THE WHITE HDUSE
WASHINGTON
June 10, 1997

MEMORANDUM FFOR GENE SPERLING

FROM: Jonathan Kaplan
Charles Maer
Baob Shireman
SUBJECT: ?otentiai Rollout Ideas for the Archer Tax Plan

As we try 10 find ways 1o continue to hit the Archer tax plan this week for its numerous
shotteomings, vou 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 ¢tafT is looking for a specific announcement.

Education

The President’s HOPE scholarship proposal is severely scaled back under Archer’s plan and, as a
result, organizations such as the American Association of State 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
students and their familics. We suggest that you consider proposing that the Prestdent participate
in a short event this weekend in California, a state with a huge commumty college network
{caveat: we siep on race speech). Another thought would be to invite Georgia Gov. Miller to
Washington for a sinular event, '

Treasury and Bducation are still considering a RiieyfRei}in event iomorrow ~ perhaps with the
Vice President ag well -- highlighting the education groups’ support for our plan and some of
their criticisms of the Archer plan. By the end of today, we expect to have statements critical of
the Archer plan from the College Board, the Amertcan Agsociation of Community 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 use; they don’t want to attack Archer too
sharply.}



Environment/Urban Issues

The Browndields tax initiative was obviously left out of the Archer plan. As a result, according
to the DPC, tho Conference of Mayors is circulating 2 Ietter quite critical of the plan. In addition,
EPA is currently checking with the environmental groups to determine their sense of the Archer
plan. Working with CEQ, EPA, and Intergovernmental, we could potentially organize an cvent
with the Green Group and several key mayors o highlight the absence of urban and
environmental provisions m the Archer plan - and conirast it with the President’s tax initiatives.

In addition to the Brownfields tax initiave, the EZ/EC expansion was also left out of the Archer
plan. This could also be wrapped mnto 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 penaity 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 Woman
magazine. . .

Welfare-to-Work

Archer’s welfare-to-work tax credit is smaller than the Administration’s proposal. We could try

to determing if any of the welfare organizations are criticizing the Archer plan on those grounds.
In the event that they are, Secretaries Rubin and Shalala could highlight our proposal with some

of the groups that support our welfare-to-work tax credit.

Warkplace Benefits Isssies

At a time when the Administration 18 trying to expand health care and pension coverage to
American workers, the Archer plan -- through its independent contractor provision -« would
mave 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 unions, could coordinate an event focusing on how workers stand to lose
under this proposed provision. However, this is 2 hugely popular issue in the small business
community, and it may not be worth getting actively involved in this specific debate, particularly
if the unions and other groups plan o contest this strongly.



BECRETARY OF THE THEAGURY

DEPARTMENT OF THE TREASURY
WASHINGTON, .¢C.

fune 26, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: " Robert Rubin 4.5/
Grene Speding
SUBJECT: " An Offer on Your Tax Package

Your budget team met in Erskine’s office today to finalize our recoramendations for our tax
package to be offered on Mogday. The following memo surnmarnizes 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  Option 1 provides a two-year HOPE scholarship of 81,000 and §0 percent of additional
expenses up to 31000 starting in 1998, It provides a 20 percent gredit on allowable out-
of-pocket education expenses of $5,000 through 2000 and $10,000 thereafter. The
package is more generous than the House and Senate packages,

- This costs roughly $34.5 billion through 2002 and $90.6 through 2007 under
Treasury’s scoring. Wi expect JCT sconng to be at least $5 billion higher in the
first five vears, ’

o Option 2 would give a four year HOPE scholarship of $1,000 for students attending at
least half time in 3 degree or certificate program, and 20 percent of additional expenses
up 16 $1000 startiag in 1998, Students not eligible for the HOPE scholarship could get a
eredit for 20 percent of additional expenses up to 81000 starting in 1998, This package
will cost in the neighborhood of 835 billion under Treasury’s scoring,

o Option 3 micrors the proposals offered by the House and Senate Democrats. Tt givesa
HOPE Scholarship of $1000 and 50 percent of additional expenses up to $200 through
1999, $400 in 2000 and $1,000 thereafter. Stodents must be attending at Jeast half time
in the first two years of 2 degree or 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
through 1999, §7,500 in 2000 and $10,000 thereafler,

- This option costs $32.3 ($37 4} billion through 2002 and $88.6 (387.3} through



2007 under Treasary (JCT) scoring.

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

Many of your advisers believe that in the end, we may wish to {5ll back {o a single, simpler
four-year option -- such as Option 2. Most of your advisers would rather lead with Option | and
use a version of Option 2 (perhaps with a more generous lifelong learning proviston) as a fall-
back, Frank Raines, however, would favor moving 1o this option sooner rather than later as &
means of showing our inmediate willingness to offer a compromise suggestion on our tax

priority.

prefer Option | ___prefer Option 2 ___ prefer Option 3

General Capital Gains Refief

)

Option 1 would provide a 30 percent exclusion, This bolds 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 refief a5 they do under the 20/10 separate
rate schedule. The proposal would include the President’s home sale provision,

- Costs §8.2 billion through 2002 and $17.5 billion -thmugh 20607 {Treasury scorng).
We expect the ICT to score this as costing several billion less through 2002,

Option 2 would provide a separate rate schedule approach (using rates of 24/12), retan
28 percent rate for colicetibles, depreciation recapture at 26 percent, AMT adjustment to
tax gaing at 24 percent, President’s homg sale provision.

- Treasury estimates that this proposal would raise 3.6 billion through 2002 and 34.6
biflion through 2007, We expect the JCT to score this as losing roughly $2 billion
through 2002 and roughly 324 billion through 2007,

Option 3 1s the proposal that came out of the Finance Committes, which had a2 separate
rate schedule of 20710, depreciation recapture at 24 percent and the President’s home
sales provision. An AMT feature will need to be addressed.

«  XOT estimates that the Senate Finance proposal would lose 33,3 billion through 2002
and $23.9 through 2007,
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Your advisers recommend Option 1. 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 will not like it
because it does not provide relief to the roughly half percent of taxpayers who are in the 39.6
percent bracket, but it will put them in an awkward message situation, help with our distribution,
and most impaortantly, give us room to move in exchange for coming our way on the higher
education tax cut and the “stacking” on EITC.

__prefer Option 1 ___ prefer Option 2 ___prefer Option 3

Child Credit
The child credit is the plece that moves to fit the rest of the package.

o Optien 1 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 child credit would be partially refisndable to the
extent the etnployee share of payroli taxes exceeds their EITC. Thus, thechild
credit will offset income taxes and payroll taxes, (o the extent the latter exceeds the
EITC. Second, we will cover children under 17, as is the case in the Congressional
packages. Third, we would keep the optional Kidsave feature that aliows parents to
contribute up to the amount of the credit plus $500 to a nondeductible, backloaded
IRA-ype savings vehicle, Earnings would be distributed tax free for the child's
education and possitidy child related events, or for the parent's retirement. Fourth,
the income phaseouts will be as in the FY98 budget (§60,060 to $75,000} through
2002 and higher thereafier. Fifth, the credit will be phased in {starting at $300 in
1998 and phasing up to $500) to fit the $85 billion 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-n at a level comparable to the
Republican proposal (ro credit in 1997, 3400 1n 1998 and $300 thereafler). It should
then cover children under 17 (though we could cover |7 year olds) and then use
whatever money is rematning 1o increase the income limits beyond the $360,000-875,000
range in the ¥Y98 Budget (we will increase the income limits afier 2002).

o Option 3 incorporates a more generous Kidsave feature. It would give a child credit of
$500 for families that do not contribute to a Kidsave account, and a 3600 child credit to
families that contribute at least 3600 to the Kidsave account. This proposal would need
{0 be somewhat less generous in some dimension than Option 2 in order to finance the
saving subsidy.

Your advisers recommend Option 1. The major issue of the discussion was to what extent
out proposal should be refundable. Focusing strictly on stacking would allow us a cleaner
micssage because it would keep the debate on the young police officer you discussed at the press



conference, (On the other hand, going with refundability 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 the message
as Democrats for welfare payments at the expense of Republicans for tax credits for teens in
middle 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 what they get in their EITC. In this way, we take away the Republican
message on teenagers, keep some element of refundability, but keep our message that this is & tax
cut only for people who owe faderal payroll and income taxes. While this may not be as strong
on refundabilily 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 Daschle
packages. In order to afford all this, however, we have to phase in the $500 credit - bus that is
congistent with your original child credit preposal. )

___ prefer Option 1 ___prefer Option 2 ____prefer Option 3
Airport and Airways Trust Fund

o Option 1 would follow the President’s FY 1998 budget by extending the airline ticket
tax through 2607 and wait for the National Civil Aviation Review Comintssion 1o
propose a more long-term solution to meet the FAA s long-term seeds with user fees.

o Optien 2 would adopt changes from the Finance Committee mark, which raise an
additional $2.2 billion through 2002 and $8 billion through 2007. While no airline
supparts increased fees, low-cost carners prefer zhe Senate approach versus the “head
tax" provisions proposed in the House.

¥our advisers recommend that you choose Option 1, which sticks with what was i your
budget and keeps you out of this fight,

___ prefer Option | ___prefer Option 2
Tobaceo Taxes
o Option | would impose a 20 cents/pack mncrease in the tobacco excise tax as included in
the Finance Committee package, but dedicate the revenue to a trust fund for children’s
and health expenditures. Under this option tobaceo taxes would not displace other

raisers needed to finance the tax cuts that are sought.

o Optisn 2 would impose a 20 cent/pack mmcrease in 1bc tobacco tax and use it to fund
other measures,



o Option 3 would not include a tobacco tax increase.

Your advisers recommend Option . We believe we should include a tobacco tax increase
but insist 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
concerms these funds should go fo.

___ prefer Option 1 ___prefer Option 2 ___prefer Option 3



Comparison of Major Provisions of Competing Tax i’a;:kages, June 24, 1997 (Scoring through 2002)

item

Suggested Administration Package

Ways and Means Package

Senate Finance Committee Package

Education

] hodarshin: 100 percent of
z}ie ﬁrst $1 QOG and 50 percent of
additional expenses up to $1000
starting in 1998,

Tuition ¢redit: 20 percent credst

on allowable out-of-pocket
education expenses of $5,000
through 2000 and 310,000
thereafter.

($34.5)

Modified HOPE scholarship --50%
of expenses up 10 $3,000
{phaseout 340,000-50,600
singles/$80,000- 100,000 joint).
($22.3)

Deduction for undergraduate
expenses paid through state-
sponsored prepaid tuition program
of up to $10,000/yr., $40,000 max.
per student. {$0.9)

Modified HOPE scholarship -50%
of expenses up to §3,000; 758% of up
to 32000 for community colleges
and technical school students
{phaseout $40,000-50,000
singles/$80,000- 100,600 jont).
(320.4)

Mo deduction or credit, other than
Muaodified Hope Schotlarship.

Scehool construchon

Allocable tax credits for K-12
construction. (32.5; Rangel spent
51.7)

None

Raise small issuer arbitrage
exemption for education facilities.
(3.03)

technology K12

12 schools. ($0.3}

contributions to schools. ($0.2)

Sectién 127 Permanent extension of Section Six month extension of Section Permanent extension of Section 127,
127, for both graduaies and 127 for undergraduates, (30.2) for both graduates and
undergraduates. ($3.6) undergraduates. (3$3.5)

Computer Subsidy for Internet access for K- | Enhanced deduction for ¢orporate | Exclude certain teacher training

(including technology training)
expenses from apphcation of 2%
floor on miscellaneous itemized
deductions. (30.1)

Student foans

82500 above-the-line student loan
interest deduction. {$1.1)

Mone

$2500 above-the-line student loan
interest deduction, (31.1)




$150 million bond
cap for private
colleges.and
universities

Repeal bond cap. (30.3)

Raise by $10 million per year until
it reaches $200 million. (30.13)

Repeal bond cap. (30.3)

[RA withdrawals

Penalty-free IRA withdrawals for
undergraduate, post-secondary
vocational, and graduate education
expenses. (30.8)

Penalty-free IRA withdrawals for
undergraduate, post-secondary
vocational, and graduate education
expenses. (30.8)

Penalty-free [RA withdrawals for
undergraduate, post-secondary
vocational, and graduate education
expenses. (30.8)

Education saving
incentives

Kidsave accounts (1.e. backloaded
[RA for educational saving), with
31,000 contribution limit. As in the
Senate, education expenses
financed by Kidsave withdrawals
would reduce allowable expenses
for the Hope Scholarship.

Education investment accounts for
children under 18 (maximum
$5,000 arinual contnbution,
$50,000 aggregate contributions),
private prepaid tuition plans;
deduction for undergraduate and
post-secondary vocational
expenses of up to $10,000/yr.,
$40,000 max. per student. (37.0)

Contributions of up 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 $2000
{(plus $500 child credit) per year;
tax-free withdrawals for prepaid
State-sponsored programs. ($ 6.2)

Middle-Class Tax
Relief '

This provision will be adapted to
fit the $85 billion net tax cut
target. The credit will be stacked
before the EITC and partially
refundable. ‘1t will cover kids
under 17, incorporate an optional
Kidsave feature, phases out
between $60,000 and $75,000
(prior to 2002) and phases into a
$500 credit, starting at $300 in
1998.

$500 ($400.in 1998) child credit,
non-refundable, under 17, stacked
after the EITC; 50% offset with
dependent care credit for married
couple making $60,000 or more
(833,000 for other taxpayers),
beginning after 2000, ($71.3)

Phased out starting at $75,000 for
singles and $110,000 for joint

$500 ($250 in 1997 only for children
under 13) child credit, for children
under 17 (18 afier 2002); mandatory
Kidsave for children age 13 and
above; stacked after half of the
EITC. (383.5) '

Phased out starting at $75,000 for
singles and $110,000 for joint




Index dependent care tax credit
expense hmit, $75,000-$100,000
AQGI phaseout. {30.1}

Alernative
Minimum Tax

None

Increase individual AMT
exemption amount by $1,000
every other year from 1995
through 2007, index thereafter.
{81.2)

Increase mdividual AMT exemption
amount by 8600 foint) for 2001-
2002; 8950 {joint) every year
thereafter, (830.35)

Corporate AMT None. {Exemption from AMT for | Exemption from AMT for small None
small corporations — included as sorporations. {30.6)
part of Administration ’
Simplification Proposal)
None Prospective repeal of AMT None

depreciation. {$11.8)
Capital Gains 30% exclusion; retain 28% for Separate 20/10 rate schedule, 26% | Separate 20/10 rate schedule, 24%

collectibles. $300,000 exclusion maximum rate on-depreciation maximum rate on depreciation

Provisions

for home sales. Includes the

President’s home sales provisions,

(38.4, Treasury estimate).

recapture, indexing siarting in
2001, phase down of top corporate
capital gains rate to 30% for assets
held at least 8 years. $500,000
excluston for home sales. (raises
$2.7)

recapture, no indexing or corporate
capital gaing. $500,000 exclusion for

home sales. ($3.3)

Small Business
Provistons

Varant of Bumpers-Matsui
targeted small business relief
{30.4, Treasury)

None

Shghily expanded version of
Administration’s proposal. ($0.7)




—

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

Create backioaded American
Dream IRA’s, penalty free
rollovers from IRA {which raises
money), special purpose
withdrawals for first time home
purchase. (.03}

Expand income phaseouts for
deductible IR As; expand availability
of spousal IRAs, create backloaded
IRA Plus accounts, special purpase
withdrawals for first time home
purchases. {33.3]

Home Office

increase availability of home office
deduction. {$0.6, Treasury)

‘Slightly modified version of home
office provision {(31.1)

None

Estate Ta’x

Daschle qualified family owned
business estate tax relielf, ($2.3,
Treasury} :

Increase unsfied credit to $1.0
million by 2007, (37.5)

Increase unified credit to $im by
2006 €$3.1). Modified Daschie
proposal with $Im exemption for
gualified businesses {$3.1}. Upto
31im exclusion for conservation
gasements and other changes {80.4)

Urban Initiatives

Expansion of EZs and ECs,
Brownhelds, CDFI and the
welfare-to-work tax credit. {82.3}

Modified welfare-to-work
provision {(30.1}; no brownfields or
BZ/ECs,

Restricted brownfields {$0.25); no
weHare-to-work or EZ/ECs.

Other Presidential
Intriatives

Equitable tolling, Puerto Rico,
FSC software, and DC. (81.3)

Madified D.C. package (80.3); no
equitable tolling, FSC software, or
Pugito Rivo

Muadified D.C. package {30.3}; FSC
software {$0.6); no equntable tolling
or Puerte Rico,

Extenders

R&E, contributions of appreciated
stack to private foundations,
WOTC and orphan drug credit.
{82.8)

I=172 year extenston of REE, and
contributions of appreciated stock
to private foundations; one year
extension of modified, two-tier
WOTC, and permanent exiension
of arphan drug credit. (34.1).

Two-and-a-half year extension of
R&E and contnbutions of
appreciated stock to private
foundations; modified rwo-tier
WOTE and permanent extension of
arphan drug credit. (36.6)

Independent
contractors

None

Liberalized independent contractor
rules. ($1.0),

Provision re: classification of
securiies brokers. {negligible}.
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MEMORANDUM FOR THE PRESIDENT
FROM: SECRETARY RICHARD W, RILEY

SUBJECT: HOPE AND “LIFELONG LEARNING” TAX CREDITS

L SUMMARY

As [ briefly mentioned o you yesterday, T think the “yeal hols” in the House and Senste tax ¢ut plans
s the omission of your 20% tax credit for bielong leaming. Itis clear that the 20% tuition tax credit
to serve jumiors, seniors, graduate students and lifelong leaming was part of the agreemerit signed
off on by Speaker Gingrich and Majority Leader Lott (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 parsmonnt,

1 lay out below why this lifelong learning tax credit is so importunt 1o the country’s future and why
the time 1s night for you to engage.

I DISCUSSION

For ycars, experts in education, business, and the economy have talked about two impending “sea
changes” in America life: (1) the necessity to change jobs perhaps as many a5 geven filngs in 8
lifetime 1o stay employed and support & family; and (2} the critical importance of learning for a
lifetime in order to navigate these changing times and changing skill demands,

The early negative impact of this “see change” on American {amilies was seen in the “anxiety”
shown in the late 1980s and early 1950s before the strong economic recovery began. Many warking
and middle-income families had their confidence eroded in their ability to support themselves and
their families and handle these changes. This fundamental concermn is still just below the surface,
That is why a tax credit to help Americans afford access to lifelong leaming is absolutely vital 83 o
way to deal positively with this “sea change” '

BOG INDEFENDENCE AVE. 83, WaSHINGTON D.C. 202084100

»
Our mussicn (s (o ensure equal aecess lo sduseilon and to promote educationa! excelience throughout the Nation.
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IMPORTANCE

The HOPE scholarship is one very important big idea because it will help provide an incentive for many
working and lower middle-income familics to send their children to college in the first place: However,
the second “big idea” Is the 20% lifelong leaming tax credit to affect positively, over the long term, tens
of millions of Americang 81 critical transitions in their adult lives: (1) help adults go to college to got
additional education and training in order to get ahead or prepare for a changt: in joby and gkiil
requirements: {2) assistance to ﬁmsh 8 xzvycar deg’cc, az’zd {3} pmvzde an zncantwe for graduate schcci

in this education era. Ir ans will be helped by the Jifelong
Iesming tax credif -~ aﬁd 13} thc ﬁimr:, all Am::ncz:zs who mtum 10 caﬁege would benefit.

The 20% lifelong leaming tax credit will result Zfz impartant advances educationally, cconomically,
and politically, Each year when taxpayers see their ability to write ¢ff 20% of the cost for tuition to
upgrade their education at g college, whether they use it or not, they will feel like someone is on their
side to navigate this changing economy. The American people clearly know that getting more
education and skills at 2 college or post-secondary institution is the way to get ahead - that is why

- recent surveys show that almost 95% of parents want their kids to go to college. Yet, 75% of
Americans do not have school-ape childran, So without the 20% tax credit, this group of adults
without school-age children will not realize an important benefit,

The 20% lifelong ieaming tax credit addresses a huge group of taxpayers, voters and employees who
often may net have an incentive or cannot quite afford to upgrade their education. It could be one of
the major defining issues for'you and and your Administration.

TIMING .

Because all of the early attention was given to the HOPE tax credit, and now that it is includéd in the
House and Senate versions, it is only natura) that the American public and higher education community
are now just in the very sarly stages of tuning in 10 the 20% lifelong learning tax credit. However, the
head of the community colleges, David Pierce, rightfully observed recently that the 20% tax ¢redit i
the “powerfu] sleeper” in the President’s package.

While HOPE ts grand for half-time and full-time students in the first two years of college, it docsn”t
help those millions of adalts who need and want to go back periodically t6 teke an important course or
two at a community or technics! college. The lifelong learning tax credit 1s the "hackbone” for access
10 “higher education for all Amedceansy,”

To lay the groundwerk for heightening awarensss on this issue, last Friday the U.S. Department of
Education matled a letter (copy enclosad) to 10,000 leaders of post-secondary institutions, colleges and
universities explaining the importance of the lifelong leaming tex credit and sent out to media outleis a
breakout showing how many more persons in their state would benefit from the lifelong leaming tax
credit. This week the key leaders in fugher education came together and agreed 1o make 2 concerted
effort o promote the Clinton lifelong leamning credit,

Because of the urgency of raising visibility on the lifclong learning tax credit, we need our President to
get fully and openly involved in engaging the Ametican public and informing them of the positive effect
of the 20% lifelong leaming tax credit on the vest majority of sdults in America. The groundwork has been
laid for you to mobilize action,
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Congress-of the Tnited shtateg
Warkington, NC 20518 .

May 15, 1997 <

The Honorable William I Clinton e s
Presidant of the Unitod States

The White House

1600 ?wmyl vauie Avenue, N.W.
Washinglon, D.C. 20515

Dexs Mr. President:

Wi would Iike to take this oppostunity t¢ confirm important aspacts of the Balineed Budyer
Agreement. Tt was agrmed that the net tex cut ahall be £85 billion t}:m ¢h 2002 asd not mora than $250
. billions theough 2007, We belieos thase lovals providersBoagls soom for important reforms, iseluding

broad-based permanent capital gains tax reductines, signifizant death tax veltef, $500 per chﬁé bax azedit,.
snd expansion of [RAs. {

I the course ef clra.[hng the }egulaiton to mg?ammt the halanced kmlgré pian, tﬁm are some
additional arcas that ws want ta be rurw the committeer of jusiadietion contidsr. Spacifeally, it wan sgresd
shat the packags must include tax relief of raughly $35 hillion over five yoars for gest-srcondiry sducstion,
iseduding x deduction and & tax exedit, Wo balisve this packege thould be convistent with the abjectives put
forened in the HOPE ssholarship sed tuition tax proposshs contalned in the Administeation’s FY 1998
Ludgat fo appist middizals parents.

Additiondlly, the House and Sonate Loaderhip adll oskt 4o include variows proponals ia the
Administration’s Y 1008 budget (e.g., the welfaze-to-werk tax cradit, capital gaing tax solisf for howe
ssles, the Administation’s BEZ/EC proporuls, broambalds legizlation, FSC softwasa, and tax zm«ntlwa
é“tgzﬂl -] spuy aoonaBIY gm&h in %}w Dirtrict uf ccim&) as well a3 vazious pcm:L.ng Ccﬂgm;;{)ad

tay ;smgowaia.

In this comtent, it should ko nated that th tax-Sniting comaiiticss will be required to alanwo the
intorests and desios of many f pois cugixng tax icgn&imx within tlaz wuntext of tha net tax mduction
goals whizh have beon béégiﬁ while ot the souc tire prc teoting tlw mtr.:cshz of taxpayers gmcnﬂ

W stand 1o wuck with you tovazd t}:am em?s "'hmk you vary mzch {or your cmyamﬁon

Sincerely,

es (ling ‘ nn‘: Lot
Speakes ) ) . Senate Ma;aniy Leadds

muwne-mz;tma 25"
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Doar Colloge President:

1 am writing to inform vou of Prmident Clinten's tax qut proposal which he unvelled on Monﬁz?
Tune 30, As the Pradident’s praposals wers being contidered over the past six menths, you znd
your colfsagues mady suggestons for improvement, and the President rasponded with ‘.hangm
thal heve mades 1y pim stronger and more progressive: the tax zredit s na longer offun by Pall
Grante; the grade requirement was replaced with “satisstory seademic prograss” making it !
conuisient with the Federel stodem did programs; and now the deduction hus boan shifted 1o %
more pwgmxm 20 pereent tax credit. With your help, we have 2 10lid plan that offers
opportunity in the rapidly changing economy by helping people improve their sdusation snd
upgrsde their sidlla throughout their lives, .

In the next faw wesks, Congress will onsider three veriiont ol tax outs. The President’s |
mpoxai provides two-thirds of the fax cuts to the middle sixty percent of funilies ~ more than
twice the shars that the House sad Senats ahaw pzwda for thete familieg, IF wb 80t now, wc san
srcurs thess imporsant tax suts for working femilies :

Foe Wgher education, the diffarencs it clesr, The Prasident’s slan will provide help 1o goven
oo more rudente In 1392 than ke Hoose and Serate pastad ;:2;;:, because the ?mzdcrat*@.
plan is the paly ono ©n the teble that offers tax redief for familias paying wition out-of-pocker }‘m"

* Juniots 4nd seniors
. Part-tirme pudents goeking 1o imgrove or acguire job skills
* Gradurte srudents

The President’s proposal helps these srudents by providing & 20 pereant tulion credit on expe?ssm
up to §5,000 initially and $10,000 beginning in 2001, AL 2 time when older workers nesd 10 -
improve their edueation and upgrade their skills, it is critical thae the eduestion tax cute pwmme
lifelong {sarming.

The Preaident’s proposs! makes the 13th and 14th yeurs of edusation -« the fiest two yeass of |
oellege — universally available by providing & modifisd twovyear 31,560 HOPE Scholarahip. First
and sezand-yasr sudente would receive 8 100% credit Tor the first $1.000 of twition sad (ser plus
SO% of the next $1,000, A srudent going 1o & typical community college with taition of $1,200
would receive » 31,1600 credit under the Peasident’s propessl. After 2002, (he 1ax credit would
IncTetue 1o 52,000 100% of the first 51,500 and 5024 of (he next $1,000.

Prasidant Clinton's tax plan insorparstes pther hzgiw sducation pravisions that have brosd-based
Bipartiean pupport, including: & permacent extesision of the tax prefarence far amployer.provided
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President Clinton’s Higher Education Tax Cuts: j
Creater Benefits for More Familics

While providing the greatest help in the first two yoars, the Administrotion’s plan has slways gone muck farthes,
gmting s substantial tax cut for virually eny investment in postsecondary ecucation or raining.  Unlike the
ongressional plans, the President’s tax credits cover more types and ages of postecundary studers, includlng:

»  purt-time students {Jess than h%if«iim;:} sceking to improve or acquire job skilis;

»  students beyond their first two years of undergradusts study, .
‘ ' . i
¢ graduste studants.
Although the Administration, Housc and Senate plans all provide modest assistance for srudents who barrow or

famnilies who have specizl education savings accounts, for many situations that families find themselves in, the
House and Scame plens provide littde or po help, Consider the following: ‘

T e
lfgru;zfézz Tax
" lmnﬁi?m f;:{: fﬁ'.{t e

Twa kids In college: Married coupte,
-1 $60,000 income, with two kids in collsge: $2.500 31,100 £1,300;
one at a comemunity college with 2,000 (83,500 after
tuition and $200 books, the other A jurndor &t year 2000}
8 privats college with $10,000 ruition,

H
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parent with' 350,000 income, one child .. © ‘

olhg 10 an Fvernge community collega fulis
N

T S P Y
Sme (81,200 titionand foes) e e <

I
R E

Returning 1o school less than half-time: :

Family with $30,000 inconmis, one parent 5400 $0 50
going to & public four-yesr collsge part-lime L |
1o change careess (82,000 ruition and feeg) .-

‘{';Z}lézf'izbéyond’ﬁ}sim}fears_:.Fgaﬁiyﬁ el 81,000 |

‘With $40,000 income. onie child {s junior at 52,000 after | - | 50 $0

verage privato college {$12,000 tution and |- .- - year 2000) |. - ‘ -
. ,»?.z:.x.. i“ DI R J‘.—":"E;"«"::: e

£ B GLER S AT T RS
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Returning to school full-thne to become ¢
teacker: Homemaker, family income of
$70,000, attenging graduate teacher tralning £700 $6 $0
program &t public university after being out
of college for 20 years (33,500 tuition).

iGraduats stiudent; Singls grodunts student
@%}?’m income and wition of -

wg 600 | 56 .50
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Methodology of State-by-State Analysis

Using a nationally-representatve sample of postsecondary students and data on Pell Grant rccipfient.s, an
estimate was derived for the proportion of the total notional number of recipionts of the tax benefit in 1998, -
Using that ratio, the number of recipients for asch State was determined. Based on the Jolm Tax Comynitiee
and Tressury revenue estimares of the three plans for 1999, & dollar amount for cach State wes desived ualng the
same 1atio as the Statc/national pumber of beneficiares.
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THE WHITE HQUSE

Cffice of the Press Secretary

For Immediate Release August 5, 1987

STATEMENT BY THE PRESIDENT

I have today approved H.R. 2014, the "Taxpayer Relief Act of 19%97."
Together with the Balanced Budget Act of 1987, this legislation
implements the bipartisan budget agreement.

I have long ceonsidered tax cuts for middle-income Americans and small
businesses a top priority. In 1993, I worked with the Congress to cut
caxes for 15 million working families by expanding the Earned Income
Tax Credit, and by providing investment incentives for small businesses.
& year later, I proposed my Middle Class Bill of Rights, including
child tax credits, deductions for higher education, and expanded
Individual Retirement Accounts. Then, in 1996, 1 signed into law a
number of cother tax benefits for small pusinesses and their employees
-~ including greater expensing for small-business investments, greater
decductibility of health insurance premiums for small businesses and
their employees, and expanded and simplified opportunities for
retirement savings. Alsoc in 1996, 1 signed into law a $5,000 tax
credit for adoption expenses (56,000 for adopting children with special
needs) and higher limits for tax-deductible contributions by spouses
to Individual Retirement Accounts.

This yaar, 1 once again proposed my Middle Class Bill of Rights. ©On
May 2, 1997, the congressional leadership and ! reached a historic
bipartisan budget agreement that included the broad outlines of key
zlements of my tax-cut plan.

As my Administration has worked with the Congress over rthe last few
months to develop the details of the balanced budget agreement, I have
insisted that the tax-cut package meet four basic tests. PFirst, the
tax cuts, must ke fiscally responsible by avoiding an explosion in
revenue cosks Ln years outside the budget windows. Second, the tax
cuts must provide a fair balance of benefits for working Anericans.
Third, the tax cuts must encourage economic growth. Fourth, the tax
package must reflect the terms of the bipartisan budget agreement,
ingluding & signiticant expansion ol opportunities lLor higher ezducation
Yor Americans of all asages.

I believe that H.R. 2014 meets these tests. 1t will provide an
estimated $95 billicen in net tax cuts over the next 5 years. It is
a fair plan that places a priority on education tax cuts and provides
a child tax credit to families who work hard and pay taxes. Tt also
ingorporates Republican pricrities in a good-faith effort to honor
the budget accord and to reach final agreement on a tax cut the
American people deserve. This legislation will not only provide needed
tax relief for middle-class Americans, but will alse¢ encourage eccnomic
growth, It is also fiscally responsible: the costs of these tax cuts
are fully offset in accordance with the balanced bhudget agreement,

I am especially pleased that the legislaiion includes, with certalin
modifications, the key {eaturss of my Middle Class Bill of Rights
designed to give middle-income families the tax relisl they need to
help them raise their children, save for the ruture, and pay for
postsecondary education.

hitp://www pub.whitchouse.gov/uri-res/I2R?urn:pdiz//oma.cop.gov.us/1997/8/6/3 1cxt. 1 171172001
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Education

I have leng believed that the tax system should better encourage
investment in college education and job training. This legislation
incorporates the key aspects of my proposals for a $1,500 HOPE
Scholarship o make 2 years of college universally available and a
20 gercent tuition c¢redit to make the third and fourth years of college
more affordable and te promote lifelong learning.

The legislation also centains a number of other education initiatives
that my Administration has strongly supported. These include tax
incantives for public scheool repair, renovation, and educatianal
enhancement in poor neilghborhoods through Education Zone Academy Bonds;
student-loan forgiveness exemptions similar to those that I have
previously proposed; tax incentives 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 and universities: and a special tax-favored savings
vahicle to help families save for higher education.

The ©ill alseo includes a 3-year extension of the exclusion of
employer-provided educational assistance l'rom taxable income. While
I am disappointed that the Congress did not adopt my prooosal to
zxiand Lnis exclusion permanently or to include groduate eduocacian,
1 intend Lo gonltinue to work with the Congress Lo achieve these
important goals.

Child Credit

I have long advocated a child tax credit for tax-paying working
families. Consistent with my proposal, H.R. 2014 will provide $500
per child tax credits ($400 in 1998) for families with children under
17. In working with the Congress teo develop this legislation, [ have
insisted that the group that can benefit from the child credit include
working tamilies with incomes between $15,000 and $30,000. 1 am
pleased that the child credit as contained in H.R. 2014 megts this
requirementc so that these families receive reliel i{rom both income
and payrol! taxes.

IRAs and Other Savings Incentives

Since 1994, my budget has contained proposals to provide greater tax
incentives for long-term savings for retirement and other important
purposes. [ am pleased that, consistent with my budget proposals,
H.R. 2014 permitvs penalty-free withdrawals from exisLing IRAs to
finance higner education expenses and for first-time home purchases,
makes deduccible TRAs more widely available, and gives taxpavers the
cholice ol o new backloaded TRA. [ am pleased 'hat the Congress moved
from ivs original position so that the IRAs contvained in H.R. 2014
are more targeted to lower- and middle-~income families. I am concerned,
however, that the Congress did not move far enough, and that the bhill
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 @ high priority of my Administration. I have proposed a number of

http://www.pub.whitchouse.gov/uri-res/12R 2urm:pdi://oma.cop.gov.us/ 1997/8/6/3.1ext. | 1/11/2001
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1
initiatives to increase investment in disadvantaged areas. I am
pleased that H.R, 2014 includes versions of most of thess initiatives.
As | have earlier proposed, the bill would encourage the cleanup of
polluted urban and rural areas, known as brownfields, by allowing a
current deduction for certain costs incurred by pusinesses to remediate
anvironmentally contaminated land in certain areas. 1 am 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. Qver 500 communities submitted
applications for these 104 designations. The final designations were
announced in December 19%4. To build upon the success o!f this program,
and to mobilize more communities to promote business development and to
create jobs, 1 proposed two additional urban empowernent zones as
iefined hy the 1993 legislation, and proposed a second round of
competition to designate 20 additional empowerment zones, with a
different mix of tax incentives, and B0 additional enterprise
communrisies. 1 am pleased that H.R. 2014 provides for the designation
of the additional empowerment zones, bul disappointed thal it does not
make provision for the new enterprise communities.

IL has bheen an important goal of my Administration to encourage
employment of disadvantaged residents of the District of Celumbia and
to revitalize those areas of the District where development has lagged.
I am pleased that H.R. 2014 includes tax incentives for the District
of Columbia. 1 am disappointed, however, that it does not include my
proposals to create an Economic Development Corporation for the
District, stimulate investments in Community Develcopment Financial
Institucions, or facilitate the restructuring of our Nation's
afrfordable housing portfolio.

Wellare-to-Work

I am pleased that H.R. 2014 includes a moditfied version of my
wel fare-to-work tax credit proposal, which is designed to generate
new job opportunities for long-term welfare recipients. [ am also
pleased that the bill extends the Work Opportunity Tax Credit (WQTC),
but 1 am disappointed that it modifies the structure to allow
employers te claim the WOTC for hiring workers for a very short
period ot time and does not expand the program to cover childless,
abnle=bodlied adults ages 18-50 who are subject te the Food Stamp

cime limit and work reguirements.

Small Business Tax Cuts

T am pleased that H.R. 2014 enacts many of the recommendations of the
1835 White House Conference on Small Business. For 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 than two million)
would be spared the complication of calculating the AMT.

Farlier this vyear, my Administration announced its support tor
exnansion of the home office deduction and fthe small business capital
gains incentive. These proposals were intended e help nich-tech and
bio-tech antreprenz2urs, starc-up-companies, parents who work out ol
thelr homas, and other Americans who are seizing the opportunities of
Lhe new economy. I am pleased that H.R. 2014 expands the home office
deduction, but disappeinted that it contains enly limited modification
of the small business capital gains incentive.

hitp:/Awww . pub.whitchouse.gov/uri-res/I2ZR?urn:pdiz/oma.cop.gov.us/1997/8/6/3 1ext. | 171172001
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Copital Gains Reliel

I am pieased thatr H.R. 2014 includes my proposal teo exempt up to
S500, 000 in capital gains on the sale of a home from all capital
gaing Lgxes. Thiz encompasses over 5% percent ¢f homes sold in the
.8, ang will drematically simpliify taxgs and record keeping for
over 60 milllion homeowneyrs.

i hpd olso proposed o 30 percent exclusion for caplitel gains. |
gontinue $¢ have conserns that the across-~che-boasd caplual gains
reliel in H.R. 2014 is voo complex and wili ddsproporiionately benefliy
the wealthy over lower- and middle-~income wage earners. I am pleased,
nowsver, that H.R. 2014 doesz not contain the House provision to index
capital gains, which would have caused aven greater complexity and
would have contribubed to an explosive revenue cost after 20607.

£state Tax Relief

7 am pleasad that, consistent with my proposal, H.R. 2014 contalins
# spacial axampiilon for intersstis o gualifisd farms or sasll
cusinesses thal, when vomdined with the uniltied graday, will axgmpt
upr £ S1.3 miliien in value., 1 am alse pleassd that ghe bil) inpludes
& version of my propesal Lo provide liguidity relis? for estates
contalning small businesses and farms. The bill sisoe incrgoses the
nnified astate and gifp tax credif on a phasged-in hasiz Lo ceach 1
millier in 2084, I continue Lo have ¢ongarns ohalb (his provision is
ton expensive and will ba of no benefit o the vast majorivy of
hmerican families.

Topacoo Taxes

Earlier this year 1 proposed an increase in tobacoy Laxes phat wobid
bhe separated into & trust fund and dediostsd entirely o gxpanding
heatth coverage for children, sddressing other ¢hlldren’s developmsny
issues, and improving the overnll public heslih., 1 as plsassad thay
such a preovision has peen included in H.R. 2015, am sEriously
concerned, however, that H.R. 2014 provides thay the incraase in
tobacco taxes collected is to he crediged against the tobal paymants
made by parties pursuant to the iobacceo lndustry sevtlament agresment
of June 20, 1397,

Simplification
i &m pieased that H.R. 2014 {npeludes many ob Lha Llyams pravigusly

containad in @y April package of some B9 messures designed Lo simplify
the Lax laws and enhange taxpayers' riohts, [ oam congeoned, however,

Lnav the sheer mulititude of miscellaneous btax gode amengdments contained

in H.R. 2014, will gontribute significantly to compiexliiy Lor caxpayvers
and tax planpers. 1 am also gongerned that gome of the provizions Chag
will affect many taxpaysrs, such as the capltal guins provision. are
unduly complex. I continue to support revenue-névtral initilatives to
simplify the tax laws and Lo promote sensible and gsuuitable
administraviaen of the tax laws, T urge the Congress to continue os
wWork wi se b0 ashieve these goals.  In addition o supperting
legislavive initiatives, my Adpinistration is committed to taking
appropriate administrative action Lo dmplement this tex lagislatiun

in a mannar that sinimizes vaxpayer burdens, and furcher, that
simplifies the pax laws and anhances procedural saleguards for
LEEPRYRLSs,
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Cther Presidential Initiatives

My tax plan included extensicons of the research tax credit, the
ocrphan drug credit, and the tax incentive for contributions of
appreciated stock to private foundations. I am pleased that H.R.
2014 includes such extensions. [ am also pleased that H.R. 2014
includes my proposal to extend the foreign sales corporation benefit,
which exempts a portion of income for tax purpcoses, to include
computer scftware licensed for reproduction abroad.

1 am disappointed, however, that H.R. 2014 omits a number of my
important inictiacives, including my propesal Lo provegt the righis
of ‘disabled persons by axiending the Uime such oeople arie ollowed
to claim a tas refund Lo include the period durinu which Chey are
mentally or ochysically impaired.

The hill also omits my proposal to restore the wage-based tax
incentive for new investments in Puerto Rico. While I agreed last
vear to ending 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
fuels were not extended in this budget. Earlier this year, 1 proposed
extension of the excise tax exemption tor ethancl in our surface
Lransportation reauthorization proposal. I urge the Congress to
cxtend the ethanol subsidy when it consliders the reauthorization bhill
later 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 Commission's
recommendations,

The bill alsc transfers the 4.3 cents per gallon in fuzl Laxes
currently dedicated to deficit reduction from the General Fund to
transportation trust funds. While the transfer provision itself
has no revenue 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.

Finally, H.R. 2014 contains a provision that is intended to address
the capital needs of Amtrak. The provision is contingent on the
enactment of subsequent Amtrak reform legislation. Although the
provision is highly preoblematic in terms of tax policy, my
Administration looks forward to working with the Congress to secure

the enactment of Amtrak reform legislation that is fair to all parties.

Conclusion

Despite my reservations, H.R. 2014 meets the basic tests established
by my Administration and provides needed tax relief for working
Americans. T am grateful for the bipartisan support that Lthis measure
received in the Congress, and I am pleased to have signed it into law.
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WILLIAM J. CLINTOW

THE WHITE EGUSE,
ARugusy b, 1887,

§ # 8

hitp:fwww pub.whitchouse gov/urirew 2R 2urn pdiHonacop gov.us/ 1 9978/6/3 text. /112001


http://www

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 sinée the passage of the G.1. Bill in
1945,

These tax:cuts essentially make the first two years of college 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 fees and 50% 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 income of 360,000 and two children in
college at least half-time, one at a community college with a tuition of 32,000 and
the other a sophomore at a private college with $11,000 tuition, would have their
taxes cut 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 years for students who are in their 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 1, 1998 for post-secondary enroliment beginning on or after July 1, 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 ycars ($3,500 tuition). Her family's
income taxcs would be cut by as much as $700,

Automobile Mechanic: A marricd man, whose wife works partFllmp, and who has two
grown children and an adjusted gross income of $32,000, is g01ng1b to a local technical
college to take some computer classes with a 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 1, 1998, taxpayers may withdraw funds from an IRA, without penalty,
for the higher education expenses of the taxpayer, a spouse, a child, and even a grandchild.-
For each child under age 18, familics 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-secondary 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 ablllty to contribute to an Education [RA 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 $110,000. There are a few restrictions. A taxpayer, for example, who
uses the tax-free distributions from an Education IRA may not, in the same year, benefit from
the HOPE Scholarship or Lifetime Learning Credit.



e 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. Withdrawals 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 pay off their student
loans, which average about $13,500. This provision will reduce the burden of this obligation
by atlowing 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 and finds a job paying $25,000 a year (an has no
other income). The student has a total student debt of 313,500 and is in the 15%
federal income tax bracket. The monthly payment for this student’s loans is $166.
The total amounts of payments for the year is §1,992, over half of which is interest
--§.1,080 --which can be deducted under the new law. The student’s maximum tax
benefit will can be calculated by multiplying 81,080 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 relief bill extends Section 127 of the tax code for three years for undergraduate
education (for courses beginning prior to June 1, 2000). This provision allows workers to
exclude up to $5,250 of employer-provided education benefits from their income. This
provision will enable many Americans to pursue their goals of lifelong learning.



. Community service loan forgiveness

This provision excludes from income student loan amounts forgiven by noa-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 leamn
and help families 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 1o $3,000. All of these benefits
and tax cuts have one goal: to give parents the support they need to give thelr
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 you, your children and
- grandchildren please call: 1-800-USA-LEARN.
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During his presidential campaign, Mr. Clinton had”
described his "Hope Scholarship” tax credit as a way to
expand aceess 1o college for all. The talk was fur dilferent
on this day. "This is a middle-class tax break, first and
forzmost,” said the President's economic adviser, Gene B
Sperding. Low-income students, he said, would be helped
by the bigger Pell Grant and other elements of the budger
package,

The President wants to use the tax bill to lelp education,
while the Republicans in Congress want to cut capitul
gnins for the rich, Mr. Sperling argued to the uncertain
gathering. If you dan't suppert us, he warned, they will
shape the bill, and they'll find sermeone clse whe wunts
the billions of dollars intended for students and their
familics.

When the pitch was over, the room fell silent. Then David
l.. Warren, president of the National Association of
Independent Colleges and Universities, rose to s fee
"“We're with you,” he said. Leaders of the American
Council on Education added their support.

Officials of a fow other groups, however, including the
American Association of State Cotleges and Universities,
offered no such endorsenients. For them, there was sull
no deat,

Few moments better cupturs the policies and the posturing
behingd the process that resulted i the most significant
federat higher-education legislation in three decades: the
Taxpayer Relief Act of 299;, which, beginning in
Januarya will deliver $40-billion i tax breaks to students
and their famities over iwtﬁ y&ns- .

Interviews with more than tee dozen college officials,
Administration aides, liwmakers, and others reveal many
strands of the story of how the tax bill took shape: thw
conflicting tactics that groups ke the state-college
association and the Awerican Council on Education used
ter try to get what they wanted; the relevanee, or
irrclevance, of academd’s leaders in the rarefied politicad
atmosphere in which the deal-making took place; the
ability of one Congrossman 1o teaien Joug-held wx
breaks for graduate students and faculty members; ond the
contentions, complicated relationship between the Clinton
Admimsration and college lcaders,

Muore than anything clse, howoever, i is o take of how
solitics shapes -- and subverts - education policy.

To supposters of the Clinton plan, the story is about how a
shrewd Democratic wam built support {or an enormous
infusion of federal funds to higher education, despile the
country's budget-cutting mood and intenge opposition
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from Republicans,

To others, 1t 1s about how election-year politics led the
Administration (o abandon the students most in need of
federal aid « and how college oflicials, blinded by doflar
sighs, went atong for the ride.

ANAPPEAL TOQ THE MIDDLE CLASS

The Hope Scholarship, a central plank on which
President Clinton based his successful re-glection
campaign, has its rools in his pelites! nadir: the
Cengressional clections of 1994,

A few weeks after Republicens had wan control of
Congress ot a platlon:s of baluneing the budget ard
cutiing taxes, President Clinton intreduced hig
“Middie-Class Bill of Rights.” It called for a balanced
federal budget, 2 1ax credit for every child, and a
$10,000-u-year lax deduction for the cost of
posiseeondary education,

Liberals attacked the plan os g betrayal, and Repuoblicans

cailed i 7 despornte attempt by & Democratic President to

steal from their plaoybook, Chliege officials eriticized the

tuition deduction hecause i would give bigger subsidies y
to people with high incomes than 1o those 1 Jower tax

brackets. The Middie-Class Bill of Rights went nowhere.

Administeation aides were disappointed by colleges’ laek
of support. Bot over the next fow months, the two groups
wamed up agatnst Republican efforts w slash federa
student ol President Clinton bwice tumed G.OUP. plang
to sut financial vid to his political advanmage. In May
1995, Republican lawmakers proposed ending the interest
paymenis that the government makes on student loans for
quolified borrowers while they are in college. Then, in the
fall, they mtroduced a plan to badance the budget in seven
vears, o mepsure that would have cut student aid
signilicantly.

A clash of wills over 1he budget plan caused the

government to shut down for several days in late 1993,

Congressional Republicans absorbed maost of the resulting

public anger, and the President, viewed s education’s

savior, scored big political points. Me would remember

the lesson. :

BIG NUMBERS IN OPINION POLLS

As the White Flouse bogan preparing its fiscal-1997
budget plan that fall, aides o Mr, Clinton knew they
wanied to do something to expand accuss o higher
education. A consensus emerged that the only way ta do
this would be throwgh the tax code. Given the deive 1o
balance the budget, says Murshall S, Smith, the Deputy
Education Secretary, proposing big mereases in spending
on Pell Grants or other ard Mwasn't in the curds.”
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In onc of a series of meetings between top Education
Department officials and White House aides, Dr. Smith
mentioned to Dick Morris, the President's political
consultant at the time, that the vast majority of
undergraduate students werce in their first two years of
college. That fact, Mr. Morris says, along with polls
showing the public's high respect for the job training
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 free for the vast majority of kids in two-year
colleges.”

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

Not all of them, though. David A. Longanecker, Assistant
Sccretary for postsecondary education, acknowledges that
he believed that direct grants would give much more help
to the neediest students. Top economic advisers in the
White House concurred.

Another group, led by George Stephanopoulos, a senior
adviser 10 the President, hiked the tax credit but found the
timing terrible. Their view, says Mr. Sperling, was that in
the midst of a fight over shutting down the government
and bajuancing the budget, "it would be ill-advised if we
came out with a new proposal that costs a lot of money."

"George's view carried the day,” Mr. Sperling says. The
tax credit was not included tn the budgct plan that Mr.
Clinton offered in March 1996.

The 1dea had legs, though. As the spring progressed.
officials of the Education Department, among others,
worked quietly on iterations of the tax credit. Meanwhile,
the Presidential election campaign was heating up -- and
not in Mr. Clinton's favor. Word was growing of the

1 5-per-cent, across-the-board tax cut that the Republican
candidate, Bob Dole, was preparing 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 decided.
was a high-profile specch 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
Management and Budget worked feverishly to hone the
details of the tax-credit proposal. They worked quietly, to
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shield the plan from the Dole campaign and the ngws
media. "We were nol (o discuss it with anybody,” siavs
Maureen McLaughlin, Deputy Assistant Secretary of
Education for policy und planning,

"Anybody” included officials of Washington's
igher-education associations, whose advice the Clinton
Adminisiration often sceks on policies that affect
colieges. They knew nothing about the Hope Scholarship
until the morning of June 4, when Secrciary Riley met
with them and wold them what the President would
announce in his speech that witernoon.

LITTLE ASBISTANCE FOR LOW-INCOME STUDENTS

At Princeton, Mr. Clinton added to his proposed $10.000
deduction, suggesting a cradit that would et taxpayers |
subiract up to $1,500 a vear from their federal ax bills tor
the costs of the first two years of vollege. The plan, he
said, would help "make the 13th and 141k years of
cducation as universal 1o el Americans us the st 12 aee
taday.”

College leaders cheered the President's continuing support
for education, but many doubued his ectics. Using the wx
code would help middie- and upper-income students
recoup college costs, they argued, but would offer litde to
Americans who ¢ould not afford college at all,

That was especially troe, they said, beeause Mr, Clinton's
plan would cut the value of a student’s tx credit by the
anmount of other feders! financial aid he or she reccived,
and reguire students to sustiin a B averuge to keep the
credil for o second yeur. Low-income students, on
average, have lower grades than wealthicr students,

Even though a version of the Hepe Schobarships had

‘been under study for more than a year, many college

olficials suspected that the propesal had materialized at
the last minute, *In an clectton year, one should expect
that everything that is read, heard, and said is shoed w
pood politics rather than good polivy,” Rdward M.
Elmendorf, vice-president for government relations ot the
slate~college association, said at the tme.

In the weeks after Hope's unveiling, the President tulked : .
constantly about the tax credit. Apart from My,
Elmendort's early jabs. though, higher-cducation officials
on the whole said little about it. Most of thens shared his
group's concerns about the Clinton proposals and were
glad that someone was airing them. But they did not want
to undercut the President in campaign season, or to risk
blowing a possible $40-billion infusion for higher
education. "We couldn't publicly comic out and say, 'We'ee
veal worried about this, because that would have shot
them in the back,” says Terry W, Hartle, senior
vice-president for government and public affairs al the
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American Council on Education.

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

What he sees as savvy politics fooked like a sellout o
Lawrence E, Gladieux, executive director for policy
analysis at the College Board. "Most of the people
representing higher ed seemed to figure, "Look, here's a
lot of money being put on the table. Let's not say much
now -- after the election, we can (ry to redirect it toward
something we want more.' Ht was a tacil conspiracy 10
look the other way."

Mr. Gladieux says his two main problems with the plan
were that it would not do what Mr. Clinton said it would
-- help people go to college who otherwise wouldn't have
-- and that it might encourage colicges to raise their
tuitions.

After a chance encounler on a street corner near their
Washington offices. Mr. Gladicux and Robert D.
Reischauer, an economist at the Brookings Institution
who had previously headed the Congressional Budget
Oftice under the Democratic majority, decided to co-write
a critique of the Hope credit for The Washington Post.
The Sceptember 4 opinion piece, which would be ¢ited
ofien in attacks on the plan, said: "While tuition tax relief
may be wildly popular with voters and leave Republicans
speechless, it won't achieve the President's worthy
objectives for education, won't help those most in need,
and will create more problems than it solves.”

ENTICEMENTS TO WIN OVER CRITICS

Voters scemed to disagree. Judging from surveys, the
Hope 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 a jolt when Mr. Clinton, m his first major”
post-clection speech, declared enactment of the credit to
be among his top three prioritics for a second term.

To prove they were serious about Hope. his aides hustled
to get the tax credit into legislative form and intensitied
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. Longanccker says. The criticisms cchoed those of Mr.
Gladicux: that the credit offered little to low-income
students, and that it might inflate teition and grades alike.

The response was [rustrating to Administration aides.
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" "The White House was living under this cloud of having

proposed something they thought was their centerpicee in
terms of education benefits, but was controversial in the
cducation community itself." says Leon Pangtta, Mr,
Clinton's chief of staff 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, for 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, offers little assistance
to poor people, and Treasury Department officials worried
that making the tax credit refundable to those who do not
earn cnough to pay income tax might encourage people to
pretend to be students.

In White House discussions, some aides also wondered
why low-income students needed the tax credit when they
were already getting Pell Grants. The counter-arguments
were that federal support for the Pell program had cbbed,
and that a 1992 change in federal law had denied
cligibility for the grams to many students who were
financially independent of their parents. Reversing that
change was the top priority of the state-college
association, the most vocal foe of Hope among
higher-education groups.

In January 1997, the Administration refined its strategy:
Make the tax credit non-refundable to those whose
incomes are t0o low 1o be taxed. thus casing the Treasury
Department's concerns, but at the same time help
low-income students by proposing a $300 increasc in the
maximum Pell Grant and a {ix of the law on independent
students. The changes would provide $1.7-billion more a
year for Pell Grants, increasing spending on the program
to $35-billion over five years -- about the same as the cost
of the Hope tax credit and deduction.

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

The state-college association applauded the
Administration for reaching out to low-income students
with the Pell Grants plan. But it wrote to its members that
the White House had moved "in the wrong direction” by
making the credit non-refundable.

From that point on, the Administration cssentially gave up
on the group -- a leading voice for public higher education
-- and, through an intensive lobbying campaign, focused
on winning support elsewhere.

The campaign was aimed primarily at getting supporters
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10 speak up, but Administration aides sometimes tricd to
clamp down on ¢ritics, In tate January, for instance,
Education Departmen officials called Donald W, Stewart,
president of the College Board, to complain ahout My,
Ciladicux’s eritiques. Similor calls were made o other
groups over the months that followed,

Al the "center of the tree” of the Administration’s
lobbying campaign, as he deseribes it, was Borry Munitz,
chancellor of the Califurnia State University System and
chairmarn of the Board of Directors of the American
Coungil on Bducation, higher educstion’s main vimbrella
group, To the Adminisiration, he hed the added allure of
being the person to whom the presidents of the 23
Calitornia Stote compuses -- oembers of AASCU ull -
reperted. H the state-coltege group's lobbyists would not
toe the line, White House aides Rgured, let's go around
thern.

The campaiga's first payoll came in late February 1997,
during the couneil’s annual megting, in Washington, Mr.
Clinton was set to appaear, and Dr. Munitz wanted o

deliver the endorsament that the President haudly wanied,

D, Munitz and Mr. Hargle, the council's senior
vice-president, spent much of a weekend holed up ina
hotel room trying o comse up with a resolutian on which
White House sides and members of the couneil's boaid
could agree. Dy, Munitz says he told board members that
the higher-education groups should "put aside their
parcehial differences” w rdly behingd the Administration's
tax plamn,

*Academics gre much more in love with distinctions than
with finding common growxl. 1 told them, ‘[T we don'l
demonstrate this time that we know how to set aside this
love with what we dan't agree on, we're going to lose the
whole package,”

On February 24, the President and a team of aides met
pravately wath De, Munitz, the council’s president, Sumley
O. lkenberry, and others, Mr. Clinton tokl the college
officials that the Administration weuld work with theni to
case thelr concerns about the tax breaks. That aftermoon,
Dr. Munitz presented an ebullient President with a
resolution that generally endorsed My, Clinton's plan. The
same day, the American Association of Community
Colleges delivered an endorsement of its own. As the
ptaying field shified 10 Congress, Administration officials
could say, with a straight fage, that they had highet
education's support for their tuition tux breaks -- with or
without support from the recaleitrant state-college
association,

IN CONGRESS, ATTACKS AND COMPLAINTS

Front then through mid-Apel, Congressional commitiess

PRZ2000 7R BM



Qo6

held a set of hearings on the education tax breaks. The
proccedings were remarkably simitar: Administration
officials explained the tax breaks, and cconomists and
lawmakers from both partics ripped them apart.
Republicans portrayed the program as too costly and
cumbersome, and Democrats said the tax credits would
help the wealthy and ignore the poor.

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

The real action, however, was oceurring in closed-door
meetings, at which Republican Congressional leaders and
White House officials were negotiating the framework for
a balanced budget.

They completed their work -- sort of -- in carly May. On
May 2, Mr. Clinton announced that a deal had been struck
to set aside $35-billion, of a total of $135-billion in tax
relict ever five years, lor his $1,500 tax credit and
$10,000 deduction; to raise the maximum Pell Grant by
$300, to $3,000; and to make the grants available to
350,000 independent students.

Almost immediately, however, Republicans disavowed
the deal. Members of the Senate and House of
Representatives tax-writing committees - left out ol the
negotiating process -- said they were not bound by it

As the parties staked out new 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 1o help education
and the middle class, over the "Republican” tax cuts lor
Capital gains and estates, which were seen as favoring the
wealthy.

On May 18, afier two weeks of painstaking negotiation,
details of a revised agreement were worked out. [t would
provide "roughly $35-billion" in tax relief for
postsecondary education, "consistent with the objectives”
of Mr. Clinton's propoesed tax credit and deduction. But at
the insistence of G.O.I". lawmakers like Bill Archer.
chairman of the House Ways and Means Commiltee. the
language was carcfully worded to give Republicans room
to propese other tax breaks that would also help people
pay for college.

"Under our Constitution," a prickly Mr. Archer said then,
“tax bills originate in the House, not the White House."

Throughout May 1997, as the House and Senate
tax-writing committecs prepared their tax plans, the'
Clinton Administration turned up its pressure on colleges.
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In sometimes heated mectings with college lobbyisis.
Eduacation Department officials vrged the groups 1o have
their member colleges Hoad Capitol H with expressions
of support for the Administration's proposals.

College labbyists were relustant 10 do so. Besides having
mixed feelings ahout the Mope plan, they also
passionately supported some other wax breaks favored by
lawmakers, ichuding deductions for the interest paid on
student loans and for the value of educational ad
provided by emplayers,

“Our strategy was 1o vy 1o support both sides, because we
liked some of what each had to offer,” suys one college
fobbyist, "That wasi't easugh for the Administration,
They thought our job was 1o help them, and thelr nxuitra
was: '[t's $35-billion for Mope, and I you want anyihing
cise, it should ke on top of that.” They were aften
frustrated that we weren't out there in our cheerleader
autfits.”

HOPIRG FOR HELP FROM THE SENATE

On Caputol Hhll, Administration aides had essentially
written off Mr. Archer and the Ways and Means
Comnyttee. They had higher hopes for the Senate Finance
Commitfee, given the bipartisan approach of its G.O.P
chairman, William V. Roth of Delaware. The White
House seemed (o underestimate, however, the extent o
which the Senate pancl's Democrats disdained the tax
credit and deduction, and how much they resented having
been locked out of the negotiations over the outlines of
the balanced-budget deal.

in early June, the Senawe panel’s Democrats stisched
together their own package of 1ax proposals for education.
It incloded deductions Tor loan interest and employver-paid
tuition, a plan (o it the cap on the valuc of
capital-improvement bonds that a private college could
have owstanding at any time. and proposals aimed 2
helping families save for college. It also contained a
sepledeback version of the Mope tax credit, and it omilted
the Presudent’s $10,000 deduction entirely, The price g
was $32-billion,

The White House promptly summoned the commitied's
nine Democrats 1o 2 moeting with Vice-President Gore,
who told them that Mr. Clinton's plan was the
"Denweratie” tax proposal, and thit the Senate Demociats
ware 1o go along,

"The push back by the members was, "We're elected

Serators, and we think these things represent a better ‘
pelicy, and eost less money,'™ says a Senate Democratic

arde.
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Mr. Clinton's advisers knew that they nceded o embrace
some of the other tax ideas, but feared that giving 100
much ground now could embolden Congressional leaders
to ignore the $1,500 credit and $10,000 deduction
entirely.

In & series of calls to reporters in carly June,
Administration aides suid they were altering their own
proposals to appease critics, dropping the B-average
requirement and agrecing not to subtract a student’s
federal financial aid from his or her tax credit.

For the first time, they also expressed support for the
loan-interest deduction, the ltfting of the bond cap, and
other priorities of both Republicans and Democrats in
Congress. Their backing came with a caveat, however:
They would support those measures only tf the money for
them came {rom outside the $35-billion that they argued
was already rescrved lor the Hope credit and the
deduction. As one Administration official explains, "It
made sense to put the Republicans on the hot seat 1o
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 fecling attacked. In response, you unveil an even
bolder proposal. | thought they were out of their minds.”

SURPRISING THREATS TO CHERISHED TAX BREAKS

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. IHis plan contained about
$31-biflion in tax breaks for education, which he said met
the "roughly $35-billion" standard assured by the budget
deal.

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

Il college ofTicials were disappointed by what was
missing from the Archer 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, and
on the pension assets of Teachers Insurance and Annuity
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Association=College Retirement Equitics Fund, higher
education's main pension company.

Atdes to the chairmag say by sought (o rovoke TIAAYS tox
exemplion because the pension fund had become o
futl-fledged insurance business competing with wxable
entitics.

Others accused Mr. Archer of having baser motives,
arguing that he acted ot the bebest of VALIC, a pension
company that competes with TTAA and s based b his
district i Texas. Hs parent company. American General
Group, contribules heavily to the G.O°. and gave Mr.
Archer $1,000 toward his 1996 re-glection campuign,

Hours alter Mr. Archer announced his bill, TIAA-CREF
executives zoomed o Washingion o begin a lobhwving
campaign that, over the next two months, would involve
meore than 40 employees and consultants,

From mid-June to late July, the Senate Finance
Committee received more thann 1000 letters, faxes, snd
e-muls about the pension tund - "more than on wny other
single issue” 1n the tax ifl. 4 Senate Democratic aide
SUYS. .

The only other tssue that cante close was the proposud tax
on wuition waivers for graduate students aind reseuarch
assistants, College officials were shocked that My, Archer
had taken aim al that benefit, They assumed that the aides
who wrote the bill's language had nicked graduate
students by mistake, in what they saw as a misgaided
attemipt to rein in benelits for the children of faculty
members.

Gruduate students, on the other hand, telt that Me, Archer
had gone alier them on purpose. They toted that hiy bifl
proposed extending -- for undergraduate work, but not for
graduate study -~ the tax break that allews employees o
deduct tation aid paid by their employers. They ulso
knew that some Repubbean fwwmakers were s0ll sogry
aboul the vitriolic fight that gradiate students had waged
m 1995 to protect their interest payments on shudont
lasans,

An aide to Mr, Axcher denied @ the time that "anvhody ip
Congress is gunning” for graduate students, GOP, dides
also made clear that the primary turgets were the ehildren
of college cmplovees. who, they said, did not deserve o
break on the high tition that other studeats were foreed
1 pay,

“Tuition cosis are rising ke erazy, and who sets the
wition price? People whe work ot universities,” Kenneth
1 Kies, chicl of stait of the Joint Commitee on Taxution,
said in June. "And who are the only people who don't pay
wition? People who work ot universitie”
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Still, aides to Mr. Archer denied that graduate students
had been accidental victims. "Most people pay for their
own cducation,” said one statf member. "If you're one of
the lucky few who gets to be a graduate teaching assistant,
the kid sitting next to vou might feel 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 TIAA-CREF's big bucks, the
National Association of Graduate-Professional Students
unleashed its own e-mail and telephone assault on
Congressional offices.

College leaders, for their part, may have reacted
ukewarmly to Administration pleas that they lobby lor
the Hope proposals, but they ratlied when the White
House asked them to attack Mr. Archer's bill.

At a press conference on the morning of June 11, 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 Secrctary, at a press conference to criticize the
measure. '

The department solicited statements condemning Mr.
Archer's bill from higher-education groups. Even the
American Association of State Colleges and Universitics
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, hunding
out a statement outlining the association's position.

Compared with the bill passed by the Ways and Mcans
pancl on June 12, college officials and Administration
aides far preferred the Senate version, released by Mr.
Roth, of the 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 TIAA
and tuition waivers. Like the House bill. the Senate plan
ignored the $10,000 deduction.

The Senate bill sought a compromise on Mr. Clinton's
Hope Scholarship, though there was "very Iittle support”
for it on the Finance Committee, aides say. "Senator Roth
thought it would be unrealistic not to do sumerhing™ with
the President's proposal, one Republican aide says,
because Mr. Clinton was sure to veto any bill withoul it.

The Senators shared Mr. Archer's concern about tuition
inflation but recognized that Mr. Clinton wanted to help
community-college students. So they modified the House
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 IDEALISTIC MISSION TO CAPITOL HILL

Throughout this peried. a band of college lobbyists was
canvassing Capitol Hill on what looked like a tool's
mission. The group, made up ot Barmak Nassirian, of the
state-college association; Ivan Frishberg, of the U.S,
Public Interest Research Group; and Erica Adclsheimer,
of the U.S. Student Association, among others, spent May
and June trying to persuade Senators to make the Hope
tax credit refundable to low-income students.

They were working against all odds: The Administration
had abandoned the idea in January; most House and
Senate Republicans were dead-set against it; and the
major higher-cducation groups thought that pushing the
idea might put the entire set of college tax breaks at risk
by angering both the Administration and Republican
lcaders,

Proponents of refundability were not dissuaded.
Education Trust, which works on behalf of low-income
students, amassed data showing that a non-refundable
credit would leave up to 40 per cent of the students i
some states in the cold. Those figures succeeded in
helping the lobbyists scll the idea of a refundable credit to
a surprisingly large group of Senators -- as many as 30,
they contend. Some, like the liberal Democrat Paul
Wellstone of Minnesota, were predictable. But they also
swayed Republicans like John Chafee of Rhode island
and Olympia Snowe of Maine.

"There were a lot of people who didn't want to bave the
criticism made later, when the smoke cleared and people
realized who got the tax credit, that this was just a
middle-class giveaway," says onc Senate Republican staff
member.

In late June, as the Senate prepared to vote on the Roth
tax plan, Mr. Chafee, with two Democrats, Mr. Wellstone -
and New Mexico's Jeff Bingaman, agreed to sponsor an

amendment to make the credit refundable, However, they
were unable to come up with the $6-billion needed to
finance such a change, and on the final vote on the bill,
the weary Senators shouted a resounding "No™ to the idea.

LAST-MINUTE TWEAKS BY THE ADMINISTRATION

Three days after the Senate vote, as negoetiations over 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
again,

In a nod to G.O.P. concerns that a dollar-fer-dollar credit
would inflate tuitions, the White House said its credit
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would apply to 100 per cont of the first $1,000 a student
spent on college, and 30 per cent of the next $1.000.

And in a concession & Congressional Democrats, the
White House dumped its widely vnpopular $10,000
duduction in favor of o proposal by Reprosentative
Charles B. Rangel, of Now York, to give stodents alier
their second year of college a tax credit, nimed st
encourasging “Hielong leamning,” worth 20 per cent of up
to $10.,000 1n college cosis. The Adninistration plan also
formally incorporated Republican proposals 1o aliow
students to deduct lonn interest and employer-paid tuition
That lifled the total cost of the Administeation’s
education-related tox cuts w §42-billion,

The chief arcas of disagreement between House and
Senate negotintors on cducation tax breaks were the
House's proposed taxes on tultion waivers and TIAA, und
the Senate’s desire to muke the deduction for
employer-paid taition permanent and 1o exwend it 10
graduate education.

Mr. Archer compromised fiest on the tax oo graduate

agsistants. His aldes even shifted their rheteric o say they
ladd never intended to ox graduate-student fuition waivers
in the first place. House Republicans then atfered to drop

the proposed tax on tuition waivers for college enployees .
it the tax on TIAA remuained - a deal that Senators
aceepled,

Mr. Archer was adamant, however, about not letting
graduate stdents deduct the value of employer-paid
tuition, a Senate aide suys. A major motivation, the wide
and others say, was that one of Mr, Archer's staft
members had gone o Oeorge Mason University's law
sehool and Bad been wnazed at bow muny of her
classmates were not paying their own way. The aide had
paid her taition in foll, because Congress does not pay for
its emaployees’ schooling. "The Congressman didn't 1hink
1t was fair that people who have to work to pay for their
grad school don't get & wx break if their employver does
nat provide educational assistance.” a House Repoblican
nide said,

My, Archer won that fight, and graduatc studonts lost,

INTHE END, UBING "BRUTE FORCE

Over the lost weekend of July, White House negotiators
and Republican Congressional leaders met 1o hash out the
fow remaining areas of disagroement over the tax bill
Although Administration offtcials objected fo the lax on
TIAA and the omigsion of graduate students from the
deduction on emplover-paid tuttion, they focused on
insuring the survival of the two tax breaks for tuition: the
Mope credit and the Hielong-learning credit. They
suceeeded, and the final tex plan contained o total of
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$40-billion in tax breaks for college students and their
families.

"The Administration got what it wanted by brute force.”
says a Senale Republicun aide.

Now, college officials are preparing for the Hope
Scholarship to take etfect in January. Already they are
fielding questions from students and their families hoping
to benefit from the new tax credit.

Most cducators agree that the tax breaks are not what they
would have chosen if they'd had a real say in the mauer.

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

That's a minority view, however.

"If getting $40-billion 10 help people buy the product you
make is selling out," says Mr. Hartle, of the American
Council on Education, "I hope [ 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 SCHOLAliSHIPS 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 1axes 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 nol 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 fecs increases to $10,000.

INCENTIVES FOR SAVINGS. Taxpayers will be allowed to withdraw funds from an IRA,
without penalty, to pay their own higher education expenses or those of a child, grandchild, or
spouse, In addition, families may open Education IRAs 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 -- including 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 of Student Aid

LARGER PELL GRANTS FOR NEARLY 4 MILLION STUDENTS. The President’s’Budget
includes the largest increase in Pell Grant scholarships in 20 years. The maximum award will reach
$3,000, an increase 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, expandcd the availability of flexible repayment
options, and improved service through the Direct Loan Program.

MOVING TOWARD 1 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 thetr
reading skills.



DETAILS ON THE EDUCATION ITEMS IN THE TAX BILL

THE HOPE SCHOLARSHIP AND LIFETIME LEARNING CREDIT

From the beginning, premating expanded educational opportunity has been the centerpiece of President
Clinton’s budget and his middle class tax cut proposal.  The Prestdent 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 Pregident insisted that, in additions to the HOPE Scholarship for the first two years of
college, the tax bill must include a tax cut for lifetime learming. The final tax cut bill enacts the President’s
proposals:. When fully phased in, 12,9 million students are expected to benefit - 5.8 million people
claiming the HOPE Scholarship, and 7.1 million claiming the Lifetime Learning Credit.

$1,500 HOPE Scholarship to make the first two years of coliege universally available. For
students in the first two years of college {or other eligible post-secondary training), taxpayers will
be eligible for a tax credit equal to 100% on the first 1,000 of tuition and fees and 50% on the
second $1,000 {the amounts are indexed for inflation after 2001). The credit will be available on g
per-student basis for net tuition and foes (less grant aid) paid for college enrollment afier December
31, 1997. The credit i phased out for joint filers between $80,000 and $100,000 of income, and for
single filers between $40,000 and $50,000 {indexed after 2001). The credit can be claimed in two
taxable years {but uot beyond the year when the student completes the first two years of college)
with respect to any individual enrolled on at least a half-time basis for any portion of the year.

Lifetime Learning Credit for College Juniors, Seniors, Graduate Students and working
Americans pursuing lifelong learning to upgrade their skills, For those beyond the first two
years of college, or taking classes part-iime to improve or upgrade their job skills, the family will
receive a 20% tax credit for first $3,000 of tuttion and fees through 2002, and for the first $10,000
thereafier. The credit is available for net tuition and fees (less grant aid) pad for post-secondary
enrcliment after June 30, 1998, The credit is available on a per-taxpayer {family) bosis, and i
phased out at the same income levels as the HOPE Scholarship.

OTHER TAX CUTS FOR HIGHER EDUCATION

» Education Savings Accounts. For each child under age 18, families may deposit $500 per year into
an Education IRA. Earnings would accumulate tax-free and no taxes will be due npon withdrawal
for net post-secondary expenses for taition, fees, books, equipment, and room and board {generally
limited to the posted room and board charges of the institution). The Education IRA is phased out
for fapulics with incomes between $150.000 and $160,000, and for single filers between $95,000
and $110,000. A taxpaver who uses {ax-free distributions from an Education IRA may not, in the
same year, benefit from the HOPE Scholarship or Lifetime Learning Credit,

» Student Loan Interest Deduction. Allows an above-the-line deduction (the taxpayer does not need
© itemize in order 1o benefit) for interest paid in the first 60 months of repayment on private or
government-backed loans post-secondary education and training expenses. The maximum deduction
is 1,000 in 1998, $1,500 in 1999, §2,000 in 2000, and $2,500 in 2001 and beyond. tis available
to jomt filers with income between 360,000 and $75,000, and {o single filers with mcome between
$40,000 and $55,000 {indexed afier 2002}, The deduction is available for loans made before or after



enactment of this provision, but only to the extent that the loan ts 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 “rost of attendance” currently vsed
for Federal student aid programs).

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

. Emplayer-Provided Education Benefits. Extends Section 127 of the tax code for undergraduntes
for three years {for courses beginning prior to june 1, 2000}, This provision altows workers to
exclude 35,250 of employer-provided education benefits from their taxable income.

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

* Expand benefits for pre-paid tuition plans. Allows Staie-sponsored pre-paid tuttion plans -~ the
earnings from which not faxed until the time of withdrawal as a result of last year’s tax bill - to
mclude room and board oxpenses for students who attend on at feast ¢ half-time basis, Withdrawals
are ehigihle for the HOPE Scholarship and Lifetime Learning tax credits, |

. Repeal Cap or Fax Exempt Bond Issuance by Colleges and Universities. Repeals the $150 million

bond cap that affects private higher education institutions and centain other charitable institutions,

The repeal apphies to tax-exempt bounds issued by these instituiions to finance new capital
expendiures,

TAX PROVISIONS BENEFITING ELEMENTARY AND SECONDARY EDUCATION

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

. Bands for Public Schaol-Business Partnerships.  Allows states {0 use Federal tax credits as
payments in lieu of interest on bonds for certain expenses -- including facilities renovation — for
school “ocademies” expected to serve low-income students in empowermem zones and
empowerment communities. The academies must have a high-skills curriculun developed in
consuliation with businesses that have committed assistance {in cash or in kind, on a present value
basis} equal to at Jeast 10% of the bond proceeds. The bonds are limited 1o $400 million in 1998 and
$400 million in 1999, They are allocaled to States on the basis of population in paverty.

) Reduce Costs of School Construction Bends. School distriets invest the proceeds from school
construction bonds until the funds are needed o pay construction and rencvation expenses. When
tax-exempt bonds are used, there are strict linuts on the amount of interest that the district can gam,
vequiring them to pay back certain amounts to the IRS. The tax hill would relax those restrictions,

. allowing school districts to keep more of the inlerest income and thereby reducing their cost of
botrowing.



PRESIDENT CLINTON:
PROVIDING EDUCATIONAL OPFPORTURNITIES FOR THE New CENTURY

A Record of Accomplishment

I'restdent Clinton has made an vnprecedented commitment to education: the President’s Budget Agreement
with Congress tncludes the largest increase in our investment in sducation in 30 years and the largest single
boost ur college wid since the G.L Bill in 1345, The President has set forth 1 bold plan of actien to provide
war people with the best education in the world:

ENSURING THAT EVERY CHILD IN AMERICA CAN LEARN

Raising Academic Standards

Leading a Crasade for Voluntary National Standards and Tests in the Basic Skills, Presidem
Clinton has challenged every state to adopt hugh national standards, and, by 1999, 10 test every 4th grade
student in reading and 8th grade student in math so that parents, students and teachers can tell if students
are meeting notional standards. These standards will help students master the basies and represent what
3l our children must know in order fo succeed in the knowledge economy. Fifieen of the nation’s )
largest urban school districts, as well a8 six states and the Department of Defense Schools bave joined
the President’s effort,

Gaals 2000, The President's National Standards and Testing effort builds upon the success of Goals
2000, Peesident Clinton's education reform initiative enacted in 1994, that helps States establish
standards of excellence for ali ¢hildren, and plan and implement steps to raise educational achievement,
Communitics in every state receive Goals 2000 funds and are using these fonds to upgrade the
surriculum, improve teaching, increase parental involvement in schools, and make greater use of
compatiers in the classroom. - '

Raised Standards for Qver Ten Million Low Income Students. The Clinton Administration's
Improving America's Schools Act of 1994 overhauled Title |, which provides exira help with busic and
sdvanced skills to disadvantaged students in elementary and secondary schools. As a result of thus Act,
states now hold low income students to the same high standards set for sl other students in the state, and
hold schools accountable for the resulis. More than ten million low income studonis now benefit from
higher expectations and a ¢challenging curricuium geared te higher standasds.

Attracting and Preparing Tomorrow’s Teachers. President Clinton has proposed a S«yenr initiative
to attract nearty 35,000 tatented people of ali backgrounds info teaching at low-income urban and rural
schools across the nation, and to dramatically improve the guality of training and preparation given to
our future teachers. The President’s initiative will help recruit and prepare teachors nationwide 1w help
our neediest students succeed in the 21st century.

Helping Every Student to Read Independently and Well by the End of 3rd Grade. President

Clinton launched the America Reads Challenge, a nationwide effort te mobilize a silizen army of 2
miilion volunteer tutors to make sure every child can read independently by the end of third geade. The -
President's Balanced Budget includes a child literacy inttintive consistent with these goals.

Expanding Head Start to Reach 1 Million Children a Year, President Clinton has made Head Stort
an Administration priority, For over 30 years, Head Start hos helped Jow-income families create an
environment where their children are ready to leamn by taking a comprehensive approsch to child
development - improving children’s learning skills, health, nutrition, and social competency, Under the
Chnton Administration, funding for Head Smart has increased 30% to $4 billion in 1997, These
additiona! fands have enabled Head Siarnt to serve 180,060 more children and their familics, And
President Chinton's Budget Agreement with Congress continues expansion of Head Start toward the
President’s yoal of serving | million children in 2002 '
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Expanding School-To-Work. The Clinton Administration is providing hundreds of thousands of
students with school-to-gareer opportunities, where they experiense work-based learning and gain access
to pathways from high school to gond jobs sud post-sceondary education. In 1994 and 1995, over
500,800 young people in 1,800 schools throughowt the nation, as well as 135,800 employers, participated
in school-to-work systemns that integrate acadenis and vocational instruction and provide work-based
learning.

PREPARING QUR SCHOOLS FOR THE 2187 CENTURY

«  Connect Every Classreom and Library to the Internet by the Year 2000 and Help all Students
Become Technolngy Liforate,

Bringmg Computers to the Classroam. The President’s 1997 Budget Agreement with Congress doubles
the funding for Americs’s Technology Litersey Challonge, catalyzing private-public sector partnerships
to put the information age at our children's fingertips, The Preswdent is committed to helping
communities and the privale suotor ensure that every student is equipped with the computer literacy
skills needed for the 21st contury, For 1998, the budget proposes $425 million, more than doubling the
$200 million that Congress provided in 1997,

{ioking Schools and Libraries 1o the Intornet, The Clinton Administration is implementing a plan to
ereate an "BE-Rafe,” g discaunted aducation raic for telcoommunications services 8o schools and libraries
will be able 1o bring technolugy o the classroom, set up phone lines and access the Intemnetata
fraction of the cost. The Federal Communications Commission has already approved a plan to make
discounts worth $2.25 billion ammually available to our schools and libraries.

+  Expanding School Cholce and Accountability in Public Edacatton. The President has challenged
every state 1o Jet parents choose the right public schosl for their ¢hildren. The Clinton Administration is
helping teachers, paremts and commumity greups start charter schools — innovative public schools that
stay open only as fong as they produce results and meet the highest standards. The President’s proposed
budget doubles funding 1o help start charter schools so that there will be more than 3,000 charter schools
at the dawn of the 21t contary.

Expanding Opportanity for Disabled Children. President Clinton signed legistation reauthorizing the
Individuals with Disabilities Education Act (IDEA), strengthening and reaffirming our nation's 20-year

. commitment to disabled children and their parents. The IDEA demonsirates the Administration’s
commitment to educational opportunity foe all, by helping ensure that children with disabilities are
included in all facets of community life and are able 10 become independent and productive citizens.

»  Making Schools Safe, Disciplined and Drug Free. The Clinton Administration passed the Safe and
Drug-Free Schools and Communities At and successlully fought Republigan efforts to cut this program,
which supports school security, drug prevention and educatton programs in 97% of Ameriea’s schoeol
districts. In addition, President Clinton signed the Gun-Free Schools Act and issved a Presidential
Directive to enforee "zero toleranse” in owr sehools - 1f a student brings o gun fo school, be or she does
not come back for a year,

Reducing Unnecessary Regulations, The Clinton Administration has reduced regulations in 18
clementary and secondary programs by over twe-thirds,
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OPENING THE DOOR TO COLLEGE

Making the 13th and 14¢h years of eduscation eniversal.

Higher education tax cuts, The balanced budget agreement calls for roughly $335 billion in fax culs to
help families pay for college. Congress has enacted the President’s 31,500 HOPE Scholarship tuition
tax credit, to make the first two years of college universally available, Studenis beyond the first two
years, or part-time students seeking to improve or acquire job skills, can now receive 8 20% fax credit
for up to 35,000 of tuition and required fees through 2002, and $10,000 thereafter.

The Iargest Pell Grant increase in 20 years. President Clinton has already inereased Pedl Grants from

$2,300 111 1993 10 32,700 in 1997, These grants will provide a total of 3.8 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 Pell Grants in two decades -- a funding boost of 23%. The
maximum award will reach $3,000, 3700 more thon in 1993, In the 1998 budget alone, an additicnal
348,000 students will receive grants: 130,000 young people frem moderate income famalies, and
218,000 low income students over the age of 24,

Reforming Student Loans, President Clinton cut student fees and interest rates for all borrowers, and
cxpanded repayment options and fmproved service thought he Direct Loan Program, More than 2,1
mitlion student and parent borrowers have received direct loans since the program began. Under this
Administration, the rate of student loan defauies within the first two years aller borrowers leave college
has reached an alltime low. The losses from student loan defaulis fell from $ 1.7 billion in 1992 1o $249
million in 1996 - an 86% drop.

Expanding Educational Opportunity Through Service. The Clinton Administration has enabled
70,000 valunteers to cam money for collepe by serving their communities ardd their country in the
AmeriComs progrim since the inception of the program,



PRESIDENT CLINTON:
A STRONG RECORD OF COMMITMENT TO EDUCATION

A STRONG RECORD OF PROGRESS

a.  Enmacted Historie New inftiatives

National Service: President Clinton created the AmeriCorps program in September 1993 - to
enable young people to earn money for coliege by serving their communities and their country.
More than 45,000 volunteers have worked in schools, hospitals, neighborhoods and parks,

«  Direct Leading Act: President Clinton reformed the student loan program, making college more
affordable for 1.7 million students at 1300 schools participating in the new Direct Lending program
in 1994 and 1995, Direct Lending gives students access to flexible repayment options including
pay-as-you-cam plans. '

e GOALS 2000: On March 31, 1994, President Clinton signed Goals 2000 which supports the
development of standards of excellence for students and encourages grassroats reforms to improve
our schools. 4% states are now using Goals 2000 funds to help raise academic achievement.

. Gun Free Schools Act, On October 20, 1994, President Clinton enacted the Gun-Free Schools Act
which requires the immediate expulsion for one year of any student who brings a gun to school.

+  School-to-Wark, President Clinton signed the School-to-Work Opportumtics Aot in May 1994 to
help students not immediately bound for 4-year colleges through local pantnerships among
businesses, schools, community organizations and sfate and local governments. Alrcady 27 slales
have received 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, librarics, hospitals and clinics will
have affordable access to advanced telecommunications services.

»  Technology Learning Challenge: President Clinton enacted this program to challenge communitics
to farm local partnerships between schools and private businesses (o develop creative new ways to
use technalogy for leaming. Federal funds leverage local resources - each federal dollar is
muatched by more than three dollars of local and private funds. 19 grants were awarded in 1995,
The Clinton Administration has also worked with states to connect schools to the internet through
"NetDays™” President Clinton participated in NetDay in Califormia on March 9, 1996 -~ conneciing
more than 30 percent of California’s schools. Over 25 states now have NetDay operations
underway this year.

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

b Streagthened Existing Programs

+  Safe and Drug Free Schools. On October 20, 1994, President Clinton reformed and reauthonized
the Drug Free Schools Act, to 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 Start. On, May 18, 1994 President Clinton signed legislation reauthorizing, improving and
expanding Head Start (P.L. 103-252). It the created the Early Head Start program for 6-3 year olds
and set aside 25% of real funding increases for improving the quality of all Head Start programs,

*  Title I On Gctober 24, 1994, President Clinton signed legislation improving the Title [ program as
part of the Improving America’s Schools Act. Title { provides funding at the local level to improve
the skills of children i high-poverty schools, typically providing supplemental instruction in
reading and math. This legislation provides greater state and local flexibility in exchange for
greater accountzbility for student performance, and strengthening parental involvemnent.

¢. Expanding Opportunities

«  President Clinton's FY97 Balanced Budget provides $61 Billion More for Education and
Training over 7 years than the vetoed Republican badget.

*  Nearly 31 billion more for Basic and Advanced Skills Training. President Clinton's balanced
budget includes 51 billion more for Title | in 1997 than i 1993,

. Pell Grants: President Clinton has consistently supported increases in the minimum Pell Grant,
which provides aid to help low income familics pay for college. Under President Clinton, the Pell
Girant has grown from 32,300 1o §2,470. President Clinlon's balanced budget includes a major
gxpansion of the Pell Grant program -~ increasing the maximum grant 33% between 1995 and 2002,

. Strong Commitment to National Service: President Clinton's balanced badget funds 320,000
Americorps members in 1997 - 5,000 more than this year -- for a total of 106,000 AmeriCorps
opportunitics over the program's first 4 years.

= Major Expansion of Head Start:
*  President Clinton has increased Head Start funding 29% from 1993 to 1996.
. FY97 budget includes a new commitment 1o fund 1 million Head Start opportuntties for preschog!
children by 2002.
. 1.2 billion increase in 1997 over 1993 levels.
. Supports nearly 800,000 Head Start opportunities in 1997 -- 46,000 more than 11 1995,

. More Assistance For Distocated Workers:
. Diouble the funding from when President Clinton toek office -- $1.3 billion in FY97.
*  Assisis an estimated 646,000 dislocated workers in FYS7, up fron 260,000 in 19535,

. FY97 Budget Increases funding for other education and training programs that work, such as: Pell
Grants, Safe & Drug Free Schools, Charter Schools, School to Work, and Goals 2004,

PRESIDENT CLINTON: ‘
FIGHTING FOR EXPANDED OPPORTUNITY THROUGH EDUCATION

PREPARE EVERY CHILD TO LEARN AND EQUIP THEM WITH THE SKILLS NEEDED FOR
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THE 2IST CENTURY,

¢ President Clinton’s Balanced Budget provides $57 billion more for Education and Training than the
current Republican Budget Resolution.

¢ “America Reads™ - A New American Mission To Make Sure that Every Child Can Read Well by the
End of the 3rd Grade. Today, 40% of 4th graders cannot read as well as they should. President
Clinton's new initiative will:

{1y Offer “Parents as First Teachers Chatlenge Grants™ 1o support effective and proven efforts that help
parents help their children o leamn to read;

{2} Help Mobilize | million tators 1 provide individual attention 1o more than 3 million young children
before and after school; and

{3} Ma;or Expansion of Head Start to | million children in FY2002.
President Clinton has increased Head Start funding 29% from 1993 1o 1996,
+  FYY7 budget includes a new commitment to fimd 1 million i-iead Start opportunitices for
preschoo! children by 2002,
«  $1.2 billion mcrease in 1997 over 1993 levels.
«  Suppeorts nearly 800,000 Head Start epportunities in 1997 -- 46,000 more than in 1995,

President Clinton's new initiative is founded on the notion thal parents must be the bedrock of any child
literacy effort. This now "America Rewds® initiative builds on Clinton Adminisiration cfforis to work
with the Private Secior in helping parents help our children learn how fo read, such as the

"Partnership for Family Involvement in Educarion” and Read* Write*Now,

+ Technological Literacy for the 21st Century: On February 13, 1996, President Clinton proposed the
creation of a $2 billion, S«year Technology Literacy Challenge - the federal government will match state
and local doilars to spur efforts to get connections to the Information Superhighway, computers, well-
trained teachers and challenging educational software into every classroom in cvery locality.

» School Construction Initiative. President Clinton's new School Construction Initiative providesup toa
50% interest subsidy to school districts repairing existing K-12 schools or building new schools to replace
old ones or to accommadate increased enrollments or new demands for 2 1st century schools. The
President's plan provides 55 billion in federul subsidies over the next four years. Given the range of
subsidy rates, 85 billion should support $20 tillion or more in school construction and renovation.

+ Higher Standards for Students & Teachers: In his March 27, 1996 speech o the NGA Education Summit
President Clintan 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 1o school. States, schools, and
teachers unions need to work together to make it tougher for teachers to get licensed and recertified, easier
and less costly 1o get teachers who can't teach out of the classroom, and clesrly sef rewards for teachers
who perform well,

»  Public 8chool Choice and Charter Schools: Parents who are dissatisfied with their child’s
performance or the school's performance should have the opportunity to choose a public school
that will do better. To ensure that parcnis have the opportunity 1o choosc a school for tieir
children, the President has called on all 50 states to enact charter school laws - public schools,
created and moanaged by parents, teachers and administrators. 21 states currently have laws
providing for the creation of charter schocls.  Charter schools have greater flexibility, but are
held aceountable for their results through a performance-based conitract with a local schoa! board,



state or other public instifution.

OPEN WIDE THE DOORS OF COLLEGE AND PROVIDE TRAINING TO EVERY SINGLE

AMERICAN WHO WANTS 1T,

PRESIDENT CLINTON'S PLAN: MAKE AT LEAST 2 YEARS OF COLLEGE AS UNIVERSAL A4S HIGH SCHOOL,
EDUCATION IS TODAY AND USE TARGETED TAX CUTS TO PO T,

America’s $1,500 HOPE Scholarships. On June 4, President Clinton proposed America's HOPE
Scholarships to make access to two years of college universal by providing students with 2 $1,500
refundable tax credit for full-time tuition in their first year of college and another $1,500 eredit in
thetr second year i they stay off drugs and earn at least a B average in their first vear. Part-lime
students are eligible for a §730 tax credit. The $1,500 tuition tax credit will pay for more than the
full cost of tuition at the national average-priced community colleges.

$10,080 Tuition Tax Deduction: President Clinton's balanced budget contains a tax deduction of up
o $10.000 per year for the cost of college tuition and training throughout onc’s life. The $10,000
tuition tax deduction is gvailable any year a family has education cxpenses. For joint filers, the
deduction would be phased out at incomes between $80,000 and $100,000.

Maijor Pell Grant Expansion. The Pell Grant is the main federal grant that allows miilions of low-
income and middle-class familics to bave aceess to college. The President’s balanced budget builds
in a 33% increase in the maximam Pell Grant award from FY1995 to FY2002. In FY97 alon, the
President’s budget would provide Pell Grants for 3.7 million students.

Strong Commitment to National Serviee: President Clinton's balanced budget funds 30,000
AmeriCorps members 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
significant work to help his or her community, The federal government would match the $500 to
help the student go to college.

College Honor Scholarships: In his State of the Union Address President Clinton called for the
creation of the largest-ever merit-based scholarship program, rewarding the top 5% of high school
graduates in every school with $1,000 grants toward the cost of college. If this proposal were
enacted this year, 128,500 graduating high schoo! sentors would receive a scholarship to help finance
their coltege education.

Expand and Transform Work Study: President Clinton's balunced budget increases the number of
students involved in work study from 700,000 to over T million students over the next five years.

Expand School-To-Work To 50 States. Help states ensure that high school students not
immediately going on to college successfully make the transition from school 1o work.

New GI Bill For America’s Workers. President Clinton has proposed a fundamentat reform of the
federal job-training system that would provide a 32,600 skili grant for dislecated 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 (heir 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 FIGHT TO REFORM AND IMPROVE OUR SCHOOLS
THROUGH COMPETITION, ACCOUNTABILITY, & PARENTAL CHOICE

1993: Pregident Clinton proposed new seed capital to help parents, teachers, businesges, and others
start up charter schools to provide more chotce, competition and opporiunity within public
education,

1994; Charter School fund enacted inio law in 1994, funding provided in 1993, and this fund 18 now
helping to start up charter schools in 11 states.

194%: September 22, 1995 President Clinton announces awards of grants to provide start-up funds for
Charter Schools in 9 states,

1996; President Clinton's balanced budget more than doubles funding to $49 million in 1997, and

increases funding over the next 5 years to fund start-up costs for up to 3,000 new charter
schools. House Republicans woeuld more than cut in half this funding., Since the President's
State of the Unidon appent in Jamuary for more public school choice, § states have now enscied
laws autharizing charier schools

s School Uniforms: On Fehruary 24, 1996 President Clinton issued guidelines on how schools consider
schoo! uniform policies to help reduce violence while promoting discipline and respect.

. Parental Involvement: President Clinton strongly believes that parents are and should continue (o be
their children’s 16t and nsost important teachers. Parents must take active roles in their children's
education. The President challenged businesses and schools 1o be supportive and family-friendly.

*  Parinership for Family Involvement in Edocation. In 1994, Secretary Riley announced this Parinership
that hus grown o include more than 700 nutional organizations representing farmilies, schools, communities,
businesses, and religrous groups to promoie family involvement by galvanizing community suppert for local
sehools, making workplaces more fomily friendly, and promoting Read*Write*Now, a velunteer reading
program that encourages children fo keep up their reading skills during the summer.

«  Parend-Teacher Compacts. Using Tutle | funds to foster school-parent compacis to set gosls and an
agenda for their children’s education in half of the nation's schools.

+  Family and Medical Leave Expansion. The President proposed expanding the Famuly and M efizcal Leave
Act to let purents ke up to 24 bours a vesr of unpaid leave to participate mn school activities directly related
to their child's education sdvancement, such a5 fo sitend 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 mproving America's
Schools 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 AMERICANS. 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 education is both accessible and affordable to all Americans at any time in their life. To further
this guarantee, the President announced the following proposals:

NEW AMERICA'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 (3750 for half-time), and
another $1,500 in their second year if they work hard, stay off drugs, and eam 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, community college, certified training and
technical programs. This encourages lifetime mvestment in higher education.

Scholarship Increases (Pell 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 1970s.

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 form of lower interest payments on their loans.

» New Direct Loans With Pay-As-You-Caa 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 skills



America’s HOPE Scholarship Tax Cut

2-Page Summary of the New HOPE Scholarship Tax Cut
How the f\iew America’s. HOPE Scholarship Is Paid For
1-Page Summary of New Pell Grant Increase

1-Page Summary of $10,000 Education Tax Seéac§on
Chari on Cost of College as a Percentage of Family Income

Chart on Siate-by-State 2-Year College Tuition Costs



Tuition and Fees at Public Two-Year Institutions

Average  Share of Average
(1994-95} Tuition Covered

State Tuition 500 Cred

AK $1,320 100%
AL $621 100%
AR $885 100%
AZ 3727 106%
CA $363 _ 100%
co $1,227 = 100%
931 $1,520 95%
DE $1,266 100%
FL §1,064 100%
GA 51,019 100%
Hi $499 100%
A $1,696 88%
1% $990 100%
i $1,188 100%
IN $1,797 83%
KS $1,014 100%
KY $1,009 100%
LA 3769 100%
MA $2,435 82%
MD $1,857 BY%%
ME ‘ $2,188 £9%
Mt $1.411 100%
MN $1,885 76%
MO $1,227 100%
MS 5534 100%
MT $1.414 100%
NC $581 100%
NIy $1.6653 0%
NE $1.083 100%
NH $2.315 B5%
NJ $1,762 85%
NM $601 100%
NV $835 100%
NY $2.142 70%
OH ' $2,105 71%
oK $1,123 100%
OR $1,328 100%
PA $1,751 86%
RI g $1,686 BY%
SC $1,022 100%
S0 $2,379 63%
™ $907 100%
X $672 100%
Ut 31,358 100%
VA $1,382 .100%
VT $2.195 68%
WA $1.334 100%
Wl $1.721 87%
WV $1.372 100%
WY $894 100%

Baurce: U8 Degartment of Tducalion, Estimale of share of wition and fees
covered by the MOPE Scholarship i & has been avaiiable in 19541995,




BACKGROUND ON HOPE SCHOLARSHIPS

Overview. Currently, millions of Americans have access to college through Pell 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 guaranitee that a college education is both accessible and
affordable to all Americans at any time in their life.

L

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 Pell 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 "B" 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 1o make community college tuition free for every student. The credit would
be indexed to inflation each year to protect its value.

$1,560 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 earn at least a
"B" 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 "B"” average requirement also applies to half-time students.

Includes 1-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.



Casts: The HOPE Schelarship Plan is folly paid for within the President’s balanced
budget plan. The President's initial proposal fur 3 $10,000 deduction cost $35 billion
over six vears. The new proposal, with the $1,300 wmx cradiy, costs $42.9 billion over
& years. To offset this increase, the Administration proposes 10 reduce sales source
rule benefits, apply an international departure fee, and auction radio DARS spectrum.

In addition, the $10,000 deduction is also more targeted by conforming 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 $100,000 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 $100,000, and for single filers with
incomes between $50,000 and $70,000. These income limits would apply to the
$1,500 tax credit as well as the $10,000 deduction,

YB* Average: To remain eligible for the credit, students must eamn at least a "B”
average or a 2.75 grade point average in their first year of college or post-secondary
school. Based on the National Post-Secondary 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 bas been 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 colleges to ensure that the plan provides
maximuim flexibility and efficiency rather than top-down administration. The Treasury
Department and Department of Education will work with Members of Congress,
Governors, and college presidents and financial aid administraters to design the most
flexible and efficient system, and to ensure against excessive and abusive taition
increases.

Challenge to States. The President is challenging states 1o build on the HOPE
Scholarship Plan by following Georgia's lead and making scholarships available for
four years of college for students who maintzin a "B® average. The President is also
challenging the 17 States that set tmtion above $1,500 to reduce costs so that with the
HOPE Scholarship tax cut, community college will be free for every student.



Paviag For America’s 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 {o reach balance in fiscal year 2002,

Current Education Tax Deduction: $35 Billion FY 1997-2082. The President’s current
gducation tax cut -~ $10,000 deduction -- costs 333 billion over 6 vears (FY 1997-2002) and is
paid for within the balanced hudget plan thaz has been certified as reaching balance in 2002 by

the Congressional Budpet Office.

New Proposal: 8429 Billion FY 1997.2002. The new combined proposals would be $42.9

billion. The breakout of these costs are as follows:

FY 1997-2002 Cost

America’s HOPE Scholarship Tax Cut

$25.1 Billion

$10,000 Education Tax Deduction

$17.8 Biliion

TOTAL COST

$42.9 Bilhion

The additional §7.9 billion in net new costs are paid for with specific savings listed 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 Bilbon
TOTAL SAVINGS £7.9 Billion

NOTE:  While the President’s new America’s HOPE Scholarship Tax Cut has gross costs of 325.1
billion over FY 1997 10 2002, the net increase in the President’s overall education {ax cut is
only $7.9 billion because of savings that take place in the President’s 310,000 education tax

deduction,

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

. The remaining savings (36.5 billion) come from lowering the phase out income himits
for joint filers from $120,000 to $100,000 1o conform to the Administration’s expanded

IRA proposal.
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BACKGROUND ON NEW SAVINGS MEASURES

, SAVINGS
REDUCTION OF SALES SOURCE RULE BENEFITS $3.5 Billion
(FY 1997 - 2002)

Description: The proposal would limit the ability of multinational corporations to decrease
their U.S. tax liability inappropriately, by reducing the amount 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 export 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
(FY 1997 - 2002)

Description: This savings proposal would auction 25Mhz of spectrum currently reserved for
digital auclio radio services (DARS) for subscription based wireless services. The FCC had
originally allocated 50 Mhz for DARS, which would provide 4 channels of a national,
subscription-based radio service. Due to interference problems with Canada, DARS 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 clone in any year,

SAVINGS

INTERNATIONAL DEPARTURE FEE $2.3 Billion
(FY 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.



BACKGROUND ON PELL GRANT INCREASE

Overview. The Pell Grant is the main federal grant that allows millions of low-income and
middie class families to have access to college. Despite the fact that the President's budget
contains well over $200 billion in discretionary cuts over 7 years, the President's balanced
budget builds in a 33% increase in the maximum Pell Grant award from FY1995 to FY2002.

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

Record Increase in FY1997: The President’s fiscal year 1997 budget calls for
funding to support a $2,700 maximum Pell Grant - nearly 2 10% increase over the
current level -- which would provide more than 3.7 million students with Pell Grants
averaging 31,706 in 1997. This proposed increase in the maximum Pell Grant award
would be the larpest increase since implementation of the program in the 1970s.

President Announces Yearly Pell Grant Increases; The President's balanced budget
contains the following seven-vear increase in the maximum Pell Grant swards.

Fiscal ¥ Maxi ;

1593 $2,340
1996 $2,470
1997 $2,700
1598 $2,780
1599 $2,863
2000 $2.94%
20601 33,037
2062 $3,128

President’s 7-Year Pell Grant Increase Could Provide 1.7 Million More Grants Than
Repablican Bodget Resolutions: Both the House and Senate FY 1997 Budget Resolutions
freeze the budget authority for the Pell Grant program from FY 1997 -FY2002. This means
that Republicans would provide 2.7 million fewer Pell geants over 6 years, and deny 191,000
students Pell grants in FY 1997 alone compared to the President’s balanced budget plan. Under
the funding freeze assumed in the Republican resolutions, the maximum Pell grant award
would decrease 17%, from $2,470 in FY1996 to $2,055 in FY2002.

Last year, House Republicans tried to cut the Pell Gram program by 3430 million, denying
Peil Grants to 380,000 students in 1996 alone.



$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 Schelarship 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 between $50,000 and $70,000.

Unlimited 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
education 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 progrom in the nation” :
-~ Los Angeles Times, April §, 1994

PROGRAM DESCRIPTION: The Georgia HOPE program, established by Governor Zell Miller in
April 1993, prevides full wition, fees, and books at any in-state public college 1o any Georgia student
who graduates from high school and maintains a B average or better in coliege.

A TRULY UNIQUE PROGRAM THAT PROVIDES HOPE FOR GEORGIA STUDENTS:

*

Governor Zell 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.” {Febroary 12, 1995)

Attanta Jowrnal Constitution. “Where else in America can children know, from elementary school
on, that if they work hard and eam 3 3.0 gverage by graduation from high school, they can fuifill
the dream of going to college whather their family has money or not? That’s the opportunity
created by Georgia’s HOPE scholarship program. ...It"s 2 marvelous thing, and it is a solemn
promise from the state {o its young residents. It is not, however, an entitlemnent requiring no effort.
Students must meet the standards to get the scholarships, and they must keep up the struggle to hold
onte them once they enter college.” [Atlanta Journal Constitution, September 7, 1944]

Barry Fullerton, Vice Chancellor, University of Georgia. "It's an ingenious program. it's a
great public policy, and it has benefited thousands of students.” [The Couwrier-fournal, April 9, 1998)

Orlando Sentinel. "Imagine a state where every student with a B average gets a full college
scholarship. ...Don’t have that fanciful an imagination? You don’t need one. You just need o ook
north, to Georgia." ((rlando Sentinel, April 8, 1996]

Adlanta Journal Constitution. "I is, quite simply, an effort to help Georgia's young people become
well-educaied, productive citizens.” [Atianta Journal Constitution, December 16, 1994)

ELIGIBILITY REQUIREMENTS: Students must meet the following requirements:

2-Year and 3-Year Public Collepes/Universitics

. For a HOPE Scholarship to a 4-year public college, gradusting high school students must have
a 3.0 cumulative grade point average on a 4.0 scale or an 80 numeric average and obtain 2
diploma with a State of Georgia College Preparatory Seal. (In trder to obtain the college preparatory
seal, students must meet and graduste from the required core collage preparatory curriculum.)

. For a HOPE Bcholarship to a public college, graduating high school students who do not
meet the 3.0 grade in the core curriculum, must have a 3.2 cumulative grade average on a
4.0 scale or an 85 numeric average in other curricolum fracks.

*  Students who maintain a B average in a 4-year public college and siay off drugs can
continue to receive the same level of support for up to four years.
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e Students whose college grades fall below 3.0 can requalify a year later if they bring their
grades back up above 3.0.

«  Students 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$3,000 a year in HOPE money, but only if they have and mamtam aB
grade average.

Technical Schools and Adult Education Institutes
. All students in a diploma or certificate program at a Georgia technical 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, he/she 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
qualified 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
GED 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 Fali 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.

11



ARKANSAS ACADEMIC CHALLENGE SCHOLARSHIPS

"We need more of our young people going to college and we need them to

succeed and stay in college. This program will help them accomplish that goal.”
) -- 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 (GPA) 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 score 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
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More Education Means
Higher Career Earnings

Is it worth i 1o stay in school and
earn 4 higher degree? Asdata
from the Census Bureau's Current
Population Survey show, the an-
swer is a resounding yes!

This Brief examines the relation-
ship between education and sam-
ings during the 1992 calendar year,
it also demonstrates how the rela-
tionship has changed over the last
two decades, Additonally, it pro-
vides estimates (by level of educa-
tion) of the total earnings adults
are likely to accumulate over the
vourse of their working life.

You'll see that more education
MEAns greater carnings over a
year's time; over the length of
one’s working life, these differ-
enees beooms enormous. More-
over, this relagdonship betwesn
sarnings and education is now
even stronger than it was back
in the 1970,

We're more educsted thow ever

In 1993, about four-fifths of
American adults aged 25 and over
had gt least somplsted high schook
aver ong in five had a Bachelor’s
degres or higher, Both Sgures are
all-time highs,
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Professional degree huldets
have the highest cornings,

Adulis aged 18 and over who
worked sometime during 1992
eamned 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 $12,808 for high
school dropouts to $74,560 for
thase with professional degrees
(such as M.D’s and 1 D's).

Earnings differences compownd
aver oRe's lifetima.

Using 1992 data, we estimated the
earnings a person would acrue
over a typical “worklife.” Here's

how we did it, First, we defined a
worklife as lasting from ages 25 to
64 - a 40-year period. Then we
began our calcutations.

We started with high schooi
dropouts. We took the 1992

mean earnings fignre for persons
of this group who were aged 25 to
34 and multiphied it by 13 The
same thing was done for those
aged 35-44, 45-54, and 35.64. Then,
the four 10.year totak were added
up. The result was an estimated
lifetime carnings total for high
schoot dropouts. This process was
then repeated for each of the

other seven educational lovels,
These estimnates dramatically iflug-
trate the large sarnings differences

Profassicnal

Doctorate

Masiar's

Education Continues fo be the Tickst
o Higher Eamings

Mean annus! eamings for persons aged 18
"and over, by levet of education: 1982

74,560

$54 904

$40,388

Sachekr's _ $32.629
Some eoa _ $19,666
S B

mm"é’é%ﬂ?t'é - $12,809
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that develop between educational
levels over the long term. As the
graph below shows —

w High school dropouts would
- make (in 1992 dollars) around
$600,000 during their lifetime.

» Completing high school would
mean about another $200.000.

m Persons who attended some col-
lege (but did ot earn a degree)
might expect lifetime eamings in
the $1 million range.

® You could tack on nearly anoth-
er one-half millinn doliars for hold-
ers of 2 Bachelor's degree, -

% Dostorate and professional de-
gree holders would do even better,
at just over $2 million and 33 mil-
lion, respectively.

Lifelime differmioes may hecome
even more siriking in the fomre.

These estimates of lifctime eam-
ings assume that 1992 earnings lev-
cis will stay in effect throughout
one's worklife. But the reality i
that the value of the doliar contin-
ually changes. And recent history
shows that the value of higher lev-
el of sducation has ricen faster
than that of lower levels. When we

compare 1975 and 1952 figures, we
see that average eamings -

» Doubled for high school drop-
outs from $6.014 1o $12,809)

® Rose 2.3 times for those who
were high school graduates oaly
{from 87,536 10 $18,737).

® Nearly tripled for holders of
Bachelor’s degrees (from 311,574
to $32,629).

w Tripled for those who held ad-
varced degrees (from 315619 1o
$48,653).

Keep in mind that in 1992 the con-
" sumer price index {which measures
yearly changes in the value of the
doliar) was 140, 2.5 times what it
was In 1975, This means that the
earpings of high school dropouts
did not even keop up with infla-

tion, and high school graduates just
barely managed to keep pace, Real
wages rase only for persoas with
education bayond the high school
level. [f these patterns cantinue,
lifetime carnings differences be- -
tween low and high levels of educa-
tion wil! become evea more dra-
izatic than current ievels indicate,

AMore information

Several Census Bureau reporis
have mformation On the ralation.
ship between ¢arnings and educa-
fion, These inchade —

8 Fducational Anainment in the
Unized States: March 1993 and
1992, Current Population Reports,
Sedes PA474. Stock Neo. 803-
00S-00077-0. $8.50.

& Whars It Bonh? Educationnl
and Econoriz Status:
Spring 1990, Carrent Population
Reports, Series P70-32. Stock No,
803.044.00820-1. $3.50.

& Money Income of Households,
Families, and Persons in the United
States: 1992, Current Pepulation
Reports, Series PA-184. Stock No.
803-005-30G31-5. $19.

® Education in the United Stes,
Series 1990 CP-34. Stock No.
H03-024.08742-1, 841,

To order any of these publications,
asll the LS. Government Printing
Office (202-312-1800}.

Cantacts:

Earnings and edpcation -
Robert Romingki
301.763-1134

Statistical Briels v
Robert Bernstein
301-753-1584

Fhis Brief is one of o series that
presents informtion of current
policy interest. Jr may inchulde

data from busingsses, houscholds, vr
other sources. All statistics are sub-
jeet 1o sampling variability, as well
s survey design flaws, respondent
classification errors, and data proc
essing mistakes. The Census Bureau
has taken steps 10 minimize enors,
and analyricel statemaents have been
tested and meet statistical standards.
Howevey, because of methodological
differences, use caution when
compuring these data with data
from other sources.,

Go to College, Make a $Millian

Estimales of workife eamings, by level of education: 1892
{in theusands of dollars}
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ECONOMIC RETURNS TO INVESTMENTS
IN EDUCATION AND TRAINING

Empirical studies indicate that each additiona is associated

with a 6 to 12 percent increase in annval eammgg ater g life. {Kane and Rouse, 1945%;

Ashenfelter and Krueger 1994; Angrist and Krueger, 1991}

This earnings benefit is not limited to education at four-year colleges; it also accrues
from attendance &l communily colleges. [Thomas Kane and Cecilia Rouse, Labor Market Refurns
ke Two and Four-Year College: Is 2 Credit a Credit and Do Degrees Matter American Economic Review,
Vol 85, Mo, 3, 1965]

The wage premium for better-educated worker anded dramatically over the past
fifteen vears. In 1979, full-time male workers aged 25 and over with at least a

bachelors degree earned on average 49 percent more per vear than comparable workers
with only a high school degree. By 1993, the difference had nearly doubled, to 89
percent. [Economic Report of the President 1996, page 191.]

Economists have Jong argued over whether education causes higher eamings, or whether
those with beiter earnings prospects -- for example, because of greater innate ability --
simply consume more education. Recent analyses of compulsory schooling laws (which
force students 1o consume more education regardiess of their innate ability) and wage
differentials between fwins {who sizcuié have s;mziar levels of innate ability) strongly
suggest that schooling actually les higher carnines. [Joshua Angrist and Alan Krueger,
Does Compulsory Schonl Agendance Af%’ccz Schmimg ancf Eammgs, Quuarterly Journal of Economics,
November 1991 (rley Ashenfelter and Alen Krueger, Estimates of the Bconomic Retums to Schooling
from 3 New Sample of Twins, American Economic Review, December 1994.]

A college graduate is 43 percent more likely to be working in a job with a pension plan
than a high school graduate and a college graduate is 27 percent more likely to have a
job with health care coverage than a high school graduate, [Based on data from the Bureau of

Labor Statistics, various years, Current Population Survey.]

Since the early 1980s, high skill jobs are growing the fastest. Jobs requiring high skl
levels grew by 32% over the period 1984-1994 while jobs requiring low skill levels
grew by only 7%. [Based on data from the Burean of Labor Statistics, various years, Current
Populaticn Survey.]



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 proportional -earnings

losses than less-educated workers. [Henry S. Farber, The Changing Face of Job Loss in the United
States, 1981-1993, Department of Economics, Princeton University, March 12, 1996.]

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

Other studies conclude that firm-provided training seems most effective when combined
with other innovative workplace 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, Veolume 107, May 1992.]
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