Apnl 2, 1897

MEMORANDUM FOR GENE SPERLING
FROM: BOB SHIREMARN

RE: Student Loan Reforms in the Bgéget

The current structure of the guarantee system encourages inefficiency, provides perverse
incentives, delivers poor-quality service to the government (and often to students), and costs
taxpayers more than necessary. The President’s Budget addresses these problems through a
number of reforms saving a total of $4 4 billion over five years (CBQO). We then spend $1.3
billion to reduce the fees on the loans, The net savings are $3,1 billion,

The Republicans continue to require CBO to include long-term administrative costs in the scoring
of direct loans, This increases the baseline {(and therefore the deficity by $2.9 billion

Chairman Goodling and others (inghuding some Democrats) argue that the student loan reforms
belong in the reauthornization of the Higher Education Act, not in the reconciliation bill. 1 do not
know where Domenici and Kasich stand on this issue, but.someone may propose that if the
Administration drops its insistence that student loans be included in reconciliation, then the
Republicans will reverse their directed scorekeeping. The result would be nearly a wash.!

Sen. Domenici is apparently looking at “savers” without including any “costers.” In that light, the
student loan reforms could potentially save 35 billion. Therefore, even with the directed
scorekeeping, a net of about $2 billion could be saved if the student savings and other costers are
not inchuded,

Qur two largest savers are:

1. Reserve funds. The current structure is based on the fiction that the middleman agencies
actually “guarantee” the loans. They do not. They simply administer the Federal guarantee. The
Budget would recognize this fact, allowing for the return of $2.5 billion in Federal funds currently

held by the agencies.

2. In-schoot interest rate. Currently, the mterest rate on student loans is T-bill plus 3.1 percentage

A puzsible advantage with this approach is that i the budget deal 8 slready done by the ime remuhoriznthon I
considercd, we could fnstst that a farger portion of the savings go o stadenis, Ox the otheer hand, though, our
negotinting haod is seriously weskened if this is not addressed in reeoneilistion,



points during repayment, but it is 0.6 points lower during the in-school petiod (when the
government pays the interest ~- on most loans « and the lender has no servicing costs). In FY 98
{under current law) the interest rate becomes the 10-year bopd rate plus one percentage point,
with no differential during the in-school period. The Budget would lower the rate during the in-
school period by one percentage point {so it would equal the 10-year bond rate), saving $1.2
billion,
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Dear Mr. Chalrmans

¥ an writing to express . my views on the job trainimg and
education reform leginlation now in conference. I appreciate the
Conferces’ efforts to address at least gsome of the key principles
inolidded in my G.Y. B{1ll for Amcrica’s Workers proposal., T
believe we all recognize the importance of reforming, ‘
streamlining, and consolidating job trainlng and education

proygrase. .

However, I cannot accept a conforence bill that doeas not
ercate a world class workforca developmont system that iz built
on & firm foundation of individual opportunity, strong
accountability for results, and clear pathways for youth Fron
school to work, This legislation must: authorize spending for a
new system at no leas than the levels propoced {n my FY 1997
Budgot; arm dislocated workers with sufficlent information ana
purchasing power, through ekill grante; to choose the trajining
that is right for them:; preserve national funding for schaul-to-
work infrastructure building grants; ensure accountablility to
taxpayers by establishing high atandards for prograwm guality and
¢lear accountability; and provide that education authorities are
‘responsible for education resources &bt the State and local
levels, and that those yesourcas are targeted within the State.
The attachmant to this letter detalils these and othey essential

priorities pertaining to this leglislation,

I bellieve we share tha common geal of cxeating 2 jok |
training and education.systen that equibs.all. Americans:.to -
prosper in a global ecoliony. I urgoe tha Conferesos to craft an
agoaptable bipartisan bill by meeting thaso concerns and fully

incoxrporating ny G.I. BLYLI.
Sinceréiy,.

Tho Honorable William F. Gouodling

Chalrman
Committee on Economic and Educational Opportunitlies

Houso of Reprecentativean
Washington, D.C. 20816



«Sufficlent suthorization of appropriations. It is imperative that the bill authorize’
spending for the consolidated programs at least at the levels proposed in the FY 1997
Budget. Future appropristion action must not be constrained by insufficient
authorlzatians that imprudently cut fuding for education and training investments.

_ vAdequate funding for skill grants for dislocated workers. The bill must carmark no

less than $1.3 billion for dislocated worker assistance, god ensure that these individuals
have sufficient information and resouress —~ including through the use of skill grants -
ta choose the training that is right for them. -

«Degicated national fundlng to continue the School-to-Work implementation grante,

The School-to-Work Opportunitics Act should not be repealed. To date, 27 States have
received implementation grants under the School-to-Work Opportunities Act. Dedicated
funding to continue School-ta-Work implementation grants is essential to permit these
States to complete their system building activities, and to provide an opportuaity for zfl
remaining States to do the same. Without a strong, lasting school-to-work infrestructure,
the proraise of this bill for youth development will be unfulfilied.

=Accounisbility to taxpayers for resuits. The bill must ensure that taxpayer dollars are
not invested in programs that don't deliver results. Since Federal funds support the
warkforce develapment system, the final bill moust establish the Federal government as s
full partner in dotermining measurable goals and objectives, establishing expected lovels
of performance for State and local arcas, and approving plans. To protect agaiast ‘
frandolent and incompetent training providers, this bill must include strong provisions on
*gatekeeping® and consumer information. The Secretaries of Bducation and Labor
should be ciearly responsible and sopountable for administering workforee education and
warkforee training and employment activities, respectively, Their resource and staffing
needs shoutd be determined through the annual budget and appropriations process.

sState and local education agency control snd respensibility for educstion resources.
The conference bill must ensure that State and local education agencies huve
responsibility for plunning, administering, and making dedsions relevant to education
resources. Full eollabaration of State and local workforce boards and the private sector
with State and local edeestion apencies is essential.

~Adcqoate, properly tarpeted resources for sdult education ead {reining, in-school

youth, st-risk youth, 8 surmmer jobs program, and the natlon’s Iabor exchangs, Ths
conference bill must ensure a priority for these activitics and for sufficicat funding, at
tevels consistent with the FY 1997 Budget. In addition, the bill must contain within-State
allocation formulas, as in current law, that target at-nsk youth and thet direct in-school
fands to schoo! districts with greatest need and posi-secondary educativn insiitutions that



serve disadvantaged individunls, The Wagner-Peyser Act, sf'hich establishes the public
employment services, must remain the fandamental legislative charter for our uation's
public labor exchange services, ensuring the prudent use of employer-paid federat :

vnemployment taxes.

*Loce] povermmental responsfbility for job training. Whilc Governors should have final
approvel authority over the local plans affecting job tralning funds, ¢lected officlals from
- our citfes and counties must have responsibility for-adininistering and oversesing local
Oune-Stop Carecr Center and job training funds, through workforee development boards
that bring together business and 1abor and other community leaders 1o plan and develop

flexible job training programs appropriste to their communities. _



ADMINISTRATION OFFER TO CONFEREES ON
WORKFORCE AND CAREER DEVELOPMENT ACT

This nffer i 1o be considered as 2 whole; it is not divisible into component parts.

1. Offer on authorization of apgmgnatiam' Accept the such sums aathorwatmn with the
following miggar for the flex account: -

o Funds appropriated under the Act would be subject 1o the following percent splits:
45% for adult training; 28% for in-school youth; 20% for at-risk youth: and 7% for

adult education.

o  No funds would go to a flex account until the level of funding for the States reached
$3.85 billion (FY 1996 appropriation for the totat Federal grants to the States for
programs consolidated in this legislation),

o All funds zbove FY 1996 appropriation level would be available for flex aceount until
125% of FY 1996 level is reached.

0 The amounts in excess of 125% would be allocated as follows: 25% flex account;
35% adult training; 15% out-of-school youth; 20% in-school youth; and 5% adult
education with 2 hold harmless from the flex account,

2. Offer ou dislocated worker funding: Earmark $1.3 billion of adult employment and
training resources for assistance to dislocated waorkers (of which $1.03 billion is for State

grants).

3. Offer on skill grants for dislocated workers: Training for dislocated workers must be
provided through a :kill grant system (House bill, but limited to dislocated workers). This
requirement would include the limited exceptions in the House bili to address rural areas and
other special circumstances. However, it would also include a S-year phase-in for this
requirement {simiiar to the House bill's 3-year phase-in}, with authority to the Secreta:zcs W
use incentive funds to encourage earlier wnplementation.

4. Offer on School-to-Work: (a) Strike the repealer from the bill, allowing the
appropriations process 1o determine the future of School-to-Work; or () move up sunset date
for School-a-Work from Sepiomber 30, 2001 1o September 30, 2{}&3‘

- 5. Offer on accountability: Package o include

o Plan approval asd levels of performance: Substantive State plan approval authority
for the Scoretaries (Senate bill with amendment); and Secretaries and States 1o
negotiate expected levels of performance 1o be basis for sanctions and separate
chailenging tevels 10 be basis for incentives {(Senate bifl with amendment},

‘o



o  Performance information and resources: Uniform technical definitions of
. benchmarks {(House); consumer information to be provided by all nondegres training
programs with certain information required (House bill with modifications}; uniform
MIS guidelines that include demographic information (House bill with modification);
mpomng of both local and Statewide performance results to the Secretaries” (Ham},
and adequate human resources for oversight and other respounsibilities to be ™
determined through annual budget and appropriations process. (House} .

6. Offer on control of education by State and local education system: Senate language
ensuring that education funds will go to State and Iocal education agencies and that the
education portion of the plan will be developed by the State education agency.

7. Offer on local role: Local board negotiates with the State on employment and training
benchmarks for the area as a whole, and local board in coordination with LEQ, negotiates
with the State the process for designation of One-Stops. Remainder of responsibilities

- reserved for local board in partrership with LEO; these responsibilities include developing
local budgets, oversight over local programs, davciopmg locat plan, and designating local
fiscal agent. (House bill with modification)

8. Offer ou targeting resources to youth: Modify Senate language to clearly require a
Summer Youth Program in each Jocal area.  Require equitable substate allocation formulas
for in-school and at-risk youth.
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Department of Labor $ millions

JTPA Clean Air Employment Transition Assistance
JTPA Defense Conversion Adjustment Program -
JTPA Defense Diversification Program

ITPA American Samoan Employment ?ragam
JTPA Rural Concentrated Employment ?’ragram
JTPA Youth Fair Chance

JTPA Youth lnnovations

Depaﬂézent of Education

Voe Ed - Programs for Criminal Cffenders

Voe Ed - Community-Based Organizations

You Ed - Demao Centers for Dislocated Werkers

Voeo Ed - Consumer and Homemaking

Voo Bd - State Councils

Voo Ed - NOICC

Voo Ed - Smith-Hughes Act

Voc Ed - Demo for Integration of Voc and Academic Learning,
Voo Ed - Ed Programs for Federal Correctional Institutions
Voc [Ed - Ed Comprehenssive Career Guidance and Counseling
Voo Fd - Blue Ribber Yoo Ed Programs

Voo Ed - Model Programs for Regional Trajning, Skill Trades
Voo Ed - Business/Education/Labor Partuerships

Voo Ed - Siate Programs and Activides

Voo Ed - Single Parents, Homemakers, Pregnant Women

Voe Ed - Sex Equity

Workplace ransition for Incargerated Youth

Native Hawnhian Ed - Comunuonity-Basced Learning Centers
State Literzcy Resource Cenfers

Matienal Workpiace Literacy Program

Workpiace Literacy Partnerships

Adult Education for the Homeless

Literacy Trniming for Homeless Adults

Lateracy for lncarcerated Adults

Literacy Programs for Prisoners

Libroey Literacy
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Department of Labor and Education: GI Bill

{(BA in millions)

FY 1996  FY 1996 FY 1998
Provroms FY 1993 FY 1994 FY 1995 Kequest Enacted FY 1997 Request
Depariment of Latior;
G1 Bill for America's Workers - aduls:
{I-A Grants o Siates OIS 988 597 1,055 539 £93 1,064
11 Dristocaied Workers 651 1151 1,229 1,396 ) o982 1,285 1,351
Enplovment Service 395 918 515 872 $21 $24 843
{Ona-Stop Career Shupping 0 50 100 250 116 150 i50
Other Adult Programs and New {nitiatives &0 o8 $4 660 47 47 45
Sublotal Adults TTTTReRT RIS 3295 4,183 2,920 3202 3,453
£31 Bilt for Aneriea's Workers - Youth:
Rummer Jobs 349 847 887 935 625 87t 871
H-C Grams to Sates 8§71 609 127 369 127 122 130
Schoolso-Wark (Inchrdes Education partion) & 10D 244 400 50 400 &40
Youth Opportuaity Areas Initiative h 56 25 0 72 E} 8 250
Subtotal Youth 1,576 1611 1,238 1,800 102 1,398 1,65
Teotal POL in (1. Bill for Americs’s Woarkers 4,147 4816 4,533 2983 4,023 4.660 2104
Department of Education:
Yacajional Education 170 1176 1.i04 1178 081 §,132 1,172
Adult Education 305 305 279 406 260 355 394
Pelf Grants (program cosi) 5,624 5,496 5 445 6,635 5,660 6227 7,806
Total Eduvation in £3.1. Bill for America’s Workers 7,089 6,977 £,828 8219 7,001 7.7i4 %372
Total .1, Bitl {or America’s Workers 11,296 11,793 11,361 14,262 11,023 12314 14,476
Less Pell Grants {5,624} (5,496} {5.445) {635} (3,660} {6,427y {7,806}
Mot Total .1 8Bl for Americs’s Workers TS e 6,297 5916 '?',56'?j 5,363 6,087 6,675

¢ data\scorekep\98gibill wid



Aprit 20, 1997

MEMORANDUM FOR GENE SPERLING

FROM: Bob Shireman ,
SUBJECT:  Student Loan Proposals ‘

The first two columns of the atiached table show the CBO estimates of the student foan
savings proposals that have been discussed in the negotiations. The table also shows the
costs and benefits to the student borrowers of the different proposals, The third column is
a possible alternative that would not hort {or help) student borrowers. Al of the opfions
assume that schools would continue fo have the option to choose to participate in
either the direct or guaranfeed loan program (FFEL). The oplions arc deseribed
briefly below:

Administration

General Approach: The guarantee program would be cheaper and easier to manage if it
used @ simple Federal guarantec and had appropriate financial incentives for preventing
defauits. This proposal fundamentally restructures the guaraniec systens, and uses some
of the savings to reduce costs for students, .

Guaranty Agencies: By ending the conplicated “reinsurance” model, the Federal
government can re-claim virtidly Al of the reserve funds held by 30-0dd goaranty
agencies. Performance-based agreements wouid govern the Bducation Deparlment’s
relationstp with the guaranty sgenoes. Fees would be more closely related (o uctual
eosts, ard there wonld be incentives for reducing costs,

Lenders: Banks and secondary markets would share 3% of the defaull risk, rather than
the current 2%, 1o addition, the interest rate subsuly during the in-sehool period would he
reduced by one percentage point (1o the govermment’s discowt rate - a 720 yeur bend
avernge). The offset foe that Sallie Mae pays on all of its lown holdings would be |
exterded o loans that W secoritizes. Lenders would be required 1o offer flexible
repayinent optons {exeept meame-contingeni repayment).



®

Administrative Costs: Would reduce the amounts set aside under current law for the
Federal costs of operating the direct and guaranteed loan programs.

Students: Would reduce student fees from 4% to 2% in the subsidized Siafford loan
program (both direct and guaranteed), and reduce {ees on other loans to 3%. In addition,
as a result of the reduction in the in-school interest rate {see lenders, above), borrowers
with unsubsidized loans would pay less interest,

sublican

{This is the package that Bill Hoagland prescnted last week. He did not provide detail, he
only recited the numbers to show that the savings figure was reachable).

General Approach: Consider fundamental reform during reauthorization, nof in
reconciliation. Take a billion in excess guaranty agency reserves, a biflion by extending
the current interest rate scheme, and most of the rest through administrative savings.

Guaranty Agencies: Would opposce the take-back of reserves. But otherwise, the cut is
minimal.

Lenders: Major gain. Current Jaw calls for the interest rate on student loans to change
from an average of the 91-day T-bill plus 3.1 percentage poinis, to the government’s
discount rate, which in this program is a meld of the 18- and 20-year bonds plus 1.6
percentage points. Banks complain that not only ts the new rate fower, but it is no longer
snatched 10 the volatile short-term securitics that lenders use to finance student loans.
Thus Republican proposal would cancel this interest rate change.

Administrative Costs: Would reduce the amounts set aside under curresi Inw for the
Federal eosts of operating the direct and guaranteed loan programs.

Students: Would pay higher interest rates than current Inw calls for.

pay nug
Allernative
{This is my attempt o {ind 1 middle grouud).
Cenerst Appronch: Fundomental reform can wait for renuthorization - bt so can this
gesiion of the change G inferest rates (1 docsn ™ ke effeer until July 1998 anywoyl
Instead of doing either, take o little more front reserves, reduce sonwe guneanty ageney

payments, and aceept the Repubhican cut in adiministrative costs,

Guaranty Agencies: Might claim that the changes would be destabilizing for some



agencies. (To the extent that it ig, they would by definition be the agencies that are not
effictent).

Lenders: No reduction in subsidies, but no “ix” 1o the interest rate change,

Adwministrative Costs: Would reduce the amounts set aside under current law for the
Federal costs of operating the direct and guaranteed loan programs.

Students: Status guo.



April 20, 1997 *

MEMORANDUM FOR GENE SPERLING

FROM: Bob Shireman
RE: Discretionary Spending on Education and Training

The best and simplest way to ensure that there are enough funds for the President’s
initiatives in the area of education and training i5 to focus on the total allocation for
Function 300, I, instead, we were 1o use a subset, then any commitment that we were
able to get for one program {e.g. Pell Grants or Goals 2000) could be portrayed as simply
taking away from another program in the same function (e g Special Education or Title

[}

The attached table shows the diserctionary totals from the President’s proposed budget
Note that in the out-years, for most programs the Budget simiply assumes an inflation
adjustment. Becasuse of inereasing enroliment in the Pell Grant program, other
programs will need to be straight-lined or cut in order fo increuse the maximum Pell
Grant in future years. If we expect that, unlike previous yoars, discretionary spending
totals will 707 be revisited annually, then we may want to consider increasing out-vear
spending in order to address this ssue.

There are three significant new mandatory programs proposed in the Budget for Function
500. Because it may be argued that they should appear on the discretionary side, I detail
their spending below, and provide tlws total that would be needed in diseretionary
Function 500 if the three new programs are o be accommodated.

-



Student Loan Proposals for FY 1998 to
2002

(outlays in millions of dollars)

Administration Republican Alternative

Lender Subsidies (on-budget) (1,065) *
Guaranty Agencies:

Reserves (2,502) (1,000) (1,300)

Default prevention incentives (398) (73) (613)
Student Fees (on-budget) 1,296
Federal Admin (466) (629) (629)
Direct Loans

$10/loan fee to schools (160) (160)

Cancel interest rate change* (1,100)
TOTAL: (3,135) (2,962) (2,702)
Borrower Benefits (Costs):

Fees 2,600

Interest (NPV) 1,000 (3,000)
TOTAL: 3,600 (3,000) {

*The "savings” from canceling the current-law reduction in interest rates

-|brings greater income to the direct loan program (from student payments)

but costs the Federal government more in the guarantee program (for

in-school subsidics to lenders). The $1.1 billion shown under direct

is a net figure.

NOTE: Estimaies are based on CBO figures, except the borrower

impacts, which are Administration estimates.,




Function 500: Education,
Training, Employment,
and Social Services
(in millions of dollars)
1697 1908 1569 2000
Discretionary BA 42 387 46,425 47 420 48,455
O 41,144 42 628 46,628 47,632|
Mandatory initiatives:
America Reads BA 260 290 333
G 31 2172 284
Subtotal BA 46,085 47,710 48 790
O 42,659 46,240 47,816
School Censiwciian BA 5,000
O £, 250 1.250 {250
1
}
Subtotal BA! 51,685 47,710 48,790
0l 43,909 48,090 49,166
Welfare to Work BA| 750 1,000 1.250
| O 600 975 1,000
i
Total pal 42 187 52 435 48,710 50,040
ot 41,144 44,509 45,0653 30,166




| April 30, 1997
MEMORANDUM FOR:  GENE SPERLING
FROM: BOB SHIREMAN AND PETER QRSZAG
SUBJECT: . Student loans and discount rates

This memorandum describes the interest rate change scheduled to take effect next year
under current faw, and the related question of what the appropriate discount rate is for
government accounting purposes for this program.

Legislated change from the Student Loan Reform Act of 1993

Under the Student Loan Reform Act of 1993, interest rates on new student loans extended
from July 1998 forward will be indexed 1o the Department, of Education’s Rate of Comparable
Maturity -~ roughly the 10-year Treasury yield -~ plus 100 basis points (subject 1o 2 cep). The
interest rate will be reset once per year, so that the loans are variable.rate rather than fixed-rate,
Currently, the interest rate on studenit loans in repayment i3 equal to the 3-month Treasury yield
plus 310 basis points (subject to the same cap as under the new system),

EﬁELmam

Banks and Sallie Mae are complaining that the maturity switch (from basing the student
interest rate on a 3-month Treasury to basing it on & 10-year Treasury} exposes them to interest
rate risk because they fund themselves with short-term lisbilities. The switch, they argue, would
cause the maturity of their assets (the loans) 1o sxceed the maturity of their liabilities (their
funding), and thus expose them to yield curve risk,  They also argue -- at least somewhat
disingenously -- that it is prohibitively expensive to hedge such risk, and that the change therefore
threatens to curtail lending under the Federal Family Education Loan (FFEL) program
significantly. They would like to cancel the legislated change, and return to the 3-month plus 310
basis points system. We beligve that the banks are using the switch in maturity to obfuscate the
issuie;, what they are truly concerned about is the implied reduction in the average interest rate paid
on the loans.

Under our economic assumptions, the 10-year yield (reset once per year} plus 100 basis
points averages 6.4 percent aver the next S years, while the 3-month plus 310 basis polats
averages 7.4 percent, Under CBO assumptions, the figures are 6.7 and 7.4 respeciively. In other
words, under our assumptions the legislated change reduces the imerest rate on student loars by
100 basis points; under (RO assumptions, it reduces the inierest raie by 70 basis pointy. The
Blue Chip forecasts imply a reduction of 80 basis points,

Carncelling the change would increase costs to students and raise profits for banks. U
would also increase government costs for the FFEL program, because we pay the interest while a



borrowing szudeﬁt remains in school. However, this incréase in government costs would be more
than offset by increased income to the direct loan program (see below).

The interest rate on direct loans is the same a5 the maximum rate set in FFEL. The
tegislated change in interest rates -- by lowering the interest rate on direct loans -- raises the
net costs of the direct lending program (by reducing income from borrower payments}).
Cancelling the change, according to CBQ, would produce about 2 $1.1 billion reduction in the net
_cost of direct lending over the next § years.

The Rate of Comparahle Maturity

Under the Credit Reform Act, the discount rate, or the assumed cost of funds to the
government for thig program, is supposed to be equal to the Treasury vield for a bond of
“comparable maturity” as the average student loan. 7%e fiterest rate on the student loar is reset
each year - so firance theory suggests that the effective maturity is only one year. Nonetheless,
the Administration has decided to vse a blend of the 10-year and 20-year yields, as if the interest
rate on the student loan were not reset each year, That decision, however, is an internal one from
before Frank Raines’s tenure at OMB -~ and it could be changed (CBO has reportedly followed
{OMB’s lead on this issue). We believe that NEC principals from Treasury and CEA -~ and
perhaps OMB - wou}cf concur that the appropniate rate s the one-year Treasury bond.,

The effect of using the longer maturity vield, given an upward sloping vield curve, is to
raise the cost of the direct lending program. That’s because the cost of the program is determined
by comparing the face value of the loans to the net present value of the repayments. For any
given flow of repayments, a higher discount rate reduces the net present value of the repayments
and thus boosts the scoring cost of the program. Using a discount rate that is equal to the 1-year
Treasury yield would thus reduce the net cost of the direct lending program -~ and would also be
good financial management policy.

The debate over the Rate of Comparable Maturity illustrates the general shortcomings in
OMBR Circular A-94, which defines the discount rates to be applied in different cost-benefil
analyses. It would be worthwhile to direct NEC, OMB, CEA, and Treasury staffs to improve this
circular.

An option to consider:

The justification for the change i interest rates was that the instrument used to set the rate
should match the instrument used as the governnient's discount rate. I we are going to consider
addressing the lenders” concerns, then it makes sense to simultancously consider changing our
own discount rate. Doing se would reduce the baseline costs of student loans by several
billion dellars, according to the Education Department. We do not have CBO estimates. A
package you might consider would:



. If OMB is willing, encourage the Hill leadership to ask CBO 1o sgree to use & one-year
Treasury instrument as the discount rate for student loans. (There could also be an
agreement that the general question of discount rates be explored further for other

programs).

. Cancel the legislated interest rate change by switching back to the 3-month Treasury, bui
reduce the premium from 310 basis points to about 230 basis points or so. This would
allow students to protect some benefit relative to current rates, but also allow the banks to
remain in the 3-month rate environment. ‘

Additional option:

. If Republicans insist on using directed scorekeeping tc add long-term administrative costs
into the direct loan subsidy, the discount rate change helps to bring the net effects on the
baseline closer to zero, or in the savings column.



gt

COMPARISON OF STUDENT LOAN RECONCILIATION OPTIONS

Total savings. The President proposes $3.1 billion in net savings and reduces student costs by
$1.3 billion. Savings would be taken in Federal administration ($0.4 billion), recall of guaranty
sgency reserves ($2.5 billion), other guaranty agency reforms (50.4 billion), and reduced subsidies
to lenders (31.1 billion).

The Republican alternative saves only $2.9 billion with no benefit for students, and increases the
baseline by $2.9 billion, thus negating the effect of the savings (see attached), The policy goal is
to achieve half the savings from direct loans and half from guaranieed loans. This goal is
untenable, since the only way to achieve this lovel of savings in direct loans -~ without raising
costs 1o students -~ is to slash administrative funds to the point of erippling the direct loan
program. ’

Federal administration. The Budget reduces Federal administration {"Section 458"} by $466
million to reflect savings that can be expected through reengineering of ADP systems..

The alteraative drastically cuts Federal administration by $1.3 billion, and requires that $150
millton annually be spent on guaranty agencies regardless of their real costs, If these cuts were
enacted, the Department would not even be able to sustain the current direct loan volume {which
CBO estimates at 35 percent), which is well below the 60 percent authorized by law. |

Even if direct ioan volume remains at 35 percent, as CBO assumes, administrative costs will
continue to increase over the next few years. The largest administrative cost is servicing (i.e.
coliection), which does not begin until students graduate from college. In a new program, it takes
several years for a full complement of borrowers to be in repayment status. Even if no new
schools are added, direct loans does not reach this steady state until 2001 or later {afier that peint,
the number in repayment would grow at s slower rate, due only to increased enrollment),
Therefore, there will continue to be a ramp-up in the number of borrowers entering repayment « -
from 2.1 million in FY 1998, to 3.6 millioo in FY 2002 -~ even at 35 percemt of volume. This
explains why flat participation in direct lending cannot be combined with strmghzwimeé
adniinistrative costs.

Guaranty Agency Reserves. The Budget takes all cash reserves from GAs between FY 98 and
FY 02, saving $2.5 billion that are no longer needed.

The ahernative requires the return of only $1 billion in reserves.

Other Changes Affecting Guaranty Agencies. The Budget reduces net payments to GAs by
$400 million and creates incentives for these agencies to reduce default, including reducing
payments for defauit collections to the Federal govermment’s cost {from 27% 1o 18.5%).

The alternative proposes illusory savings of $360 million in gugranty agency administration of
default clatass by requiring GAs to hold defavlted loan claims for 360 days. (OMB believes this
alternative provision has no budget impact, since savings from paying Federal claims later with



*cheaper” dollars would be offset by the costs of delaying their referral to Education, which has
mare effective collection mechanisms.)

Savings for students. The Budget cuts student fees by $1.3 billion by reducing fees for need-
based loans by 50 percent, and for non-need-based loans by 25 percent. The alternative proposes
no savings for students,

Reduced subsidies for tenders. The Budget reduces lender subsidies by $1.1 billion by
increasing risk-sharing (reducing the Federal lender guarantee from 98% to 95%) snd reducing
interest subsidies to lenders during the in-school period when their costs are lower. The
altemative proposes no reduction in subsidies to lenders,



Impact of Republican Budget Proposal on Sec. 458 Fﬁnding Under CBO Post-Policy and Alternative Baselines

{in millions}

__ 1598 1999 2000 2001 2002 Total
Post-Policy Baseline .
BA 953 760 756G 750 760 3,953
Qutlays 715 768 756 753 745 3,737
Maximum aliowed .
BA (491) (491) (491) (491) (491)  (2,458)
?mposéd Redudtion — Baseline minus Maximum
BA 452 259 259 259 178 1417
Outlays 245 2858 270 263 214 1,277

Funds moved to subsidy under Allemative Baseline

BA , .V 87 197 318 422 1,036

Qutiays & 48 128 235 344 762

Altemative Baseline

BA - g41 - 663 553 432 328 2917

Qutiay 708 720 627 518 401 2,975

Altemalive Baseline minus Proposed Reduction ' -

BA 478 AD4 . 254 173 150 1,500

Outlays 464 435 3657 255 1B7 1,698

GA funding under Proposal

BA 150 150 150 150 150 750

Outlays 1580 150 . 150 150 150 750
" Remaining sec. 458 funds ' :

BA 28 - 254 144 3 0 750

Qutiays 314 285 207 105 37 848

Note. The reduction proposed in FY 2002 is 176 rather than 259 because subtracting 254 from the
) aﬁemagmeﬁne number would not leave 150 mibion for GAs.
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STUDENT LOAN INTEREST RATE A.,!;"D PISCOUNT RATE
Borrower interest ratelender yield.
Borrowers will receive 3

1998 under current CBO é OMB mteresz rate pl“(‘.lj es:tu}ns bmuse cf a schexiufed change in the ‘
borrower interest rate, which was mandated by the Student Loan Reform Act of 1993 (SLRA).

Current lender wield: New lender vield:
S1-day T-bill plus 3.1% Security of comparable maiumy {10-20 yr. T-note ) plus 1%

The Administration proposed the language in the SLRA that benchmarks student loan interest to a
security of comparable maturity, replacing the existing language specifying a 9$1-day T-bill, to
insure that borrower interest in the Direct Loan program would cover the Federal cost of Direct
Loan funds. (OMB Circular A-129) At that time, the Admimstration anticipated moving rapidly
to 100% direct lending, .

Student loans have carried variable interest rates since 1992, with interest reset annually, and are
capped at 8.25%. To guaranter the lender yield, lenders can receive a Federal spemal allowance
above the borrower cap.

Lender ohjections,

i hey sannot afford to raise capital for guaranteed student loans under
Lhughgé_n!gﬂ_qhangma}gzm&_ Since the current policy is continued competition between
both student loan programs, lenders believe the scheduled interest rate change, which was

established to protect the Federal government from interest rate risk in the direct loan program, is
no longer appropriate and propase repeal. They contend --

. FFEL loans would no longer be profitable because the spread between 91-day T-bill rate,
which lendars use in financing guaranteed loans, and the rate for 10-yr. Treasury notes is
exiremely volatile and lenders would incur significant interest rate risk.

’ Repeal would achieve budget savings of $1.1 billion (CBO estimate) by increasing
borrower interest in the Divect Loan program. | ED estimates that FFEL borrowers
would pay an additional $2 billion over that perfod to iwéers smce CBO estimates thgz
FFEL will continue to have about 2/3 of loan volume, Jots ; GIIQWErS:

$3 billion.]

When asked why they cannot hedge to "insure" against such sk, lenders replied in an April 22

meeting with NEC stail that it is too expensive.  Orszag and Shireman pressed whether the issue
is the instrument or the yield. Lenders were asked whether they would make foans with g lower
yield if the borrower rate were 1o remain pegged to the 91-day T-bill, for example, 91-day T-bill



plus 2.3 rather than 3.1, which would be roughly comparable to 10-yr. note plus 1, and theceby
not raise borrower interest. Lenders said they will come back to the Administration with a
proposed solution soon.  Orszag's preliminary discussions with New York flnanciers indicate that
the instrument and cost of hedging are probably not the issue «~ it is the yield itgelf.

Disconnt rate,

I Lo . It 1318, izl
Wﬂ&%&m&ﬁg Wheﬁwr & dﬂerent ;x;i:cy is needeé on vaﬂablc

rate loans, including student loans, has, however, been the subject of discussion within the
Administration for several years,

In meetings in 1995 between Education, Treasury, CEA, and OMR, . Education and the QOffice of
Federal Finance at Treasury supported the use of the interest reset period, which would be a 1-yr,
note. OMDB has taken the position that this is not possible under current law,

Barry Anderson wrote in 2 November 3, 1995, memo that it is necessary to base the Federal
discount rate on the actual cost to government and not on private sector practices, such as use of
ihe interest reset period.  The use of the.market value in discounting loans was considered and
explicitly rejected as the approved method for calculating the subsidy cost of loans under the
Federal Credit Reform Act. "Since lenders have the Federal guarantee providing complete
assurance of 98% of loan repayment, they can, without risk, borrow shaort and tend to students at
the higher interest rate defined in the statute,* OMB's fucus should be the underlying cash flows
and the cost to government, for which he believes ED has not yet provided an adequate analysis

{mpact op program cost/deficit.

. The current discount rate policy has a major impact on the cost of the Direct Loan program.  If
the discount rate were based on the reset period, that is, the 1-year Treasury note, but the
borrower interest remained the same, ED estimates that the program ¢ost estimate would
decrease approximately $5.5 billion over FY 1998-2002, and thereby reduce bas&ime by that
amount, whether or not savings were scored from the changc

Pelicy options.

1. The Adsministration can propose reverting to the 91-day T-bill +3,1% as borrower interest for
both the guaranteed and direct loan programs, as suggested by the lenders.

Riscussion: This would raise student nterest above baseline by $3 billion in both
programs, It would address lender concern about the volatility of the spread. 1t would
leave the Administration subject to the interest rate risk to which the lenders object. The
Commitiees on the Hill will probably try to accomplish zeme version of this prior to or in
reauthorization to address lender concerns.



2. The Administration can propose reverting to the 91-day T-bill as the benchmark but reduce the
additional increment to roughly 2.3% in both programs to eliminate the volatility but avoid raiging
student interest. .

Discussion. This would address lender concern regarding the instrument to which mterest
is benchmarked, but would not satisfy them if their concern iz primarily yield, not the
. instrument. It too would leave the Administration subject to interest rate risk,

3. The Administration can propose 10 define secunity of comparable maturity in the student lean
programs, cither by legislation or regulation, as the I.yr. T-note, that is, the reset period, and set
borrower interest at 1-yr. T-note plus some supplment that would approximate the rate scheduled
to go into effect July 1998, '

Discussion: This would reduce the baseline by over $5 billion over § yrs. whether or not
savings were scored, and protect the government from interest rate risk since the borrower
interest would be benchmarked to the Federal discount rate,.  ED would have to satisfy
BRD that their cash fiows using this discount rate are a reasonable estimate of Federal
costs. The lenders would not probably not be satisfied if their primary concern is vield, It
would have 1o be done in consultation with the Comiittees, which are opponents of direct
lending and would probably therefore oppose it, claiming that the Administration Is trying
to obscure the true cost of direct lending,



Possible Student L . \
Prablems with Iatest proposal: (1) The amount taken from the student loan
admininistrative account would have the effect of preventing the direct loan program from

otiginating and servicing the current loans. (2) The concept of taking “half” from each
toan program is problematic for a variety of reasons, including

. reserves have built up over more than 20 years in the guarantee program, while the -
direct loan program has been in existence for only a few years and has no reserves
{indeed, the sppropriations commitiee has sach year made use of the “excess”
funds in the administrative account), and,

. even if only “current” spending is considered, the direct loan program is only one-
third of the volume in CBO's projections, not half.

As misguided as the concept is, if there is continued interest in each loan program

arguably taking a proportionate share of any reductions, then a 1/3 - 2/3 split is more
appropriate, and you may want to consider the following: _

Rolicy S-year

Eliminate $10 per Ioan payment in eii;‘ectlloans {same as Republican -0.160
proposal}
Reduce Section 458 student loan administrative funds (same as -0.629

earlier Republican proposal, $163 million more than President’s
Budget; new Republican proposal cuts twice as much).

Eliminate supplemental preclaims assistance paid to guaranty «(.080
agencies (same as Republican proposal)

Reduce the percentage of defaulted loan collections fmm the 27% 0,540
entitlement under current law, to 18.5%, which is the average that )
the Education Department pays its collection contractors.

Recall federal reserves held by guarantors L -1.000

TOTAL : ~2.409
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MEMORANDUM FOR THE NT h
h SIDE | (O
FROM: GENE SPERLING
RE: NEC Weekly Report
ec: ERSKINE BOWLES

Student Aid Management: As we indicated in our fast weekly report, we have pulled together
OMB and Education for an action plan for resolving this issue. The initial output of this effort
was anpounced at a hearing Mike Smith, the acting Deputy Secretary testified at last week, At
the hearing, he announced (1} a plan 1o ¢liminate the backlog and begin accepting new
applications by December 1; (2} action to ensure that students with applications pending will
be “held harmless™ (lenders will be required to offer forbearance upon student request); (3) the
creation of a Modernization Board composed of officials from Education, OMB, NEC, and
other agencies; and (4) support for the concept of creating a Performance-Based Organization
(PBO; for the delivery of student financial aid. Chairman Hoekstra expressed skepticism
about the December | date. So far, however, the contractor is meeting the targets that
Education set for it.

We have provided Education with suggestions of some staff from other agencies who would be
willing to spend a few months at Education helping review some of the procurement,
techislogy, and other issues that the Department is facing. OMB has already provided
Education with some advice on procurement issues. In particular, we want to make sure that
there are contingency plans ready to go if EDS fails 1o hit its targets on cmzsoildat;on loans in
the next few weeks.

Next steps: This Tuesday, the Moderntzation Board will have iis first meeting, where we will
review the status of loan consolidation, and some broader issues.

"
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Direct Loans: szh the loan consolidation issue, Republicans see a crack m ﬁze direct loan
armor and are now attempting 1o insert a wedge. The House is tentatively planning an
“Education Week” when they come back from recess in Iate October, One of the bills they
may bring up would aliow direct loans (0 be consolidated, at the borrower's request, to
become guaranteed loans. (Currently, loans can only go the other direction), This opens up a
polential “creaming” problem, in which Sallie Mae lures away the most profitable borrowers,
teaving the Direct Loan Program with the remainder. Bob Shireman will hold a strategy
meseting next week on this topic. It will be difficult to oppose the concept directly; our

strengthen direct lending and force banks to offerstudents the same kind of flexibility that
direct lending pravides (giving Democrats a venue for citing the benefits of direct lending).

>’uinc§ination, instead, will be to develop a package of “fairness™ amendments that would

America Reads: We are working on two fronts simuitaneously: {1} Authorization: Until
Tuesday, we were making good progress with Goodling's staff. They had presented a plan
that was oriented almost exclusively to teacher training. But they responded warmly 1o a
counter-proposal that pushes States and communities o make begter use of Title 1 and other

nds for teacher training, while using the bulk of America Reads funds for communtty-school
partnerships o provide extra help to kids who need it. On Tuesday, however, they presented
a proposal for mark-up next week that was weak on tutoring and included a new tutoring
youcher plapg that emanated from their right wing, (Apparently, some Republicans are asking
Goodling why he is working with the Administration at ail on this issue.) Carol Rasco, Bob -~
Shireman, and Andy Blocker responded very negatively to the plan. This afternoon,
Goodling’s staff cancelled the mark-up and asked us to come back to the table on Monday.
We expect that it will continue to be rough sledding.

You received an odd letter from Goodling yesterday which concludes, " Your stance on testng
is making my job of amhorizing an *America Reads’ program almost mpossible. 1 need your
heip if your most important inttiative «-having all Americans read --is ever going to see the
tight of day.” He seems to be implying that if you dropped testing, America Reads would be a
cinch. This is a total non-starter and caving in on this key priority would only inspire the
right wing to go after other key initiatives. We will work with DPC, Legislative Affairs and
others on how 10 respond to the letter.

(2) Appropriations: This may be our way out of the authorization mess. In the negotiations
on the-Labor-HHS-Education appropriations bill, we worked with Barbara Chow in insisting
that the' Education Department’s America Reads funds go into a current, flexible authority if 2
separate authorization is not enacted. Instead of saying no, they have asked for some
clarificationss. In terms of National Service, it looks like we will be able 1o secure them an
increase in the neighborhiood of $35 million that is targeted 10 America Reads, though we are
trying to get it for at least $50 million,

Early Pell Grants; This week, we circulated a mema on options selating to Congressman
Chaka Fattah's proposal to Frank Raines, Secretary Riley, Bruce Reed and others. We have
worked out some of the budgetary issues in doing such a guarantee in a way acceptable 1o
Rep. Fattah. As we have studied the provision, it has become clearer 1o us that this proposal
should be more combined with significant early intervention programs centering sround
coliege-school partnerships and mentoring. This could help address several 1ssues of concern
including the Hispanic drop-out rate and a response to the Hopwood case. Because this would
make the initiative a new program with an expenditure of new funds, however, I must stress
that there may be a differing of views among your budget and education team. We will hold
an NEC Principals meeting shortly and then follow with a recommendation memo o you.
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Product Liability: Following the decision meeting with you, we contacted Senator Rockefeller,
and met with staffs of M. Dingell and Senators Lott, Gerton and McCain. We also spoke to
consumer advocates, and met with both Democrats and Republicans on the House side. Senator
Rockefeller will work with us on reducing the size of businesses subject to the small business
cap, but is still asserting he will not move at all on protective orders. Not surprisingly, the
consumer folks are upset that we might have agreed to anything at all, even with the changes.
Mr, Dingell’s staff is not happy. either,

Senator Lott’s staff wants (0 negotiate from our position, but we spent over an hour making it
clear thal cur position is the most we can accept and could go no further in expanding it. Senator
Daschle spoke to me about his process concerns about how we came to our position, |
understand he also spoke to you, He said Senator Breaux, was clearly an issue for him and [ told

\gﬂ we had included Breaux's provisions on Alternative Dispute Resolution. He felt it would be
halpful if we, at least, met with Breaux, Bruce and | will do that next week.

Big Three CEOs: Dan Tarullo and | met with the heads of the Big Three Washington offices
this week to talk about the concerns the CEOs will raise with you and the Vice President on
Thursday. Not surprisingly, climate change is their biggest concern, by far. (The only other
issue that came up, and only briefly, was Korea/Japan market access and the dollar-yen
relationship.} Because of their strong opposition to binding targets and timetables, they were
unwilling to talk about hew - as opposed 10 whertker -- to reach them. The CEQs will likely
emphasize the importance of technology (Bob Eaton has called for a mega-Manhattan Project) as
a way forward. — ’\ (

kill Grants: Last week, Chairman Jeffords and Senators Kennedy, DeWine and Wellstmc

introduced the Workforce Investment Partnership Act, While the bill includes many of the 6

‘0 principles you embraced in your GI Bill for America’s Workers, we feel it doesn’t go far enough é

% in individual empowerment which was one of your Key principles. We will continue to push in

that direction over the next phase of the legislative process. In Senator Kennedy's remarks he
% recognized “the imporiant role [you] have played in bringing about ... dramatic reform™ of our

job training system, He also said; “The philosophy behind [your] skill grant proposal is reflected
\ irs [the bill]”  We will continue to work with Senators on the Labor Committee on two

impociant issues: operation of the individual training aceount (their name for skill grants) and

design of your Gut of School Youth Opportunity Areas program {(see below).

Out of School Yourh Opportunity Areas Program: We are working in both the appropriations
process and under the authorization in the Workforce Investment Partnership Act mentioned
above to get a significant expansion of vour Out of Schoo! Youth program. Currently, itis g
demonstration project that receives approximately 38 million a year. It benefits kids 1624 who
are gut of school and is targeted to urban centers who need its services the most. We have a goad
chance of 8 major expansion to $250 millien forward funded for fiscal year 1999 contingent on
its approprigtion in the Workforce [nvestment Partnership Act.

Fartunately, the Out of School Youth program was successfully voted out of Committec on
Wednesday. Al the eleventh hour, Senator Harkin considered offering an amendment 1o change
substantially the design of your Out of School Youth program by diluting the saturation approach
so contral to its design.  After speaking with kim, he agreed to withdraw his amendment and
work with us on a compromise before the full Senate votes on the bill sometime later this fall,
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DPC/NEC community empowerment warking group: The DPC and NEC are co-chairing a’
community/cconemic empowerment working group to develop additional progosals in this arza;
the group includes representatives from virtually all of the domestic Cabinet departments and
White House policy offices. The group met again this week and is currently consideringa
number of proposals, including tax incentives, in areas such as transportation and transit
infrastructure development {including rehabilitation of bus terminals), housing mobility and
voluntary CRA expansion to non-bank financizl institutions.

Child Care Policy Process: The NEC {5 participating in the DPC-coordinated process for
developing child care proposals (0 be announced in conjunction with the White House
Conference on Child Care in late October.  As you may know, there are working groups
focusing on three issues: 1} child care tax credits/subsidies; 2) child care quality; and 3) after-
schooi child care. Regardless of what we do, | feel it is critical that we Keep a strong focus on
the early learning, 0-5 perspective that ties in so importamly with your education agenda by
showing an emphasis on education before and after K-12. :

IRS Hearings: This week, as you know, the Senate Finance Comumitice held three days of
hearings on the IRS. The Committee recejved testimony from taxpayers mistreated by the IRS
and from current and former IRS employees, whose testimony included a perception that
employees are evaluated on revenue production quotas, which is against the law.  Acting [RS
Commissioner Dolan testified at the end of the hearings, issuing an apology and a series of
concrele steps that the IRS will take to ensure that the prohibition on using production quotas is
yniversatly understood within the IRS and customer service is improved.

£

Among other steps, the IRS will no longer comparatively rank their 33 district offices by revenue
product and they will suspend the distribution of any goals relating to revenue production to their
field offices. On the customer service end, each district director will be required 10 hold monthly
problem solving problems to give taxpayers opportunities to raise concerns and each District and
Service Center Director will review all complaints to their office in the last quanter. A leter is
being deafted from Larry Summers to Acting Commissioner Dolan to instruct the IRS to regort
back, in gerson te Bob Rubin and Larry, in short order on additional actions to be wken in
response to the hearings.
e

‘ ISTEA: Uunder the agreement he reached with Mr. Gingrich, Rep. Shuster agreed 10 go with a
: qqq straight six-maonth extension of current ISTEA programs, with the understanding that his massive

» multi-year bill will be considered as part of the FY99 budget resohution or allowed (0 go o the

o floor, The Senate will likely agree to this approach {although Chafee will try to pass his six-year

~\%¢ ill as well, 50 as not to have to revisit ISTEA next year).
hd

We convened a blater-Raines-Hitley meeting this week to strategize about the Shuster-Gingrich
agreement. We agreed it would be preferable (o get a six-year bill now, given that the House and
Senate bills both treat our priority programs favorably. Accordingly, we are continuing to push
publicty and privately for a six-year bill within the budget agreement. But, assuming Congress
opts for a six-month extension, we have two challenges: The first is to use the time to make the
case for an investment vision other than Shuster’s. (Although Shuster may have just as much
political support six meonths from now, he may net: even assuming the FY99 budget resolution

v reflects o surplus, other Members by then will have put forth competing plans for spending that
surptus.) The second challenge will be to maintain adequate funding for cur prioritics in a
Shuster bill that will necessarily be much smaller,
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In its markup of the transit component of ISTEA, the Senate Banking Committee yesterday
approved a Mosley-Braun amendment to provide $100 million per year for welfare-to-work
transportation services, consisient with our NEXTEA proposal, This was an important wis,
because the Shuster bill only provides $42 million a year. ’



MEMORANDUM

Ty, Gene Sperling

from: Rob Shirgman

Date:  December 13, 1997

Re:  Siudent Loun Options for the FY 1999 Dudget

(iiven the relatively small increases for student aid programs on the discretionary
side, 1 think it is Important that we have a good talking point for what we plan to do on
student loans. My recommendation is that we phase out the fees that are charged on
need-based (Siafford) loans, so that we can say that we are “ehiminating loan fees for
needy students.” OF course, doing this costs some money.

At the same time, we need to decide what kind of message we want o send to the
lending community {and Congress) about our wiilingness to change the interest rate
structure that 1s scheduled o take effect next July. Moving toward 3 fix can save us
money,

fam suggesting that we da both. While | do not yet have a cost estimate, |
believe we can make these changes and stil] have net savings of close to 33 billion to be
used for other purposcs.

Overview

Two related decisions on student loans need o be made for purposes of the FY
199% Budget:

& Should we propose a change to the interest rate structure that is cwrrently scheduled
o go into effect on July 1, 19987 Proposing a change can provide us with more
savings.

& How much of the savings that we propose in the program should we reinvest in
students, by reducing stedent fees? The more savings we provide, the less savings
are tell for other purposes.

A decision about what interest rate structure will be praposed in the Budget will not stop

our continuing wark exploring sther approaches, such as anctions, for reducing
governmeni subsidies or borrower interest rates.

Buckuround



Under the Student Loan Reform Act of 1993, 2 new maximum inierest rate on all
Federal direct and guaranteed loans is scheduled to go into effect on July 1, 1998,
Instead of the current rate of the 9i-day T-bill plus 3 10 basis points {250 during the in-
school period}, the rate will be roughly” the 1G-year Treasury note plus 100 basis points.
The government guaraniees lenders these returns, on a quarierly basis under the auprent
T-bill mte, and on an annually adjusied basis under the coming Tnole rate. Under both,
rates, students never pay more than 8.25% (the government pays the lenders above that

capy.

The 1993 change, which was made at the Administration’s request in the fingl
stages of the legisiative process, and was not the subject of public debate or extensive
analysis, had two elements:

The change in the Dnstrument {(from T-bill o T-note) was intended to match the
discount rate that we use internally to determine, under budget rules, the long-term costs
of the stident loan programs. This issue is now moot: the reconciliation bill this year
amended the Budget Act in a way that praviides a better approach (beginning with the FY
2600 Budget) to approximate the government's cost of funds for the purposes of
assessing the costs of credit programs,

The change i the rafe was intended (o give studenis a reduction in interest rales
once direet lending was expected to be the dominant program. Based on the interest rate
projections at the ime, students were expecied (0 enjoy a 60 basis point reduction in the
rates during repayment. {The rate during the tn-school perind would have been

unchanged).

Current interest rates and projections show a flatter yield curve than projected in
1993, As a result, students stand to sceive, under the FY 1999 Admunistration
projections, a reduction of between 76 and 98 basis points 1n the interest rate on lonns.

. In the guaranice program, lenders and secondary markets are facing a double
whammy: the change (o the 10wyear T-note does not match the usual funding for lenders
and secondary markets, so'it imposes some hedging.costs on their financing operations.
Ouiop of that, the spread that they would receive is reduced because of the current yield
curve situation. {Conspiracy teorists on Capitol Hill and i the lending community
clainmy that we devised this scheme n order to drive them out of business so that direet
fending will take over}, '

The flaticned yigid curve has also had an impact on the Direct Loan Program: the

Ttis actually an averuge of 10-year and 20-year rates, which is somewhat higher! Those aee
the rates referred to in the paper when T use the term [-year Tenote,



fower rates mean that the income that the government gets from student payments s
lower than if the rate had simply been redused by 60 basis points. This affects the
estimated cost of the program, and is part of the reason that CBO now clahms that the two
programs are abowt equal-in long-term cost (o laxpayers. ([n other words, if students pay
more, it reduces the uet cost of the Direct Loan Program to the government. In the
guarantee program, however, higher interest rate Increase government costs because we
partistly subsidize the rates but we do not share in what borrowers pay).

One solution that we bave explored has been to shifl back o using the T-bill, but
at a rate that is “equivalent” to what studenis would be paying i July without any change
in the law. This is the position that we have token informally in our discussion with the
higher education groups and Capitol Hitl. Using an average of our projections over the
rext five vears, that would put the rate at ‘T-bill plus 227 basis points (compared to 310
currently, a reduction of 83).

Important leverage for reform. The interest rate issue is the only real leverage ”
we have on issues that we would fike to address in the reauthorization of the Higher
Education Act. Now that we are in a silualion where we must manage 1wo programs, it
15 critical that we streamtine and improve the financial incentives ity the guaraniee
system. We are proposing these changes i the reauthorization. We have told lenders
and guaranty agencies that if they want a higher return than s now scheduled, they wilt
have 10 work with us to root out inefficiencies in the system, reducing lender costs and
producing savings that can compensate students for us moving to a higher rate. There s
some support {or reform in the indusiey, but they complain that the differcoce between
the July rate and a3 profitable rate is too grent for students to come out “whole™; they are
concerned that there there are not encugh potential savings 1o cover the distance.

Analvsis

Education, Treasury, OMB, CEA and NEC all agree that, ultimately, it is not
advisable to impose hedging costs on the industry by insisting on the pep to 10-year T-
notes.

A Treasury analysis of the financing and servicing costs of for-profit lenders and
secondary markets indicates that the new rate -- even if pegged (o the T-hill -- does not
provide a sufficlent retumn for them to continue in the business. The tax-cxempt
secondary markets may show different regults, but the amount of capital that they can
provide is limited. Treasury has determned that in order 1o make the program
sufficiently profitable, the rate would need 10 be moved back closer 1o what was intended
wihen the 1993 change was adopted: Tobill plis 250 basis points, Bducation hus tended
to approach this issue differendly, and may provide me with an aliernative analysis on
Monday.



nie gte Options

1. No change in the inferest rato structure

Under this approach, we would not make any adiustment to the interest rate
structure in the Budget. We would tell lenders and Congress that we will continue to
waork with them to determine the extent of the problem and (o explore possible golutions.
As a sign of good will, we can show them that the further hits on lenders that kad been in
the FY 1998 Budget have been dropped.

Argument for: We should nol give up any ground on the interest rate unless and
until we can got something for it. After their 1995 experience, Republicans are afraid of
anylhing that provides ammunition to accuse them oflincreasing the cost of studdont loans.
[f we hang tough, then we can enter into negotiations in February, get the maximum
reform of the system and savings for students, and end up at the justifiable interest raie of
perhaps T-bill plus 250 basis points. Remember that we can afford {o hang tough
because unlike previous reauthorizations, we do not risk that students will be without
loans, because this time we have the Direct Loan Program as a safety valve,

Argument against. This is not a good starting point for negotiations because it is
not justifiable. The reason for using the {0-year T-note is gone, and the current yield
curves makes the rate too low for lenders under any analysis. Further, a2 more realiglic
rate brings in mandatory savings that can be ploughed back into siudents’ pockets and/or
other needs in the FY 1998 Budget.

2. Move to an “equivalent” rate,

Under this approach, we would change the interest rate to T-bill plus 227 basis
points, preserving an average 83 basis point reduction for students. Further, the in-
school rate would be reduced to T-bill plus 150 basis points, continuing current policy
that recognizes the minimal servicing costs during that period {and providing us with
some additional savings). We would claim to be moving in the lenders’ direction by
eliminating the hedging costs imposed by using the T-note.

Argument for. This places us on firmer footing by moving back (0 the T-bitl
rate. [t demonstrates good will, giving some solace to members of both patties on
Capito] Hill who have contacted us abot this igsue, At the same time, it maintains a
sirong pro-student position. It leaves enough distance for us to be able (o demand
significant reforms of the goarniee system, {0 get savings (o compensate students for
meving e rate ap somewlmt,

Argumenyt against. This is the worst of both worlds. It puts us on the record



saying that there is a problem, but it is a solution that we do not have numbers to justify,
Treasury s analysis would indicate that it is 20-30 basis points too low for lenders to be
profitable enough to stay in the business. '

3. True fix of the inderest rafe,

This approach would adopt the 68 basis poinf reduction that was intended when
the interest rate shifl was originally adopted in 1993, and would adopt an additional
reduction during the in-school period, continutng current policy that recognizes the
minimal servicing costs during that period (and providing us with some additional
savings), This is the lawest level that the Treasury analysis considers profitable under
current cost conditions.

We would need Lo stand firm on this rate. Lenders seeking greater profit levels
would need to work with us to reduce their costs through reforms of the guarantee
systern, something that we support,

Frank Raines has further suggested that something be done 10 encourage more
competition among lenders - so that more of them charge a rate that 1s lower than the
maximum set in law, One appreach would be to use the rate in the Direct Loan Program
to amplify reductions offered by leading lenders in the guarantee sysiem. Under this
approach, the direct loan rate would be based on the ratws offered by the 28 percent of -
fowesterate lender volume.

Argwoment for: This rate is enough for lenders and 1t preserves the raie reduction
that students were promised in 1993 {even going a little further by reducing the in-school
rate). Lenders would say it is not enough, but they -- and others on Capitol Hill and in
the higher education community -- would see the proposal as a responsible move. Given
the new student loan interest tax deduction, we do not need to demand that new
borrowers receive an additional 23 basis point reduction that is solely the result of shifts
in the yield curve, If anything, it would be better to use these savings to focus a fee
reduction on needy smlg‘lﬂms,

* Argament against:  This gives away the store to the lending community. They
will consider this to be our opening position, and we conld end up with only a 30-40
basts point reduction for students, rather than the 60 that was intended. 1f we want to end
ups with 60, we have 1o start with more. Further, some may portray this approach as
inereasing costs to students over what the current imturedd rale environment would
nrovide,

stdent Fee Onlions



A, Equalize fees, 1 consider this the an imperative, the minimum necessary
under any scenario. Qurrently, those in the Direct Loan Program pav 8 4 percent fee o
the government. In the guarantee program, some agencies have used a loophole to
charge only 3 percent {essentially using cur money to make up the difference),
undermining the level playing field that was intended in 1993, Qur reauthorization
proposal would equalize fees at the lower 3 percent level, a *25 percent reduction” in
fees. To show our continued support for the Direct Loan Program, we must use some
savings to make this change.

B. Cut fees in balf for needy students, We could go lurther by reducing fees on
need-based loans to 2 percent -- & 50 percent eut overall - in 2002 (the current OMB
passbagk). This 15'similar to the proposal in our FY 1998 Budget,

. Eliminaic fees on needy students. We could completely phase out fees on
need-based loans (2 percent in 2001, 1 percent in 2002, eliminated in 2003},

Recammendations

f think it is important that we have a student lean proposal that we can brag about,
[ also would be more comfortable with an intorest rate policy that we can justify, The
combination of options 3 and € give us both.

[ am concerned, however, that this approach gives up negoliating ground. To
sddress that, I would sit down with the higher education community and fricnds in
Congress to to get them all to agree not to move from this reasonable position. We can
hang tough because it will be the industry and Republicans who most want to move a

bill.



May 15, 2000

MEMORANDUM TO GENE SPERLING

FROM: James Kvaal

SUBJECT: Drirect Student Loans

In this meme, | summarize my view of the current status of the Direct Loan program and outline
several actiony we conld take this year. ’d appreciate your guidance on our aptions.

Current Direct Loan discounts are approximately equal to the discounts offered by muost

commercial lenders, but they are about 1.0 to 1 .4 percent of loan principal fess than the FREL
average. Muany lenders with access (o tax-cxempt capital offer very large discounts.

A fow large schools have left the program, but we haven’t seen arun for the exits. Schools are
uncertain about {13 how long discounts on guaranteed loans will last; {2) whether we will reduce
the cost of direct toans agarn; and (3} the impact of the fall glection.

The real danger isn’t that the Direct Loan program will lose all its schools over the next few
vears, but that it will serve disproportionaiely inexpensive, proprietary, and two-year schools.
Already, Education says that — while more schools are entering direct lending than feaving —
the program s losing volume because the departing schools are larger.

It's possible that direct lending will then offer mere-expensive loans at schools lenders don't
want. On average, students at these schools have greater financial need and lower expected
incomes after graduation. Meanwhile, lenders might pass federal subsidies along 1o students
with more-profitable loans, distributing social benefits by market pressures.

This year, the Administration ought 1o promote a level playing field betweon the loan programs
characierized by competition on quality of service, rather than price. Edugation and QMB.Owith
Brian Kcnméy) are looking at G]}tl{)ns to reduce the price dlfﬁ,rennal between the programs,
Your views would be helpfal, ™ T

{The discussion below is limited 1o actions we could take without congressional approval.
However, our budget propesal would a{idress the very large financing advantage enjoyed by tax-
exempt lenders by eliminating their special allowance payments, saving nearly $800 million over
five years, This would be a big step '{z}ward addressing unequal benefils for students across hoth
programs. Unfortunately, no one on the Hill has expressed much imterest, even though we tried
pretiy bard last vear)
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Direct Loan Opliots
May 13, 2000

Toa my knowledge, the Higher Education Act provides only three legal authorities wherehy the
Department can reduce fees or interest rates on direct loans:

(1) Incentives to encourage “on-time repayment of the loan™ as Jong as they are “cost neutral and
in the best financial inferests of the federal government.” If necessary, Education mast
reimburse the subsidy account out of administrative funds. Education used this authority last
year to reduce the interest rate {or borrowers paving clectronically.

{2) The Sccretary’s responsibility to maintain the “same terms, conditions, and benefiis” on
direct and guaranteed loans. Education relied on this authorily last vear to reduce the direct
loan fee from 4 percent to 3 percent. Several Republicans have said that they do not agree
with Education’s interpretation of the statute and lenders have threatened 1o sue.

(3) Interest rate reductions funded through the sale of direct loans. Because of the federal
govermnent’s financing advantage, it’s not clear how a sale could generste savings. In any
event, it would be difficuli to design and implement a loan sale over the next nine months.

OPTION §: 48-MONTH REPAYMENT INCENTIVE. Reduce interest rides on all direct loans
by 1.0 percentage point after 48 on-{ime paviments. AH Stafiord loans would be eligible.
Preliminary Department of Education estimates show that this proposal would save students $70
mtkion aver five vears. The federal cost of $70 mitlion would be offset by savings front the
other repayment incentives. Option 1

¢  Saves students some mency and has symbolic value to schools;

+  Provides more equal Joan torms between the programs, as this benefit is common on
guaranteed loans;

» s unlikely to be controversial;

* Does not generate additional savings itself{ so only meets statutory cost-neutrality
requirement as a package with other repayment incentives;

*  May not be a big selling point for schools to stay in the Direct Loan program becausc it is
not worth a lot of money 1o students.



F

OPTION 2: CONSOLIDATION BENEFIT. Reduce interest rates on consolidation loans by 0.8
percentage points, providing a benefit similar to the lower consolidation rate available in 1998.
Raise rates if the borrower is late on one of the first 12 on-time payments. Preliminary
Education estimates show that this proposal would save students $356 million over the life of
loans consolidated in one year. It will also save the Treasury $33 million becausc of very large
savings through buying up guarantced loans, Option 2;

* Savcs a significant amount of money for students and is a slight saver for Treasury;

* Fosters competitive balance between the two loan programs,

¢ May be opposed by guaranteed-loan advocates;

*  May lead o higher direct loan servicing costs over the next 8-10 years for Education;
* May not be a big selling point for schools to stay in the Dircct Loan program.

OPTION 3: FEE REDUCTION THROUGH A REPAYMENT INCENTIVE. Borrowers would
pay a dircct loan fee of 2 percent of loan principal (instead of the 3 percent (hey pay today),
Students would pay an additionat 1 percent of the original loan principle if they fail to make one
of their first 12 payments on time. This proposal would allow us to reducc up-front fees through
the repayment incentives authority. Education’s preliminary estimates indicate that this proposal
would save students $500 million over five years and would cost $399 million.

However, the statute requires any repayment incentives be cost-neutral. The Department’s
lawyers believe that the Department could announce a cost-neutral package of initiatives to help
students manage their debt. This package would include this repayment incentive and a pledge
to amend its regulations to move more direct loan borrowers into the extended repayment plan.
Education estimates that moving borrowers who don’t select a repayment plan to extended
repayment (rather than standard repayment) beginning in FY 2003 would save $457 million over
five years. '

Allernatively, we could make a baseline adjustment like we did last year to reflect the large
federal cost of eroding direct loan marketshare. Although we have some evidence that we will
lose additional loan volume without action, there are quite a few people — both internally and
externally — who would resist our making this adjustment (wo years in a row,

Option 3:

* Reduces the up-front cost of loans to students, a critical dimension for FFEL-Direct Loan
competition;

* Fosters competitive balance by setting direct loan fees closer to the FFEL average;

* [s likely to be politically controversial, possibly leading to congressional or court action;

* Still does not match large offers from some FFEL lenders;

* Standard financial aid methodology might reduce benefits for students,



OPTION 4: STRAIGHT FEE REDUCTION. Reduce the direct loan fee from 3 percent to 2
percent, using the same legal authorily we used last year, Option 4 is an altermnative to Option 3
and shares many of the same issues, bui it: "

Is a simpler policy, easior for customers to understand and Education to implenent,
Allows us more flexibility in choosing offsets. We could use any offset that didn’t require
congressional action, including the two mentioned under Option 3 and another OMB would
like us to consider: pledging to implement IRS income verification to reduce student aid
fraud;

« Has less clear legal authonty and is therefore likely 1o create the strongest response,

DISCUSSION

The 48-months discount {(Opton 1} is g step in the right direction, easy to do, and
uncontroversial. The conschdation discount (Option 2) is worth doing because it saves both
students and taxpayers money, as well as because i promotes more level competition. | think we
should do both and expect Education and OMB will agree. However, [ dor’t expect thom to go
further unless NEC pushes them {6 be more aggressive.

Reducing up-front fecs through Option 3 or 4 18 risky. Some feel that we would continue 1o have
the political high ground we had last year — lower costs for students and level competition
between the programs ~ and therefore could win ggain. Others say that Congress would
retaliate in another account and/or lenders would then sue us, and they might win,
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For Immediate Release August 10, 2000

REMARKS BY THE PRESIDENT
IN EDUCATION ROUNDTABLE
WITH MEMBERS QF DEPAUL UNIVERSITY COMMUNITY

DePaul University
Chicago, Illinois

11:35 A.M. COT

THE PRESIDENT: Thank you very much, Ken. Ladies and gentlemen,
thank you for this warm welcome. T didn't know {f we could stir up so
many sltudents in the middle of the summer. {Laughter.} BHut |'m
delighted Lo see you all here.

I want to thank Representative Rob Blagojevich for joining me, and
also, behind me, Representative Bobby Rush, and John Stroger and Tom,
Hines., And there are a lot of other of my friends here, but I want to
thank them all for coming. And I want to recognize that I have one
special young man who works for me in the Department of Cabinel Affairs
in the White House, Sean O'Shea, who 1s here with me. He's an alumnus
of DePaul. (Applause.)

There's been a lot of talk in the press lately about this whole
issue of legacy, and that means when you've gob one leg in the political
grave that's what they start talking to you about, (Laughter.) But T
think 1 should note that DePaul educated two generatons of Daley
mayors; now, that's a real legacy. And I congratulate you on that.

I also -- I saw that Princeton Review survey saying that your
students were the happiest. And I thought to myself, they’'re not happy
because there are no academic standards here -- that would be bad.
(Laughter.) They must be happy because of the atmosphere, the culture,
the way people relate to each other acreoss all their differences. And
that is an enormeous tribute. And you should be very proud of that.
{Applause.) And maybe it has something to do with the basketball team,
too. {Laughter.}

Let me say to all of you, we are here becausws all of us know that
whan we opaen the doors of college, we open the doors of opportunity, we

give prople the chance to live cul their own dreams. And in the process,

we strengthen our nation and our ability to contribute to the progress
cof the entire world.

I got to go to ceollege because I had, in college and law school,
scholarships, loans and lots of jobs. And if T hadn't had all three of
those things, I wouldn't have had a chance teo go. And if T hadn’t had a
chance to go, I wouldn't be here today.

I thipk it is important to recognize that while a college education
has always been profoundly significant for certain jobs, like the one
that you've made it possible for me to hold over the last seven and half

.
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years, lt's more important than it has ever been -- for all kinds of
people in all kinds of ways.

The number of new jobs in the years just ahead requiring a
bachelor's degree will grow twice as fast as those which don't. The
three fastest growing occupations require at least a bachelor's degree,
and all three pay much better than average wages. Twenty years ago,
cellege graduates earned about 40 percent more than high school
graduates; in the new information eccnomy, the gap has almost doubled.
If we value opportunity for all, as we say we do, here in America, we
have to provide all Americans access to opportunity, and that means
access to college.

From the very start, our administration has worked hard on this.
I was telling our panelists on the way out here, I got interested in
this whole xssue when I was governor, and we basically got rid of state
tuition for everybody in our state that had a certain grade average or
above. And we increased schelarships and loan aids.

But I got inte it because in the 1980s I kept running inte young
paople who told me that they had started college and dropped out because
they had become convinced they would never be able to repay all their
loans; especially those, ironically, that we needed the most -- the ones
that wanted to be police officers, teachers, nurses, that wanted to be
serving, helping, socially strengthening professions. And we can't
allow that to happen. :

I just talked to your President, Father Minogue, on the tfelephone
over in Thailand, and he told me that 25 percent of the entering
freshman ¢lass at DePaul will come from families with incomes of upder
$40,000. Now, we have got to do something about it. I want te talk
today about what we have done, what we're doing now, and what I think
we ought to do.

I agree with what the Congressman said -- to me it is5 one of the
proudest achievements of the last seven years that we've done so much
to open the doors of college to everyone. We have more than doubled
student ald in seven years. We've increased Pell Grants by more than
40 percent, We rewrote the student loan program to make it easier and
cheaper to get student lecans and to pay back those loans as a percentage
of your disposable income after you get out of school. By doing this,
people don't have to choose between paying thelr loans and choosing a
carger that may not be right for them just because it gives them a big
enough income to pay their loans back.

A

The direct loan pregram that we started in 1993, and the
competition that it has fostered, have already saved students over $8
billion in loan repayment costs. It's made a big dilference.
{Applause.) We expanded work-study slots by over 40 percent. We now
have a million of them in colleges and universities throughout the
country. We created AmeriCorps which has now given 150,000 -- actually,
more than 150,000 young people the chance te earn money for college
while they serve in communities all across America in remarkable ways.
We gave American families a chance to save for college in education
IRAs, which meant the income wasn't subject 0 taxation while they were
savinyg it. And then if the money is taken ocut of the IRA for the
purpose of college education, it's never subject to taxation.

And of course, in 1987 we created the 51,500 HOPE Scholarship tax
credit, which effectively madeé two vyears ¢f high sc¢hoel -- post-high
school education -- free in every community college in the country, but
was obvicusly available to pegple who went to four-year universities as
wall.

http:/www. pub.whitchouse. gov/uri-res/I2R 2urm:pdi:/oma.cop.gov.us/2000/8/10/1 L .1ext. 1 1/11/2001


http://www.pub.whitehouse.gov/uri-rcsI12R

Page 3 of 8

Wa zupplemenced Lhay with 2 Lifetime Leasrning tax credit thag
appliad vo the funics and senlor vears of oollisge, graduate schools and
afult education efforis for people Lo upgrade their skills, o iry to .
create a8 seamless thread of lifeitime learning in our ceuntry. Since
1897, over 5 million families have already benefited from the HOPE
Scholasrship tax credit,

How, this is the biggest intrease in college sccess and collsge
oppersoni iy since the passage of the 6,10 Bitl right afier World HWar (1.
Am & resyli, we now have, for fhe first fime, over [wo-thirds of sur
high s¢hool gradestes enzolling in college. That's a subsiantial
ingrease from 19%%. Bor even with all the new forms of financial aid,
angd geen Lhough the rise in tuition cost has siowed over the last few
years, the vest maioripy of familiss with people in college still [esl
stveiched., Afrer all., over the post 20 yenars the cost of <ollege has
quadrupled. Hany parsnts still take sscond morigages or second jobs to
pay tudtion bills.

That's why,  te build on the success of the HOPE Scholarship and the
Liferime Learning oredits, I heve proposed a landmark 336 biillien
college opporiuniny tas cut chat will benelis millicns eof middie class
fomiliea. 1t essenblally will aliow thom te deduct up to 310,000 a vear
in ¢ollege cuition ooels, au a 23wpercani rate -- whather Lhay're
in phe lS%-percent income tax brackel or the 28-percen income iax
bracket. It can be worch,in other words, up to $2,B00¢ & year if Lhe
students are in schonl at a plage that has tuition of £16,000 or more.

Today 1 cems here to do two things -— Lo talk tz these fclks and te
aRnoUNGe twoe othar steps Lo make ¢ollege more affordable. First,
Beglaning teday, the federal Direct Student Loan Program will raducs
interest rates for students who meet their responsibilitvies and repay
their loans on time, This could save more than 2 million students more
than -~ and shelr parents-- 3150 through an inferest rebate on mew
leansg, and 3500 on refinancing sxisting loans,

Right now -~ 1'm very proud of this -~ right now the student loan
detfauly rate is % percent. When [ bacame President, when the interest
raggs were high and the system was not uvser-friendly. the default rate
was 22 percent. $o it's gone from 22 down te 9.  (Applause.) By
revarding respensibiliny from borrowers who pay back on time we can
bring that defavlt race down sven more.

At the same time, these Lwo proposals I just mentioned will save
students and parents more than $600 million in the next [ive years
alone. When you add it up, that will save college students, since 1993,
an average of 51,300 on their ¢ollege loans, and lowsr interest rates
angd the premiums for paying on time., You don't have to be a math
teacher to Know chat's prenty good arithmetic.  (Laughter.)

Segond, I am pleased to announca a new loan forgiveness program
Lo reward Lhose who teach in our most hard-presszed communicties. The
srudents in chese comcunities peed the mest help firom the best teachers.
Wa know that one of the most jmportant things in education, no matter
what, alse we discover, is, has been, and alwayz will bhe & treined,
gedicnted, talented teacher. And through schegls like DeFaul, wa're
addlng more and more.

Bur we nave Lo add more and more., We have che largest student
papulation in our history, the most diverse student population in our
Rlatery. We have all these schools fhat are bursting o the ¢ills,
ovar-~crowded, either in old fecilities that can't be modssnized on in
trallers oui back. The largesy number of trailers I've zeap ab any one
school was a dozen., 1 was ap @ grade school in Florida whare the scheod
building nad & dozen Lrailers oul back,
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and we know that 2 millien teachers are geing o retlire over the
next five or six years. This lg & very imporiant issue in Chicago,
whara you have worked so hard to wurn your schools around.  And the
whole country is impressed by the efforts vou're making. But it doesn't
matter what steps you Lake -- 1f the voung peopls who ore dedigatsd Lo
teaching aran’t thers, bhe rest of the changes won' v wark.

How, bagcauge of the teacher shortage, wé alresady have too many
pecple going into the classrecm whe haven'tu been properly cervified to
teach thae classes that they'res suppodsed to tesch. A juartar w- listen
Le this ~- a guarrer of 811 our secondary school tesshers don't have
maiers Qr minors io the subiects they tesch -- mostly in math and
science. Students at scheols with the highest mingriiy enreliment have
less than a 50«%) chance of havirg a math or science peacher with a
lioense or & deyree in the fleld that the teacher 13 teaghing. HMany of
phose who are qualifisd end up leaving thely ¢lassrooms bufors they can
really make a iffesrsnge because ! the f{inancial preblems. Listen o
tnis ~- pne-fifth of all of our negw teaghers ieave the classropm within
the firsy three years ¢f teaching.

Now, whai we wanb ©o g is Lo put bhattér teachers in Lhe schools
rhat nead them most and help bthem stay there, This program would
propose to forgive up to $5,000 in loans for teschers who stay in the
clagsroom for five years. They'll be paying it back by teazching our
kids. Iz builds on sur Billien~dellar budget proposal o improve
teacher guality., hels retrain and recruit teachers and put 100,000 naw
teachers in bha sarly grades to lower ¢lsss size thars.

Phis is an assignment we cannot afford to fail. And T hope thau
rhis loan fgrgiveness program will encourage more youny pecple to get
ingo teaching and ©o 853y Ln merg Lhan one Or twd or three vears.

Tuken togecher, thess proposals will help to provida more families with
the support they need and belp oo provide sur ecanomy with the work
force it needs.

There are lobts of other things We nead (o do in edugation. Thsie
are Lots of oiher things we reed Lo do In terms of tax religl., But I
chink heliping peosple io go o copllegs is numbeyr ang.  And I've nlso
proposed tax relief that we can affard for long-tsam care. for elderly
and gisabied family members, for child vcare, o help older workers who
lose their health insurance on the 3ob to buy into the Medicare program,
1o help lower income workers with lots of kids to get more tax relief
a6 thay don't pay any lngome Lax.

Ang what I propose would bring & ict of benefit to Americans and
srill allow us to invest in edugation and health care and the
gnvironment and science and technology and gev ohis country out of
gebxx. 1 have some real hope Lhat this propoesal on college tolivion ¢an
pass this vear, when the Congrsss comes hack., Bub in a lapgsr sense,
Lhg American people will have ro decide whepher this iz the way they
wany Lo Qo on Lax cubs, or whepher they wani big, sweeping tax C<uis
that take up all af our projeciad surplus.

I Lrink that iz 8 bad ildea, becsuse, first of all, the money hasn't
matertalizaed yet and most of us <an’i spend money we don't have and I
don't think we Lught Lo do Ln as 2 natien. &nd, secondiy, we still nesd
to keep investing in education and other things that will make us
strang.

S8 1 wanted bo ¢ome hkere and say thia. We have got to kesp working

until thers is not a single, solitary soul in Americs who stavs oun of
higher educatieon or drops out of higher education because of the cost.
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Anvbody who is able bo 9o, willing to work, willing ne lsgarn and maks
the grade ought Lo be abhle Lo ¢, stay and succesd afterward without
being unduly burdensgd., These sieps were taking oday, thay' re 2 good
step in the right direstien. And if we can just get his tulition
deductiblility progren paszsed, we cac really say we have agtually opsned
the doors of gollggs to every American family.

e

Thank you very much. {(Applause.}

Now, what 1 want to do -~ for most of you, you won't be surprised,
tiiose of you who are pact of the DePaul communicy, perhaps by any of the
stories that are told. But I think it's imporiant teo illustrate what
we'lre trying to do in terms ¢f real people's livegs. And 0 we had four
folks come here uoday, and Lhay're going 1o talk, And ['m dust going
to start here and go around.

But I want o sgart with Pam McWNeil, who 13 a dance instructor as
Colembia College. And ghe has three children, ages 3 through 10, You
weard that said hafora. Her husband is and adveriising ari directosr.
Angt whan [heir ¢hildren enter sollege, she could e ¢ligible Lo save
with ner family's (oial inceome, up Lo 51,500 f{or gach freshman and
sophomoere, ohrough the HOPEL Scholarship: up 1o 82,000 & vear for sach
junior and seninr; and 1 the college opportunity tax cur is snacted,
2,800 a yaear Lor sach ong In all four vears LI they go Lo eolleges
whare the buition is that high -- which all will e by the vime she
gets there. {Laughiter.! .

S0 tall us about what you're doing to get veur kids thinkiang about
yvour kids*' aollege education, even though they're guite young.

- -

THE PRESIDENT: So you're going te benefit Irom the education IRA,
because the money, at least you can put aside not subject Lo taxation

and take iv ouk not subject to taxagion. But if you could deduct
$2,80D a year from your taxes -- keep in mind, this is a tax credit, not
a deduction.  You get -- the affect of it would be 8 $2,800 a vear
radygrion in your £ax Bill for every atudent in gollegs. 1t would make

a differesce in your abllity o send your Xids,

e

THE PREBIDENT: T want to put in another plug for somsching alse
w2're btrving ha do o~ {laughter) -- 50 ond in my Jamily had ever begn Lo
college bDefore. And of course. in my generation that was nov all that
ungonns,  Bub omy Family started ftalking o mo aboul 1t when I was & :
litele kid., Therzs was never -- it wasn't 4 guestion, it wasn't an option. If I had
aver sugaasted anything to the convrary, I would have bear danied dinner '
or something. (Laughter.]
The reason [ mdke that point is there's still millions of kids who
grow up in this ¢ountry who don't get that message from tLheir parents. Ang
that's ancother thiong that I hope will come out ©f these programs. I
want people who think they can't send their kids to college to hear
this message today 30 they'll start talling thelr kids what you tell ,
YOI 8 .

We starved a program 3 couple of vears ago that was developed
originally in Philadelphia, that Coagreseman Chake Fattah from
Philadelphis sponsored, but the consorgium of universities thers weye
goeing ovt and mantoring kids in che sshools and trying to convinge xids
in wery low-ingoms areas from very diffigult family situailons that
vhey could all g0 to college 1f chey lasarnsd their laessons.

And what they did was, they had 2 combination of mentoring the kids
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and actually showing them what the Pell Grant was. A lot of kids think
Lhey can't go to college because they don't even know what's on the
books now. %0 the Congress was good enough Lo pass this program on a
natlonwice bagis., Iv's called the Gaar-Up program.  We now have
college students all over America goling inte mudole senocois. mangoviag
xids.

They' ra #130 sducsted on what tha whale range ¢f suudeni loan
options are s0 they tsn actually sib down with a2 12 or 2 13-~year-old
student and gay, hare’s what your family income is; 1f vou go to collegs,
nera‘s whaib you ¢8n get right now. We ¢an tell you right now, iy will
nrobabdly e more by the time you gel ready. bub you've gor Lo make your
grades ang we're here fo help you. And the message 1s very, very
imporoant,

So 1 think, in a funny way, what you're telling vour kids is just
as lmporrant as the money you're setting aside for chem.
I'd like vo now ask John Schoultz, who lg Lhe Linancial aid
director here, Lo talk o little aboudl bhow Lkings have changed, Dinancial
aid ard acgess o gollzge.  He's been 1n this busginess for 3¢ ysars, wo he has ssen
2 lov of changes. That's slmest as long age a5 I started naeding
financial) ald. ({Laughter.}

So whar would vou like to pell us aboult this?

= ¥ &

THE PRESILENT: I want to Bure To Allgia Bulie, who 1s exhibin B of
the announcemnent 1 made today en loan forgivenass. This i3 the sort of
pargsen we need more of in Ameriea right now. She teek a big pay cut and

ar@

T

a big loan ouw o hecome a teacher in a high-need wigh kids who
naed people like her, who are willing to ddo things for lzss moeney and
more soaial return.  [Applause.}

Bur she's got & husband and twe kids, she’s gobt & family, she still
has to pay bilis., I mean, when bthe electric bill copes, it doesn’t say,
here’s your discount for being & good persoen.  [Laughter.}) §Ho I want
her £o talk shout the decision she made, what she’'s doing, and Reep in
ming ~~and how she would be affscted by those proposals.

*

Sn will you tell us a littlie?

& % -

THE PRESIDENT: So under the presant system, zhe would ba ~- any
out-of-pockat ¢osts she has on the college -- would be swbject to tax
deductiong. The loans under the direct loan program are less costly,
for Lthe reasons I just mentioned., Bub she'll actually get now Lo write
of £ almost a third of her lgan, for bsing a teacher. &And ! vhink it is
5 ¢iny investment for the rest of us 25 3 netlon o make, o reward and
enseursge peosples who make the Rind of degision she did.

I hepe we can -- we started doing things like Lhis -~ we have a
tigrle plliet program, actually, for vounger peopls whe fust start their
nachelor’s degree, where they oould teach off all thelr undergraduate
fgans.  RBut it's not as big 85 ! want it Lo be. Ang 1 want ¢ keep --
I nope when I'm gone that this {hing will have enough life that eiher
peopnleg will kesp doing i,

We gor the ldea (o do this because when I was governor of Arkansas
we had all these rural pleces where no deators would go.  And thers was
a hill passed by the Ceongress back, I think, in the early 708, maybe
gven in the late '&0s, where doctors could, in effect, work off their
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very expensive medical school tuitions if they wauld go to ilsolated,
rural a&ress o7 Anner-oities where there weres no doctors.

And now we have the eguivalent shortage of teachers, ezpecially in
the arsas of highest nged; especially for the voung klds, because that's
where the classes are blggest =- what you'ye doing -~ and in the area
whare to's hard £o ot cavvified people in science and math,

So I hops ong of the things that will hpppan after I am no longer
Prosidens bp that somebody will comse along ant eny, let’'s let them get
riet of ail zhe loans Lf they serve for five yesys oy slx years or
whatever snd do other fhings o Loy w0 gebt -~ iapplause.}

Mow T want to nall on Heather Ely. Bhe i
in computer information systams., Now, thave 2 narantesd future.
{Lavghter.) She has bLorrowed a good deal of meney Prom the student loan
prografm and private sources to 9o to collsge. § want her €0 Ualk about
it and [ want to illustrate how she could save somg money Just under

sunior heve, maioring
o

-

e procvsal 1 oannounced today.

E - +

THE BRESIDE: Your actually gon bhart by the proaperity of the
economy in Lnag, mecause what happened was, when the sconomy started
growing §¢ {3, intersst rates went up bhecause Lthere was a lot of
compativion for mponey and Oecause the Federal Ressrve got worried about
inflation. Angd that’s why I've worked so hard o pay the government's
debt down Lo kKesp interest rates a5 Low as pogsible, beésause it's a good
thing to have growth without inflation, but if you have Lo get it by
raising thé interest rates, vyou have all thess unlintsnded conssguences,

When people ralse interest raies, [hey Lhink. 1'm goling (o de this
to Ltry to slow down the zconomy, S0 I'11 stop people from buying
optional things, or I'11 defer the business loan for sxpansion.  But
they don't think asbout people on flexiblie interest rates. home mortgages,
coalleye ioans and thi ﬂgb tike tnat == ar gradiv cecds. even,

8o let we just sort of -- Lo use you @5 an example =- the direc
can pzogxam_ 28 I told you before we came in here, will cun the ?wa o34
epavrent rather dramatically on the part thatr you get from the
gvernment; then 1 vou pay iz off on time you'll save another saveral
hundred dollars. '

One thing, though, I must say Thal vol presented me today that I don't
konow the answer Lo, iz Lf vou did pay out of pockel righ:t now for any of
ti3is moaey thal you have borrowed -- for example, if you paid vp te 81,5040
a ¥Year, of singe vou'ra a junioy O S$enicr 1L would be up to S22, 000 a yearw
-~ you would literelly, if vou bad income tax liability or your family did,
vou get it right off the govermment. That Is. vou could dedugt up o
54,0680 in cash,

I don't know whether the subsegueni repayment of private lozns gsis
the same Lax tredtment, but it cught to. Logicaily. 1y ocught to. 3o
you've actually given me something bo go pack and look into.  {Laughisy
and applause.) Tt will be something poasitive Lo ooouny myself wiih,
gince I'm not a candidate this year, (Laughter.i} 1 nsed something good
w0 o in Seprenber and October and 1711 do that. tLaughter

Bun 4f you think about it, all these cases -- you ask yvourself,
dontt we have § national intersest Lhat we should address as a3 nation
soaevhey, ohreugh the tax code and through investments tike the Pell
Grangg. ia seseing ¢hat he dossn't have Lo say no Lo any gqualified
smugigni, that she doesn't have LU wWorry aboul bnthe; her third child
will have vha same opporrunities her firsy ohil : hecause of the

"
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accwatlated ce3ts; that If she wanis Lo make e dacision (o give up
pronably nalf op aoee of her income, Chat we don’ L marke iy hardes by
whe cost of the transition. which 18 hasically what her wducation was:
and that if this young womaen is willing o go our, essentially, and
financs her own educstian sll by herself, that sha cught 1o e rewarded
for it and rot punished.

I mean, these ars Susy four axamples.  &nd all arcund héfse, you
look ar &li these students., & lot of them have been nodding theiy hesds
through this., There has gor to be a story like this inzide the iife of
every student sliting hers.

So if you think aboul what you want Americe uo logk like in 10
years, and you think about how wonder{olly diverse we are -~ raclially,
echrically, religiously, all kinds of ways -- and how well suized we sre
to this giobal socieny we're in -~ here, your president ig ovar in
Thailand have a partnership today, right? That's a good thing. Before
you know Lt, some of you will he taking a semester off to go to Thalland
to stugy. It's a gesd ching., And the rest of you won't have to ga
because by the bime we gt all these Internet connections worked out and
simulyanesus transmissions with good screens, you just Flip them up on
the screen and you'll be there in ¢lasss anyway, in Thailand, and they’il
ba here. :

How, a3 goog 2 shape as America is ir teday. all the real benefits
of the work we've dong pogether 85 & aation cver (he lasy few years are
now oul there o be reapsg.  Bub the absolute precondicion is our
abiltiey 1o give all ¢f our Rids 2 globally couwpericive sdugasion from
pra-sehoal throueh Bigh schoel and opening the doors o wellege 1o
SVSIYOnD

No one conteaty vhat we have the best system of higher sdugation in
the world, My doughter's friends, snd then the children ¢f my frlends,
all of them, they g¢ through this college application process and
they're all so nervous. And I tell them all that this is the
highest-olass praoblem yeou can have bzeause, belisve it or not, thare
are at least 400 places in Americs <~ right, thers sre at lesst 440
places in Americs, maybe nore --where you can literally gsit &
world-class undergraduate education. It's an astonishing Lhing.

Bur if we don't get all of our kids ready to go - which mesans
wa've 4ot o have more psonls like her -- and itY we don’t opan the
doors of colleges Lo gverybody -- which means ha deesn't hova Lo say

no -- then we're never going to reach our full potential. On bhe other
nand, 1f we o, however gopd you think things are in America today,
pelisve me, it's {ust the beginning and the best days are scill ahead.
And we've got o allow all thase folks and everyone like fhem in
Emerica Lo sucosed.

Thank you very much. {Applauéa‘}

END  12:20 PuM, QUT
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THE CLINTOMN-GORE ADMINISTRATION: MAKING (QOLLEGE HORE AFPORDABLE
AND  ACCESSIBLE FOR AMERICACYS FAMILIES
August 10, 20060

Today, President Clinton will announce new steps to maks college more
afifovdable for scudents and parents, and Lo allow gradustes to choose
rowarding careers. Flest, he will announcs weo now staps by Lhe 0.8,
Dapgrtmeat of Cducstion to lowser inberest vates on diresl situdent Loans
far students who meet thelr responsibilicies by repaving their loans oo
timg. ‘These changes will savs students and parests $E64 millien, and
save federal taxpayers $5 milliion, over bhe next five yeags. Hecoond, hg
will announce that the Clinton-Gore Administration is propoesing g new
rule o fase collegs debt for teachers in lower-income communities,
Pirglly, Pe will c&ll on Qongress te enact his propossls Lo strengthan
sducavion and make sollege moreg affordable, including the College
Opportunicy Tax Cup, which will sspecielly help middle-class families,

PRESTDENT CLINTON WILL AHNNDURCE THD STEPRS 70 LOWODR [HTEREYST RATES OH
DIRECT STUDENT LOANSE., Hew incentlives will reward students who repay
thetr leans on time. Together with ather iaterest rate andd fee

redunticns since the start of the (linton-Gore Rdministrotion, thssgs
incentives will save students as much as 31,300 on 316,000 in loans.

- NEW INTEREST WREBATE. Flrst, students and parenty borrowing dirsget
stugdsnt loans will roosive an immediate inlerest rebate 8gual to 1.5
parcent of the Iman, Ovar 1.7 million students a year will recelive the
rabare when thev borrow, begianing this academic year {2000-01).
Grudents and parents must make thalr first 12 payments On fime Lo keep

this bepefic, The average undergraduate could save 3150 oo 318,000 in
loans. Over a standard ten-year loan, this rebats amosunis o an
inverest rave reduction of 0.24 peregntage poelnis per year. -- 4

RAESTHANCTING OERORTUNITY., Second, students who consolidate chelr leoans
with the Dirassi Student Loan program will receive a new interest rate
that is 0.8 percsntage points lowar than what they currently pay, saving
g stugent wich $16.0800 in leoazns over $500. Over 400,000 students are
sunected L0 Lake sdvantage of this opportunity. This lower rate will
apply to loars conselidated during fiscal year Z001 {(Oouober 1, 2000
chrovgh Septembar 30, 20013, Students may consolidate & single loan or
multliple loans. Ag with thne intersst rebate, students must make uthelr
firat 12 paymants on time to kesp this bensiit,

These new repavment incentives will:

- Zncourage On-Timg Loan Payments. These repayment incentives are
gasigned to ancedurags students Lo mesy thelr responsibllivies during
vhaeir first year of repayment, Datsé show that the Yirsy year is
crivicsl wo & 1ifetime of good habits: students wiwe tmake their first 12
maymenis are only one-fourth gg ilikely to defaulu. A Lhe urging of
Rep, Clay and Sen. Hsrkin, Congress auvthorized the Diragt Student Loan
program to of far repsyment ingentives inm 1898, »- Save Students
Hundreds Of Dollars. By making the Flrst 1Z payvments on time, the
average undergraduate berrower could receive a $150 interest rebate on
new loans and save 5500 through lower interest on a conselidation learn.
The average graduste borrower has SI5,000 in loans and could save 5375
and 51,250, respacrively. -~- Save Taxpavers Money. The initiativae is
sxpacred to zave the U.5. government 33 millieon over five vaarsy
because: 11 more students will repay thelyr loans opn time,. and: 2} more
swagents will chocse to convers fhely ousrangesd loanns inco direos
loans, eliminating lederal subsidies Yor bewlevs. A aimllar lower
interest rate on'consclidation loans In 1948 saves inag governmeny oveg
200 millien, even while it saved 340,000 students ovaer 530 miilion.
{Guaraniead student lcans are made by private lenders in recturn for
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federal subsidies and guarantees against defavlur direct leans sre made
by othe U8, Deportment of Education.)

THE PRESYTOENT BLSD WILL PRGPOSE B STEP TO EASE COLLEGE DEBT FOR [EACHERE
I8 HIGH~BERD COMMUNITIES., Today, the U.3. Daspartment of Education will
propose & new rule providing loan forgiveness [op tsachers in
lower~income areas thay have trouble regfaining teachers. The new rmile --
which implements a pyovision of the Hicher Educetion Amendments of 1998
- woule forgive up to 55,000 in loans after five consecutive years of
vagching fn asedy schools, av lesst ong of which must have been 1888-5%
or later. Through 2003, over 25,000 teachers will receive 3122 million
in loan forgivensss. Teachers must nob havs had either: 1} osulstanding
student lodns on Uotoher 1, 1988, or 23 cubstanding loans whan chey
shtained naw loans afrer October 1, 1998, This poliecy will help today’'s
students afford college, become teachers in needy areas, and stay for ac
ieast five years. The final rule is expected to take effect on July 1,
2001, =~ Gver the next decade, U.S. sgchools must hire 2 million
teachers to accommodate ingrsasing enroliments and the retirement of

mariy veteran teachers. (0.8, Department of fducation, Prespectus: The
Educational Excellence for ALL Children Agr, 1898} -—- More than
ane-fifeh of all rew zeanghars leave the profsssion within their £irst
Lhree vears. {(Ibid,;

EIGHT YEARS OF STURENT LOAN REFORM. Today's onnouncement builds sn
eight vaars of effory to reiorm the studant loan program and areate more
apporiunicies for ¢ollege. The Clinton-Gore record includas: _
- MORE AFFORDARLE LOAHS. In iuvs flrst budgel in 1983, the
Clinton-Gore Administration reduced student loan rzas rrom & omoximuae of
# percent Lo 4 peroent. Siudent leoan interest rates wers raduced in
1993 and again in 1998, Lasgv vear, the Adminisuration redused direct
loan feas Lo 3 pervent and today's snnounegment fdds an inverest rebate
enqual to 1.5 percent. In addition, the DNrest Loan program offers
dincounts for students whe consolidate hefore entering repsyment and who
repay electronically. Many gpuaranteed lenders also offer siudent
discounts.  AXl told, stwdents today ©an save up to $1,300 in interest
ang fews over uhe life of $14,000 in loans, compared Lo the cost of khat
Loan Ln 18%2. - THE DIRECT STUDENT LOAN RIVOLUTION. The Direct
Stuciant Loan program hes helped mere than 5 sillion studencs pay for
sollege since it was founded in 185%4. It glves students angd scheols an
sitarnative Lo Traditionsl guarantesd student leans, indedting heslihy
competition inveo the markeutplace. - Bipect student lgans heln
students guickly, simply, andgd cheaply. Tha program applles free-market
principles by raising capital efficlently through U.S. bond salas and
making loans through competitively awarded, performance-based coniracts
wilh private Firms. It has saved taxpayers aver 34 billion by

glimirating costly bank subsidies. - Over 1,200 schools have chosen
(o doin Direct lLending. 16 mskes shout one«~third of federal student
loang. = A gliding srale 2iiows graduntes Lo adiust ubair monthly

rapavments depending on their income, $o uhey tan underiske publig
sarvice carcers without Zear of being unable o repay their loans. --
DOVBLING STUDENT AID, Students will radeive npoearly 260 hillien in
federal grancg, loans, ann rpax credins ohis yesr. ue {rom $2% pillion in
1993, The new Hope Scholership tax crediv provides up to $1,308 in fax
relief for the first btwo vears of college énd the Liferims Learning
sredit provides up to 81,000 for juniovrs &nd senicrs, graduate students,
and agiults seeking dob training. Together, bthey will save 18 millicn
Amaricen families $7.3 billion this vear. Over 3.8 million needy
gsopdents receive & Pell Grant scholagship of up o $3,300, a 51,000
lsrger maximum grant than in 18%3. To help disadvantaged youth prepare
for and suvoceed in ¢ollege, the Clinton-Gore Administratlion expanded our
investment in TRIC programs by two-thirds and created the new GEAR UP
iniviativa, == HALF AS MANY DEFARULTHE. Hevan vears ago, more than 22
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percent of bhorreowers defaulted within Uwo years of entering repayment:
thar rate nas fallen for seven stralght years and 1s now & record-low
8.8 parcant. AU the same vime, aollections on defanlued loans hav
Lripled from 31 bBillion 1o $3 billion under ohis Adminissravion.
CALLING OM COMGRESS TO INVEST IN AMERICA'S EDUCATION PRIOGRITIES. In
February, the Clinton-Gore Administration sent Congress & balanced and
respongible budget chat made investments in key education initiatives to
expand ©ollege oppertunity, railse standards, and invest in what works.
Howaver, the Republican budget: -- Excludas tha $35% billion College
Opportunity Tax Cut to make college more affordable and acsgsszibie.  The
Colisge Dpportunity Tax Cut would allow families te deduct up to $1C,00C
in rultion from their taxable income, saving them up to §2, 800, when it
is fully shased-in in 2003, ~- Denies 600,000 disadvantaged students
mentoring, acsdemic suppory, and praparation for college through GEAR
Up., e fgnnores the President’s plan Lo lmbrovae Lgacher goalily
chrough $1 billion for srongards~bLased professionn] development, Leachsy
peoruitmant, Laschar peer review grogvams, gsoches qunliiy awards, and
professionsl davelopmens For epriy ¢hlldhood adecalous.  Research shows
that teacher gquality is a key inglcator of suudeny pariormance.  --
Fails to strengthen accountahilliy andd turn around failing schosls,
reduce class size, build and medernize 6,900 schools ang make emergency
repairs to another 25,000, provide after-school lesrning opportunitlies
o over 1 million children, and help bridge the digital divide,
Meanwhile, the tax cuts passed by the Congress thisg year would
grain morse than 5900 Lillion of the surplus. Togaether with the

substantisl rax cnts supported by the Congressional Majority, this would

resurn Amorica to defigits and leave no money f{or key priorities. At

the same time, the Congressional budget would cut domastic priorities

$28 miliion balow the Prezident’s level, an average cut of ¥ percent.
#44
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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 affordabie 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 a2 B Average. Modeled on the
successful Georgia HOPE Scholarship program, this new proposal provides all students with a
$1,500 refundable tax credit for full-time tuition in their first year ($750 for half-time}, and
another $1,500 in their second year if they work hard, stay off drugs, and earn at least a B
average in their first year. This $1,500 tax credit will pay for more than the full cost of wition at
the national average-priced community colleges -~ and & dewnpayment at more expensive four-
year schools.

$16,000 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 nvestment in higher education.

Scholarship Increases {Pell Grants) for Lower-Income Students: The President anndunced that
his balanced budget plan increases Pell Grants each year. Indeed, the maximum Pell Grant award
will increase by 33% from fiscal 1995 1o fiseal 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. i

With the increased Pell Grant program support, students have access to up to $5,100 in Pell
Grants and student loans for their first vear 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 mullions of students to borrow in a stmpler, less bureancratic way, and to pay back their
loans as a share of their income, and part of the savings from Direct Lending wiil be retumed to
students in the form of lower intersst payments on their loans.

+ New Direct Loans With Pay-As-You-Can Option: Will account for 50% of loans

* National Service -- AmeriCorps: 30,000 students earning up to $4,725 for service

» Pell Grants; Provides for 7-year expansion, increasing maximum award to $3,128 in 2002

» $10,000 Education Deduction: 16.5 million students get deduction for their tition

* Work Study Expansion: Proposes expansion to ! million participants by FY2002

* Honors Scholarships: Proposes $1,000 scholarship for top 5% of every high school class

» IRAs for Education: Proposal allows penaity-free withdrawals for education

* Skill Grants: Proposed $2,600 Skill Grants to enable dislocated workers to get needed skills
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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 o guarantee that a college education is both accessible and
affordable to all Americans at any time in their life.

Guaranteed Average Tuition For Two Years of Community College: The HOPE
Scholarship Plan will ensure that students can get up to a $1,500 refundable tax
credit, a 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 to make community college tuition free for every student. The credit would
be indexed to inflation each year to protect its value.

$1,500 For The First Two Years At Any College For Students Who Earn At
Least a B Average: While the HOPE Scholarship tax credit is priced to pay for the
full cost of two years of community college tuition for students who 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 Scholarship Plan 1s fully paid for within the President’s balanced
budget plan. The President's initial proposal for a $10,000 deduction cost $35 billion
over six years, The new proposal, with the $1,500 tax credit, costs $42.9 billion over
6 years, To offset this increase, the Administration proposes to reduce sales source
rule benefits, apply an international departure fee, and auction radio DARS spectrum.

In addition, the $10,000 deduction ts 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 870,000 and $80,000. It will now be phased out for
joint filers with income berween 380,000 and $100,000, and for single filers with
incomes between 550,000 and $70,000. These income limits would apply to the
$1,500 tax credit as well as the $10,000 dedustion.

"B" Average: To remain cligible for the credit, students must earn at least a "B”
average or a 2.75 grade point average in their first year of college or post-secondary
school. Based on the National Post-Secondary Student Aid study, more than haif of
students eam a 2.73 average or better.

Studenis Must Stay Drug-Free: A student is ineligible if, in accordance with the
Drug-Free Post-Secondary Education Act of 1950, he or she has been convicted of
committing certain felony offenses involving martjuana, controlled substances, or
dangerous drugs.

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

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



Paying 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 1997.2002. The President’s cwrrent
education tax cut -- $10,000 deduction -~ costs $35 billion over 6 years (FY 1997.2002} and is
paid for within the balanced budget plan that has been certified as reaching balance in 2002 by
the Congressional Budget Office.

New Proposal: $42.9 Billion FY 1997-2002. The new combined proposals would be 342.9
billion. The breakout of these costs are as follows: .

FY 1997-20602 Cost

America’s HOPE Scholarship Tax Cut $25.1 Billion
$10,000 Education Tax Deduction $17.8 Billion
TOTAL COST . $42.9 Billion

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 Billion
TOTAL SAVINGS $7.9 Billion

S —

NOTE:  While the President’s new America’s HOPE Scholarship Tax Cut has gross costs of $25.1
billion over FY 1997 to 2002, the net increase in the President’s overal education tax cut is
anly $7.9 billion because of savings that take place in the President’s $10,000 education tax

deduction.

» Most of those savings ($10.7 bilijon) come from families choosing the HOPE tax eredit
over the $10,000 education tax deduction.

* The remaining savings ($6.5 billion) come from lowering the phase ouwt income limits
for joint filers from $120,000 to $100,000 to 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.8. tax Hability inappropriately, by reducing the amount of export sales income that .
they may freat 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 thercfore 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 forcign 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 US. tax on the same income. The sales source rule of present
law provides generous tax benefits to U.S. exponts that alse 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 epactment.

SAVINGS

AUCTION RADIO DARS SPECTRUM $2.1 Billion
(FY 1997 - 2002}

Description: This savings proposal wounld avction 25Mbz of spectrum curvently reserved for
digital audio radic services (DARS) for subscription based wireless services. The FCC had
originally aliocated 50 Mhz for DARS, which would provide 4 channels of 2 national,
subscription-based radio service. Due to interference problems with Canada, DARS would
be allocated 2 channels instead of 4, freeing up 28 Mhz for auction. The revenues of
auctioning 25 Mhz of spectrum are estimated at $2.1B by CBO and OMB. These auctions
could be done in any year.

SAVINGS

INTERNATIONAL DEPARTURE FEE - §2.3 Rillion
(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 reiostated in
August, 1996, This offset proposal would increase the per passenger tax form $6 10 $16,



BACKGROUND ON PELL GRANT INCREASE

Overview. The Pell Grant is the main federal grant that allows millions of low-income and
middle class families to have access to college. Despiie the fact that the President’s budget
contains well over 3200 billion in discretionary cuts over 7 vears, the President’s balanced
budget builds in a 33% increase in the maximum Pell Grant awdrd from FY1955 w FY2002.

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

Record Increase in ¥Y1997: The President’s fiscal year 1997 budget calls for
funding to support a $2,700 maximum Pell Grant - nearly a 10% increase over the
current level - which would provide more than 3.7 mallion students with Pell Grants
averaging $1,706 in 1997. This proposed increase in the maximum Pell Grant award
would be the Jargest increase since implementation of the program in the 19703,

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

19935 $2,340
1996 $2.470
1997 $2,700
1998 $2,78C
1994 $2.863
20060 $2,949
2001 $3,037
2002 . $3,128

President's 7-Year Pell Grant Increase Could Provide 2.7 Million More Grants Than
Republican Budget Resolutions: Both the House and Senate FY 1997 Budget Resolutions
freeze the budget authority for the Pell Grant program from FY1997 -FY2002. This means
that Republicans would provide 2.7 million fewer Pell grants over 6 years, and deny 191,000
students Pell grants in FY 1997 alone compared to the President's balanced budget plan, Umder
the funding frecze assumed in the Republican resolutions, the maximum Pell grant award
would decrease 17%, fram 32,478 in FY 1094 10 32,058 in FY2I002,

Last year, House Republicans tried fo cut the Pell Grant program by $450 million, denying
Pell Gramts to 380,000 studeris 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 a2 worker’s career.

Supplemenis Hope Scholarship Tax Cut: In any year, students in the 13th and
14th grades would receive either the HOPE Scholarship or the $10,000 tax
deduction.  Eligible students in their first two years or their parents can choose
between cither the HOPE Scholarship or the deduction.  Students that relied on the
31,500 tax credit in the first two years of college would still be eligible for the
$10,000 deduction in the remaining vears of college or graduate school or for
qualified lifelong learning. Students not eligible for the tax credit would still be
eligible for the $10,008 deduction. The deduction is up to 310,000 a year per family.
The credit i $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 350,000 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 340,000 and
five years of tuition expenses totaling $10,000 would receive a $7,304 tax cut over
that five-year period.
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Tuition and Fees at Public Two-Year Institutions

Average Share of Average
{1994-95) Tuition Covered

State ' Tuition By $1.500 Credit
AK $1.320 100%
AL $621 100%
AR 3865 100%
AZ 727 100%
caA $363 100%
Lo $1.227 100%
cT $1,520 99%
DE $1,266 100%
FL $1,084 100%
GA 314019 100%
Hi $408 100%
A $1.696 88%
o $830 100%
iL $1,188 100%
IN $1,797 83%
KS $1.014 100%
KY $1,009 100%
LA $769 100%
MA $2,436 62%
MD $1.857 81%
ME §2,188 69%
Mi $1.411 100%
BN $1,965 76%
MO $1.227 100%
MS $834 100%
MT $1.414 100%
NC ' 5581 100%
ND $1.666 90%
NE $1,083 100%
NH : $2,315 B65%
NJ $1,762 85%
NM 601 100%
NV $835 100%
NY $2,142 0%
OH $2.105 1%
0K $1.123 100%
OR $1.328 . 100%
PA 1,751 B6%
Ri 51,686 B9%
sC $1.022 - 100%
S0 $2,378 63%
N $907 100%
™ $672 100%
uTt $1.358 100%
VA $1.382 100%
vT 22,186 68%
WA $1.334 100%
wi $1,72¢ 87%
Wy §1.372 100%
WY $894 100%

Bourse: U.5, Department of Education. Estimate of share of wition and fees
govered by the HOPE Scholarship if it has been available in 1994-1885,
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GEORGIA HOPE SCHOLARSHIPS

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

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

A TRULY UNIQUE PROGRAM 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." [February 12, 1995)

Atlanta Journal Constitution. “Where else in America can children know, from elementary school
on, that if they work hard and eamn a 3.0 average by graduation from high school, they can fulfill
the dream of going to college whether their family has money or not? That’s the opportunity
created by Georgia’s HOPE scholarship program. ...It'sa marvelous thing, and it is a solemn
promise from the state to its young residents. It is not, however, an entitlement requiring no effort.
Students must meet the standards to get the scholarships, and they must keep up the struggle to hold
onto them once they enter college.” [Atlanta Journal Constitution, September 7, 1994]

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 Courier-Journal, April 9, 1995]

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 to look
north, to Georgia." [Orlando Sentinel, April 8, 1996}

Atlanta Journal Constitution. "It is, quite simply, an effort to help Georgia’s young people become
well-educated, productive citizens.” [Atlanta Journal Constitution, December 16, 1994]

ELIGIBILITY REQUIREMENTS: Students must meet the following requirements:

2-Year and 4-Year Public Colleges/Universities
. For 2 HOPE Scholarship to a 4-year public college, graduating high school students must have
a 3.0 cumulative grade point average on a 4.0 scale or an 80 numeric average and obtain a

diploma with a State of Georgia College Preparatory Seal. (In order to obtain the college preparatory
seal, students must meet and graduate from the required core college preparatory curriculum.)

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

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

. Students who are not eligible for HOFE scholarships upon graduation of high school, or
who enter college later in life, can obtain HOPE scholarships after thelr sophomore vear if
- they obtain a cumulative 3.0 grade average.

2-Year and 4-Year Private Colleges/Universities
. Students receive $3.004 a year in HOPE money, but only if they have and mainiain a B
grade average.

Technical Schools and Adult Education Izzsﬁmtes.
. All students in a diploma or certificate program at a Georgia technical institute are eligable for
HOPE.

Universal Requirements

» All sudents must stay drug free. A Student is ineligible if, in accordance with the Drug-
Free Postsecondary Education Act of 1990, he/she has been convisted for comumitting
certain felony offenses involving marijuana, controlled substances, or dangerous drugs,

KEY FACTS:
. During the first 3 vears of the program {1993-1995), nearly 200,000 Georgia students
qualified for and received some formn of HOPE scholarship.

HOPE Scholarship Students 19931996

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 Fall 1994 were still in college in
Fall 1995, versus 74% of all students.

»

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

. Since the start of the program, enrollment in Georgia’s technical and adult education
instinitions has increased 24 percent. Enrollment increased # percent in 1993, alone.
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ARKANSAS ACADEMIC CHALLENGE SCHOLARSHIPS

succeed and stay in college. This program will help them accomplish that goal ”
" . Govemnor Bill Clinten, July 12, 1951

PROGRAM DESCRIPTION: Governor Bill Clinton signed the Arkansas Academic Challenge Scholarships
intc law on May 3, 1991, creating a guaranteed scholarship plan to promote academnic achievement and
gncourage 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
tition. For the 1994-1995 school year, the scholarship was increased to provide annuaily the lesser of $1500
or the annual wition. 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 Reguirement. 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 coembined 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)

« Al 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 stdents who took the ACT had completed high school
pre-college core curricahun. By 1992, the first year of the Academic Scholarships Program, that

peroentage 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, 2
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More Education Means
Higher Career Earnings

Is it worth it to stay in school and
earn a higher degree? As data
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 earn-
ings during the 1992 calendar year;
it also demonstrates how the rela-
tionship has changed over the last
two decades. Additionally, it pro-
vides estimates (by level of educa-
tion) of the total earnings adults
are likely to accumulate over the
course of their working life,

You'll see that more education
means greater eamings Over a
year's time; over the length of
one’s working life, these differ-
ences become enormous. More-
over, this relationship between
earnings and education is now
even stronger than it was back

in the 1970's.

Ye're more educated than ever.

In 1993, about four-fifths of
American adulis aged 25 and over
had at least completed high school;
over one in five had a Bachelor's
degree or higher. Both figures are
all-time highs.

N
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Professional degree holders
have the highest camings.

Adults aged 18 and over who
worked sometime during 1992
earned an average of $23,227 that
year. But this average masked the
fact that the more education they
received, the more money they
made. (See graph below.) Earnings
ranged from $12,809 for high
school dropouts to $74,560 for
those with professional degrees
(such as M.D’s and 1.D’s).

b

Earnings differences compound
over one’s lifetime.

Using 1992 data, we estimated the
eamings a person would accrue
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 calculations.

We started with high school
dropouts. We took the 1992

mean earnings figure for persons
of this group who were aged 25 to
34 and multiplied it by 10. The
same thing was done for those
aged 3544, 45-54, and 55-64. Then,
the four 10-year totals were added
up. The result was an estimated
lifetime earnings total for high

. school dropouts. This process was

then repeated for each of the

other seven educational levels.
These estimates dramatically illus- -
trate the large earnings differences

Professional

Doctorate

Mastar's

Education Continues to be the Ticket
to Higher Earnings

Mean annual eamings for persons aged 18
and over, by level of education: 1992

L LTI . t e S ®
[ b . . t . o

D ol i sl o

$74.560

$54,904

$40,368

Bachelor's

Associate _ $24,398
Some college,
oo [ <>~
High school
ondecs oy [N+
Not a high
schoo! graduate - $12,809
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$32,629
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that develop Between educational
lgvels over the long term. As the
graph below shows —

& High school dropouts would
make {in 1992 dollars} around
$600,000 during their lifetine.

» {ompietng high school would
mean about ancther 3200000,

® Persons who atiended some col-
lege {but did not eam a degree)
might expect lifetime earnings in
the 31 million range.

® You could tack on nearly anoth-
er one-half millfon dollars for hoid-
ers of a Bachelor’s degree.

» Doctorate and professional de-
gree hotders would do even better,
at just over $2 tmillion and $3 mil-
lion, respectively.

Lifelimae diffurences may hecome
even mare striking in the frnre,

These estinates of lifetime earn-
ings assume that 1992 earnings ley-
eis will stay in gifect throughout
one’s worklife. But the reality is
that the value of the dollar contin-
ually changes. And recent history
shows that the value of higher lev-
ek of education has risen faster
than that of Jower levels, When we
compare 1975 and 1992 figures, we
see that average eamings —

» Dopubled for high school drop-
outs (from $6014 10 $12,809).

® Rose 2.5 tmes for those who
wese high school graduaies only
{from $7,536 w0 $18,737).

® Nearly tripled for holders of
Bachelor’s degrees (from 311,574
10 $32,629),

w Tripled for those who held ad-
vanced degrees (from $15,619 to
$48,653).

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

ton, and high schoo! graduates just
barely managed 10 keep pace. Real
wages rose only for persons with
cdocation bevend the high school
Sevel. 1f these patterns continug,
lifetime camings differences be
tween low and high Jevels of educa-
tion will become gven more dra-
matic than current fevels indiate.

More infremation

Several Census Bureau reports
have information on e relation-
ship between earnings and educa-
tion. These include w

W Educational Attainment in the
Urited States: March 1993 and
1992, Current Population Reports,
Series PA-476. Stock No. #03.
005-00077-0. $8.50.

u What's It Worth? Educational
Background and Economic Status:
Spring 1994, Current Population
Reports, Series P70-32 Stock No,
803-044-00020-3. $3.50.

w Money Income of Househalds,
Families, and Fersons in the United
States: 1992, Cuorrent Population
Reports, Series P60-184, Stk No.
803-005-30031-5, $18.

» Educagon in the United Stazes,
Serics 1996 CP3-4. Stock No,
0341244874241, 8§41,

T order any of these publications,
call the US. Government Printing
Office (20251218000

Contavts:

Earnings and education -
Hobert Kominskd
017631154

Stazistica] Briefs —
Robert Bemnsteln
301-763-1584

This Briefis one of a series that
presents information of current
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ECONOMIC RETURNS TO INVESTMENTS
IN EDUCATION AND TRAINING

Empirical studies indicate that each additional sding s associated

with a 6 1o 12 percent increase in anmual eammgs iz—zte:r in i;fa §i=:zne and Rouss, 1993;
Ashenfelter and Krueger 1994: Angrist and Krueger, 199t]

This earnings benefit is not limited o education at four~-year colleges; it also acorues

from attendance at comununity colleges. [Thomas Kane and Cecilie Rouse, Labor Market Returns
to Two and Pour-Year College: Is a2 Cradit s Credit and Do Degrees Marter American Economic Review,
Vol, 83, Mo, 3, 1985}

The wage premium for better-educated workers has expanded dramatically over the past
fifleen vears In 1979, full-time male workers aged 25 and over with at least a
bachelors degree eamed on average 49 percent more per year than comparable workers
with only g high school degree. By 1993, the difference had nearly doubled, 1o §9
percent. {Economic Report of the President 1996, page 191.]

Economists have long argued over whether education causes higher earnings, or whether
those with better earnings prospects -- for example, because of greater innate ahility --
simply consume more education. Recent analyses of compulsory schooling laws (which
force studants to consume more education regardless of their innate ability) and wage
differentials between twins (who should have similar levels of innate ability) strongly
suggest that schooling actually leads to higher earnings. [oshua Angrist and Al Krueger,
Daes Compulsory School Atendance Affece Schooting and Eamings; Quarterly Journal of Economics,
November 1991; Orlsy Ashenfelter and Alan Krueger, Estimates of the Beonomic Returns 10 Schooling
from a New Sample of Twins, American Economic Review, Decomber 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 g high school graduste. [Based on data from the Burean of
Labor Statistics, various years, Curent Population Survev.]

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



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 nise in the average educational attainment of the workforce
accounted for one-fifth of the annual growth in productivity between 1963 and 1992.
[Economic Report of the President 1996, pages 191-2.]

International evidence reveals that, all else equal, those nations with the highest school
enrollment rates in the early 1960s tended to enjoy the most robust growth in

subsequent decades. [N. Gregory Mankiw, David Romer, and David Weil, A Contribution to the
Empirics of Economic Growth, Quarterly Journal of Economics, Volume 107, May 1992.]
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REPUBLICANS FOUGHT FOR POLICIES THAT WOULD HAVE DENIED
* EDUCATION & TRAINING OPPORTUNITIES
July 16, 1996

The Republican budget President Clinton vetoed would have cut Education and
Training by 326 Billion over 7 Years - Even Though the President’s Balanced Budget
Proves It Isu’t Necessary to Balance the Budget. S

. 2.5 Millions Students Denied Direct Lending Opportunities. Their budget would
have capped the direct student loan program at 10% of loan volume, denying Direct
Student Loan opportunities to 2.5 million students in 1,350 colleges and universities.

+ Initially they also proposed cutting student loans by $10 biliion but they dropped
some of their most egregious student loan cuts in response to criticism. [The
Republican FY96 budget resolution assumed $10 hillion in student loan savings.]

. [ncome-Contingest Loans Effectively Eliminated. The Republican budget also
effectively eliminated the ability of students to repay their loans as a share of their
income -~ on¢ of the most promising features of the Direct Lending program. This
change would make it more difficult for many students to take low-paying public
service jobs or start a new business or take a year off fo raise a child.

+ - 380,000 Students Denied Pell Grants. The House Republican budget would have
: made devastating cuts to the Pell grant program, denying Pell grants to 380,000
deserving siudents in 1996 alone, compared to the President’s budget.

. 50,000 Young People Denied The Opportunity To Serve Their Country Next
Year While Earning Money Toward Their College Education. The Republican
budget would have eliminated the AmeriCorps national service program. The
President's balanced budget provided nearly 50,006 young people the opportunity ©
serve their communities next year while eaming money toward their ¢ollege
education. [Final funding provides opportunities for about 25,000

. 180,060 Children Denied Head Start. The House Republican budget would have
denied 180,000 children comprehensive Head Start education, health, and social
services in the year 2002 .

» The Republican budget resolution assumed a freeze in Head Start at the fiscal 1995
level, which would deny 150,000 children Head Start in 2002,

* 1 Milliop Children De;ziczi Basic- And Advanced Skill Training. Their budget
would have cut Title I by more than $1 billion -- cutting | million students from the
program in 1996.



Goals 2000 Education Reforms Eliminated - Cuiting off 9,080 schools currently
using Federal Funds to raise educational standards, just as States and
communities have completed their planning and begun to implement comprehensive
reforms based on their own high academic standards,

1 Million Students Denied Title I Educational Assistance. The Republican budget
would have cut more than $1 billion and 1 million students from the Title 1 program
that helps low-achieving poor children reach the same high standards expected of
pther students. More than 14,000 school districts and more than 50,000 schools
currently rely on Title [ funding to help improve their students’ basic and advanced
skills.

Safe And Drug Free Schools Funding Slashed In Hall -~ Services Reduced For
23 Million School Children. The Republican budget would have cut spending on
Safe and Drug-Free Schools program by maore than half in 1996, from $466 million
to just 3200 million, reducing services to up to 23 million school children.

« These funds currently support drug abuse and violence prevention activities
for 39 million students in nearly all elementary and secondary schools.

4 Million- Youth Denied Summer Jobs Opportunities that Help Move
Disadvantaged Youth From Scheol to Work, The Republican budget would have
eliminated the Summer Jobs program, denying about 600,000 disadvantaged young
people meaningful summer work opportunities next year that would help prepare
them to be active contributors to the workforce and the community. By eliminating
the Summer Jobs program, Republicans would have denied nearly 4 million
disadvantaged youth summer job opportunities over 7 years.

155,000 Dislocated Workers Denied Assistance. The Republican budget would
have denied assistance to 155,000 workers who jost their jobs due to corporate
downsizing or changes in the economy in 1996 alone.

. The Republican budget cuts the President’s request for employment and
training programs by $1.6 billion -- or 26% below the 1995 funding levels.

. The Republican budget reduces funding to help dislocated workers {ind new
jobs by $379 million - or 31% -~ compared to 1995 levels.

. Republican cuts would deny 135,000 workers next year alone help obtaining
the skills they need to adjust to the new economy and {o coTporaie
downsizing.



THE PRESIDENT’S FY97 BALANCED BUDGET INVESTS IN EDUCATION AND TRAINING:
. Provides 861 Billion More for Education and Training over 7 years than the
vetoed Republican budget.

> 24% Increase in Major Education and Training Programs in 1997 over 1993
levels. '

: 51,500 HOPE Tax Credit to help families pay for the first two years of college
and a $10,000 Tuition Tax Deduction for lifelong learning.

* $1008 Honors Scholarships for top 3% of graduates from every high school.
. Expands Work Study 1o reach 1 million students a year by the year 2000

. Expands Pell Grants to enable more needy students to go to college and increase
the maximum grant 33% between 1995 and 2002.

» Continues Commitment to National Service - Funds 30,000 Americorps members
in 1997 -- 5,000 more than thig year -~ for a total of 100,000 AmeriCorps
opportunities over the program’s first 4 years,

+ ° Nearly 31 billion more for Title 1 for basic and advanced skills assistance in 1997
than in 1993,

. 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
2600.

» America’s Technology Literacy Challenge -- 52 billion fund to help states, lacal
communitics, and the private sector bring the fumre to the fingertips of every child
through computers & connections.

. Major Expangion of Head Start:
. New commitment to fund | million Head Start opportunities for
preschool children by 2002,
. $1.2 billion increase in 1997 over 1993 levels,
* ‘Supports nearly 860,000 Head Start opportunities in 1997 - 456,000 more
than in 1995.
¢ $250 Million Job Training Initiative to reduce unempioyment among low-income
vouth,
* More Assistance For Dislocated Workers:
» Double the funding from when President Clinton took office - §1.3
biltion in FY97.
. Assists an estimated 646,000 dislocated workers in FY97, up from

300,000 in 1593,



CURRENT REPUBLICAN EDUCATION AND TRAINING CUTS

- IN THE FY%97 BUBGET RESOLUTION AND THE HOUSE LABOR/HHS APPROPS. BILL

THAT THE ADMINISTRATION HAS THREATED TO VETO

S57 Billion Less For Education and Training Than The President’s Balanced Budget Request, Thig
fy97 Republican budget resolution still cuts education and teaining by 857 billion over 6 years compared 1o
the President’s balanced budget: they cut it $24 billion and the President increases it $33 billion compared to
the fiscal 1995 level,

All numbers below are from the House-passed ¥Y97 Labor-HHS appropriations bill and are compared to the President’s
Balanced Budget Usless Otherwise Noted:

Effectively Caps Direct Céiiege Loans, The House bill cuts direst loan ééministmtion below the 1996
level and $173 million below the President’s request, effectively capping the program.

Millions of Children Would be Denied Assisiance to Keep their Schools Safe and Drug-Free. The
bill cuts the program $25 million below 1996 by eliminating funds for national programs and provides
$99 million less for the entire program than the President’s budget.

Na Funding for the President’s Proposed Honors Scholarships for the top 5% of every high school,
the proposed Teen Pregnancy Prevention [nitiative, and the Out-of-School Youth Initiative and Jobs for
Residents in High Poventy Areas,

65,000 Fewer Children Would Receive Head Start Services. The bill provides a small (331
million) increase over the 1996 level and is $381 million below the President’s request. Fewer
children would be served than in 1996

6 million children would be denied assistance to raise academic achievement by climinating
Goals 2000,

Nearly 450,000 Fewer Students Would Get Basic and Advanced Skills Assistance Through
Title I. The bill freezes Title | at the 19956 level and is $475 million below the President’s request.
Fewer children would be served than in 1996,

Over 100,000 Fewer Young People Would Receive College Ald Through Pell Grants. The bill
increases the maximum award slightly {$30), but the maximum award would still be $200 below the
President’s proposal of $2,700. Under the President’s proposal, 121,000 more students would be
served compared to 1996, The bill would serve only 14,000 more students than in 19986,

Over 130,000 Fewer Young People Would Receive Summer Jobs. While the bill freezes funding
at the 1996 level, it actually cuts the program level by about $200 million because 1995 funding was
used in 1996, Thus, 79,000 {ewer young people would get jobs in 1997 than in 1996,

81,000 Fewer Dislocated Workers Would Get Assistance. The bill freezes funding, which is 5193
million below the President’s reguest,

* Stops the Expaasion of Schoal-to-Work Assistance to Additional States. The bill freezes funding

for School-to-Work, which is $50 million below the President’s request.

Millions of Children Would be Denied Added Assisiance for Technological Literacy. The bill
provides $277 million less than the President’s request and provides no funding for the President’s
proposed Technology Literacy Challenge.



ok

30,000 Denied National Service, The House-passed VA-HUD appropriations bill eliminates
funding for the President’s AmeriCorps National Service program, denying 30,000 voung people the
opportunity 10 serve their communities next year while earing money toward college,



