHpet:ition to designat:e 20 addl tional ealpowennent zones, wi::h i1 

dii:'et'ent mix of tax incentives, and 80 additior.al e;lterprise 
corr:~lIur.i:;.ies. 1 um pled sed that H.R. 2014 !novides for the designation 
of. t:he adcliti.onal empowerment zones, but dis,lppointed that i.t does not 
make provision for the new enterprise communities. 

It has b8er. an important goal of my Administration to encourage 
employment of disadvantaged residents of the District of Columbia and 
to revitalize those areas of the District where development has lagged. 
I am pleased that H.R. 2014 includes tax incentives (or t:he District 
of Columbia. 1 am disappointed, however, that it does not include my 
proposals to create an Economic Development Corporation for the 
District, st.imulate investments in Community Development financial 
rnstitutionR, or facilitate the restructuring of Olll' Nation's 
il[l'o~·dab!e housing pO!"tfolio. 

We 1 ia re- to-I'/or k 

I 11m pleased that H.R. 2014 includes a modified version of my 
welfare-to-work tax credit proposal, which is designed to generate 
new job opportunities for long-term welfare recipients. I am also 
pleDsed that the bill extends the Work Opportunity Tax Credit (WOTe), 
but I am disappointed that it modifies the structure to allow 
employers to claim the WOTC for hiring workers for a very short 
period of tLme and does nOt expand the progr..'lm to cover childless, 
a'o18-bodi_ed 8dults ages l8-S0 w~lO <:Ire subject to th(~ food Stamp 
time limit. dna worl: requirements. 

Small Business Tax Cuts 

1 am pleased that H.R, 2014 enacts many of the recommendations of the 
1995 !tJhite House Conference on Small Business. fOl' example, it 
includes my proposal to exempt from the alternative minimum tax (AMT) 
corporations with gross receipts of less than $5 million. Under this 
proposal, roughly 95 percent of all corporations (more thCln two mil.lion) 
would be spared the complication of calculating the AMT. 

E..'lrlier this year, my Admjnistration announced its support for 
e~:pllnsion ot' the home office deduction and the! small business capital 
qains incentive. These p!"oposals "Jere int0nd':>:i ;:0 h'?!p tlir:h-:.:ech and 
bio-t~ch anLrepreneurs, sta[t-up·com~~nies, par'8/1Ls who work Ollt of 
tiH:lir horn'~s, and ot:her Americans wilo are sei::ing the OP!)octunities of 
the :lew economy. I am pleased that H.R. 2014 expands the home office 
deduction, but disappointed that it cont,1ins only limited modification 
of the smnll business capitDl gains incentive. 
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Cii.pital Gains Eelief 

I am pleased that H.R. 201;; includes my proposal to exempt up to 
$500.000 in c~pital qains cn the sale of a home from all capital 
qhins taxes. 7his en:::::::npasses ~ve::c 99 perce:1t of homes 501(.1 Ln t:he 
U.S. 2nd wil! ~!ramati::::ally si!!l;::~-l-:Y '.::ax~s a;-;d record keopi.ng for 
ov{~r GO ;;;11110n homeowners. 

l. fwd ,;lso proposed i> 30 percem: excll.:sio~ fer C,'pitD! g.').ins. ! 
continue to heve concerns that tr.e $cross-:.:r,e-pofl.:d C<'l~:,li\l ga.l.ns 
::cLiel' in li. R. 2014 is (;00 comp;,ex an~j Hi ~l disprC90rl:ior~;1(;..r:ly t)eneCi(; 
the wealthy oller lower- and middle-income waga ea::cners, I am pleased, 
however, that H.R. 2014 does not contain the: HOUSQ provision to index 
capital gains. which would have caused even g~eater compley.i~y ar.d 
would have contributed to an explosive r(lveree cost a:Ler 20C7 

Sst~te Tax Relief 

: alii pleas~d :;:h;;l::, consistent with my propos;'-:' iLR, 201" contair:s 
,- sp·;,cial e-';<:'fI[)t:~r: ior interestS 1f1 Gllal i fi,?d (il:-lns 0;' Fl!lr:_: 

;:::tlSi"l-~SSes Lhil1., w:)en cormYined with the uHltted c('~zht, wil; ,,;!>;e::lpt 
up to Sl.3 million in value. I dm also pleased that.. the hlll incl'..ldes 
a ·:f.:t-SiO:1 of my proPQsal ::"0 provide liquidity t&li.,)( ::OC BSt';;Les 
ccn;:b.ini~"d small b!;.sinesses and facms, The oi 11 ,:<1so increases t..r_€ 
Cln~ !:ie:! eS::2t.e .;:.ne gift. tax cl'~dlt on i'l pil1lsed-;.p b;;sls 1~O :;'O$cn $1 
mi.i..lia)"! in 20CO. I :;or:tinue to have conc~rns that "his p('ov~sion is 
too expe;;sive a:;d. will be af no benefit to the vast majority of 
Affierican faIT.ilies. 

Tob<1CCO 'l'ax<?s 

Sarlier this year I proposed an increase i:> ~onacco ;;.ax€s Ch,!it would 
be se9arated i.nto a trust tt.:.:ld ilr.d dedicated entirely to expandimj 
health cover.age for ch;.ld::er:, Acd:::essi:;g other' c:j~~d,:·en's development 
issu~s. ane! imp!:oving :':}-,e overtlll public h0;alth, 1 flU eDs'Old that 
such a p['ovislon has bee:> :.ncluded :1'1 H.R, 2015" I ac: senou$.ly 
concerned, however, that H.R. 2014 provides that the increase :.n 
tobacco taxes collecte:; is to be credited agai.nst the total payments 
made by parties pur5-\),;lnt to the \;.o~:acco lnc:i:..lstry settlema.nt agreement 
of June 20, 1997. 

Simplification 

f 8~11 !J;e,-'s~~d l·h<lt H.I<.. ;;Olt. In(;lu(les Jlli'(lV ot :.~0 ~t,,,rr$ p:,'~viously 

con::ained in illY April pilck;1ge of some 60 ::I'~aSl:r'~~ th~s:iC;r.0d ::0 simplify 
t;~e :..ax li'WS and enhance :;."xpaycrs· ri9hts:. r "m com.:ecned, however, 
1.;;"1<'1.; the ,sheer multitude of miscel1uneQus ta.x coc!e l\mendmen::s contained 
~~ !I.R. 20!~. rilll contribute signiflcanllv ~o compta~iLY Cor tnxpavars 
a'io t:i,X pl,;,n;hH'S. 1 am <-.150 conC'';rned th<JI;; sam'~ cf enG P;:;;Vi5~OLS ;:1a::: 
v.ti~l ~l"fe-::::.: rnar,y ~a;.:p!J.yei's, SI,lCh as t;be capital 9)HnS provision, are 
u:!ldul y complex. I continue to Sl.lppox't revenue-neu:::ral ioitiati yes to 
sirr.plify the tax hws and to promote sensible and equitable 
adc.~r.is~ra~ion of :::he tax laws, I ur.ge the Congress co continue to 
!dO:::" w':;;;-, ;;,Q to e;:;hieve the",e goal':'!, Tn 'ldcll.tion to supporting 
legisLative: initiaxlv(Os, Ii,y Administration is committed to taking 
Dppr-op:::iate admbistrative action to implement this tax legislaU.on 
i~ a manner that minimizes taxpayer burdens, and further, that 
simp!.ifies :::,e tax laws and e:10ar:ces procedural safeguards tor 
t£'xpilyers, 
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Ol:he:-- Pr-esid·~ntial Initiatives 

My tax plan included extensions of the research tax credit, the 

orphan drug credit, and the tax incentive for contributions of 

appreciated :3tock to private foundations. I am pleased that H.R. 

201~ includes such extensions. r am also pleased that II.R. 2014 

includes my proposal to extend the foreign snles corporntion benefit, 

which exempts a portion of income for tax purposes, to include 

computer sof~ware licensed for reproduction abroad. 


t a;n disappoint:cd, however, that H.R. 2014 omits a number of my 

il:lpOrtant initiatives, including my propo~al LO prot~Ct the riqhts 

of ·disabled persons by ~;·;t-:ndinq ::he time such ;)'~opl" Hr'~ "llowed 

to c.lDim " t<l."; refund to include t.he period ciurin~l which they are 

;1I8:ltally or .?hysicDlly impai!"ed. 


The bj 11 a.lso omits my proposal to restol·e the wage-b<l.'38d t<lX 

incenti.ve for new inve~tments in Puerto Rico. \\1hile I agreed .Last 

yeOlr to endi.ng the credit not directly based on economic activity, 

I opposed phasing out the wage-based incentive. It is a mistake 

not to continue this credit and open it to new investments in Puerto 

Rico, which has a jobless rate three times the national rate. 


I am also very disappointed that the tax incentives for renewable 

ll:<::ls were n:>t extended in this budget. Earlier this year, I proposed 

ext~nsion of the excise tax exemption for ethanol in our stlrface 

l~·il!lSpO~·t<ltiCJn reauthorization proposed. r urqe [he Con\Jr"~ss to 

8xt011d the 8eh11nol subsidy when it considers the reautil0rLzeLtlon bill 

1il~cJ; this year. 


Other Issues of Concern 

The bill extends the Airport and Airways Trust fund taxes and sets 

new fee structures without the benefit of the pending study by the 

National Civil Aviation Review Commission. The Administration may 

propose changes to these provisions after it reviews the Conunission's 

r'?COmmC:1clClt i.ons. 


Th(? bill also t~ans(ers the 4.3 cents per \Iallon in tUGl tilxes 

currently dedicated to d~ficit reduction frorn the Gener"l rund to 

tL·ansportation trust funds. While the transfer provision itself 

has no re·.. enue or spending effect, I am concerned that transferring 

the revenue may spur efforts to move the trust funds off-budget and 

create pressure to increase ground transportation spending to levels 

significantly higher than contemplated by the bipartisan budget 

agreement. 


f.inally, H.R. 2014 contains a provision thilt is intended to address 

the capital needs of Amtrak. The pt"Ovision is contingent on Ule 

enOlctment of subsequent Amtrak reform legislation: Although the 

provision is highly problematic in terms of tax policy, my 

!Iurninistration looks forward to working with the Congress to secure 

the enactment of Amtrak reform legislation that is lair to alL parties. 


Conclusion 

Despite my reservations, H.R. 2014 meets the basic tests established 

by my Administration and provides needed tax relief fa!: working 

J\m'~ricans. I alli grateful for the bipOlrtisan support thOlt l.:his measure 

teceived in the Congress, and I am pleClsed to have signed it into law. 
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A SUMMARY OF THE EDUCATION TAX CUTS 

IN THE 1997 BALANCED BUDGET PLAN 


Many new tax benefits for adults who want to return to school and for parents 
who are sending or planning to send their children to college will be available 
due to the balanced budget signed into law in August, 1997. These changes are 
the largest investment in higher education since the passage of the G.!. Bill in 
1945. 

These tax' cuts essentially make the first two years of coilege universally 
available, and they will give many more working Americans the financial means 
to go back to school if they want to choose a new career or upgrade their skills. 
When fully phased in, 12.9 million students are expected to benefit·· 5.8 million 
under the HOPE Scholarship tax credit, and 7.1 million claiming the Lifetime 
Learning tax credit. 

• Up to a $1,500 tax credit for students starting college 

The HOPE Scholarship tax credit helps make the first two years of college universally 
available. Students will receive a tax credit of 100% on the first $1,000 of tuition and 
required fces and 50"10 on the second $1,000. This tax credit will be available for payments 
after December 31, 1997 for college enrollment after that date. This credit is available for 
tuition and required fees less grants, scholarships, and other tax-free educational assistance. 
A high school senior going into his or her freshman year of college in September, 1998, for 
example, could be eligible for as much as a $1,500 tax credit. 

A married couple with an adjusted gross in'come of $60, 000 and two children in 
college at least half-time, one at a community college with a tuition of$2, 000 and 
the other a sophomore at a private college with $11,000 tuition, would have their 
taxes cui by as much as $3, 000. 

This credit is phased out for joint filers between $80,000 and $100,000 of adjusted gross 
income, and for single filers between $40,000 and $50,000. The credit can be claimed in two 
taxable ycars for students who are in tlleir first two years of college or vocational school and 
who are enrolled on at least a half-time basis for any portion of the year. 

• The Lifetime Learning tax credit 



This tax credit is targeted to adults who want to go back to school to upgrade their skills and 
to college juniors, seniors, graduate and professional students. mid-career changers and those 
who want to take a course or two. A family will receive a 20% tax credit for the first $5,000 of 
tuition and required fees paid each year through 2002, and for the first $10,000 thereafter. The 
Lifetime Learning tax credit is available for tuition and required fees less grants, scholarships, 
and other tax-free educational assistance, just like the HOPE tax credit, for amounts paid on or 
after July I, 1998 for post-secondary enrollment beginning on or after July I, 1998. The credit is 
available on a per-taxpayer (family) basis, and is phased out at the same income levels as the HOPE 
Scholarship tax credit throughout their lifetime. Families will be able to claim the Lifetime Learning 
tax credit for some members of their family and the HOPE Scholarship tax credit for others who 
qualify. 

Returning to school full-time to become a teacher: A homemaker, whose family has an 
adjusted gross income of $70,000, wants to attend a graduate teacher training program at a .. 
public university after being out of college for 20 years ($3,500 tuition). Her family's 
income taxes would be cut by as much as $700 .. 

Automobile Mechanic: A married man, whose wife works paW=:lhnl(, and who has two 
grown children and an adjusted gross income of $32,000, is goillg;pa<;k' to a local technical ,
college to take some computer classes with Ii tuition of $1,200. This family would have 
their taxes cut by as much as $240. 

• 	 Parents and grandparents can create education IRAs and make 
penalty-free withdrawals from other IRAs . 

Beginning January I, 1998, taxpayers may withdraw funds from an IRA, without penalty, 
for the higher education expenses of the taxpayer, a sp~use, a child, and even a grandchild.' 
For each child Wlder age 18, families may also deposit $500 per year into an Education IRA 
in the child's name. Earnings will accumulate taX-free and no taxes will be due upon 
withdrawal for post-secondruy expenses for tuition and required fees (less grants, 
scholarships, and other tax-free educational assistance), books, equipment, and eligible room 
and board if used before the age of 30. 

A taxpayer's abilitY to contribute to an Education IRA is phased out when the taxpayer has 
adjusted gross income between $150,000 and $160,000 for joint filers, and for single filers 
between $95,000 and $1 10,000. There are a few restrictions. A taxpayer, for example, who 
uses the tax-free distributions from an Education IRA may no~ in tl,e same year, benefit from 
the HOPE Scholarship or Lifetime Learning Credit. 

, 




'. '" 

Expanded benefits for qualified State tuition plans • 
This provision allows qualified State-sponsored tuition plans -- the earnings from which are 
not taxed until the time of withdrawal as a result of a law passed last year -- to include 
savings for certain room and board expenses for students who attend on at least a half-time 
basis. Witlldrawals are eligible for the HOPE Scholarship tax credit and Lifetime Learning 
tax credit. 

• Paying back student loans at less cost 

For many college graduates, one of their first financial obligations is to payoff their student 
loans, whic:h average about $13,500. This provision will reduce the burden of this obligation 
by allowing students or their families to take a tax deduction for interest paid in the first 60 
months of repayment on student loans, 

A senior graduates from college andjinds a}ob paying $25,000 a year (an has no 
other income). The student has a total student debt of$13,500 and is in the 15% 
federal income tax bracket. The monthly payment for this student's loans is $166. 
The total amounts ofpayments for the year is $1,992, over halfofwhich is interest 
--$.1,080 --which can be deducted under the new law. The student's maximum tax 
benejitll'iII can be calculated by mUltiplying $1,080 by 15%: for a savings of$162 
(for years after 1998). 

The maximum deduction is $1,000 in 1998, $1,500 in 1999, $2,000 in 2000, and $2,500 in 
2001 and beyond. It is phased out for joint filers with adjusted gross income between 
$60,000 and $75,000, and single filers between $40,000.and $55,000. The deduction is also 
available for all educational loans, such as student, parent, federal and nonfederal loans, 
made before August of 1997 when the tax cuts became law but only to the extent that the 
loan is within the first 60 months of repayment. 

• Going to school while you work"" 

The tax rdief bill extends Section 127 of the tax code for three years for undergradnate 
education (for courses beginning prior to June 1,2000), Tliis provision allows workers to 
exclude up to $5,250 of employer-provided education benefits from tlleir income. This 
provision will enable many Americans to pursue their goals oflifelong learning. 



.. 


• Community service loan forgiveness 

This provision excludes from income student loan amounts forgiven by non-profit, tax­
exempt charitable or educational institutions for borrowers who take community-Service jobs 
that address unmet needs. . 

The balanced budget bills signed by President Clinton include many other 
provisions that will help all of the young people in America to grow and learn 
and help lamilies navigate through these changing times. For example, the law 
provides $24 billion to provide health insurance to as many as 5 million more 
children. The tax cut bill includes a provision to encourage computer donations 
to schools. The balanced budget agreement protects and advances President 
Clinton's top domestic priorities, such as an expansion of Head Start, and an 
increase in the maximum Pell grant for college to $3,000. All of these henefits 
and tax cuts have one goal: to give parents the support they need to give their 
children a first class education and hope for the future. 

Sincerely, 

Richard W. Riley 
U.S. Secretary of Education 

For additional information on meeting the costs of college 
and lifelong learning for YOli', your children and 
grandchildren please call: 1-800-USA-LEARN. 
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November 28, 1997 

The Politicking and Policy Making Behind 1I 

$40-Billion Windfall 

Ho\", Clinton, Congress, and cQlleges haUkd to shupe 
Ilope scholarships 

By DOUGLAS LEDERMAN 

The \V'hitc House thought it had u deaL 

For months, Clinton Administration aicil.!s had been 
trustrnted by colleges' tepid support for the President's 
proposed tax breaks for tuition. which promised to return 
tens of billions of dollars: to tbe pockets of students a!~d 
their families. 

Mr. Clinton's advisers wanted foot soldiers for the 
looming legislative war over how to Sh,lpC the first major 
tax cut since 1981. So they hutcht'd u plan: Puckugc the 
President's proposals with benefi1s for low-income 
students. who were largely shunned by the Clinton tax 
breaks:, and win college leaders over, 

On January 27, 1997, a damp, chi lIy evening in 
Washington, two dozen college lobbyists crowded into a 
conference room in the Old Executive Orticc Building, In 
streamed the Administration team: the Secretary of 
EJucation, the Deputy Sccrmary of the Treasury, the 
director of the National Econornic Council, and a gaggle 
of other uidcs. 

They explained that the next day. when Mr. Clinton 
previewed the higher~cducatiol1 part of his planned 1998 
budget ;;u a press conll~I'cl1cc, he would bring good tidings, 
Among the proposnls: A $300 increase in the maximum 
Pell Grant for needy sttldents; a plan 10 make the granls 
available to hundreds or thousands oftlmmcially 
indc[1tndent students: and u 50~per~cenl cut in the tees: 
that borrowers pay on :i!udcnt loans. 

Oh, and there was one morc lealUre: As if it were au 
afterthought, the Educalion Secretary, Richard W. Riley, 
mentioned that the Administration had altered ilS 
propo~cd $1,500 tax credit thr tuition so that tt would nol 
be refunded to students from families it)!) poor to pny 
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income taxes. 

During his presidential campaign, Mr. Clinton hnd' 
Gescribed his "Hope Scholarship" tax credit US;) \V:l}' to 
expand access to college for alL The talk was far dilTcrcnt 
on this day. "This is a middle-class tax break, jirst und 
foremost," said the President's economic adviser, Gcne B. 
Sperling. Low-income students, he said. would be hdped 
by tbe bigger Pel! Gntnt and other cleml!nts of the budget 
package. 

The President wants to use the tax bill fo) belp educ:.ltiol1, 
while the Republicans in Congress \\I:.mt to Cut cap;tal 
gail~s for the rich, Mr, Sperling argued hl the uncertain 
gathering. If you don't support us, he warned, they \\'ill 
shape the bill, and they'll find someone dse who wanlS 
the billions of dollars intended for students and rh~ir 
families. 

When the pitch was ovcr, the ro~m fell silent. Then David 
L Warren, president of the Nu:ional A;;socj~uion uf 
Independent Colleges and L'nivers.i:ies, rose to his k'.:::. 
"We're with you," he said. Leaders ofibe American 
Council on Education added their support. 

Officials or a few other groups.. however. induding the 
American Assoc.iatioJi of State Cnileges and Universities, 
ofTered no SUdl endorso.!me:lh. For them. there was still 
no deal. 

Few moments better cnpture the policies and the posturing 
behind the process that I'esulted in the most significant 
feoeral higher-education legisl:):lon in three decades: the 
Taxpayer Relief Act of 1997, which, beginning in 
Jan~ary"wilJ deliver $40-biltion in wx breaks 10 stUDents 
and their families over live years. 

rntcrVie\'V5 with more than three dozen college oniclals, 
Administration aides, lawmakers, and others reveal many 
strands of the story of how the tax bill took shape: til:.; 
con11icting tactics that groups like the state-college 
association and tbe American Council on Education used 
to try to get what they wanted; the relevance, or 
irrelevance, of academe's leaders in the rarefied political 
atmosphere in which the deal-making took pbce; the 
ubihty of one Congfi:::ssmun to tbrc:)lcn long-held tux 
iJrl.!ah for graduate students und faculty members; wid the 
contentious, eomplicCtt.:d re!~itionship hetwecr. the Cil:tOI1 
Adminis:ration and college leaders" 

:v1ore than nnytbing else, however, it is a :ale of hov., 
politics shapes -- and :;ubvci'ts -- Cduc~11j0n policy. 

To supporters of the Clinton plan, the ,story is ahou: I~ow a 
shrewd Democratic tC..UTI built support fix ft.!l enormous 
inttlsion of federal runt!;; to higher education, d~spitc the 
country!~ budget~cuttjilg mood and inteme opposition 
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from Republicans. 

To others, it is about how election-year politics led the 
Administration to abandon the students most in need or 
federal aid ~~ and how college omcials. blinded by dollar 
signs, went along for the ride, 

AN AllP~:AL TO THE i\IJDOLE CLASS 

The HOlle Scholarship, u central plank on wbich 
President Clinton bascd his successful n:;.t;!c(,:-tio:l 
campaign. hus its rools in bis polilical nadir: the 
Congressional elections of 1994. 

A few weeks after Republicans had WOII control (If 
Cm'.gJ'c:'s on a plHtlhn~l of bnluncing the budget a:ld 
cutting taxes, IJ residenl Clinlon imrodw.:ed his 
"Middle-Class Bill of Rights, 'I It calk-d l(Jr a ba!aneed 
federal budget. a tax credit for every child. and a 
$1 U>OOO-a~year lux deduction fur the cost of 
posisecoouary educution. 

Liberals attacked the plan as a belr4yaL and Republicans 
called it n dcspcmtc ailcmpi by a Dcmocratic Prcsident to 
steal from their playrx)ok, Cb\lcge officials criticized tli.,; 
tuition deduction because it would give higger suh;mlics 
to people with high incomes than 10 those in lower tax 
brackets. The Middle-Class Bill of Rights went nowherc, 

Administration aides were disappointed by colleges' lack 
of suppmL But over Ihe next few months, the two groups 
teamed up against Republican dlortl:> to :;Jash federal 
student aid. President Clinton twiee turned G.O.P, plans 
to cut financial aid to his political advantage. In May 
i i)i)5. RcpublieLlo law:nakcrs proposed c!lding the inh.:rc!)t 
pnymcllw thut the govl:rnmcl:t makes on student loans jbr 
qualHicd borrowers while they are 10 college. Then. in the 
fall. they introduced a plan to balance ihe budget in sl:vcn 
years. a measure that would huve cut student aid 
l:>ignificmltly. 

A dash of wills over the budget plan caused the 
government to shut down for sevcral days In late 1995. 
Cungressional Republicans absorbed most of the resulting 
public anger, and the Presidenl. viewl:c\ as education's 
stlvior,.seorcd big political points. He wmlld rcmcmhl:r 
the lesson. 

lUG NUMBImS IN OPINION P!H.I.S 

As the White House begun preparing its tiscal~1997 
budget plan that fall. aides to Mr. Clinhm knew they 
wanled to do something to expand access to higher 
education, A conscnsw; emerged tbat the only way to do 
this would be through the tux code. Givl:l1llm drive 10 
balance the budg~t, says. Murshail S. Smith. the OCPlity 
Education Secretary, proposing big increascs in spending 
on I}ell Grants or other aid "wasn't ill thl.' cards," 
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In one ofa series of meetings between top Educntion 
Department officials and White House aides, Dr. Smith 
mentioned to Dick Morris, the President's politicnl 
consllltnnt at the time, that the vast maj()rity of 
lIndcrgmduate students were in their first two years of 
collcge. That fact, Mr. Morris says, along with polls 
showing the public's high respect for the job truining 
provided by community colleges, helped him realize that 
"for the same amount of money we were putting into the 
college deduction, we could make the first two years of 
college fn;e for the vast majority of kids in two-year 
colleges." 

Officials of the Education and Treasury Departments and 
other agencies began crafting proposals. In Novl.!mber 
1995, aides traded memos suggesting that the 1997 
budget plan include a $1 ,600-a-year tax credit for 
freshmen and sophomores. The proposal racked up big 
numbers in White House public-opinion polls, Mr. i'vlorris 
says, and many Administration aides liked it. 

Not all of them, though. David A. Longanecker. Assistant 
Secretary for postsecondary education, acknowledges that 
he believed that direct grunts would givl.! much Illorl.! help 
to the nel.!diest students. Top economic advisers in the 
White House concurred. 

Another group, led by George Stephanopoulos, a senior 
adviser 10 the President, liked the tax erl.!dit but found the 
timing terrible. Their view, says Mr. Sperling, was that in 
the midst ora fight oVl.:r shutting down the government 
and balancing the budget, "it would he ill-advisl.:d ifwc 
came out with a new proposal that costs a lot of money." 

"George's view carried the day," Mr. Sperling says. The 
lax credit was not included in Ihe budget plan thai Mr. 
Clinton oflered in March 1996. 

The idea had legs, though. As the spring progressed, 
officials of the Education Department, among others. 
worked quietly on iterations of the tux credit. Meanwhile, 
lhe Presidential election campaign was heating lip -- and 
not in Mr. Clinton's favor. Word was growing of till.: 
IS-per-cent. across-the-board tax cut tbat the Rcpuhl iean 
candidate, Bob Dole, was prcparing to introduce, and the 
Whitewater investigation was back in the newspapers. 

Mr. Morris and other advisers thought that Mr. Clinton 
needed to make a splash. The place to do it, they dceidcd, 
was a high-profile speech at Princeton University'S 
commencement on June 4, 1996. 

From early May until just hours before the speech, aides 
from Education and Treasury and the Office of 
Managcmcnt and Budget worked teverishly to hone the 
details orthe tux-cn.:dit proposal. They worked quictly, to 
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shield the plan from the Doll: ~ampaign and the JleWS 

media. "We were not to discuss it with anybody," says 
Maureen McLaughlin. Deputy Assistanl Secretary or 
Education for policy and pl,mning. 

"Anybouy" included officials of Washington IS 

higher-education associations. whose advice the Clinlon 
Adminlstrotion often seeks on policies that affect 
coHegcs. They knew notbing about tilt) II0Jle Scholllrship 
until the morning of June 4, when Secrcw.ry Riley Illel 
with them and told them what the President would 
mmouncc in his speech tbat afternoon. 

LITTL.E ASS'STANCE Fon. tOW.Il\'COMt STUIH~NTS 

At Princeton, Me. Clinton lidded to hi, proposed $1 0.000 
deduction, suggesting a credit that would let taxpayers , 
.subtract up to $1,500 a year from their federal tax bills tor 
the costs of the lirst two years ofcollegc" The plan, be 
said, would help ",m,ke the 13th and 141h yea" of 
education as univcrsallO all ;\mc;icans Uti thc :irtlt 12 ,ICC 
today." 

College leaders cheered the President's continuing sl1pport 
for education. bat many doubled his tactics. Using t:ll..! tax 
code would help middle- and upper-inctHne students 
recoup college costs, they argued, but \vmdd offcr littl..: to 
Americans who could not ufford college ,it alL 

That wos cspeci~llly true, they soid. fx,-CHUSe Mr. Clinton's 
plan would cut the valuc of a student's !~IX crcdit by the 
amount of other feclcml financial aid he or she reccived, 
and require students to sustain a B avcfllgc to keep 1l1C 

credit for a second yeac Low-im;ol11e students, on 
average, have lower grades than wealthier students" 

Even though a version o1't11c lIope Schuhtrshills had 
-been under study for more thun a year. many cullege 
ol'ficia!s suspected thut the proposal hnd materinhzcd at 
the kist minute, "In on election year, one should expect 
that everything that is read. heard. und said is aimed at 
good politics !'Other than good policy," Edward ~vt 
Elmendorf, vicc~prcsident fur govemment relatiolls Hi the 
slate~college association, said at the lime. 

In the weeks aftcr I-lope's unvclling, tbe I'residcnl talked 
constantly about the lax credit Apart Croll) Mr" 
ElmendorCs curly jabs, though, higher~education ofClciats 
on the whole suid !ittle about it. Most o!'them sharcd his 
group's concerns about the Clinton proposals and Wcre 
glad thut someone was airing them, But they did noC want 
to undercut the President in campaign Sl.:oson, or to risk 
bluwing u possible $40~blllion infusion for higher 
education. "We couldn't publicly come out and say. 'Wc'n~ 
real worried about this,' because that would have shot 
them in the back," says Terry W. Hartle, seniol' 
vicc~p;csidcnt thr governmt:nl ~\I1d public affairs at the 
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American Council on l::ducation. 

The college groups walked a "fine line." Mr. Hartle says, 
bctw!.!en expressing support for the Administration's goals 
and "simultan!.!ously trying to wrestle them into making 
some changes we thought were crucial." 

What he sees as savvy politics look!.!d like a sellout tll 
Lawrence E. Gladieux, executive director for policy 
analysis at the College Board. "Most orlhe people 
representing higher ed seemed to figure, "Look, her(.;'s a 
lot oj' money being put on the table. Let's not say Illuch 
now -- after the election, we can try to r!.!direct it toward 
something We want more.' It was a tacil conspiracy \() 
look the other way." 

tv!r. Gladieux says his two main problems with the plan 
were that it would not do what Mr. Clinton said it would 
~- h!.!lp p!.!opk go to clllkg!.! who oth!.!rwisc wouldn't have 
~- and that it might encourage collcges to raise their 
tuitions. 

Aft!.!r a chance encounter on a street corlll.!r near their 
Washington ofli!.!es, tvlr. Gladieux and Robert D. 
Reischaucr, an economist at the Brookings Institution 
who had previously headed the Congressional13udgct 
omc!.! under the Democrntie majority, dccided to cll-write 
a critique of the I'{ope credit for The Washington j'ost. 
The September 4 opinion piece, which would be cited 
onen in attacks on the plan, said: "Whik tuition tax n.:licf 
Illay be wildly popular with volers and leave Republ ieans 
speechless, it won't achieve the President's worthy 
objectives for education, won't help those most in need, 
and wi!! create more problems than it solves." 

ENTICF:MENTS TO WIN OVER CRITICS 

Voters seemed to disagree. Judging from surveys. til.: 
l'lope credit -- and Mr. Clinton's general support for 
education -- helped him win re-election. Critics of the tax 
credit, who had hoped that the President might then ditch 
the plan, got ajolt Wi1':ll Mr. Clinton, in his !irst m,~i()r 
post-election speech. deelared enactment or the credit to 
be among his top three priorities for a second term. 

To prove they were serious about Hope, his aides huslled 
to get the tax credit into legislative form and intensilied 
their efforts to sell it to college leaders. 

It didn't go well. 

"We started getting an awful lot of~ 'This is nice, but ... :" 
Dr. Longanecker says. The l:ritieisllls echoed those \)]' Mr. 
Gladieux: that the credit offered little to 10w-incoll1c 
students, and that it might inflate tuition and grades alike. 

The response Was frLlstnlting to Administration aidcs. 
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"The White House was living under this cloud ofhaving 
proposed something they thought was tlwir centerpkce in 
terms of education benefits, but was controversial in the 
education community itsele" says Leon Panetta, Ml'. 
Clinton's chief of stalT at the time. 

The President's advisers tried to assure college leaders 
that if they were patient, their qualms would be resolved. 
The Administration sent signals, lor instance, that the 
B-average requirement would eventually vanish. 

What to do about low-income students was a thornier 
matter: The tax code. by its nature, olTers little assistance 
to poor people, and Tn:asury Department oflicials worried 
that making the tax cn..:dit refundable to those \.\'ho do not 
earn enough to pay income tax might encourage people 10 
pretend to be students. 

In White House discussions, some aides also wonckn:d 
why low-income students needed the tax credit w]wJ1 they 
were already getting Pell Grants. The counter-arguments 
were that federal support for the PeB program had ebhed, 
and that a 19lJ2 change in federal law had denied 
eligibility for the grams to many students who were 
linancially independent of their parents. Reversing that 
change was thc top priority of the state~c()llcge 
association, the most vocal joe of Hopc alllong 
higher-education groups. 

In January 1997, the Administration relined its stmlegy: 
Make the tax cl'cdit non-refundable to those whose 
incomes are too low to be taxed. thus casing the Treasury 
Department's concerns. but at the same time help 
low-income students by proposing a $30() increase ill the 
maximum Pell Grant and a lix of the law on independent 
students. The changes would provide $1. 7-billion more a 
year ror Pell Grants, increasing spending on the program 
to $35-billion over Jiw years -- about the same as the cost 
of the 1·lope tax credit and deduction. 

With high expectations, White HOllse aides presented the 
package at the late-January meeting in the Old Executive 
Office l3uilding. Yet instead or embracing it, one college 
lobbyist says, "AASCU pissed all over the deal." 

The state-college association applauded the 
Administration for reaching aLIt to low-income students 
with the Pell Grants plan. l3ut it wrote to its members that 
the White HOllse bad moved "in the wrong direction" by 
making the credit non-refundable. 

From that point on, the Administration essentially g~lve up 
on the group ~- a leading voice for public higher education 
~- and, through an intensive lobbying campaign, focllsed 
on winning support elsewhere. 

The campaign was aimed primarily at getting supporters 
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10 speuk Up, but Administration aides so:nclimes tried to 
clamp down 011 critics, In fate January. 1~)f instance, 
Education Department officials called Donuld W, Stewart, 
prcsident of the Colleg0 Bna:d. 10 comrlain about [VJr. 
Gladieux's critiques. Similar culls w..::re made to otbt:r 
groups over the months Ihat followed. 

At the '\:enler oC thc tr...:e" of the Administration's 
lobbying campaign, as he d.;scribcs it~ was Burry Mllnitz, 
chancellor of the Calij(lrnia State University System and 
clmi!'luno ()f the Board of Directors of the American 
Council on &Iueation. higher education's main umhrella 
group. To the Adminislrulion, he hod thc ndded allure of 
bei ng the person to whom the presidents of the 23 
Calif1xnia Swtc campuses -- memhers Ill' AASCU all-­
reported.lfthe st(lte·cdlcgc group's lobhyists would not 
toe the linc" White Honse ;tidcs figured, let's go around 
them. 

The campaign's first payolr came in late February (1)1)/. 

during the council's annual mceting. in Washington. t>,'1r. 
Clinton was set tn apjh:ar, and Or. Munitz wanted to 
deliver the endorsement th<lt the President budly \\\lIl;..;d. 

Or, Munitz and tv1r. Hartle, the council's senior 
vice-president. spent much nfa weekend holed up in a 
hotel mom trying to comc up wilh ,I rco.;"lul10n on wllicb 
White I·louse aides and members orthc council's board 
could ~igree. Dr, Munitz s.ays he told bomd members that 
thc higher-education groups should "put aside their 
parochial diflcrcnees" :0 rally behiad the Aumlnlstr;llioIJ's 
lax plan, 

"Academics Dm much Ilh,lre inlnvc with dislinctions than 
with linding common ~1'\.Hl\1d, I 10ld them, 'lfwe dun'l 
demonstrnte this time thllt we know how to set aside this 
love with what we don't agre~ on, w~'rr;: guing to lu.s~ the 
whole package, ", 

On February 24, the Pn:sidcnt and n tcam of aides met 
privately with Dr. Munitz, the council's president, Swnley 
0. Jlu!nbcrry, Dnd others. Mr. Clinton told thl.! eollcg..; 
offici'l}:: that the Administratl()ll would work with them to 
case their conCerns about the tax brc'lks. TIl.lt ahemoun. 
Dr. Munitz presented all ebullient President with a 
resolution that generally endorsed Mr. Clinton's plan. The 
same day, the American Association ofCommunhy 
Colleges delivcred an endorsement of ils own. As the 
playing field shifted to Congress, Admlnistmtion officials 
could ~uy, with tl stmight nu.:(.;~ thtit they had higher 
education's support for their tuitl0l11uj( breaks ~~ with or 
\I/ithout support from the: recalcitrant stDte~colle:ge 
associalion, 

IN CONGI{ESS, ATTACKS AND COMf'LAINTS 

From thet) through mid~t\priL Congressional comuilnc.;s 
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held a set of hearings on the education tax breaks. The 
proceedings Were remarkably similar: Administration 
of!icials explained the tax breaks, and economists and 
lawmakers from both parties ripped thelll apart. 
Republicans portrayed the program as too eostly and 
cumbersome, and Democrats said the tax credits would 
help the wealthy and ignore the poor. 

In their own testimony. college lobbyists continued to 
take different tacks: The education council offered gl:lleral 
support, with reservations, while the swtc-college 
association welcomed Mr. Clinton's support for education 
and then blistered his proposals. 

The real action. however, was occurring in c\oscd-d()ur 
meetings, at which Republican Congressional leaders and 
White 1·louse officials were negotiating the framework Cor 
a nalanced budget. 

They completed their work -- sort of -- in early May. On 
May 2, Mr. Clinton announced that a deal had been struck 
to set aside $J5-billion. ofa total oC$135-billion in tax 
rclief over tive years, for his $1,500 tax credit and 
$10.000 deduction; to raise the maximlllll Pell Grant bv 
$300, to $3,000; and to make Ihe grants available to • 
350,000 independent students. 

Almost immediately, however, Rcpublicans disavowed 
the deal. Members ortbe Senate and House or 
Rl:presentatives tax-writing committees --Iell outui"tile 
negotiating process -- said they were not bound by it. 

As the parties staked out ncw bargaining positions. the 
Administration had the upper hand. Mr. Clinton's 
popularity was high, and surveys showed that Americans 
favored his tax cuts, tailored narrowly to help education 
and the middle class, over the "Republican" tax culs i"or 
Capital gains and estLites, which were Sl'CllllS favorillg the 
wealthy. 

On May 18, after tW{l weeks oj" painstaking ncgotiati()n. 
details of a revised agreement were worked out. It w(}uld 
provide "roughly $35-hillion" in tax relief" for 
postsecondary education, "consistent with the objectives" 
of Mr. Clinton's propnsl:d tax credit and deduction. But at 
the insistence ofG.OY. lawmakers like Bill Archer. 
chairman of the 1·louse Ways and Means Committee. the 
language was carefully worded to give RepUblicans 1'00111 

to propose other tax breaks that would also help people 
pay for college. 

"Under our Constitution," a prickly Mr. Archer said then, 
"lax bills originate in the l'louse, not the White HOllSl:." 

Throughout May 1997. as the 1·louse and Senate 
tax-writing committees prepared their tax plans, the' 
Clinton Administration turned up its pressure on colleges. 
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In sometimes heated meetings with college lobbyists. 
Educ<1lion Department oflkinls urged the groups to have 
their member colleges n~lod Capitol Hi:! with ~xprc~sions 
ofsupport for tbe Admioistrution's proposals, 

Co!kge lobbyists \-vere reluctant to do so, Besides having 
mixed fceJings about the Hope plan, they also 
passionately supported some other tux breaks favon.-d by 
lawmakers. including deductions for the interest paid on 
student loans and tor the value of educational aid 
provided by cmp!oycr;o;, 

"Our strategy was to try to support both sides, becallse we 
liked some of what ench had to olTer," says one co!!~gc 
lobbyist "That wosn't ~nollbh for the Administration. 
They thought our job was 10 help lhem, and their mantra 
was: 'It's $35-bitlion for '-lope. and if you want anYlhi<1g 
else, it should be on top of thm: They were orten 
frustrmcd that we weren'l out there in om cneerleadcr 
outfits!' 

1I01)lNG FOR HELf) fROM THE SENATE 

On CUpilOl Hill~ Administrotion aides had esscntially 
written ofT Mr. Archer and the Wnys nud Means 
Committee. They had hight:r hopes for the St:nate Filwilce 
Committee, gIven the bipartisan approa-.:h of its G.(>.I~. 
chairman, William V. Roth ofOdawarc. The White 
House seemed to underestimate. however, the extent 10 
which the Senate ponel'!) Democrats disdained the tux 
credit and deduction, Hnd how much they resented h.i1ving 
been locked out of the negotiations over the outlines of 
the bnlunced~budget d.:uL 

In early June, lhe Senate panel's Democrats stilched 
together their own package of tax proposals ror educ:llion. 
It included deductions for lmm interest and employr.:r-paitl 
tuition, u plan to lin t~lC cup on the value or 
capital-improvement bonds thai a private college could 
have oUlstamlil1t? at any time. and proposals aimed m 
helping families save lin college. It also contained a 
st;aled-hack version of the Hope l<JX cn..'dit. and it omitted 
the Presidcnt's $10,000 dcduetion entirely. 'nlC price lag 
\vas $32-billiun. 

The White Huu!{c promptly summoned the committee's 
nine Democrats to a meeting with Vice-President Gore. 
who told them that Mr. ClintOlt'S plan was Ihe 
"Democratic" tux propnsal, Hnd that the St:natc DemO{;:nlts 
were 10 go along, 

"The push buck by tht; members was, 'We're elected 
Sel~ators, aDd we thin~ these {hi:1gs represent a better 
policy, ilnd cosllcss mnney,'" says a Senate Democr:Jlic 
aide. 
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Mr. Clinton's advisers knew that they needed to embrace 
some of the other tax ideas, but feared that giving too 
much ground now could embolden Congressional ie:Kiers 
to ignore the $1,500 cn:dit and $10,000 deduction 
entirely. 

In a series of calls to reporters in carly June, 
Administration aides said they Wl!rl! altering their own 
proposals to appease critics, dropping the B-average 
requirement and agreeing not to subtract a student's 
federal tinancial aid from his or her tax credit. 

For the first time, they also expressed support for the 
loan-interest deduction, the lifting of the bond cap, and 
other priorities of both Republicans and Democrats in 
Congress. Their backing came with a caveat, howe\'l!r: 
They would support those measures only if the mall!.:), for 
them came from outside the $35-billion that they argued 
was already reserved 1'01' the I-lope credit and the 
deduction. As one Administration oJJicial explains, "It 
made sense to put the Republicans on the hot seat 10 

include the items they had publicly supported, and to put 
it on their side of the ledger." 

Most college lObbyists saw desperation in the move. "The 
lack of support from the Senate Democrats brought them 
to a very gutsy place," says one lobbyist. "You're down 
and feeling attacked. In response, you unveil an even 
bolder proposal. I thought they were out of their minds." 

SUltl)ltISING TIiItEATS TO ClIElliSI-IEI> TAX UREAl,S 

Officials of the Administration and of colleges alike had 
expected Mr. Archer, the Ways and Means chairman. to 
skimp on college tax breaks. and he did just that in the bill 
he unveiled on June 9. His plan contained about 
$31-billion in tax breaks for education. which he said met 
the "roughly $35-billion" standard assured by the budget 
deal. 

His plan omitted Mr. CliQton's $10,000 deduction, instead 
proposing deductions intended to encourage familil:s 10 
save for college. It included a version of the President's 
tax credit. although modified 10 be worth 50 per cent of 
the lirst $3,000 that a student spent on college, rather than 
100 percent of the tirst $1,500. Mr. Archer, convinccd by 
economists' views that the influx of federal tax funds 
would spur colleges to raise tuitions. felt thut forcing 
students to match every dollar they got from the credit 
with a dollar of their own would dissuade colleges from 
increasing fees. 

Ircollege orJicials were disappoinlr.:d by what was 
missing from the Arclwr bill, they were dismayed by what 
was in it taxes on the tuition breaks that colleges provide 
to graduate students and the children of employees, :llld 
on the pension assets of Teachers Insurance and Annuity 
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Association-College Retiremenl Equities Fund, higher 
education's mQin pension company, 

Aides to the ehaimmn say hl,.; sought to n.:vnkt: TIAA's tux 
exemption because the pension fund had become ;1 
fuil-Hedged insurance business eompe[ing with taxable 
emities, 

Others accused f..'ir. Archer of having baser mOlives, 
arguing that he acted ,It the behest ofVAUC, a r>t:n"ion 
company (hilt compel!.:s with TfAA and is bused ig bi;.. 
district in Texas. Its p,tl'cnt com puny, American GCl1<;:ml 
Group, contributes heavLly to the G.O.P .•md gave ':\'Ir. 
Archer S J,000 toward his 1996 rc.-election campaign. 

I-lours aner Mr. Archer nnnounced his bill, TIAA~CREF 
cxcqltives. zoomed inhl Wa.shinglon to begin a [oollying 
campaign that, over the next (wu momh:;., would inv,llve 
mor...:: than 40 employees and con:;.ultants. 

From midwlunc to late July, the Senate Finance 
Committee received morc llwn l.000 k'Hers. luxes. :md 
cwmuils. about the pension fund •• "mon: than on Hny other 
single issue" in the Wx bill. tI Senate Dr.:mocratic ;'lide 
says, 

The only other issue that caml' close was the propuSL'd lax 
011 luition waivers for graduate students and rescmeh 
assistants, College ofJicia[s were shockl!d that Mr. An:her 
hud taken aim at thnt hl!nefit. They assumed that the aides 
who wrote the bill's language had nicked graduate 
students by mistake. in what they saw us tt misguided 
attempt to rein in bcnelits for the chilJNn oCfu(;ulty 
members. 

Gwduate students, on the othcr hand, It:lt th,tt Mr, Ardlcr 
bad gone JJ\cr them on purpose. 'I1H:Y lwtcd that his bill 
proposed extending _w !br undt!rgradua1~ work. but not for 
gf3.duate study ~~ the tax break that allows employees to 
deduct tuition ;;tid paid by their Gmp[oY0fS, They tdso 
knew thnt some Repuhlican lawmukers were still :mgry 
about the vitriolic fight that gr;lduate students had wnged 
in [995 to protect their interest payments on stude!)l 
louns, 

An aide to Mr. Archer denied at the time that "anybody in 
Con!z;ress is !z;unning" lhr gr;~duatc stud::nts, G,O.ll. ;tidcs 
also made dcar that til;,: prima:,y turgcts \vere thi,,! children 
or college employees. wilo, they fmid. did not deserve a 
break on the high tuilion that other students wen.: fun:cd 
to pay, 

'"Tuition costs arc rising like crazy. ami who sets the 
tuition price? People who work tit universities," Kenneth 
1 Kics, chief or stun' of the Joint COinmit!ee on Taxation, 
said in June, "And who me the only peol)le who don't pay 
tuition? People who work at universities," 
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Still, aides to Mr. Archer denied that graduate students 
had been accidental victims. "Most people pay for their 
own l:ducation," said one staff member. "If you're Olll! of 
the lucky few who gets to be a graduate teaching assistant, 
the kid sitting next to you might feci like it's unfair." 

Graduate students insisted that taxing the tuition waivers 
of teaching assistants would force many of them out of 
school. Though it lacked T1AA-CREf's big bucks, the 
National Association of Graduate-Professional Students 
unleashed its own e-mail and telephone assault on 
Congressional ofliees. 

College leaders, for thl:ir part, may havl: reacted 
lukewarmly to Administration pleas that they lobby I()r 
the Hope proposals, but they rallied when the White 
I-louse asked them to attack Mr. Archer's bill. 

At a press conference on the morning or June II, the day 
that the Ways and Means panel took up the Archer bill, 
the heads of three major college associations joined 
Treasury Secretary Robert E. Rubin and Mr. Riley, the 
Education Secretary, at a prl!SS conlerence to criticize tIll! 
measure. 

The department solicited statements condemning Mr. 
Ardlcr's bill lhml highl!r-cducation groups. Even thl.: 
American Association of State Colleges and Universities 
provided one, although its leaders were not asked to join 
the other officials on the dais; Mr. Elmendorf. the group's 
top lobbyist, stood alone in the back of the room. handing 
out a statement outlining the association's position. 

Compared with the bill passed by the Ways and Meuns 
panel on June 12, college officials and Administratiun 
aides lar preferred the Senate version. released by Mr. 
Roth, orthe Finance Committee, five days later. It 
contained more money for education tax"breaks, including 
a set of proposals aimed at encouraging saving for 
college; proposed making permanent the tax deduction on 
employer-paid tuition, for graduate and undergraduate 
students alike; and omitted the proposed taxes on TIA/\ 
and tuition waivers. Like the House bill. the Senate plan 
ignored the $10,000 deduction. 

The Senate bilJ sought a compromise Oil Mr. Clinton's 
Hope Scholarship, though there was "very little support" 
for it on the Finance Committee, aides say. "Senator Roth 
thought it would be unrealistic not to do sumelhing" with 
the President's proposal, nne Republican aidc says, 
because Mr. Clinton was sure to veto any bill without it. 

The Senators shared !'vIr. Archer's concern about tuition 
inflation but recognized that Mr. Clinton wanted to hdp 
community-college students. So they modiljed the J-Iouse 
version of the tax credit, to give two-year students a credit 
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worth 75 per cent of their first $2.000 in college costs. 

AN IIlEAL.lSTIC MISSION TO CAPITOL IIiLL 

Throughout this period, a band 0 f college lobbyists was 
canvassing Capitol Hill on what looked like a fool's 
mission. The group, made up of Barmak Nassirian, orthe 
state-college association; Ivnn Frishberg, of!he U.S. 
Public Int<.:rcst Res<.:an.:h Group; and Erica Adclshcilller, 
orthe U.S. Stud<.:nt Association, among othl:rs, spent May 
and June trying to persuade Senators to make the Hnpe 
tax cr<.:dit refundable to low-income students. 

They were working against all odds: Thc Administration 
had abandoned the idea in January; most I-!ous<.: and 
Senate Republicans were dead-set against it; and the 
major higher-education groups thought that pushing th<.: 
idea might put the entire set of college tax breaks at risk 
by angering both the Administration and Republican 
leaders. 

Proponents of refund ability were not dissuaded. 
Educution Trust, which works on bl:hal I' or low-inc(llne 
studl:nts, amassed data showing that a lJun-refundable 
credit would leave up to 40 per cent ofllle students ill 
some states in the cold. Those ligurl:s succeeded in 
helping the lobbyists sell the idea of a n:f"undable en:dit to 
a surprisingly large group of" Senators -- as many as 50. 
they contend. Some, like the liberal Democrat Paul 
Wcllstone of Minnesota, were predictable. But they also 
swayed Republicans like Jolm Chafce ()C Rhode Island 
and Olympia Snowe of Maine. 

"Thl:re were a lot of p\.:oplc who didn't want to have the 
criticism made later, when the sl11okl: cleared and pCDple 
realized who got the tax credit, that this was just a 
middll.!-class giveaway," says one Senate Republican stafT 
member. 

In late June, us the Senate prepared to \lote on the Roth 
tax plan, Mr. Chaj(~e, with two Democrats, Mr. Wellstone 
and New Mexico's Jefr Bingaman, agreed to sponsor an 

amendment to make the credit refundable. However, they 
were unable to come up with the $6-billion needed to 
linance sllch a change, and on the !inal vote on the bill, 
the weary Senators shouted a n.:sounding "No" to the idea. 

LAST-MINUTE TWEAKS BY TIlE: ADMINISTH.ATlON 

Three days aftcr the Senate \lote, as m:gotiations ov0r the 
tax bill between the House and the Senate, and between 
Congress and the White House. were set to begin. the 
Administration tweaked its education tax breaks yet 
agam. 

In a nod to G,O.P. concerns that a dollar-lor-dollar neclit 
would innate tuitions, the White I·louse said its credit 
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would apply to 100 per cent of the first $1,000 a student 
spent on college, and SO per cent of the next $1,000. 

And in a concession to Congressiunal Democrats, t.he 
White House dumped its wlddy unpopular $ J0,000 
Jcduction in favor of!J prOfi\)s~!l by R~pn.:scntntivc 
Char!es R Rangel, orN~w Y{Jrk, to giv!,; studenL<; nltet 
their second year of college a tax credit. aimed at 
clicoumging "lifelong learning," worth 20 per cent or up 
10 $10,000 in college costs. The Administration plan also 
formally incorpomted R~publican proposals to allow 
students to deduct loan interest and employer-paid tuition. 
That lined the total cust of the Administration's 
cducatiolH'elated lax euts to $42-biUion, 

The chief areas or disagreement between House and 
Scnute negotimors OJ) edu..:mion tax breaks wert:! the 
House's proposed taxes on t'Jilion waivers and TI..\;\. and 
(he Senate's desire 10 muke the deduction for 
employer-paid toition permanent and to exlend il to 
graduate education. 

Mr. Archer compromi~cd first on the tux On graduate 
assistants. His aides even shined their rhetoric to say they 
had never intended 10 tax graduate-~tlldel1t tuition waiwr5 
in the Iirst place. House Republicans thm1 offered to drop 
the proposed tax on tuition waivers for college employees 
if the tax on TIAA remained -~ a deal that Senators 
wx;epted, 

Mr. Archer was udamant. however, about not letting 
graduute students deduel the value ofclllployer-paid 
tuition, ,) Senate aide :):lYS, A major motivation. the aide 
and others say, was tlwt one of Mr. An:bcr's staff 
members hac! gon0 to Ckorg-: Mason University's IlI"v 
sr.;hool and had been <ll1ltLlt:d ut how miln)' of IH.:r 
d,]5S111a1c:s were not puying their own way. Tbe aid~ had 
pnid h",'f tuition 111 full. l'x.'CilUSC Congress does not pay lor 
its employees' schooling, ""nle Congress111an didn't think 
it WttS fair that people who have to work to pay for their 
grad school don't get .\ tax break if their employer docs 
not provide educational assistance." a House Republh.:nn 
aide said. 

Mr, Art:her wun ihal light. and graduaiC students lost 

IN THE EN!), USING 'HlWTE FORCE' 

Over the last weekend of July, White House negotiators 
tmd Republican Congressional leaders met to hash out the 
few remaining nrcas nf disagreement over the tax bill. . 
Although Administrarion ofliclu!s objeded to the tax on 
TIAA and the omission of graduate students from the 
deduction on cmploycr~p!liti wition. they fuCHS(.'d on 
insuring the survival oi'thc two tax breaks {(Ir tuition: Ibc 
Hope credit und tbe lifdnng-Icarning .:n:dlL They 
succeeded, and the tin:\! lux plan coma:ned a tntal 0; 
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$40-billion in tax breaks for college students and thl:ir 
families. 

"The Administration gut what it wanted by brute forl:l:." 
says a Senate Republican aide. 

Now, colll:ge officials are preparing fix the Hope 
Scholarship to take dICet in January. Already they an; 
fielding questions from students and their families hoping 
to benefit from the new tax credit. 

Most educators agree that the tax breaks arc not what they 
would have chosen i r they'd had a real say in the mall!.!!". 

Some. like the officers of the state-college association. 
still believe that academe's leaders forsook the interests of 
too many students in their quest to rake in $40-billillll. 

That's a minority view, however. 

"If getting $40-billion to help people buy the product you 
make is selling out," says Mr. Hartle, of the American 
Council on Education, "I hope I have the opportunity to 
do it again." 
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MAKING COLLEGE MORE AFFORDABLE 

The Balanced Budget Agreement includes the largest single investment in higher education in 50 
years. These tax credits and scholarships build on the Clinton Administration's commitment since 
1993 to expand access to higher education for young people as well as for working adulls. 

Tax Cuts for Higher Education: 

HOPE SCHOLARSHIPS FOR 5.8 MILLION STUDENTS. The $1,500 HOPE Scholarship tax 
credit makes the first two years of college universally available. Families can reduce their taxes by 
100% of the first $1,000 of tuition and fees paid (less any grants and scholarships), and 50% of the 
next $1,000. 

LIFETIME LEARNING TAX CREDITS FOR 7.1 MILLION STUDENTS. The need to learn 
does not end with two or even four years of college. Many adults need to return to school to 
upgrade their skills, or to get an advanced degree. The Lifetime Learning tax credit helps reduce the 
financial burden of the third and fourth years of college and promote lifelong career advancement. 
Taxpayers can reduce their taxes by 20% of tuition and fees (less and grants and scholarships) up to 
$5,000. After the year 2002, the eligible amount of tuition and fees increases to $10,000. 

INCENTIVES FOR SAVINGS. Taxpayers will be allowed to withdraw funds from an IRA, 
wilho~t penalty, to pay their own higher education expenses or those of a child, grandchild, or 
spollse. in addition, families may open Education lRAs for any child under 18. For each child, they 
may add $500 per year, and the earnings will accumulate tax-free. 

STUDENT LOAN INTEREST. Taxpayers -- inc.1uding a parent '-- in the first five years of 
repaying a student loan will be able to deduct the interest payment from their taxes (up to $1,000 in 
1998, rising to $2,500 in 2001 and beyond). 

Expansion and Improvement ofStudent Aid 

LARGER PELL GRANTS FOR NEARLY 4 MILLION STUDENTS. The President's Budget 
ineludes the largest increase in Pell Grant scholarships in 20 years. The maximum award will reach 
$3,000, an incn:ase of$700 since 1993. 

CHEAPER AND EASIER STUDENT LOANS. President Clinton and the Congress in 1993 cut 
student fees and interest rates for all borrowers, expanded the availability of flexible repayment 
options, and improved service through the Direct Loan Program. 

MOVING TOWARD I MILLION WORK-STUDY JOBS. With President Clinton's 1998 
Budget, the work-study program will be 39% larger than in 1993. More than 700 colleges have 
committed some of their work-study students to help elementary school children improve their 
reading skills. 

-' 



DETAILS ON THE EDUCATION ITEMS IN THE TAX BILL 


THE HOPE SCHOLARSHIP AND LIFETIME LEARl"ING CREDIT 

From the beginning, promoting expanded educational opportunity has been the centerpiece of President 
Clinton's budget and his middle class tax cut proposaL The President has long understood that the economy 
is changing and that people must have the opportunity to enhance their skills throughout their working lives, 
This is why the President insisted that, in addition to the HOPE Scholarship for the first two years of 

college, the tax bill must include a tax cut for lifetime ieaming, The final tax cut bill enacts the President's 
proposals:. When fully phased in, 12.9 million students are expected to benefit ~~ .$,8 mitlion people 
claiming the HOPE Scholurship, and 7, I million claiming the Lifetime Learning Credit 

$1,500 HOPE Scholarship to make the first two years of college universally :;Ivailable. For 
students 1n the first two years ofcollege (or other eligible post-secondary training), taxpayers will 
be eligible for a tax credit equal to 100% on the first SI ,000 of tuition and fees and SCJb/o on the 
second $1,000 (the amounts are indexed for inflation after 2001). The credit will be available on a 
per~student basis for net tuition and fccs (less gmnt aid) paid for college enrollment after December 
31, 1997. The credit is phased oul for joinl filers between $80,000:md $100,000 of income, and for 
single filers between $40,000 and S50,OOO (indexed after 2001). The credit can be claimed in two 
taxable years (but not beyond the year when the student completes the first two years of college) 
with respect to any individual enrol1ed on at least a half-time basis for any portion of the year. 

LifeHme Learning Credit for College Juniors, Senio~ Graduate Students and working 
Americans pursuing lifelong learning to upgrade their skiUs. For those beyond the first two 
years of college. or taking classes parHime to improve Of upgrade their job skiHs. the family will 
receive a 20% lax credit for first $5,000 of luition and fees through 2002, and for .he ftrs! $10,000 
thereafter. The credit is available for net tuition and fees (less grant aid) puid for post-secondary 
enrollment after June 30~ 1998, The credit is available on a per-taxpayer (family) hasis. and is 
phased out at the same income levels. as the HOPE Scholarship. 

OTHER TAX CUTS FOR HIGHER EDUCATION 

• 	 Edut':amm Savings AccouJtts. For each child under age 18. families may deposit $500 per year into 
an Education IRA, Earnings would accumulate tax~free and no taxes will be due upon withdrawal 
for net post~secondary expenses for tuition, fees, books. equipmenl, and foom and bourn (generally 
limited to the postcdToom and board charges of the institution). The Education 1RA is phased out 
for families witl. incomes between $150,000 "nd SI60,{)OO, and for single filers between $95,000 
and $110.000. A taxpayer who uses tax-free distributions from an Education IRA may not, in the 
same year, benefit front the HOPE SCholarship or Lifetime Learning Credit. 

• 	 Stude"t Loan Intert'st Deduction. Allows an above-the-line deduction (the taxpayer does not need 
to itemize in order to benefit) for interest paid in the first 60 months of repayment on private or 
government-backed loans post~secondaJ)' education and tmining expenses, The maximum deduction 
is $1 ,000 in 1998, S 1,500 in 1999, $2,000 in 2000, and 52,500 in 2001 and beyond, II is available 
to joint liters with income between $60,000 and $75.000. and to single liters with income between 
$40,000 and $55,000 (indexed after 2(XI2), 111e deduction is available for loans made before or afier 
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TAX PROVISIONS BENEFITING ELEMENTARY AND SECONDARY EDUCATION 


enactment of this provision. but only to the extent that the loan is within the first 60 months of 
repayment The loan amount eligible for the deduction is limited to net post-secondary expenses for 
tuition, fees. books, equipment. room. and board (limited to the "cost ofattendance" cUrTCtnly used 
for Federal student aid programs). 

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

Employer~Provided Educat;oll Benefits. Extends Section 127 of the lax code for undergraduates 
fQr three years (for courses beginning prior to June 1, 2(00). This provision llHows workers to 
exclude 55,250 ofemployer-provided education benefits from their taxable income, 

Commuuity Service Loan Forgiveness. Excludes from taxable income loan amounts forgiven for 
borrowers who take community~scrvicc jobs addressing unrnet nee-ds, (Community service loan 
forgiveness programs run by government agencies are already exempt; this provision would extend 
that to nonprofit tax~exempt charit:lble or educational institutions.) 

E:'Cplmd beuefits for pre~paill lui/i'oll plal1s, Allows State-sponsored pre~paid tuition plans -- the 
earnings from which not taxed until the time of withdrawal as a result of last year's tax bill -- to 
include room and board expenses for students who atlend on at least uhalf~time basis, Withdrnwals 
are eligible for the HOPE Scholarship and Lifetime Learning tax credits, . 

Repcal Cap Olt Tax Exempt Baud Issuance by Colleges and Universities. Repeals the $150 million 
bonG cap that affects private higher education institutions and certain other cfmritablc institutions, 
The repeal applies to tax-exempt bonds Issued by these institutions to finance new capital 
expenditures. 

Encollrage Computer Dunations /0 Schools. Allows corporations an enhanced cbaritable 
contribution deduction for the donation of up-ta-date computer hardware or software to public and 
private Kw 12 schools. The equipment or programs cannot be more than two years old. The 
deduction is allowed in tax years 1998 and J999. 

BOlldN for Public Schoof-Business Parflterships. Allows states 10 use Federal lax credits as 
payments in lieu of imerest on bonds fot certain expenses -- including fJcilities renovation -- for 
school "academies" expected to serve low-income students in empowerment zones and 
empowerment communities. The academies must have a high-skills curriculum developed in 
consultation wlth businesses that have committed assistance (in cash or in kind, on a present value 
basis) equal to at least 10% ofthe bond proceeds. The bonds are limited to $400 million in 199& and 
$400 miHion in 1999. They arc allocated to Slates on the basis of population in poverty. 

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



PRESIDE:>IT CLINTON: 


PR()VI()(NG EDUCATIONAL OPPORTUNI1'IES FOR THE NEW CENTURY 


A Record of Accomplishment 

l'resident Clinton has made an unprecedented commitm<.'nt to education: the President's Budget Agreement 
with Congress includes the largest increase in our investment in education in 30 years and the largest single 
boost in college :.lid since the G,1. Bill in 1945. The Presidtnt has s<:t forth a bold pJan of action to I)TOvide 
our people with the best education in the world: 

&'1SURING TIIAT EVERY CtIlLO IN AMERICA CAN LEARN 

• RaiSing Academic Standards 

Leading It Crusade for Voluntary National Standards and Tests in the Basic Skills. President 
Chnton has challenged every state to adopt high nlltional standards, and, by 1999.10 test evcry 4th grade 
student in reading and 8th grade student in math so that IXirents. students and teachers ean tell if students 
are meeting national standards. These standards will help students master the basics and represent what 
aU our children must know in order to succeed in the knowledge economy. Fifteen of the nation's 
largest urhan school dlstricts, as well as six SlateS und the Department of Defense Schools have jomed 
the President's effort. 

Guals 2000, The President's National Standards nnd Testing: effort builds upon the success orOoa!s 
2000, President Clinton's education reform initiative enacted in 1994, that helps States establish 
standards ofexcellence for all children. and pl:m and implement steps 10 raisc cducational achievement 
Communities in every stale receive Goals 2000 funds and arc using these funds to upgrade the 
curriculum. improve teaching, increase parental involvement in schools, nod make greater use of 
computers in the classroom" 

Raiged Standards for Over Ten Million Low Income Students. The Clinton Administration's 
Improving America's Schools Act of 1994 overhauled Title I, which provides extra help with basic and 
udvanced skills to disadvantaged students in elementary and secondary schools. As a result of thts Act., 
states now hold low income students 10 the same high standards set for all other students tn the state, nnd 
hold schools accountable for the results, More than ten million low income students now benefit from 
higher expectations and a challenging curriculum geared to higher standards, 

.. 	 Attracting and Preparing Tomorrow's Teachers. President Clinton has proposed a 5~year inlt1ative 
to aUract ncarly 35,000 talented people ofall backgrounds Inlo teaching at low-income urban and rural 
schools across'the nation, and to dramatically improve the quality of training and preparation given to 
our future teachers, The President's initiative wilJ help recruit and prepa.re teachers nalionwitic to help 
our needie.;t students succeed in the 21 st century. 

• 	 Helping Every Student tu Read Independently and Wen by the End of3rd Grllde. President 
Clinton launched the America Reads Challenge. a nationwide effort to mobilize a citizen army ofa 
mill ion volunteer tutO'rs to make sure every child can read imlcpendently by the end of third grade. The 
President's Balanced Budget iocludes a child literacy initiative consistent with these goals. 

• 	 EXI)anding Hcad Start to Reach I Million Childrcn a Year. President Clinton has made Head Sturt 
an Administration priority. For over 30 years, I-lead Start has hdptd low-income families create an 
environment where their children are ready to learn by taking a comprehcnsive approach to child 
deveiopment - improving children's !earning skills, health, nutrition, and social competency. Undcr the 
Clinton Administration, funding for Head Starr hrts bcrcascd 80% to $4 billion in 1997. These 
additional Hmds have enabled Head Start to serve \80,000 more children and their families. And 
President Clinton's Budget Agreement with Congress continues expansion of Head Start toward the 
Presldent's gool of serving 1 million children in 2002. 
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Expanding SchooJ~To~Work. The Clinton Administration is providing hundreds of thousands of 
students with schoo!~to~carecr opportunities, where they cxpenence work-bused learning and guin access 
to pathways from high school to good jobs and posHecoodary education. In 1994 and 1995, over 
500,000 'young people in 1,800 schools throughout the nation, as well as 135,000 cmployers, participated 
in school~to~work systems that integrate academic and vocational instruction and provide work-based 
learning. 

I'REP'ARING OUR SCHOOLS (tOR TtlE 21ST CENTURV 

• 	 Connect Every Classroom and Library to the I'nternet by Cbe Year 2000 and Help all Students 
S("'{;ome Technology Literate. 

Bringing Computers to the Classroom. The President's 1997 Budget Agreement with Congress doubles 
the funding for America's Technology literacy Challenge, catalyzing private-public sector partnerships 
to put the information age at our children's fingertips, 'Inc President is committed to helping 
communities and the privale sector ensure thot every student is equipped with the computer literacy 
skills needed for the 21st century, For 1998. the budget proposes $425 million, more than doubling the 
$200 million that Congress provided in 1997, 

Linking Schools. and Libraries iO the Internet The Clinton Administration is implementing u plan to 
create on "E~Rtlte," a dIscounted education l"J.tC for tclccommullicalkms serviccs so schools and libraries 
will be able to bring technology into the classroom, sel up phone lines and access the Internet at a 
fraction of the cost. The Federal Communications Commisslon has already approved a pl.m to make 
discounts worth $2.25 billion annually available to our schools and libraries. 

• 	 Expanding Schoo' Choice and AecountabiUty iu I·ubli-c Education. The President has challenged 
every state to let parents ~hoose the right public school for their children. The Clinton Administration is 
helping teachers, parents and community groups start eh<lrter schools ~- innovative public schools that 
stay open only as long as they produce results and meet the highest standards. The President's proposed 
budget doubles funding to help start charter schools so that there will be more than 3,000 charter schools 
a.t the dawn of the 21st century. 

Expanding Opportunity for Disab1ed Children. President Clinton signed legislation reauthorizing the 
Individuals with Disabilities Education Act (IDEA), strengthening and reaffirnling our nation's 20 year4 

commitment to disabled children and their parents. The IDEA demonstrates the Administration's 
commitmenl to educational opportunity for all, by helping ensure that children with disabilities are 
included in all facets ofcommunity lifc and are able to become independent and productive citizens. 

• 	 Making Schools Safe, Disciplined and Drug free. The Clinton Adminis~tion passed the S:tCe and 
Drug·Free Schools and Communities Act and successfully fought Rcpubhcun efforts to cut this program. 
which supports school security, drug prevention and educatton progrnms in 97% ofAmerica's school 
districts. In addition, President Clinton signed the Gun-Free Schools Act and issued a Presidenti:tl 
Directive 10 enforce "zero tolerance" in OUf schools ~- If il student brings a gun tn whool, he or shc does 
not come hack for a year, 

Reducing Unnecessary Regulations. The Climon Administration has reduced regulations in its 

elementary and secondary programs by over two-thirds. 




OPENING TilE DOOR TO COLLEGE 

" • Making the 13th and 14th years of N1ucation universal. 

Highcr educlJtion tax cuts. The balanced budget agreement calls for roughly $35 billion in tax euIS to 
help families pay for college. Congress has enacted the President's $1 ,500 i-lOPE Scholarship tuition 
tax credit, to ma~e the first two years of college universally available, Students beyond the first two 
years, or part~tjme students seeking to improve or acquire job skills, can now receive a 20"/a lax credit 
for up to $5,000 of tuition and required fees through 2002, IJnd $10,000 thereafter. 

The largest Pel! Gront increase in 10 years. President Clinton has already increased Pell Grants [rom 
$2,300 in 1993 to $2,700 in 1997. These grants will provide a total 00,8 million low~income students 
the opportunity to attend college this year. And he plans to do more. The President's: Budget Agreement 
with Congress includes the largest increase in Pen Grants in two decades -- a funding boost of 25%. The 
maximum award will reach $3,000, $700 more than in 1993. In the 1998 budget alone, an additional 
348,000 students will receive grunts: 130,000 young p<"ople from moderate income families, and 
218,000 low income students over the age of24. 

Reforming Student Loans. President Clinton cut student fees and interest rates for all bOITowers, and 
expanded repuyment options and improved service thought he Direct Loan Program. More than 2.1 
million Eludent and pJrent borrowers have received dirccl loans since the program began. Onder this 
Administration. the rate ofstudent loan defaults WIthin the first two years aeer borrowers leave college 
has reached an all-time low. The losses from student loan defaults fell from $ 1.7 billion in 1992 10 $249 
million in 1996 ~~ an 86% drop. 

Expanding Educational 0PPj)rtunity Through Service. The Clinton Administrution has enabled 
70,000 volunteers to earn money for college by serving their communities and their eountry in the 
AmeriCorps program since the inception of the program. 



PRESIDENT CLINTON: 

A STRONG RECORD OF COMMITMENT TO EDUCATION 


A STRONG RECORD OF PROGRESS 

o. Ellucted Hislnr;c New Illitiatives 

• 	 N'ltional S(~rvice: President Clinton created the AmeriCorps. program in September 1993 ~w to 

enable young people to earn money for college by serving their communities and their country. 

More than 45,000 volunteers have worked in schools, hospitals. neighborhoods and parks. 


• 	 Direct Lending Act: President Clinton reformed the student loan program, making conege morc 
affordable for 1,7 million students at 1300 schools participating in the new Direct Lending progrum 
in 1994 and 1995, Direct Lending gives students access to flexible repayment options including 
pay~as*you~eam plans. . 

• 	 GOALS 2000: On March 31, 1994, President Clinton signed Goals 2000 which supports tlie 
development of standards ofexcellence for students and encourages grassroots refoons to improve 
our schoots. 48 states are now using Goals 2000 funds to help raise academic achievement. 

• 	 Gnn Free Schools Act. On October 20, 1994, President Clinton enacted ule Gun~Free Schools Act 
which requires the immediate expulsion for one year ofany student who brings a gun 10 schooL 

• 	 School-Io-Work. President Clinton signed the School-to-WOlK Opportunities Act in May 1994 to 
help students not immediately bound for 4-year colleges through local partnerships among 
businesses, schools, community organizations and state and local governments. Already 27 states 
have recdved implementation grants, assisting 500.000 students and involving 150,000 businesses. 

• 	 Telecommunications Act. On February 8, 1996, 1996, President Clinton enacted the 

Telecommunications Act of 1996 to help ensure that schools~ libraries, hospitals and clinics will 

have affordable access to advanced telecommunications services. 


• 	 Technology Learning Challenge: President Clinton enacted this program to challenge communities 
to form local partnerships between schools and private businesses to develop creative new ways to 
use technology for learning. Federal funds leverage local resources - ench federal dollar is 
matched by more than three dollars orloenI and private funds. 19 grants were awarded in 1995. 
The Clinton Administration has also worked with states to connect schools to the internet (hrough 
"NelDa),s." President Clinton participated in NetDay in California on March 9, 1996 ~~ connecting 
more than 50 percent ofCaliforniu's schools. Over 25 states now have NetDay operations 
underwr,y this year. 

• 	 Religious Freedom: On July 12, 1995, President Clinton helped end 30 years ofullcertaimy over 
school prayer and the religious rights ofstudents by directing Attorney General Reno and Secretary 
of Education Riley to prepare guidelines outlining the many religious rights of students in our 
nation's public schools, 

h. 'Strengthened Existing Programs 

• Safe and Drug Free Schools. On October 20, 1994, President Clinton reformed and reauthorized 
the Drug Free Schools Act, 10 create the Safe and Drug Free Schools program which provides 



funding for enhanced school security, drug prevention programs and training teachers to deal with 
violence. 

• 	 Head Stal·t. On. May 18, 1994 President Clinton signed legislation reauthorizing, improving and 
expanding Head Start (P.L.103-252). It the crcated the Early Head Start program for 0-3 year olds 
and set aside 25% of real funding increases for improving the quality ofall Head Start programs. 

• 	 Title l. On October 24, 1994, President Clinton signed legislation tmproving the Title I progr.un as 
part of the 1mproving America's Schools Act. Tille I provides funding at the local level to improve 
the skills of children in high*poverty schools, typically providing supplemental instruc-tiol1 in 
reading ar.d math. This legislation provides greater state and local flexibility in exchange for 
greater accountability for student perfomlunce, and strengthening parental involvement. 

c. Expanding Opportunities 

• 	 President Clinton's FY97 Balanced Budget provides $61 Billion More for Education and 

Training over 7 years than the vetoed Repuhlican bUdget. 


• 	 Nearly $1 billion more for Basie and Advanced Skills Training. President Clinton's balanced 
budget includes 51 billion more for Title I in 1991 than in 1993. 

• 	 Pell Grants: President Clinton has consistently supported increases in the minimum Pell Grant, 
which provides aid to help low mcome famiiies pay for college. Under President CHnton, the Pel! 
Grant has grown from $2,300 to $2,470. President Clinton's balanced hudget includes a major 
expansion of the PeIl Grant program ~~ increasing the maximum grant 33% between 1995 and 2002. 

• 	 Strong Commitment to National Sen'ice: President Clinton's balanced budget funds 30,000 

Americorps members in 1997 5,000 more than this year -- for a total of 100.000 AmeriCorps 

opportunities over the program's first 4 yenrs. 


• 	 Major Expansion of Head Start: 

.. President Clinton has increased Head Start funding 29% from 1993 to 1996. 

• 	 FY97 budget includes a new commitment to fund 1 million Head Start opportunities for preschooi 

children by 2002. 
• 	 S1.2 billion increase in 1997 over 1993 levels. 
• 	 Supports nearly 800,000 Head Start opportunities in 1997 -- 46,000 more than in 1995. 

• 	 More As:dstanee For Dislocated Workers: 
• 	 Double the funding from when President Clinton took office -- $1.3 billion in FY97. 
• 	 Assists an estimated 646,000 dislocated workers in FY97, up from 300,000 in 1993. 

• 	 FY97 Budget Increases funding for other education and training programs that work, such as: Pen 
Grants, Safe & Drug Free Schools, Ch,arter Schools, School to Work, and Goals 2000. 

PRESIDENT CLINTON: 
FIGHTING FOR EXPANDED OPPORTGNITY THROUGH EDUCATION 

PREPARE EVERY CHILD TO LEARN AND EQUIP THEM WITH THE SKILLS NEEDED FOR 
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THE 21ST CENTURY. 

• 	 President Clinton's BaJanced Budget provides $57 biIJion more for Education and Training than the 
current Republican Budget Resolution. 

• 	 "America Reads'" -,\ New American Mission To Make Sure that Every Child Can Read Well by the 
End urthe 3rd Grade, Today, 40% of4th graders cannot read as well as they should, President 
Clinton's new initiative will: 

(1) 	 Orrer "Parents as First Teachers Challenge Grants" to support effective and proven efforts that help 
parents help their children to learn to read~ 

(2) 	 Help Mobilize 1 miHioD tutors to provide individual attention to more thun 3 million young children 
before and after school; and 

(3) 	 Major Expansion ofHead Start to 1 million children in FY2002. 
• President Clinton has increased Head Start funding 29% from 1993 to 1996. 
• 	 FY9'i budget includes (~ new commitment to fund I million Head Start opportunities for 

preschool children by 2002. 
• $L2 billion increase in 1997 over 1993 levels. 
• Supports nearly 800,000 Head Start opportunities in 1997 -- 46,000 more than in 1995. 

President Clinton's new initiative is founded Oft the notion that parents must be Ihe bedrock ofany child 
literacy effort. This ncw 'iAmerica Reads" initiuti'l'e builds 011 Clinton Administration efforlS to 'work 
with the Private Sector in helping P(WCttls help our children learn how 10 read, such as the 
"Part1lership for Family Involvement in Education" and Read*Wrire*Now. 

• 	 Technological Literacy for the 21st Century: On February 15, 1996, President Clinton proposed the 
creation of a $2 billion. 5-ycar Technology Literacy Challenge -- the federal government will match sUIte 
and local dollars to spur efforts to get connections to the Information Superhighway, computers, well­
trained teachers. and challenging educational sofiware into every classroom in every locality. 

• 	 School Construction Initiative. President Clinton'S new School Construction Initiative provides up to a 
50% interest subsidy to school districts repairing existing K-12 schools or building new schools to replace 
old ones or to accommodate increased enrollments or new demands for 21st century schools. The 
President's plan pr<.?vides $5 billion in fedentl subsidies over the next four years. Given the range of 
subsidy rates, $5 billion should support $20 billion or more in school conslruction and renovation. 

• 	 Bigher Standardl) for Students & Teachers: In his March 27,1996 speech to the NGA Education Summit 
President Clinton specifically called for higher tough and meaningful standards for students and teachers. 
Students should have to pass a test in order to graduate from school to schooL States. schools. and 
teochers unions need to work together to make it tougher for teachers to get licensed and recertified. casier 
and less costly to get teachers who can't teach out of the classroom, and dearly set fe\\fl-mJs for teachers 
who perform well. 

• 	 Public School Choice and Charter Schools: Parents who arc dissatisfied with their child's 
performance or the school's perfonnance should have the opportunity to choose a public school 
that will do better. To ensure that parents have the opportunity to choose a school for their 
children, the President has called on all 50 statcs to enact chartcr school laws -- public schools, 
created and managed by parents, teachers and administrators. 21 states currently have laws 
providing for the creation of charter schools. Charter schools have greater flexibility, hut are 
held accountable for their results through a pcrlonnance-based contract with a local school bO!lrd, 



state or other public institution. 

OPEN WIDE THE DOORS OF COLLEGE AND PROVIDE TRAINING TO EVERY SINGLE 
AMERICAN WHO WANTS IT. 

PRESIDENT CUNTQN'S PUN: MAKE ATLEAST 2 YEARS OF COLLEGE AS UNlVHRSALAS 1l1GII SCHOOL 

EDUCATION IS 'roDA Y AND USE TARGETED TAX CUTS TO no IT. 

• 	 America's $1,500 HOPE Scholarships. On June 4, President Clinton proposed America's HOPE 
Scholarships. to make access to two years ofcollege universal by providing students with a $1,500 
refundable tax credit for full-time tuition in their first year ofcollege and another $1 ,500 credit in 
their second year if they stay off drugs and earn at least a B avemgc in their first year. Part-lime 
students are eligible for a $750 tax credit The $1 ,500 tuition tax credit will pay lor more than tbe 
full cost of tuition at the national average-priced community colleges. 

• 	 $10,000 Tuition Tax Deduction: President Clinton's balanced. budget contains.a tax deduction of up 
to $10,000 per year for the cost ofcollege tuition and training througbout onc's life. The $10,000 
tuition tax deduction is available any year a family has education expenses. For joint filers, the 
deduction would be phased out at incomes between $80,000 and $100,000. 

• 	 Major Pell Grant Expansion. The Pelt Grant is the main federal grant that allows millions of low­
income and middle~class families to have access to college. The President's balanced budget builds 
in a 33% increase in the maximum Pelt Grant award from fY1995 to FY2002. In FY97 alone, the 
President's budget would provide Pell Grants for 3.7 million students. 

• 	 Strong Commitment to National Service: President Clinton's balanced budget funds 30,000 
AmcriCorps membcrs in 1997 -- 6,000 more than this year ~~ for a tolal of 100,000 AmeriCorps 
opportunities over the program's first 4 years. 

• 	 National Service High School Scholarships: President Clinton called on all high schools to make 
service part of their basic ethic and to raise $500 to reward a high school student who has done 
signi ficant work to help his or her community. The federal government would match -the $500 to 
help the smdent go to college. 

• 	 College Honor S(:holarships: In his State of the Union Address President Clinton called for the 
creation oCthe largcst~ever merit-based scholarship program, rewarding the top 5% of high school 
graduates in every school with $1,000 grants toward the cost ofcollcge. If this proposal were 
enacted this year, 128,500 graduating high school scniors would receive a scholarship to'help finance 
their college education. 

• 	 Expand and Transform Work Study: President Clinton's balancf...-d budget increases the number of 
students involved in work study from 700,000 to over 1 mil1ion students over the next five years. 

• 	 Expand Scbool-To..Work To 50 States. Help states ensure that high school students not 
immediately going on to college successfully make the transition from school to work. 

* New GI Bill For America's Workers. President Clinton has proposed a fundamcnl,lt reform ofthc 
federal joh.training system that would provide a S2,600 skil1 grant for dislQca~ed workers who need 



one, to return to school or get the training they need. The President's proposal would eliminate 

more than 70 separate job training programs and replace them with an integrated system that 

minimizes red tape and maximizes individual choice in each local community. 


• 	 The President's proposal would also provide workers access, through networks of One-Stop­
Career Centers already under construction in the States, to reliable computerized data on jobs, 
careers, what skills are in demand, and the success records of training institutions, so that 
workers can make good choices to improve their futures. States and localities would have 
flexibility to work in partnership with the private sector to tailor training programs and delivery 
systems to reflect local conditions and priorities. 



PRESIDENT CLINTON CONTINUES THE FIGIIT TO REFORM AND IMPROVE OUR SCHOOLS 
THROUGH COMPETITION, ACCOUNTABILITY, & PARENTAL CHOICE 

1993: 	 President Clinton proposed new seed capital to help parents, teachers, businesses. and others 
start up charter schools to provide more choice, cornjX'1.Ltion and opportunity within public 
educntion. 

1994: 	 Charter School fund enacted imo law in 1994, funding provided in 1995, and this fund is now 
helping to start up charter schools in 11 states. 

J995: 	 September 22, ! 995: President Clinton announces awards of grants to provide start-up funds for 
Charter Schools in 9 states. 

J996; 	 President Clinton's balanced budget more than doubles funding 10 $40 miUion m 1997, and 
increases funding over the next 5 years to fund start-up costs for up [0 3,000 new charter 
schools. Hou~ Republicans would more than cut in halrthis funding. Since the President's 
State ofthe Union appeal in January for more public school choice. 5 states have now enacted 
laws authorizing charter schools 

• 	 School Uniforms: On February 24, 1996 President Clinton issued guidelines on how schools consider 
school uniform policies to help reduce violence while promoting discipline and respect. 

.. 	 Parental Involvement: President Clinton strongly believes that parents are and should continue to be 
their children's 1st and most important teachers. Parents must take active roles in their children's 
education. ,The President challenged businesses and schools to be supportive and family-friendly, 

• 	 Partnership for Family Involvement in Education. In 1994, Secretary Riley announced thill Partnership 
that hns b'l'own to include more rhan 700 national organizations representing families, schools, communities, 
businesses, and religious groups to promote family involvement by galvanizing community support for local 
schools, making workplaces more family friendly, and promoting Read*Write$Now. a volunteer retldil'lg 
program that encourages chtldren to keep up their reading skills during the summer, 

• 	 Pareut-Teacher Compacts. Using Title 1 funds (0 foster school-parent compacts to set goals and an 
agenda for their children's educmlon in hull' of the nation's schools. 

• 	 Fnmily and Medical Leave Expansion. The I>resident proposed expanding the Family and Mcdical Leave 
Act to lc:t parents take up to 24 hours a YCilr of unpaid leave to participate in school aclivities <.Iirectly related 
to their child's education advancement, Slleh as 10 auend parent-teach conferences or viSiting a new school. 

• 	 Character Education:, President Clinton is a vigorous proponent of teaching basic American values 
and citizenship in our schools, The President has. hosted two White House Conferences on Character 
Education and has encouraged the development of character education through the Improving America's 
Scbools Act. 
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AMERICA'S HOPE SCHOLARSHIPS 

A TAX CUT TO MAKE 14 YEARS OF EDUCATION THE STANDARD FOR ALL 


June 4, 1996 


PRESIDENT CLINTON ANNOUNCES THE HOPE SCHOLARSHIP PLAN TO MAKE 14 
YEARS OF EDUCATION - AT LEAST TWO YEARS OF COLLEGE - THE STANDARD FOR 
ALL AMERJCANS, President Clinton's HOPE Scholarship Tax Cut makes clear that 2 years of college 
should be as universal as high school and builds on his comprehensive program to guarantee that a 
college educat~on is both accessible and affordable to all Americans at any time in their life. To further 
this guarantee, th(~ President annotUlced the following proposals: 

• 	 NEW AMERJCA'S HOPE SCHOLARSHIP TAX CUT - Guarantees 2 Years of Tuition at 
the Average Community College for Any Student Who Earns a B Average; Modeled on the 
successful Georgia HOPE Scholarship program, this new proposal provides all students with a 
$1,500 refundable tax credit for full-time tuition in their first year ($750 for half-time), and 
another $1,500 in their second year if they work hard, stay off drugs, and earn at least a B 
average in their first year, This $1,500 tax credit will pay for more than the full cost of tuition at 
the national average-priced community colleges -- and a downpayment at more expensive four­
year schools. 

• 	 $10,000 Tax Deduction for All Education and Training. The President maintains his $10,000 
tax deduction for tuition for college, graduate school, commtmity college, certified training and 
technical programs. This encourages lifetime investment in higher education. 

• 	 Scholarship Increases (pen Grants) for Lower-Income Students: The President announced that 
his balanced budget plan increases Pell Grants each year. Indeed, the maximum Pell Grant award 
will increase by 33% from fiscal 1995 to fiscal 2002. The proposed fiscal 1997 increase in the 
maximum award would be the largest since implementation of the program in the 1 970s. 

BUILDS ON PRESIDENT'S PLAN FOR GUARANTEED ACCESS TO COLLEGE. The above 
initiatives build on the President's plan to guarantee that college is both accessible and affordable to every 
person -- through loans with pay-as-you-can repayment, grants, scholarships, and work study. 

• 	 .With the increased Pell Grant program support, students have access to up to $5,100 in Pell 
Grants and student loans for their first year in college, and much more in future years. 

• 	 The new Direct Student Loan program enacted as part of the President's 1993 Economic Plan is 
allowing millions of students to borrow in a simpler, less bureaucratic way, and to pay back their 
loans as a share of their income, and part of the savings from Direct Lending will be returned to 
students in the fonn of lower interest payments on their loans. 

• New Direct Loans With Pay-As-You-Can Option: Will account for 50% of loans 
• National Service -- AmeriCorps: 30,000 students earning up to $4,725 for service 
• Pell Grants: Provides for 7-year expansion, increasing maximum award to $3,128 in 2002 
• $10,000 Education Deduction: 16.5 million students get deduction for their tuition 
• Work Study Expansion: Proposes expansion to 1 million participants by FY2002 
• Honors Scholarships: Proposes $1,000 scholarship for top 5% of every high school class 
• IRAs for Education: Proposal allows penalty-free withdrawals for education 
• Skill Grants: Proposed $2,600 Skill Grants to enable dislocated workers to get needed s~l1s 
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Tuition and Fees at Public Two-Year Institutions 

Average 
(1994-95) 

lilmlo J.lIililm 

AI< $1,320 

AL $621 

AR $865 

A2 $727 

CA $363 

CO $1,227 

CT $1,520 

DE 51,266 

FL 51,064 

GA $1,019 

HI 9499 

IA $1,696 

ID $990 

IL $1,188 

IN $1,797 

KS $1,014 

KY $1,009 

LA $769 

MA $2.435 

MD $1,657 

ME $2,188 

MI 51,411 

MN $1,965 

MO $1,227. 

MS $934 

MT $1.414 

NC $581 

NO 51,_ 

NE $1,083 

NH $2,315 

NJ $1,762 

NM $601 

NV $635 

NY $2,142 

OH $2,105 

OK $1,123 

OR $1,328 

PA $1,751 

Ri 51.686 

SC 51,022 

SO $2,379 

TN $907 

TX 5672 

UT $1,358 

VA $1,382 

VT 52,196 

WA $1,334 

WI $1,721 

WV $1,372 

Wf $894 


Share of Average 
Tuition Covered 
Ib Sl.500 Credit 

100% 
100% 
100% 
100% 
100% 
100% 

99% 
100% 
100% 
100% 
100% 

88% 
100% 
100% 
83% 

100% 
100% 
100% 
82% 
81% 
69% 

100% 
76% 

100% 
100% 
100% 
100% 
90% 

100% 
65% 
85% 

100% 
100% 
70% 
71% 

100% 
100% 
66% 
89% 

100% 
63% 

100% 
100% 
100% 

.100% 
66% 

100% 
87% 

100% 
100% 

Souroe: U,$, ~ of Education, E$limate of share oftuitton afld fees 
covered by the HOPE Sehotarsmp if it has been available il'l 1994--1995. 
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BACKGROUND ON HOPE SCHOLARSHIPS 

Oven'iew. Currently, millions of Americans have access to college through Pelt Grants 
and the federal student loan program, including the President's Direct Student Loan 
program, but the average student with loans now graduates $10,000 in debt and many more 
may not go on to college because they are reluctant to borrow so much money. The annual 
cost of a public college increased from 9% of the typical family's income in 1979 to 14% 
in 1994. [Education Department, 1996] The President's HOPE Scholarship Plan makes it clear 
that two years of college should be as universal as high school, and builds on his 
comprehensive program to guarantee that a college education is both accessible and 
affordable to all Americans at any time in their life. 

• 	 Guaranteed Average Tuition For Two Years of Community College: The HOPE 
Scholarship Plan will ensure that students can get up to a $1,500 refundable tax 
credit, a PeU Grant, or a combination for tuition in their first year after high school, 
and another $1,500 in their second year if they work hard, stay off drugs, and earn 
at least a "8" average. This $1,500 credit is $300 above the national average 
community college tuition and would make tuition free for 67% of all community 
college students. It would enable states that set tuition within $300 of the national 
average to make community college tuition free for every student. The credit would 
be indexed to inflation each year to protect its value. 

• 	 $1,500 For The First Two Years At Any College For Students Who Earn At 
Least a B Average: While the HOPE Scholarship tax credit is priced to pay for the 
full cost of two years of community college tuition for students who eam at least a 
"8" average in their freshman year, the $1,500 credit can be applied to tuition at any 
college, from a two-year public community college to a four-year private college. 
This $1500 tax credit will be a substantial downpayment for parents sending their 
children to colleges with higher tuition. 

• 	 $750 for Half· Time Students: The HOPE Scholarship Tax Cut is designed to assist 
parents and current workers who want to further their education. Those who can 
only go to school half-time because of their job or parenting obligations, are eligible 
for a $750 refundable credit per year until they have completed two full years of 
college. The "8" average requirement also applies to half-time students. 

• 	 Includes I-Year Certificate Programs: Students at training and technical 
programs eligible for Pell Grants under Title IV of the HEA are also eligible HOPE 
Scholarships. 

• 	 Interaction with the $10,000 Education Tax Deduction: Students would receive 
either the HOPE scholarship or the $10,000 tax deduction in any year. Eligible 
students in their first two years or their parents can choose between either the Hope 
Scholarship or the deduction. The deduction is up to $10,000 a year per family. 
The credit is $1,500 per student. 
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• Costs: The HOPE Scholarship Plan is fully paid for within the President's balanced 
budg'" plan. The President's initial proposal for a $10,000 deduction cost $35 billion 
over six years. The new proposal, with the $),500 tax credit, costs $42.9 billion over 
6 years. To offset this increase, the AdministratIon proposes to reduce sales SOllI'Ce 
rule henefits, apply an international departure fee, and auction radio DARS spectnun. 

In addition, the $10,000 deduction is also more targeted by confonning the income 
limits to match the income limits for the proposed expanded IRAs, The deduction had 
been phased out for joint filers with income between SIOO,OOO and $120,000, and for 
single filers with income between $70,000 and $90,000. 'It will now be phased out for 
joint filers with income between $80,000 and SIOO,OOO, and for single filers with 
incomes hetween $50,000 and $70,000. These income limits would apply to the 
$1,500 tax credit as well as the $10,000 deduction. 

• uBn Average: To remain eligible for the credit, students must earn at least a "B" 
average or a 2.75 grade point average in their first year of college or pogt~secondary 
school. Based on the National Post-Seeondary Student Aid study, more than half of 
students earn a 2.75 average or better. 

• Students Must Stay Drug-Free: A student is ineligible if, in accordance with the 
Drug-Free Post-Secondary Education Act of 1990, he or she has heen convicted of 
committing certain felony offenses involving marijuana, controlled substances, or 
dangerous drugs, 

• Administration: Administrative issues such as the timing and delivery of the tax 
credit Will require consultation with coneges to ensure that the plan provides 
maximum flexibility and efficiency rather than top-down administration. The Treasury 
Department and Department of Education will work with Members of Congress, 
Governors, and coHege presidents and financial aid administrators to design the most 
flexible and efficient system, and to ensure against excessive and abusive tuition 
increases. 

• Challenge t. Slates. The President is challenging states to build on the HOPE 
Scholarship Plan by follov.;ng Georgia's lead and making scholarships available for 
four years of coUege for students who maintain a UBI' average, The President is also 
challenging the 11 States that set tuition above $1,500 to reduce costs so that with the 
HOPE Scholarship tax cut, community college will be free for every student. 
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Paying For America'. HOPE Scholarship Tax Cut 

Balanced Budget Framework. The President's new America's HOPE Scholarship Tax Cut 
proposal is completely paid for with specific budget savings so that the President's overall plan 
continues to reach balance in fiscal year 2002. 

Current Education Tax Ueduction: $35 BlIlioo FY 1997-2002. The President's current 
education tax cut -- $10,000 deduction _. costs $35 billion over 6 years (fY 1997·2002) and is 
paid for within the balanced budget plan that has been certified as reaching balance in 2002 by 
the Congressional Budget Office. 

New Propo.al: 542.9 Billion FY 1997-2002. The new combined proposals would be $42.9 
billion. The breakout of these costs are as follows: 

>, 

FY 1997-2002 Co,I 

America's HOPE Scholarship Tax Cut 
,, 
,,, 

$25.1 Billion 

$10,000 Education Tax Deduction 
, 
,,, $i 7.8 Billion 

II TOTAL COST $42.9 Billion 

The additional $7.9 billion in net new costs are paid for with specifi< savings lisled below: 

FY1997-2002 Savings 

Reduction of Sales Source Rule Benefits $3.5 Billion 

International Departure Fee $2.3 Billion 

Auction Radio DARS Spectrum $2.1 Billion 

TOTAL SAVINGS 57.9 Binion 
; 

NOTE: 	 While the President's new America's HOPE Scholarship Tax Cut bas gross costs of $25.1 
billion over FY 1991 to 2002. the net increase in the President's overall education tax cut is 
only $7.9 billion because of savings that take place in the President's $10,000 education tax 
deduction. 

.. 	 Most of those savings ($10.7 billion) come from families choosing the HOPE tax credit 
ewer the $10,000 education tax deduction. 

.. 	 The remaining savings ($6.5 binion) come from lowering the phase out income Jimits 
for joint filers from $120.000 to Sloo,OOO to conform to the Administration's expanded 
1M proposal. 4 
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BACKGROUND ON NEW SAVINGS MEASURES 


SAVINGS 

REDUCTION OF SALES SOURCE RULE BENEFITS $3.5 Billion 
(Ff 1997 - 2002) 

Description: The proposal would limit the ability of multinational corporations to decrease 
their U.S. tax liability inappropriately, by reducing the amotmt of export sales income that 
they may treat as derived from foreign sources. Under current law, the sales source rule 
generally permits multinational corporations that also exports U.S. products to treat half of 
their export profits as income from sales activities, and therefore as foreign source income, 
even though the economic activity that produced the e.xport profits may have occurred 
entirely within the United States. The source of income is relevant to the determination of a 
U.S. taxpayer's foreign tax credit. By increasing the amount of income treated as foreign 
source, a taxpayer with "excess" foreign tax credits can increase its utilization of foreign tax 
credits and therefore pay less U.S. tax on the same income. The sales source rule of present 
law provides generous tax benefits to U.S. exports that also conduct foreign manufacturing or 
other high-taxed foreign operations, but provides no benefit at all to U.S. exporters that 
conduct all their business activities within the United States. The proposal would reduce the 
percentage of export profits that generally is treated as sales (and thus foreign) income from 
50 percent to 25 percent. 

The provision would be effective' for taxable years beginning after the date of enactment. 

SAVINGS 

AUCTION RADIO DARS SPECTRUM $2.1 Billion 
(Ff 1997 - 2002) 

Description: This savings proposal would auction 25Mhz of spectnun currently reserved for 
digital audio radio services (OARS) for subscription based wireless services. The FCC had 
originally allocated 50 Mhi for DARS, which would provide 4 channels of a national, 
subscription-based radio service. Due to interference problems with Canada, OARS would 
be allocated 2 channels instead of 4, freeing up 25 Mhz for auction. The revenues of 
auctioning 25 Mhz of spectrum are estimated at $2.1B by CBO and OMB. These auctions 
could be done in any year. 

SAVINGS 

INTERNATIONAL DEPARTURE FEE $2.3 Billion 
(Ff 1997 - 2002) 

Description: The President's FY '97 Budget assumes that the currently expired aviation 
excise taxes, including the $6 per passenger international departure fee, will be reinstated in 
August. 1996. This offset proposal would increase the per passenger tax form $6 to $16. 
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BACKGROUND ON PELL GRANT INCREASE 


Overview. The PeH Grant is the main federal grant that allows millions of low~income and 
middle class families to have access to college, Despite the fact that the President's budget 
contains well over 5200 billion in discretionary cuts over 7 years, the President's balanced 
budget builds in a 33% increase in thc maximum Pen Grant award from FYI995 to FY2002. 

• 	 $2 Billion Program Deficit Eliminated. The projected $2 billion Pen Grant program 
deficit was e1iminated within the first two years of the Clinton Administration, 

• 	 Record Increase in FY1997: The President's fiscal year 1997 budget ealls for 
funding to support a $2,700 maximwn Pell Grant ~~ nearly a' 10% increase over the 
CUlTent level -- which would provide more than 3.7 million students "'th Pell Grants 
averaging $1,706 in 1997. This proposed increase in the maximum Pell Grant award 
would be the largest increase since implementation of the program in the 19705. 

• 	 President Announces Yearly Pell Grant Increases: The President1s balanced budget 
contains the following seven-year increase in the maximum Pell Grant awards. 

Fjscal Year Maximum Award 

1995 $2,340 
1996 $2,470 
1997 $2,700 
1998 $2,780 
1999 $2,863 
2000 $2,949 
2001 $3,037 
2002 $3,128 

• 	 President's 7-Year Pell Grant Intrease Could Provide 1,7 Million More Grants Than 
Republican Budget Resolutions! Both the House and Senate FYl997 Budget Resolutions 
freeze the budget authority for the Pel! Grant program from FYl997 -FY2002, This means 
that Republicans would provide 2.7 million fewer Pell grants over 6 years, and deny 191,000 
students Pen grants in FY 1997 alone compared to the President1s balanced budget plan. Under 
the funding freeze assumed in the Republican reso1utions, the maximum PeU grant award 
would decrease 17%, from $2,470 in FYl996 to $2,055 in FY2002. 

Last year, House Republicans tried (0 cut the p,ell Gram program by $450 million. denying 
Pell Grants lQ 380,000 students in J996 alone, 
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$10,000 EDUCATION DEDUCTION 


• 	 Breadth of Application: The $10,000 Education Deduction would be for every 
taxpayer for the tuition at any education or training program that is at least half-time 
or related to a worker's career. 

• 	 Supplements Hope Scholarship Tax Cut: In any year, students in the 13th and 
14th grades would receive either the HOPE Scholarship or the $10,000 tax 
deduction. Eligible students in their first two years or their parents can choose 
between either the HOPE Scholarship or the deduction. Students that relied on the 
$1,500 	tax credit in the first two years of college would still be eligible for the 
$10,000 deduction in the remaining years of college or graduate school or for 
qualified lifelong learning. Students not eligible for the tax credit would still be 
eligible for the $10,000 deduction. The deduction is up to $10,000 a year per family. 
The credit is $1,500 per student. 

• 	 Income Limits: For joint filers, the deduction would be phased out at incomes 
between $80,000 and $100,000. For single filers, the deduction would be phased 
out \x:tween $50,000 and $70,000. 

• 	 UnliDlited Number of Years: While the HOPE Scholarship is for the first two 
years of college, the $10,000 tax deduction is available any year a family had 
e~ucation expenses. For example, a family of four with an income of $40:000 and 
five years of tuition expenses totaling $10,000 would receive a $7,500 tax cut over 
that five-year period. 
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GEORGIA HOPE SCHOLARSHIPS 


"The most far~reaching scholarship program in the nation" 
-- Los Angeles Times, April 5, 1994 

PROGRAM DESCRIPTION: The Georgia HOPE program, established by Governor Zell Miller in 
April 1993, provides full tuition, fees, and books at any in-state public college to any Georgia student 
who graduates from high school and maintains a B average or better in college. . 

A TRULY UNIQUE PROGRAM TRAT PROVIDES HOPE FOR GEORGIA STUDENTS: 

• 	 Governor Zeit Miller, "Of all the things that I've ever been involved with, It's the one thing that 
I'm most proud of. We are making college accessible in a way it never has been before in 
Georgia," [February t2, t995] 

• 	 Atlanta Journal Constitution. «Where else in America can children know, from elementary school 
on, that if they work hard and earn a 3.0 average by graduation from high school, they can fulfill 
the dream of going to college whether their family has money or not? That's the opportunity 
created by Georgia'S HOPE scholarship program ....It's. marvelous thing, and it is a solemn 
promise from the state to its young residents. It is not, however, an entitlement requiring no effort. 
Students mu:!! meet the standards to get the scholarships, and they must keep up the struggle (0 hold 
onto them once they enter cQllege." (Atlanta Journal Constitution. September 1, 1994J 

• 	 Barry Fullerton, Vice Chancellor, University of Georgia. "It~s an ingenious program. ICs a 
great public policy, and it has benefited thousands of students." ['flit;: Courier-Journal. Aprii 9, J995] 

• 	 Orumd" Sent/net "Imagine a state where every student with a 8 average gets a full college 
scholarship....Don't have that fanciful an imagination? You don't need one, You just need to Jook 
north, to Georgia." rQrlando Sentinel. April 8, 1996] 

• 	 AI/41ft" Journal COlISlilulwn. "It is, quite simply, an effort to help Georgia's young people become 
wen-educated, productive citizens." {Atlanta Journal Constitution. December 16, 1994] 

ELIGIBILITY REQUIREMENTS: Students must meet the following requirements: 

2-Year and 4-Year Public Coll<l!eslUniversities 
• 	 For a HOPE Scholarship to a 4-year public college, graduating high school students must have 

a 3,0 cumulative grade point average on a 4.0 scale or an 80 numeric average and obtain a 
diploma with a State of Georgia College Preparatory Seal. (In order to obtain the college preparatory 
seal, students must meet and graduate from the required C()fe college preparatory curriculum.) 

• 	 For a HOPE Scholarship to a public college, graduating high school students who do not 
meet the 3.0 grade in the core curriculum, must have a :;.2 cumulative grade average on a 
4.0 scale or an 85 numeric average in other curriculum tracks. 

• 	 Students who maintain a B average in a 4-year public college and stay off drugs can 
continue to'receive the same level of support for up to four years, 
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'. 	 Students whose college" grades fall below 3.0 can requalify a year later if they bring their 
grad(:s back up above 3.0. 

• 	 Stud<:nts who are not eligible for HOPE scholarships upon graduation of high school, or 
who enter college later in life, can obtain HOPE scholarships after their sophomore year if 
they obtain a cumulative 3.0 grade average. 

2-Year and 4-Year Private Colleges/Universities 
• 	 Students receive $3,000 a year in HOPE money, but only if they have and maintain a B 

grade average. 

Technical Schools and Adult Education Institutes 
• 	 All students in a diploma or certificate program at a Georgia teclmical institute are eligible for 

HOPE. 

Universal Requirements 
• 	 All students must stay drug free. A Student is ineligible if, in accordance with the Drug­

Free Postsecondary Education Act of 1990, helshe has been convicted for committing 
certain felony offenses involving marijuana, controlled substances, or dangerous drugs. 

KEY FACTS: 
• 	 During the first 3 years of the program (1993-1995), nearly 200,000 Georgia students 

qualil1ed for and received some form of HOPE scholarship. 

HOPE Scholarship Students 1993-1996 
University System 60,682 
Technical Institutes 74,830 
Private Colleges 45,423 
OED Recipients 9,066 
TOTAL 190,001 

• 	 In the 1995-1996 school year, 70 percent of University of Georgia freshman students 
received a Georgia HOPE scholarship. 

• 	 The racial composition of those receiving HOPE scholarships mirrors that of the overall 
university system (75% white, 20% black). 

• 	 84% of HOPE students who enrolled in public colleges in Fall 1994 were still in college in 
Fall 1995, versus 74% of all students. 

• 	 A 1995 poll by Georgia State University found that 77 percent of Georgia residents who 
were aware of the program thought it would lead parents to take a more active interest in 
their children's education. 

• 	 Since the start of the program, enrollment in Georgia's technical and adult education 
institutions has increased 24 percent. Enrollment increased 8 percent in 1995, alone. 
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ARKANSAS ACADEMIC CHALLENGE SCHOLARSHIPS 


"We need more of our young people going 10 college and we need them to 
succeed and stay in college. This program will help them accomplish that goal. /I 

• -­ Governor Bill Clinton, July 12, 1991 

PROGRAM DESCRIPTION: Governor Bill Clinton signed the Arkansas Academic Challenge Scholarships 
into law on May 5, "1991, creating a guaranteed scholarship plan to promote academic achievement and 
encoUrage academically prepared Arkansas high school graduates 'to enroll in the state's colleges and 
universities. Through the 1993-1994 school year, the scholarship provided the lesser of $1000 or the annual 
tuition. For the 1994-1995 school year, the scholarship was increased to provide annually the lesser of $1500 
or the annual tuition. The scholarship is renewable for up to 3 more years, provided the student meets the 
continuing eligibility standards established by the Arkansas Department of Higher Education. 

REQUIREMENTS: 
• 	 Income Requirement. For families with one dependent child, income cannot exceed $30,000 per year. 

An extra $5,000 of family income is allowed per child. 

• 	 Grade-Based Awards. Awards are based on the applicant's meeting minimum standards with regard 
to the ACT composite score, grade point average (OPA) in the pre-collegiate core curriculum. 

• 	 Applicants must have a composite. ACT score of 19 and a grade point average of 2.50 on a 4.00 
scale, in the precollegiate core curriculum. 

• 	 Applicants not meeting either the grade point average or ACT requirements may still qualifY for 
the Academic Challenge Scholarship if their combined ACT sco.re and grade point average meet 
satisfactory levels when applied to a selection index (i.e. a student with a 15 ACT would have to 
achieve a minimum 3.25 GPA; a student with a 26 ACT would only have to have a 2.0 GPA.) 

• 	 All students must stay drug free. A student is ineligible if, in accordance with the Drug-Free 
Postsecondary Education Act of 1990, he/she has been convicted for committing certain felony offenses 
involving marijuana, controlled substances, or dangerous drugs. 

• 	 Students must maintain their grades once in college. In order to retain their scholarship for an 
additional year, students keep their grades above state-specified levels. 

KEY 	FACTS: 
• 	 In 1987,32 percent of Arkansas students who took the ACT had completed high school 

pre-college core curriculum. By 1992, the first year of the Academic Scholarships Program, that 
percentage rose to 48. 

• 	 The number of high school students qualifying for and receiving the Arkansas Achievement 
Scholarship has increased dramatically each year. In the 1991-1992 school year, there were 1,024 
recipients. In the 1994-1995 school year, 5,383 students received awards. 

• 	 While Bill Clinton was governor of Arkansas, the percentage of high school students going on to 
college increased by 50% (from 38.2% in 1982 to 57.3% in 1992). The Arkansas "going rate" has 
remained steady since 1992. 12 



Bureau Statisticalof the 
Census Brief 

More Education Means 
•

Higher Career Earnings 
Is it worth It to stay in school and 
earn a higher degree? As data 
from thC Census Bureau's Current 
Population Survey show, the an­
swer is a resounding yes! 

This Brief examines the relation­
ship between education and earn­
ings during the 1992 wendar year; 
it also demonstrates how the rela­
tionship has changed over the last 
two decades. Additionally, it pro­
vides estimates (by level of educa­
tion) of the total earnings adults 
are likely 10 accumulate t)Ver the 
course of their working life. 

You'U see that more education 
meatt.'l greater earnings over a 
yeats time; over the length of 
one's working lile. these differ­
ences beoome enormoUi. Morc­
over. this relationship between 
earnings and education is now 
even stronger than it was back 
in the 1970'~ 

We're morc t:dw:utl'iJ than ever. 

In 1993, about fmn·fifths of 
American adull$ aged 2S and over 
had at least completed high scbool; 
over one in five bad II Bachelor's 
degree or hJgbe!, Both figures;ue 
aU·time hJghs, 

s:M4.t1 
Issued ~ 1994 

U.s, Qepartment ofCommert:e 
EconomiC$: and SUlmk.'lO Adminluration 
BUREAU OPT'Hli::CENSUS 

Profesloional dL/!fi"t, hflldel'!l 
It:n.: Ihe blght">! c:.I11l1ngs. 

Adults aged 18 and over who 
worked sometime during 1992 
earned an average of $23,227 that 
year. But this average masked the 
fact that the more education they 
received, the more money they 
made, (See graph below,) Earnings 
ranged from $12.809 for high 
school dropouts to $74,560 for 
those with professional degrees 
(such as M.D:s and I.D's). 

EaminAs differences ("(Impound 
Iwer une's lifetime. 

Using 1992 data, \ve estimated the 
earnings a person wou!d accrue 
over a typical "worklifc." Here's 

Education Continues to be the Ttcket 
to Higher Earnings 

.Mean annual earnings for persons aged 18 
'and over, by Ievef of education: 1992 

PtofeHional $74,560 

-Some college, 
no degree 

High sc:hool 
.graduate only 

Nota high 
school graduate 

how we did it First, we defined a 
worklife as lasting from ages 25 to 
64 - a 4Q..year perioo, Then we 
began our calculations. 

We $tarted with bigh school 
droPOUlS, We took the 1992 
mean earnings figure tor persons 
of this group who were aged 25 to 
34 and multiplied it by 10, The 
same thing was done for those 
aged 3544, 45-54, and 55-64, Then, 
the four 1()...year totals were added 
up. TIle result \\'as an estimated 
lifetime eamlngs total for high 
scbool dropoulS. This process was 
then repeated for each of the 
otber seven educat:ionallevels, 

These __draoiatically illus· 
trate the large earnings differences 
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that develop between educational 
levels over the 1(lOg term. As the 
graph below shows­

• High school dropouts would 
make (in 1992 dollars) aroWld 
$6OO,(I(X) during their lifetime. 

• Completing high school would 
mean about another $200,000. 

• Persons who attended some col­
lege (but clid noL earn a degree) 
might expect lifetime earnings in 
the $1 million range.. 

• You could tack on nearly anoth· 
er one--half million dollars. for hold· 
ers of a Bacheloc's degree. ' 

• Doctorate and professional de­
gree holders- "'Quld do even better, 
at just O'f-er $2 million and $3 mil­
lion. respectively. 

Lifetime tliiTereJ1Ct.'t> may become 
CH~n more striking in the future.. . 

These estimates of lifetime earn­
ings assume that: 1992 earnings lev­
els will star in effect throughout 
one's \VOI'klife. But the reality is 
that the value of the dollar contin­
ually changes. And recent histOI)' 
shows that the woe of higher lev­

lion, and high school graduates just 
barely-managed to keep pace, Real 
wages rose only for persons with 
education beyond the high school 
level. [f these patterns continue. 
lifetime earnings differences J)e;. .• 

tween low and high levels of educa­
tion will become even more dra~ 
matic than current levels indicate. 

Mort! inform;.Jtion; 

Several Census Bureau reports 
have information on the relation~ 
ship between earnings and educa­
tion. Thw; include ­

• Educational Attainment in the 
United Sm/eSC March 1993 ond 
1992, Current Population Reports. 
Series P20-476. Stock No. 803­
005-!l0077.iJ, $850. 

• What:S It Worth? EducatkmaJ. 
BackgrowuJ ond Economic Statu.>c 
Spring 1990, Current Population 
Reports, Series P7{).32 Stock No, 
803~L$3.5o. 

• Money Income ofHouseholds, 
Families, ond Persons in the United 
Slates: 1992, Current Population 
Reports, Series P60-1S4, Stock No. 
_-30031·5, $19, 

• Education in. tlte UnJ1f!d Stales, 
Series 1!J9(l CP-3-4, Stock No, 
003.iJ24-OO42-L $41. 

To order any of these pubhcations, 
call the Us. Government Printing 
Office (202-512-1800). 

Conlm:L<;: 

Earnings and education ­
Robert Knmlnslti 
301-763-1154 

Statistical Briefs­
RobertBemstein 
301-763-1584 

This Briefis one ofa series rhtJl 
presents informtlUon ofcwrem 
policy il1ten:st. It nul)' include 
data from busm.sse" luJuseiwlds, or 
other source.t AliS1tUisJics (lit sub· 
ject to wmpIing variability, as wen 
as swvey design flaws, respondent 
classification errors, and data proc­
essing mistakes, '!he Census Bureau 
has taken steps to minimize emm:, 
and a11t21ytical statements have been 
tested and meet statistical standards. 
HoweY'er, because ofmethod.ologicul 
differences, use caution when 
comparing these data with data 
from other $owces, 

els of education has risen faster 
than that of lower levels. When we 
compare 1975 arull992 figures. "'~ 
see that average earnings ­

• Doubled for high school dr0p­
outs (from $6,014 to $12,809). 

• Rooe 25 times for those who 
were high school graduates only 
(from $7,536 to $18,737), 

• Nearly tripled for Ilo1ders of 
Bachelor's degrees (from 111,574 
to $32,629), 

• 1i:ipJed for those who held ad­
vanced degrees (from $15,619 to 
$48,(53), 

Keep in mind that in 1992 the con­
sumer price index (which measures 
yearly changes in the value of the 
dollar) was 140,2.5 times what it 
was in 1975. This means that the 
earnings of high school dropout" 
did not even keep up with infla~ 

Go to College, Make a $Million 

Estimates of wor1dife earnings, by ieveI of educatioo: 1992 
On thousands of dollars) 

No.. 

,",001 '""
gradui'lle 
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• 

ECONOMIC RETURNS TO INVESTMENTS 

IN EDUCATION AND TRAINING 


• 	 Empirical studies indicate that each additjonal year of faunal schoQlipg is associated 
with a 6 to 12 percent increase in annual earnings later in life. [Kane and Rouse,. 1995; 
Ashenfelter and Krueger 1994; Angrist and Krueger, 1991] 

• 	 This earnings benefit is not limited to education at fourMyear coJleges; it also accrues 
from attendance at community colleges. lThomas Kane and Cecilia Rouse, Labor Market Returns 
to Two and Four~Yeat CoUege: Is a Credit a Credit and Do Degrees Matter American Economic Review, 
Vol. 85. No. >. 1995.J 

• 	 The wage premium for berter~educated workers has expanded dramatically over the past 
fifteen yem. In 1979, full-time male workers aged 25 and over with at least a 
bachelors degree earned on average 49 percent more per year than comparable workerS 
",ith only a high school degree. By 1993, the difference had nearly doubled, to 89 
percent. [Economic Report of the Pres.ident 1996, page 191.] 

• 	 Economists have long argued over whether education causes higher earnings, or whether 
those with better earnings prospects -- for example, because of greater innate ability -­
simply consume more education. Recent analyses of compulsory schooling laws (which 
force students to consume more education regardless of their innate ability) and wage 
differentials between twins (who should have similar levels of innate ability) strongly 
suggest that schooling actually leads to higher earnings, [Joshua Allgri$t and Alan Krueger, 
Does Compulsory School Attendance AffeCt Schooling and Earnings; Quarterly Journal of Economics, 
November 199J; OTley Ashenfelter and Alan Krueger, Estimates of the Economic Returns to Schooling 
from a New Sample of Twins, American Economic Review. December 1994.] 

• 	 A college graduate is 43 percent more likely to be working in a job with • pension plan 
than a high school graduate and a college graduate is 27 percent more likely to have a 
job with health eare cQverall!' than a high school graduate. [!lased on data from the Buroau of 
Labor Statistics, various years, Current Population SW"\'eY.l 

• 	 Since the early 1980s, high skill jobs are growing the fastest. Jobs requiring rugh skill 
levels grew by 32% over the period 1984-1994 while jobs requiring low skill levels 
grew by only 7%. (Based on data from the Bureau of Labor Statistics, various years, Current 
Population Survey.) 
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• 	 Job displacement studies show that better-educated workers are less likely to lose their 
jobs than less-educated workers. although this advantage has declined over time. If 
better-educated workers do lose their jobs, they are more likely to find new jobs (which 
are more likely to be full-time), and they tend to suffer smaller proportionai·earnings 
losses th,m less-educated workers. [Henry S. Farber, The Changing Face of Job Loss in the United 
States, 1981-1993, Department of Economics, PrincelOn University, March 12, 1996.] 

• 	 Training workers also has significant payoffs. According to academic research 
conducted by Lisa Lynch before she became Chief Ec-onomist at the Labor Department, 
a year of either on-the-job training 'or formal training for w-orkers raises wages by about 
as much as a year of college education. [Lisa Lynch, Private Sector' Training and the Earnings of 
Young \yorkers, American Economic Review, Vol. 82, No.1, 1992.] 

• 	 Other studies conclude that firm-provided training seems most effective when combined 
with other innovative w-orkplace practices. (U.S. Department of Labor. High Performance Work 
Practices and Firm Performance, 1993; David Levine, Reinventing the Workplace: How Business and 
Employees Can Both Win (Washington: Brookings, 1993),] 

• 	 Education and training boost economic growth. Data from the Bureau of Labor 
Statistics suggest that the rise in the average educational attainment -of the workforce 
accounted for one-fifth of the annual growth in productivity between 1963 and 1992. 
[Economic Report of the President 1996, pages 191-2.] 

• 	 International evidence reveals that, all else equal, those nations with the highest school 
enrollment rates in the early 1960s tended to enjoy the most robust growth in 
subsequent decades. [N. Gregory Mankiw, David Romer, and David Weil, A Contribution to the 
Empirics of Economic Growth, Quarterly Journal of Economics, Volume 107, May 1992.] 
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