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• April 2, 1997 

MEMORANDUM FOR GENE SPERLING 

FROM, BOB SHIREMAN 

RE, Student Loan Reforms in the Budget 

The current l;tru~ture ofthe guarantee system encourages inefficiency. provides peJVerSe 
incentives, d.,livers poor-quality service to the government (and often to sludents), and costs 
taxpayers mor. than necessary, The President's Budget addresses these problems through a 
number ofreforms saving a total of$44 billion over five years (GBO), We then spend $L3 
billion to reduce the fees on the loans, The net savings are $3.1 billion. 

• 
The Republicans continue to require CBO to include long-tenn administrative costs in the scoring 
ofdirect loans. This increases the baseline (and therefore tbe deficit) by $2.9 billion. 

Chairman Goodling and others (induding some Democrats) argue that the student Joan reforms 
belong in the reauthorization 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. l 

Sen. Domenici is apparently looking al "savers" without including any "costers." In that light, the 
student loan reforms could potentially save $5 bl11ion. Therefore, even with the directed 
scorekeeping. a net ofabout $2 billion could be saved jfthe student savings and other rosters are 
not included. 

Our 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-school interest rate. Currently, the interest rate on student loalls is T~bill plus 3.1 percentage 

• I A pos:;;Jblc fidvantllg..... wiLit this npprouch is mal if!}'c hudge! ceCIl is 01r"OOy done by the lime n:auiliorizllit'"ll is 
c(llIsidl'ro:d. W~ wuld in~ist that u larg.·r lM1iOTl or the sl!\'ings go to .'1HldCnlK. ()I~ lh~ nth,-,: hand, tnOl,lgb.. (jur 
ncgotitlting hlmd is seriously WC"Ok~lC4! if this is not addressed in rl,;coociliiltioll. 



" 

• points during repayment, but it is 0,6 points lower during the in-school period (when the 
govenunent pays the interest -- on most loans -- and the lender has no servicing costs), In FY 98 
(under current law) the interest rate becomes the 100yearj!q!Jel..rate plus one percentage poin!> 
with no differential during the in-school period. The Budget would,.lower the rate during Ihe in­
school period by one percentage point (~o it would equal the to-year bond rate), savin.a $I.~ ­
billion. 
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• 
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• 1'H£ WHIT£ HOUSE; 

WA$WttfOTON 

Kay 20, 1996 

near Kr" Chail'lOan, 

I am wrltin~ to expreas,my views on the job training and 
eduoation reform legislation now in oonference. I appreciate tho 
COnferees' efforts to address at least so=e ot the key principlea
inolildsd in lilY G',I. Bill for Amedca' B Workers proposal. r 
believe ve all recogn!~e the importance Of reto~lng, 
streamlining, and oanoolldat1ng job tralnln~ and education 
proqralllG. . 

HO"i'ever, I cannot accept II oonference bIll that does not 
creats a world class workforce development system that 1s built 
on a t1rm foundation of "individual opportunity. strong 
Acccuntabl11t~ for results, and olear pathways for youth from 
SChool to work', This leq1alation must: authori." Spen(Un~ for, a 
new system at no leas than tho levolG proposed in =y FY 1991 
Sudqet; arm dls1ocato4 workers with sufficient information an6 
purchasinq.power, throuqh Gk111 9ranto, to choose the training
that is right for them; preserve national funding for Sah001-to­
work intrastructure build1nq grants; ensure accountability to 

• 
taxpayers by eGtabliahing high standards for preqram quality and 
clear accountability; and provide that education authorities are 
'r~spon&ible'for educat1on_ro~ourccB at tho State and local 
levels, and that thORO resourcas are tarqetea within tho State. 
The attachment to tnlG letter d&tails these and other essential 
prio~~ties pertaining to this legislation. 

! !leU.,.." ~C; "sh"rl!c~~_Q~-'1I.) '9?"l"O~';9F"aU"~ ~ j,p!; , 
traininqand "au"ation:"~l'se....,,t;hfti; ,"i',II\!.\J>~",~l'l, AlDeriea,no ,to 
prosper in a qlobal ooonomy. I urgo tho Conferees to craft an 
aooepteblo bipartisan bill by' meeting tbaso Concerns and tUlly 
ineorporatinq my G. I. Bill. 

Sincerely, 

Tho Honorable William F. Goodling 
Chairman 
Committee on Economio and Educational Opportunities 
HOUse of Rep~oGentativou 
Washington, D.C. 20515 

• 
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ISSUES FOR roNFHRBNCH ON ILK. 11111 

'Sumcleut a.uthorization of appmprlalloDi. II Is impenllive lIIat lIIe bill ,authorize' 
spending for the consolidated programs at least at the levels proposed in the F\' 1m 
BudgeL Future oppropriation action must not be eonsmdned Il)' insufficient 
8lllllorlzadons that Imprudently out funding for education and training IllVeIitmenls. 

, • ....,.quat. funding fer sldll grant. for dislocated workers. The hili must """"",I; 110 
loss than $1.3 billion for dislocated worlrer assistance,. and ensure that these individuals 
have sufficient information and resources - including through Ih. use of ,kin grants 
10 choose the lraining Ibat Is right for them • 

•Dedieale<l national funding «) ""ntln•• the School-Io-Work implementatiDn grants. 
The Scltool-to-Work OpportunitiesAct .bould not be repealed. To date, 27 States have 
re<:clved Implementation grants under lIIe Scltool-to-Wod: Opportunities AeI. Dedicated 
funding to continue School-to-Work implementation grants is essential to pemllt\hese 
States to complete \heir .ystem building activities, and 10 provide an opportunity for all 
remalclng States to do the same. Without a .trong. lasting school.ta-work InfrastruClUre, 
the promise of. this bill for yqutb development win be unfullllled . 

•Aa;ountablllty «) taxp.yet'lI ror results. The bill must ensure that taxpayer dollars are 
not in~estod in programs that don't deliver results. Sin.. Federal funds support the 
workforce development system, tbe final bill must estabIisb the Federal government as • 
full partner in determining measurable goals and obj~.., establisbing expected levels 
of perfOfnllUlce for State and local areas, and ,approving plans, To protect against 
frauduLent and mCOlnpetent tr4iclng providers, this bill must includ~ s,trong provisions on 
-gate"eeping' and consumer information, The Sea-etaries of Ed~eation and Labor 
would be clearly responsible and ncrountable for administering workfo= education and 
workforce training and empla)'m!nl aetivities, respeetNely, Their resource and staffing 
needs shOuld be dcterminod through the annual budget and appropriAtions pr"""ss. 

·State and local education agency control lind responsibility ror education resources. 
The conference bill must ensure that State and local education agencies buve 
tesponsibili!)' for planning. adntinistering. and making decisions relevant to education 
rerourCGs. Full collabqration of State and local workforce boards and the priynte sector 
w.th State a!ld Iccal CdcC2tior. acenc-icl' i~ esst",tVia1. 

-Adcqoate" properly targeted r'C5Ources lor adult education and training. in-school 
youth, at~risk you~ a summer jobs- program, and the nation's labor excltange. The 
conference bill must ensure a priority for these activities and for sufficic;Jt funding. at 
level. consistent with the FY 1997 BudgeL in addition. L~e bill must contain within-State 
allocation formulas. as in current law. that target at-risk youth and thet direct in-selmul 
funds to school districts with greatest need and poiH-secondary eduC3tiun inslituuons that 



••lVe disad..... taged individuals •. The Wagner-Peyser Acr. which ...",bUshes the public 
employmCl1\ semces. tnUSf remain the fundamental k:tlhlativ• cbanet for our Dation', 

• 
public labor escb)utge servi-. ensuriD& the prudCl11 use of employer-paid federal 
llnemplD}'lDcnt lases. 

-Local &Q1'mIIIWIIaI rooponaIbllllf CorJob training. While Ouvcmon should have final 
approval authority 0.". the local plam aO:ectIng job tralIllng funds. elected offidals from 

. our dUr,s211d counties must have responsibility fo.,..dmjnistering and OVCITiceWg local 
One-Stop Carccr Center and Job Il'lIInlng funds. Ihrough workforce development boards 
Ibnl bring together business and ·Iabor and other community lenders 10 plan and develop 
f1crible job training programs appropriate 10 their communities• 
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• ADMINISTRATION OFFER TO CONFEREES ON 
WORKFORCE AND CAREER DEVELOPMENT ACf 

This offer is to be oonsidered as a whole; it is not divisible into component parts. 

1. Offer on lllKthorization of appropriations: Accept the such sums authorization with the 
following trigg>r for the flex account: 

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

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

o 	 AU funds above FY 1996 appropriation level would be available for flex account until 
125% of FY 1996 level is reached. 

• 

o The amounts in· excess of 125 %. would be aiiocated as follows:. 25 % flex account; 


35% adult training; 15% out-of-school youth; 20% in-school youth; and 5% adult 

education with a hold harmless from the flex accoUnt, 


2. Offer on dislocatod worker funding: Earmark $1.3 billion of adult employment and 
training resourc~ for assistance to dislocated workers (of which $1.03 billion is for State 
grants), 

3, Offer on skii!l grants for dislucated workers! Training for dislocated workers must be 
prqvidod through a ,kill grant system (Houso bill, but limited to dislocated workers), TIlis 
requirement would include the limited exceptions in the House bili to address rural areas li...lld 
other special circumstances. However. it W011Jd also include a 5-year phase-in for this 
rt'-lluirement {simiiar to the House bill's 3-year phase-in), wiL1 authority to the Secretaries to 
use incentive funds to encourage earlier itopkmemation. 

4. Offer ou ScbooHo-Work: (a) SCI.ike U1C repealer frorn the bill, allowing the 
appropriations process to determine the future of School~to-\Vork; or (b) move up sunse. dat.e 
for School~to-\Vork from September 30, 2001 to.. Septcrnbe:- 30, 2CXJO .. 

5. Offer on accountability: Package to indude: 

o 	 Plan approval and levels of pcrfonnance: Substantive State plan approvai aUthority 
for the Secretaries (Senate biU with amendment); and Secretaries and States to 

• negotiate expected levels of performance to be basis for sanctions and scpara(e 
chailcngi"g levels to be basis for incentives (Sena:e bill with amendment) 
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Performance Information and resol1rCeS, Uniform technical definitions of 
benChmarks (House); consumer information,to be provided by all noodagree training 
programs with certain Information required (House bill with modifICations); uniform 
MIS guidelines lbat include demographic information (House bill with modifICation); 
rtpOt'Iing of both local lind Statewide performanoe results 10 the Secmaries'(House); 
and adequate human resources for oversight and other responsibilities to be " 
determined through annual bodget and appropriatioJ)S process. (House) 

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

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

. reserved for local board in partnership with LEO; these responsibilities include developing 
local budgers; oversight over local programs, developing local plan, and designating local 
fISCal agent. (House bill with modification) 

8~ Offer on targeting resources to youth: Modify Senate language (0 dearly require a 
Summer Youth Program in each local area. Require equitable substate aUocalioll formulas 

•

for in-school and at~risk youth .. 


-j 
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I'rogOlms eon••lidotod Since FY 1996 

FY 1997 Budget Authority 


Department of Labor $ millions 

JTPA Clean Air Employment Transition Assistance o 
JTP A Defense Conversion Adjustment Program "" o 
,lTPA Defense Diversifi~tion Program o 
JTP A American Samoan Employment Program . o 
JTPA Rural Concentrated Employment Program o 
lTP A Y Guth Fair Chance o 
lTPA Youth Innovations o 

Department of Education 

Voc Ed - Programs for Criminal Offenders o 
Voe Ed - Community-Based Organizations o 
Voc Ed - Demo Centers for Dislocated "Vorkcrs o 
Voe Ed - Consumer and Homemaking o 
Vae Ed - State Councils o 
Voe Ed· NOICC o 
Voe Ed ~ Smith-Hughes Act 7 
Vae Ed - Demo for lntegration ofVoc and Academic Learning o 
Voc Ed - Ed Programs for federal CorrcctionallnslihJtions o 
Voe Ed - Ed CompreheIlsive Career Guidance and Counseling o 
VtJc Ed ~ 13iuc Ribb0f1 Voe. Ed Pr0£Tanb o 
V3C Ed - !\'1odel Prograrhs for Regional Training. Skill Trade,> o 
Voe Ed - Business/Education/Labor Partncn,i)ips o 
Voc Ed - State ~rograms and Activities () 

Voe Ed - Single Parents, Homemakers, Pregnant Women () 

Voc Ed - Scx Equity o 
Workplnce Transition j~lr Incarcerated Youth () 

Nali..'c J-Iav,'aitan Ed - Commurllly~n;,scd Lca!"ning Centers ·0 
State Literacy Rc;,otlrce Center::; o 
I~ali(mhl Workpla<.;e U'.tfacy Pwgr:.llll o 
\voC'kpJact.: Literacy Partnerships o 
i\duh Education for the I fomclcss o 
Literacy Tr::ining fClr Hml1c!c$;; Aduhs o 
LJt>.':ac)' fOi !n;.:atccnHcd Adult" 
Li:(.Owcy Programs I~)r Prisfincfo; o 
!'-jbr:;~'." Literacy 

• 

5 
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Department of Labor and Education: GI Bill 


(BA in millions) 

PW:!Toms FY 1993 FY 1994­ FY 1m 
FY 1996 FY 1996 

~~Resuest~"" "Enacted- FY 1997 
FY 1998 
Re9!!st 

Derartmenu.~( If! ~tur; 
GI Bill ror .\I:1crk::<'5 \\'Nk{:f~'w .,\dlllt~: 

II·A Gran!:> to States LOll 98& 997 1,055 g!O ,95 ;,064 

ll! Dislocated Workers 651 !.i51 1,229 1.396 1,092 1,286 1,l51 

Employment Sefvkr 895 91~ 915 872 821 824 843 

One-Stop Career Shopping 0 50 100 200 110 ISO 150 

01hcr Adult Programs and New Initilllivcs 60 98 54 660 47 47 . 45 

SllbtN<11 Adult;) ------2,621 . '.fIT 3,295 ':;83--" 2.920 3,202 3,453 

CI Bill for Am(>rica'~ Worker\ ~w \'aulh: 
$urm:tler Jobs 849 S'i7 867 959 625 871 811 

Il-C Grants 10 Slates. 671 609 127 369 121 121 ilO 

School-to- Work (lndudes Education ponioo) 0 100 244 400 l50 400 400 , 
Youth Opportuntty Areas l"1i'tittlivf! SO 25 0 n 0 0 250 

Subtot<ll Youth --"-- 1,576 I,GII --1,238 1,800 1,102 1,398 1,651 

Total DOl. in G.f. Bill for Arneric3's Worker.! 4,191 4,816 4,53) 5,983 4,022 4,600 $,104 

o.t~pa ttmenLQlEd ucati.r.ut: 
Vocational Edur,:alkm 1,170 1,176 1,104 1,118 I,OSI 1,132 1,112 

Adult Education 305 305 279 406 '260. 355 394 

Pel! GIants (prognuJl cos.) 5,624 5.496 5,445 6,635 5,660 6,221 7,806 

--- ­
Total Education in G.l Bill for America's: Workers 7,099 6,977 6,828 8,219 7,001 7,714 9,372 

Tot<ll (:,1. Bill for Amerie:t'$ Workers ll,296 1l.793 11,361 14,202 11,023 12,314 14.416 

Less Pell Grants (5,624) (5,4%) (5,445) (6,635) (5,660) (6,221) (7,806) 

Net Total G.l. Bill for America's Workers 5,672 6,291 5,916 1,567 5,363 6,081 6.610 
g:\datu\scorekep\98gihill,wk4 



• 


• 


April 21), 1997 

MEMORANDUM FOR GENE SPERLING 

FROM: Bob Shireman 

SUBJECT: Student Loan Proposals 

The first two columns of the attached table show the CBO estimates of the student loan 
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 
it possible alternative that would not burt (or help) student borrowers, All of the options 
aSSUine that schools would continue to have the option to choose to partidpate in 
either the direct or guaranteed In.to pfogn)rtl (FFEL). The options arc d::scribed 
oricny bclo\v: 

Administrli1ion 

General Approach: The guarantee program would be cheaper and easier to manage if it 
used a simpic Federal guarantee and had appropriate finanda: incentives for preventing 
defaults, This proposal fundamentally restructures the guarantee system. and uses some 
of the savings to reduce Cl)sts fo!' students, 

Guaranty Agencies: By ending the complicated "'re:nsurancc" mode!. the Federal 
go'/crnmcnt can re·dailTI virtually all of the reserve funds he:d "'y 30~odd guaramy 
.lgcncics. Performunce-based agreements would govern the 8ducntion Dt:partme-nt's 
n.::lat:ons~-Ilp witl: the guaranty agcnclc:L Fees would he more closely rdated to aetna: 
(;0315, and thee would be incentives fer u:duclng costs. 

Lenders: Bunks nnu secondary markets w(,u:d shnre 5% of 111(.; dl'liwH risk, f<llhcrthan 
till: current 2%. In addi1ion, the Inti.:rcs{ rale subsiJ.y during the In-s:..:hz\ol period would he 
n,.. duccd by one percentage point lto the govcrnml.!-Dt's (ii':c<.)l]l1t rale -- a I0!20 yo:ar bot:d 
average), The offset fcc tha~ Sallie Mae pays on all or its lu,~n ht;-ldings wou;d be 
cx:-t:nJcd ~n bans that:1 sL'curiti%es. Ll..!ndcrs would he required to on;';r Ikx;b:l' 
rep.:ymcnt options (except I!!C(ll:h:-contbg.... ;li rcpaym.::nt).

• 
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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 41)/0102% in the subsidized StatTord ioan 
program (both direct and guaranteed), and reduce fees on other loans to 3%. In addition, 
as n. result of the reduction in the in-school interest rate (see lenders. above), borrowers 
with unsubsidized loans would pay less interest. 

lknublican 

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

General Approach: Consider fundamental refonn during reauthorization. not in 
rccoudliation. Take a billion in excess guaranty agency reserves, a billion by extending 
[he current interest rate scheme, and most of the rest through administrative savings. 

Guaranty Agencies: Would oppose the takc~back of reserves. But otherwise, The cut is 
minimal. 

• Lenders: Major gain. Current lnw calls for the interest ratc on student loans to cluutgc 
from an average of the 91 ~day T-bill plus 3.1 percentage points, to the government's 
discount rate, which in this program is a meld of the IO~ and 20-year bonds plus 1.0 
percentage points. Banks complain that not only is the new rate lower, hut it is no longer 
matched to the volatile shorHerm securities thut lenders usc to finance studcnt loans. 
This Republican proposal would cancel this interest ratc change. 

Atltninist nltivc Costs: Would reduce the amounts set aside under current la\\' for the 
Federal C!)SlS of operating the direc: and guaranteed loan programs. 

Students: Would pny higher interest rates tban curren I 1m·". calls for. 

AilermHivc 

(This is my attempt to ;ind ~\ !niddh: ground). 

f;l'IlCrlll ApllI'IHlCh' Fun.i(llncnt;iI reform c<tll .vail Ji.if rC;llll!Hlrl;t;Jtinn ~M hl:1 so can til::; 
question or !!H: d~:lltgt.:. ill Interest !';.ih;s 0: dOt;$g 't tak~ effecl until July 1')91\ anyv,'~\y), 
Instead Dr doing t.:.!11u:r. :nkc:\ liltk 1lH.,r<..! ~'I\)ll~ ;CSCf\'CS, n.:ducc some g:mranly agency 
p~lyIl1Cn!S, and iJl:ccpt the Rl'pl1hlie~1ll cllt,in ,ltlll1inislralivc -;;,):-;ls, 

• {.WU,.Hlly Agi..'neics: Might cblll Ill;l! the changcs would be destabilizing for SoLlle 



I • 

• agencies. (To the extent that it is, they would by definition be the agencies that are not 
efficient), 

Lenders: No reduction in subsidies, but no "fix" to the interest rate change. 

Adminis'rativc Costs: Would reduce the amounts set aside under current law for the 

Federal Cl)S~S ofoperating the direct and guaranteed loan programs. 


Students: Slatus quo, 


• 


• 




• April 20, 1997 
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MEMORANDUM FOR GENE SPERLING 

FROM: Bob Shireman 

RE: Discretionary Spending 011 Education and Training 

The best and simplest way to ensure that there are enough funds for the President IS 

initiatives in the area ofeducation and training is to focus on the total allocation for 
Function 500. If. instead, we were to use a subset, then any commitment that we were 
able to get for one program (e.g. Pel! Grants or Goals 2000) could be portrayed.s simply 
taking away from another program in the same function (e,g. Special Education or Title 
I). 

The 2.:tnchcd table shows the discretionary totals from the Prcsidcni's p;oposcd budget 
Note that in the ou!-yenrs, for most programs lhe Budget simplY assumes un inflation 
adjustment. Because of increasing enrollment in the Ilcll Grunt prognlOh otber 
programs will need to be straight-lined or cut in order to increase the maximum Pell 
Grant in future years. If we expect that. unlike previous years, discretionary spending 
totals wilt not bc rcvisited annual1y, then we may want to consider increasing out-year 
spending in order to address this issue. 

There are three significant ne\V mandalory programs proposed in the Budget for Function 
500. 8ee-au:-c it nUll' be argued that they should uppear on the discretionary side, I detnil 
their spcllding below, and provide the total that would be needed in discretionary 
Function 500 if the thrl.!c new progmms are to be accommodated. 

• 
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Student Loan Proposals for FY 1998 to 
2002 

(outlays in millions of dollars) 

Administration Republican Alternative 

Lender Subsidies (on-budget) (1,065 * 

Guaranty~encies: 

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

Default orevention incentives (398 (73) (613 

Student Fees (on-budget) 1,296 

Federal Admin (466 (629) (629) 

Direct Loans 
$lO/loan fce to schools (160) (160) 

Cancel interest rate changc* (1,100) 

TOTAL: (3,135) (2,962) (2,702) 

Borrower Ikncfits (Costs): 

Fees 2,600 

Interest (NPV) 1,000 (3,000) 

TOTAL: 
. 

3,600 (3,000) 0 

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

brings greatc:r income to the direct loan program ,~frolll student ~)'ments) 

hut costs the Federal govl:rnmcnt more ill the guaralltee program (for 
in-school subsidies to lenders). The $1.1 billion shown under direct 

is II net figure. 

NOTE: Estimates arc based on CBO figures, except the borrower 

impacts, which arc Administration estimates. I 
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IlA! 42,387 48,7101 50,040:Total 52.4351 
O~ 41.1441 44.509 49.0651 50.1661' 

Function 500: Education, 
Training, Employment, 

and Social Services 
(in millions of dollars) 

1997 1998 1999 2000 
Discretionary SA 42,387 46425 47420 48,455 

0 41,144 42.628 46,628 47,632 -

Mandato!XJnitiatives: 
. I 

•• · I 
America ReaCls · BA 260 290 335· · 

·0 · 31 212 284 
· · 
· · · 

Subtotal BA 46685 47,710 48.790 

01 • 42.659
• 

46,840 47.916• 

• 

1 
School Construction SAl ~,90Q -

oi 1,250 USO 1.250 -I 
•I 

Subtotal BAI 51,685 47,710 48.790 
I

01. -
· 43.909 48,090 49.166 · 

i• 

· - • 
• · 
• 

Welfare to Work BAi 750I 
O! 600 

1,000 1.250. 
•I.Ooo! 
-

• 975 _.... .'• · i · · · · · · ,, 

• 
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April 30, 1997 

MEMORANDUM FOR: GENE SPERLING 

FROM: BOB SHIREMAN AND PETER ORSZAG 

SUBJECT: Student loans and discount rates 

Thi. memorandum describes the interest rate change scheduled to take effect next year 
under current law, and the related question ofwhat the appropriate dlscount 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 ind..Od to the Department,ofEducation'. Rete ofComparable 
Maturity -- roughly the 100year Treasury yield -- plus 100 basis points (.ubject to a cap). The 
interest rate win be reset once per year, so that the loans are variable ..rate rather than fixed-rate. 
Currently, the intere.t rate on student loans in repayment is equal to the 3-month Treasury yield 
plus 310 basis points (subject to the same cap as under the new system). 

Banks and Salne Mae are complaining that the maturity switch (from basing the student 
interest rate on a 3-month Treasury to basing it on a lO~year Treasury) exposes them to interest 
rate risk because they fund themselves with short-term liabilities. The switch, they argue, would 
cause the maturity oftheir assets (the loans) to exceed the maturity of their liabilities (their 
funding). and thus expose them to yield curve risk, They also "rsue -- at leasl 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 believe that the banks are using,the switch in maturity to obfuscate the 
issue; 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 over the next 5 years, while the 3-month plus 310 basis points 
averages 7.4 percent. Under CBO assumptions, the figures are 6" 7 and 7.4 respectively. In other 
words, under our assumptions the legislated change reduces Ihe inferes( rare 011 siudellliollfls by 
100 basis points; under ellO assumptions, it reduces fhe ill/ere.'}f rate by 70 basis poilUS. The 
Blue Chip forecasts imply a reduction 0[80 basis points. 

Cancelling the change would increase costs to students and raise profits for banks. It 
would also increase government costs for the FFEL program, because we pay the interest while a 
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borrowing student remains in "'hool. However, this inerease in government costs would be more 
than offset by increased income to the direct loan Program (see below). 

Direct lending progmm 

The interest rate on direct loans is the same as the maximum rate set in FFEL. The 
legislated change in interest rates ~~ by towering the interest rate on direct loans -- raises the 
net costs ofthe direct lending program (by reducing income from borrower payments) .. 
CanceDing the clutnge, according to cno, would produce about a $1.1 billion reduction in the net 

, cost ofdirect lending over the next 5 years. 

The Rate of Comparable Maturity 

Under the Credit Reform Act, the discount rate, or the assumed cost of funds to the 
government for this program, is supposed to be equal to the Treasury yield for a bond of 
"comparable maturity" as the average student loan. '!he ittlerest rale on the student loan is reset 
each year ~- so finance theory suggests that the effective maturity is only one year. Nonetheless. 
the Administration has decided to use a blend of the IO-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 (CnO has reportedly followed 
OMB's lead on this issue). We believe that NEC principals from Treasury and CEA -- and 
perhaps OMB ~- wouJ~ concur that the appropriate rate is the one-year Treasury bond. 

The effect ofusing the longcr maturity yield, giv~n an upward sloping yicld curve, is to 
raise the cost of the direct lending program. That's because the cost of the program is dctennined 
by comparing the face value of the loans to the net llresent 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 searing cost of the program. Using a discount rate that is equal to the I-year 
Treasury yield would thus reduce the net cost of the direct lending program -- and would also b. 
good financial management poljey, 

The debate over the Rate ofComparabJe Maturity illustrates the general shortcomings in 
OMB Circular A~94> which defines the discount rates to be applied in different cost-benefit 
analyses. It would be worthwhile to direct NEC, OMn, CEA, and Treasury staffs to improve this 
circular. • 

An option to consider: 

The justification for the change in interest rates was that the instrument used to set the rate 
should match the instrument used as the government's discount rate" if we are going to consider 
addressing the lenders' concerns, then it makes sense to simultaneously consider changing our 
own discount rate. DOing so would reduce tbe baseline costs o( student loans by several 
billion dollars. according to the Education Department. We do not have CllO estimates" A 
package you might consider would: 
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• • IfOMB is willing, encourage the Hill leadership 10 ask CBO 10 agree 10 use • one-year 
TrOl'sury instrumenl as the discount rate for student loans. (There eculd also be an 
agreement that the general question ofdiscount rates be explored further for olher 
programs). 

• 	 Cancel the legislated interest rate change by switching back to the 3-month Treasury, but 
reduce the premium from 310 hasis points 10 about 230 hasis points or so. This would 
allow students to protent some henefit 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 seorekeeping to add long-term administrative costs 
into the dirent loan snbsidy, the discount rate change helps to bring tbe net effects on the 
baseline closer to zero, or in the savings column. 

• 


• 
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COMPARISON OF STUDENT WAN RECONCILIATION OPTIONS 

Total savings. The President proposes $3.1 bUlion in net savings and reduces student costs by 
S1.3 billion. Savings would be taken in Federal administration ($0.4 billion), recall ofguaranty 
agency reserves ($2.5 billion), other gusranty agency reforms ($0.4 billion), and reduced subsidies 
to lenders ($l.l 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 ofthe savings (see attached). The policy goal is 
to achieve half the savings from direct loans and half from guaranteed loans. This goal is 
untenable, since the only way to achieve this level ofsavings in direct loans MM without raising 
costs to students - is to slash administrative funds to the point ofcrippling the direct loan 
program. 

Federal administration. The Budget reduces Federal.dministration ("Section 458") by $466 
million to reflect savings that can be exPected through reengineering ofADP systems. 

The alternative drastically cuts Federal administration by $1.3 billion, and requires that $150 
million 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 
eBO estimntes at 35 percent), which is.weD below the 60 percent authorized by law._ 

Even ifdirect loan volume remains at 35 percent, as CBO assumes, administrative costs will 
continue to increase over the next few yiars. The largest administrative cost is sCIVicing (i.e. 
collection), which does not begin untH students graduate from college. In a new program, it takes 
several years for a full complement ofborrowers to be in repayment stat,:,s. Even ifno new 
schools are added, direct loans does not reach this steady state uotil2001 or later (after that point, 
the number in repayment would grow at a slower rate, due' only to increased enrollment). 
TherefOre) there will continue to be 11 ramp-up in the number ofborrowers entering repayment ..... 
from 2.1 million in FY 1998. to 3.6 million in FY 2002·· even at 35 poreenl of volume. This 
explains why flat participation in direct'lending cannot be combined with straight.lined 
administrative costs, 

Guaranty Agency Reserves. The Budget takes all cash reserves from GAs between FY 9& and 
FY 02, ..,;ns $2.5 billion that are no longer needed. 

The ahernalive requires the return ofonly $1 billion 1n reserves. 

Other Changes Affcding Guaranty Agencies. The Budget reduces net payments to GAs by 
$400 mil!iofl and creates incentives for these agencies to reduce default, including reducing 
payments for default collections to the Federal government's cost (from 27% to ]8,5%). 

The alternative proposes illusory savings of$360 million in guaranty agency administration of 
default claims by requiring GAs to hold defaulted loan claims for 360 days< (OMB believes this 
alternative provision has no budget impact. since savings from paying Federal claims later with 
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• "cheaper" doUars would be offset by tbe costs ofdelaying their referral to Edu¢IIIion, which bss 
more effeetive collection mechanisms.) 

Savings for students. The Budget CUls student fees by S1.3 billion by reducing rees for need­
based loans by SO percent, and for non-need-based loans by 25 percent. The alternative proposes 
no savings for students, . ' 

Redueed .ub.idies for I.nd..... The Budget reduces tender subsidies by SI.I billion by 
increasing risk-sharing (reducing the Federal lender guarantee from 98% to 95%) and reducing 
interest subsidies to lenders during the in-school period when their costs are lower. The 
alternative proposes no reduction in subsidies to lenders. 

• 


• 
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C'o
Impact of Republican Budget Proposal on Sec, 458 Funding Under CBO Posl·Policy and Alternalive Baselines ,-­

(in millions) :D 

Cl "' 
1998 1999 2000 2001 2002 Telal " 

w
Post-Po/lcy Baseline '" SA 953 750 750 750 750 3,953 11 

"' Oullays 715 768 756 753 745 3,737 :I: " 
Maximum allowed 
SA (491) (491) (491) (491) (491) (2,455) 

Proposed Reduction - Baseline minus Maximum ­
SA 462 259 259 259 178 1,417 ", '" 

uOullays 245 285 270 263 214 1,277 ,'" ",w 
en,

Funds moved to subsidy unde, Afiemative Baseline ~ 

SA ' 12 87 197 318 422 1,036 Ul 
'0 

Outlays 6 48 129 235 344 762 00 

AlIemative Baseline 
SA 941 663 553 432 328 2,917 
Outlays 709 720 627 518 401 2,975 

:D 
."Altemative Baseline minus Proposed Reduction 

SA 479 404 294 173 150 1,500 '" 
~ 

Outlays 464 435 357 255 187 1,698 ,0 

"' GA funding under Proposal 
'0 

SA 150 150 150 150 150 750 
Outlays 150 150 150 150 150 750 w 

",: ", 

, Remaining sec, 458 funds 
SA 329 254 144 23 0 750 z 

" Outlays 314 285 207 105 37 946 co 
0,,' 

Note: The reduction proposed in FY 2002 is 178 rather than 259 because subtracting 259 from the vattemalbaseline 'number would not leave 150 miBion for GAs .• 0 ...... 
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OMB 

DRAFT April 30, 1997 

STUDENT WAN INTEREST RATE Arm DISCOUNT RATE 

BOrTo",er interest ratellender yield. 

Borrowers will receive a reduction o[alrnost 1% in student interest for new student loans in July , 
lJ12l! under current CBO and OMB interest rate projections because ofa scheduled change in the 
borrower interest rate, which was mandated by the Student Loan Reform Act of 1993 (SLRA) . ., 
Current lender yie1d: New lender yield: 

91·day T·bill plus 3.1% Security of comparable maturity (10·20 yr. T.nole) 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 91-day T·bill, to 

insure that borrower interest in the Direct Loan program would cover the Federal cost ofDirect 

Loan funds. (OMB Circular A.129) At that time, the Administration anticipated moving flIpidly 

to 100';' direct lending. 


Student loans have carried variable interest rates since 1992. with interest reset annually. and are 

capped at 8.25%. To guarantee the lender yield, lenders can receive a Federal special allowance 

above the borrower cap, 


Lender objections. 

Lenders are asserting that tbey ,aUl1Ot afford to raise capital for.guarllOteed student loans under 
the scheduled change in lender yield; 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 govenunent from interest rale risk in the direct 10an program, is 
no longer appropriate and propose repeal. They contend .. 

• 	 FFEL loans would no longer be profitable because the spread between 91,day T·bill rate, 
which lenders use in financing guaranteed loans, and the rate for lO~yr. Treasury notes is 
extremely volatile and lenders would incur significant interest rate risk" 

• 	 Repeal would achieve budget savings ofSLl billion (CBO estimate) by increasing 
borrower interest in the Direct Loan program" [ED estimates that l''''FEL borrowers 
would pay an additional $2 billion over that period to lenders since CBO estimates that 
FFEL \\111 continue to have about 2/3 ofloan volu,me. Total additional cost to borrowers· 
$3 hiliion.J 

When asked why they cannot hedge to "insure" against such risk, lenders replied in an April 22 
meeting witb NEC staff that it is too expensive Orszag Jlnd Shireman pressed whetber the issue 
is the instrument or the yield. Lenders were asked whether they would make loans with a lower 
yield if the borrower rate were to remain pegged to the 9l-day T -bill, for example, 91-day T -bill 
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plus 2.3 rather than 3.1, which would be roughly comparable to IO-yr. note plus I, and thereby 
not raise borrower interest. Lenders said they will como·back to the Administration with a 
proposed solution soon. Orszag's preliminary discussions with New York financiers indicate that 
the instrument and cost of hedging are probably not the issue - it is the yield itself. 

Discount rate. 

Current Ohm poUcy designates the disCount rate. or the security of comparable maturity, for 
student klans to be tbe 10-20 yr. Treasw:y note. Whether a different poliey is needed on variable 
rate loans. including student loans, has. however, been the subject ofdiscussion within the 
Administration for several years, 

In meetings in 1995 between Education, Treasury, eEA, and O/>.1B,. Education and the Office of 
Federal Finance at Treasury aupported the use of the interest reset period, which would be a I-yr. 
nole. OMS has taken the position that this is not possible under current law. 

Barry And"rson wrote in a November 3, 1995, memo that it is necessary to base the Federal 
discount rate on the actual cost to soyernment and not on private sector practices, such as use of 
the interest reset period. The use of the market value in discounting loans was considered and 
explicitly mjected as tbe approved method for calculating the aubsidy cost ofloans under the 
Federal Cnxiit Reform Act "Since lenders have the Federal guarantee providing complete 
assurance of98% of loan repayment, they can, without risk, borrow short and lend to students at 
the higher interest rate defined in the statute,11 OMB!s focus should be the underlying cash flows 
and the cost to government, for which he believes ED has not yet provided an adequate analysis 

Impact on program costldeficit. 

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

Policy options: 

L The Administration can propose reverting to the 91 ~day T~bill +3, I% as borrower interest for 
both Ihe guaranteed and direct loan programs, as suggested by the lenders, 

D:iscusslon: This would false student interest abQve baseline by $3 billion in both 
programs. It would address lender concern about the volatility ufthe spread. It would 
leave the Administration subject to the interest rate risk to which the lenders object. The 
Committees on the Hill wiU probably try to accomplish some version of this. prior to or in 
reauthorization to address lender concerns. 
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• 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 raising 
studem interest. 

QiseussiQo: This would address lender concern regarding the instrument to which interest 
is benchmarked. but would not satisfy them iftheir concern is primarily yield, not the 

, instrument, It too would leave the Administration subject to interest rate risk. 

3, The Administration can propose to define security ofcomparable maturity in the student loan 
programs, either by legislation or regulatjon, as the J.yr. r -note. that is, the reset period, and set 
borrower interest at J-yr. T ¥note plus some supplment that would approximate the rate scheduled 
to go into effect July 1998. . 

~: This would reduce the baseline by over $5 billion over 5 yrs. whether or not 
savings were scored, and protect the government from interest rate risk since the borrower 
interest would be benebmarked to tbe Federal discount rate. ED would have to satisfy 
BRD that their cash flows using this discount rate are a reasonable e.timate ofFederal 
costs. The lenders would not probably not be satisfied if their primary cone<;rn is yield. [t 
would have to be done in consultation with the ComiiUees, which are opponents of direct 
lending and would probably therefore oppose it, claiming that the Administratio!" is trying 
to obscure the troe cost of direct lending. 

• 

• 




• P1>sJ;ibJe Student Loan CoIllPromise 

Problems with latest proposal: (I) The amount taken from the student loan 
admininiSlrative account would have the effect ofpreventing the direct loan program from 
originating and servicing tlie current loans. (2) The concept of taking "half' from each 
loan program is problematic for a variety ofreasons, including 

• reserves have built up over more than 20 years in the gnarantee program, while the 
direct loan program has been in existence for only a few years and has no reserves 
(indeed, the appropriations committee has each year made use of the "excess" 
funds in the administrative account); and, 

• even ifonly "current" spending is considered, the direct loan program i. onlyone­
third oftbe 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 ofany reductions, then a 113 - 2/3 :;plit is more 
appropriate. and you may want to consider the foUoVAng: 

• Eliminate $10 per loan payment in direct loans (same as Republican -0.160 
proposal) . 

ReduC1} Section 45& student loan administrative funds (same as -0.629 
earlier Republican proposal, $163 million more than President's 
Budget; new Republican proposal cuts twice as mucb). 

Eliminate supplemental preclairns assistance paid to guaranty -0.080 
asencies (same as Republican proposal) 

Reduce the percentage ofdefaulted loan collections from the 27'% -O.S40 
entitlement under current law. to 18,5%, which is the average that 
the Education Department pays its eollection contractors. 

Recall federal reserves held by guarantors -1.000 

TOTAL -2.409 

• 
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THE WHITE HOUSE 

WASHINGTON 

September 27, 1997 

MEMORANDUM FOR T~SIDENT 
FROM: GENE SPERLING 

RE: NEe Weekly Report 
, 

ec: ERSKINE BOWLES 

Student Aid Management: As we indicated in our last weekly report. we have pulled together 
OMB and Education for an action plan for resolving this issue, The initial output of this effort 
was announced at a hearing Mike Smith. the acting Deputy Secretary testified at last week, At 
the hearing. he announced (1) a plan to eliminate the backJog 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 fmancial aid, Chairman Hoekstra expressed skepticism 
about the De<:ember l 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 
wiHing to spend a few months at Education helping review some of the procurement. 
tecl!n'lllogy, and other issues that the Department is facing. OMB has already provided 
Educatibn with some advice on procurement issues. In particu1ar, we want to ma.ke sure that 
there are contingency plans ready to go if EDS faits [0 hit its targets on consolidation loans in 
the next few weeks. 

Next steps: This Tuesday, the Modernization Board will have its first meeting, where we will 
review the status of loan consolidation. and some broader issues. 
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Direct Loans; With the loan consolidation issue, Republicans see a crack in the'direct loan 
armor and are now attempting to insert a wedge. The Rouse is tentatively planning an 

. , 

"Education Week" when they'come back from recess in late October. One of the biUs they 
may bring up would allow direct loans to be consolidated, at the borrower's 'request, to 
become guaranteed loaos, (Currently, loans can only go the other direction), This opens up a 
potential "creaming" problem, in which Sallie Mae lures away the most profitable borrowers, 
leaving the Direct Loan Program with the remainder. Bob Shireman will hold a strategy 
meeting next week 00 this topic. It will be difficult to oppose the concept directly; our

f< )uijiOCliflatiOn. instead, will be to develop a package of "fairness" amendments that would 
~ strengthen direct lending and force banks to offer' student~ .the same kind of flexibility that 

direct lending provides (giving Democrats a venue for citing the benefits of direct lending). 

America Reads: We are working on two fronts simultaneously: (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 wannly to a 

'- :ounter-proposal that pushes States and conunuruties to make better use of Title I and other 
VMS for teacher training, white using the bulk of America Reads funds for community-schoof 

partnerships to 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 tutorin~ 
voucher plan that emanated from their right wing. (Apparently. some Republicans are asking 
Goodling why he is working with the Administration at all 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 win continue to be rough sledding. 

You received an odd letter from Goodling yesterday which concludes. "Your stance on testing 
is making my job of authorizing an 'America Reads' program almost impossible, I need your 
help if your most imponant initiative -~having all Americans read --is ever going to see the 
light of day.' He seems to he implying that if you dropped testing. Anterica 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 DPe, Legislative Affairs and 
others on how to respond to the letter. 

(2) Appropriations: This may be our way out of the authorization mess. In the negotiations 
on tftb..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 a 
separate authorization is not enacted. Instead of saying no, they have asked for some 
ciarification.<;. In terms of National Service. it looks like we will be able to secure them an 
increase in the neighborhood of $35 million that is targeted to America Reads, though we are 
trying to get it for at least $50 minion, 

Early PeU Grants: This week. we circulated a memo on options relal:ing to Congressman 
Chaka Fatlah's proposal to Frank Raines. Secretary Riley, Bruce Reed and others. We have 


& worked out some of rhe bUdgetary issues in doing such a guarantee in a way acceptable to 

~.Ilr Rep. Fattah, As we have studied the prOVision. it has become clearer to us that this proposal 


should be more combined with significant early intervention programs centering around 
college-school partnerships and rnentoring. This could help address several issues of concern 
including the Hispanic drop-out rate and a response to the Hopy.--ood case. Because this would 
make the initiative a new program with an expenditure of new funds, however, I must stress 
that (hert! may be a differing of views among your budget and education team, We will hold 
an NEe Principals meeting shortly and then follow with a re:ommendation memo to you. 
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Product Liahility: Following the decision meeting with you, we contact~d Senator Rockefeller. 
and met with staffs of Mr. Dingell and Senators Lott, Gorton and McCain. We also spoke to 
consumer advocates, and met with both Democrats and Republicans on the House side. Senator 
Rockefeller wiH work with us on reducing the size of businesses subject to the small business 
cap, but is still asserting he wit! not move at allan protective orders. Not surprisingly. the 
consumer folks are upset that we might have agreed to anything at all. even with the changes. 
Mr, DingeWs staff is not happy, either. . 

Senator Lott's staff wants to negotiate from OUt position, but we spent over an hour making it 
clear thal Ollf position is the most we can accept and could go no further 1n expanding it Senator 
Daschle spoke to me about his process concerns: about how we came to' our position. I 

'i
derstand he also spoke to you, He said Senator Breaux was clearly an issue for him and I told 

i we had included Breaux's provisions on Alternative Dispute Resolution. He felt it would be 
h pful ifwe. at teast, met with Breaux. Bruce and I win do that next week 

Big Tltree CIWs; Dan Tarullo and I 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 oniy 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 taik about how ~~ as opposed to whether -- to reach them. The CEOs wiH likely 

[ emphasize the importance of technology (Bob"iaton has called for a meg!;;Aanhattan ProW)f) as 
a way forward. '~ I/( 

~killGrants: Last week, Chairmanleffords and Senators Kennedy, DeWine and wellston.;,f!.~ , 
mtroduced the Workforce Investment Partnership Act. While the bill includes many of the 
principles you embraced in your 9I Bill for America's Workers, we feel it doesn't go far enough A~ 

,. in individual empowerment which was one of your key principles. We will continue to push in~ that direction Qver the next phase nfthe legislative process. In Senator Kennedy's remarks he\u~
L.""«dl recogniz.ed "the important role [you] have played in bringing about ,,. dramatic refonn" of our 

job training system. He also said: «The philosophy behind [your] skiil grant proposal is reflected 
~ in [the bill]." We will continue to work with Senators on the Labor Committee on two 
~ imp~t issues: operation of the individuat training accoutlt (their name for skill grants) and ~ design of your Out of School Youth Opportunity Areas program (see below). 

Out ofSchool You({. OppartulJity Areas Pr(Jgram: We QrC working in both the appropriations 
process and under the authorization in the Workforce Investment Partnership Act mentioned 
above to get a significant expansion of your Out of School Youth program, Currently. it is a 
dcmonstrati()n project that receives approximately $8 million a year. It benefits kids 16~24 who 

""Hare out of ~chool and is targeted to urban centers who need its services the most. We. have a good rchance of a major expansion to $250 million forward funded for fiscal year 1999 contingent on 
its appropri,ltion in the Workforce Investment Partnership Act. 

Fortunately. the Out of School Youth progr'tun was successfully voted out of Committee On 

Wednesday. At the eleventh hour. Senator' Harkin considered offering an amendment to change 
suhstantially the design of your Out of School Youth program by diluting the saturation approach 
so central :() its design. Arter speaking with him, 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. 

http:recogniz.ed
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DPC/NEC community empowerment working group: The DPC and NEC are co-chairing a' 
community/economic empowerment working group to develop additional proposals in this area; 
the group includes representatives from virtually aU of the domestic Cabinet departments and 
White House policy offices. The group met again this week and is currently considering a . 
number of proposals, including tax incentives, in areas such as transportation and transit 
infrastructure development (including rehabilitation of bus tenninais). housing mobility and 
votuntary CRA expansion to non~bank financial institutions. 

Child Care Policy Process: The NEe is participating in the DPC~coordinated process for 
developing child care proposals to be announced in conjunction with the Whjte 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
school child care. Regardless of what we do, I feel it is critical that we keep a strong focus on 
the early learning, 0-5 perspective that ties in so importantly with your education agenda by 
showing an emphasis on education before and after K-12. ­

~ 	IRS Hearittgs: This week, as you know, the Senate Finance Conunittee held three days of 
~~hearingS on the IRS. The Committee received testimony from taxpayers mistreated by the IRSes..." 	 and from current and fonner IRS employees, whose testimony included a perception that 
1.~~empIOyeeS are evaluated on revenue production quotas, which is against the law. Acting IRS 

Commissioner Dolan testified at the end of the hearings, issuing an apology and a series of~~ concrete 'teps that the IRS will take to ensure that the prohibition on using production quotas is 
~ ~iversallY understood within the IRS and customer service is improved. 

~.~ ,. Among other steps, the IRS v"iH 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 

II field offices. On the customer service end. each district director will be required to hold monthly 
.II,..~ problem solving problems to give taxpayers opportunities to raise conCerns and each District and 

cJ."""!J.J~ Service Center Director will review all complaints to their office in the last quarter. A letter is 
tC".~ being drafted from Larry Summers to Acting Commissioner Dolan to instruct the IRS to report 

back. in person to Bob Rubin and Larry, in short order on additional 3(;tions to be taken in 
~ response to the hearings. ~ " ~ 	 [STEA: 'Under the agreement he reached with Mr. Gingrich. Rep. Shuster agreed to go wilh a 
.~ 	 straight six~ITlonth extension of current ISTEA programs, with the understanding that his massive 

rnUltl~year biB wiH be considered as part of the FY99 budget resolution or allowed to go to the 
~ 

• 110m. The Senate will likely agree to this approach (although Chafee will try to pass his six-year 
'-~ ill as well, so as not to have to revisit ISTEA next year). ~ 
~~ 

We convened a Slater-Raines~Hiiley meeting this week to strategize about ~he Shuster-Gingrich 
agreement. 'We agreed it would be preferable to get a six-year bill now. given that the I-louse and 
Senate bills both treat our priority programs favorably. Accordingly, we are continuing to push 
publicly and privately for a six~yenr bill within the budget agreement But, assuming Congress 
0ilts for a six-month extension, we have two ehaHenges: 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 months from now, he may not: even assuming the FY99 budget resolution 
reflects n surplUS. other Members by then will have put forth competing plans for spending that 
surplus.) The second challenge: will be to maintain adequate funding for our priorities in a 
Shuster bililhal will necessarily be much smaller. ' 



In its markup of the transit component of ISTEA, the Senate Banking C~mmittee yesterday 
approved a Mosley-Braun amendment to provide SlOO mi1lion per year forwerrare~to~wol'k 
transportation services, consistent with our NEXTEA proposal. This was an important win. 
because Ihe Shusler bill only provides $42 million a year. . 
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• 	 MEMOHANDUM 

To: Gene Sperling 
From: Bob Shireman 

Date: December 13, 1997 

Re: Student L(211) Options for the FY 1999 Budget 

Given 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 phm to do on 
studen11ortns, My recommendation is that We phase out the fees that are charged on 
need-based (Stafford) loans~ so that we can say that we are "eliminating lo;:m fees f()r 

needy students." or course, doing this costs some money. 

At the same time) we need to decide what kind of message we want to send to the 
lending community (and Congress) about our willingness to change the interest rate 
structure tnat is scheduled 10 take effect next July. Moving toward a fix can !wve us 
money. 

I am suggesting that we do both. While I do not yet have a cost esti:natc, I 
believe we can make these changes and still have net savings of close to $3 billion to be 

• 
 used for other ptirposcs, 


Overview 

.. Two telated decisions on student loans need to be made for purposes of the FY 
1999 Il udget: 

• 	 Should we propose a change to the interest rate structure that is currently scheduled 
to go into effect on July 1, 19981 Proposing a change can provide us with more 
savmgs. 

• 	 How much nfllie savings that we propose in the prograrn'should we reinvest in 
students, by reducing studcnt fces? The more savings we provide. the less savicg~ 
(I,e !cli for other p:lrp05-Cs. 

A -decision about what interest rate structure will be proposed in the Budge\ will not stop 
our continuing work exploring other approaches. such :IS anctions, for reducing 
g0vcnHllcnt subsidies or borrower interest rates. 

• 




• 


• 


• 


Under the Student Loan Reform Act of 1993. a new maximum interest rate on all 
Federal direct and guaranteed loans is scheduled to go into effect on July 1, 1998. 
Instead of the current rate of tile 91-day T-bill plus 310 basis points (250 during the in­
schon! period), the rate will be roughly' the 1 O-year Treasury note plus 100 basis points. 
The government guarantees lenders these returns, on a quarterly basis under the current 
T -bill rote, and on nn annually adjusted bas.is under the coming T~note rate, Under bolll:, 
r:ltcs, students never pay morc than 8.25% (the government pays the lenders above that 
cap). 

'I11C J993 change, which was made at the Administration's request in the final 
stages of the legislntivc process, and was not the su~ject of public debate or extensive 
n!lulysis, had two clements: 

The change in the instrumenl (from T-bill to T-note) was intended to match the 
discount rate tbat we use internally to detennine, under budget rules, the long-term costs 
of the student loan programs. This issue is now moot: the reconciliation bill this year 
amend~ the Budget Act in a way that provides a better approach (beginning with the PY 
2000 Budget) to approximate the government's cost of funds for the purposes of 
assessing the costs of credit programs, 

The change in the rate! was intended to give students a reduction in interest mtes 
once direct lending was expected to be the dominant program. Based on the interest rate 
projeetions at the time, students were expected to enjoy a 60 basis point reduction in the 
rates during repaymelit (The ratl.! during the 111~schoo] period would have been 
unchanged). 

Current interest rates and projections show a flatter yield curve than projected in 
1993. As a result, studel'lls stand to receive, under the FY 1999 Administration 
projections, a reduction of between 76 and 98 basis points in the interest rate on 10':118, 

In the guarantee program, lenders and secondary markets arc facing a double 
whammy: the ehange to the 1O~year Tonote does not match the usual funding for lenders 
and sL'Condary markets, so' it imposes some hedging,costs On their financing operations. 
On lOp of that, thc spread that they would receive is reduced because of the currcnt yield 
curve situation. (Conspimcy theorists on Capitol JIill and in the lending ~ommunity 
claim thai we devised this scheme in order to drive thern out of business so that direct 
lending will take over). 

The flancncd yield curve has also had an impact Oil the Direct Loan Program: the 

'It is actually an averagc of I O-year and 20~ycar mles, which is somewhat higher ~ Those a(~ 
the rates rcferred to in thc paper when I usc the term IO-)'car T-notl.: . 

, 
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lower rates mean that the income that the government gets from student payments 1S• lower than if the rate had simply been reduced by 60 basis points, This affects the 
estimated cost of the program, and is part of the reason that CBO now claims that the two 
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programs are about cquahn long-term cost to taxpayers. (In other words, if students pay 
more, it reduces the net cost of the Direct Loan Program to (he government. In the 
guarantee program j however, higher interest rate increase government costs because We 

pilrlially subsidize the mtes bUl we do not share in what borrowers pay). 

One solution that we have explored has been to shift back to using the T -bilL but 
at a rate that is "equivaJent" to what students would be paying in July without any change 
in the law. This is the position tlmt we have taken informally in our discussion with the 
higher education groups and Capitol Hill. Using an average of our projections over the 
next five years, that would put the rate at Twbill plus 227 basis points (compared to 310 
currently. a reduction of 83). 

Important leverage/oT Tefi1Fm. The interest rate issue is the only real leverage 
we have on issues that we would like to address in the reauthorization of the Higher 
Education Act. Now that we are in a situation where we must manage two programs, it 
is critical that we streamline and improve the financial incentlvcs in Ihe guarantee 
system. We are proposing these change;; in the reauthorization" We have told lenders 
and guaranty agencies that if they want a higher return than is now scheduled, they wi!! 
have to 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 ratc. There is 
some support for reform in tbe indllSlry, hut they complain that the difference between 
the July ratc and a profitable rate is too great [or students to come out "whole"; they are 
concerned tbat there there are not enough potential savings to cover the distance. 

,t\nalym; 

Education, Treasury, OMB, CEA and NEe all agree that, ultimately. it is not 
advisable to hnpose hedging costs on the industry by insisting on the peg to I O-year T~ 
notes. 

A Treasury analysis of the financing and servicing eosts of for-profit lenders and 
secondary markels indicates that the new rate -- even ifpegged to the T-bill -- does not 
pcovici.c a sufficient return for them to contimlc in the husiness. The tax-cxcmp1 
secondary markets may show different results, but the amount of capital that they can 
provide is limited. Treasury has detcrmined {hat in or(kr to make the program 
sufficiently' profit~lblc, the rate would nccd 10 he moved back closcr to what was intended 
when the 1993 change was arlQP!cd; T*bil1 plus 250 ha:-:is poi:)[;;. E2Jcution leas IC!ldcd 

to approach this Issue diftcrently, .and nwy provide me with an alternative analysis on 
Monday. 

• 
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Interest Rate Options 

1. No change in the interest rate structure 

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

Argul1lentf(}r; We should not give up any ground on the interest rate unless and 
until we can get something for it. After their 1995 experience, Republicans are afraid of 
anything that provides ammunition to accuse them ofincreasing the cost of student loans 
If w<> 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 rate of 
perhaps T-biJI plus 250 basis points. Remember that we can afford to hang tough 
because unlike previous reauthorizations, we do not risk that students will be without 
loan~;, because tbis 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 JO-year T-note is gone, and the current yield 
curve makes the rate too low for lenders under any analysis. Further, a mop..! realistic 
rate brings in mandatory savi~gs that can be ploughed back into students' pockets andJor 
other needs in the FY 1998 Budget. 

2. Move to an "cquivalent" 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-biH plus 150 basjs 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. 

Arglll11eutfor: This places us on firrncr footing by movir.g back to 6:~ T-hi:l 
f<l'e, It demonstrates good will. giving some solace to members ofboth parties nn 
Capitol Hill who have contacted us about this issue. At the same time, it maintains a 
strong pro-sludent position. It leaves enough distance for us to be able to demand 
s~g!1ificanl Icforms ofihc guarantcc system" 10 gel savings to compcnsa:0 ;;;tudcnts for 
Ilwving ill":: rat'.! up somcwiJ:lt 

Arl:Umell( against: This is the worst of both worlds. it puts us on the record 
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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. Tnt£! fix of the interest rate. 

This approach would adopt the 60 basis point reduction that was intended when 
the interest rule shiH was originally adopted in 1993, and would adopt an additional 
redudion during the inwschool period, continuing current policy that recognizes the 
minimal servicing costs during that period (and providing us with some additional 
savings), This is the lowest level that the Treasury ~nalysis considers profitable under 
current cost 'conditions, 

We would need to 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 
system. something that we support. 

Frunk Raines has further suggested that something be done to encourage more 
competition among lenders -- so that more of them charge a rate: that is lower than the 
maximum set in Jaw. One approach would be to use the rate in the Direct Loan Program 
to amplify reductions offered by leading lenders in the guarantee system, Under this 
approach, the direct loan rotc \vould be based on the rutes offered by the 25 pc!"cem of 
lowest~rute lender volume. 

Argument/or: This tate is enough for lenders and it preserves the rate reduction 
that students were promised in 1993 (even going a little further by reducing the in-schoo! 
rate). Lenders would say it is not enough, but they -- and ethers on Capito! 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 thl~ yield curve. If anythlng, it would be better to use these savings to focus a fee . , 

redut;tion on needy students. , 

. Argument against: This gives a\vay the store to the lending community. They 
will consider tbis io be our opening position, :md \\,,; could end up with only a 30-40 
hasis fX3int reduction for students, rdlher rhan the 60 that was intended. If we want to end 
up with 60, we have to start with morc. Further. some may portray this approach as 
increasi:lg costs to ~tudents over what the currer:: inler,;::;: r:1te c:wiron!11cn! v:ould 
provic..:-, • 

Student Fcc Option!' 



• A. l~qualizc fees. I consider this the an imperative, the minimum necessary 
under any scenario. Currently, those in the Direct Loan Program pay a 4 percent fee to 
the government In the guarantee program, some agencies have used a loophole to 
charge only 3 percent (essentially using Qur money to make up the difference), 
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undermining the hive! playing field that waS intended'in 1993, OUf reauthorization 
proposal would equali7.e fees at the lower 3 percent level, a "25 percent reduclion" in 
fees, To show our continued support for the Direct Loan Program, we must usc some 
savings to make this change. 

U. Cut fees in balf for needy students. We could go further by reducing fees on 
need~based loans to 2 percent -- a 50 percent cut overall' -- in 2002 (tne current OMB 
passbaek). This is 'similar to the proposal in our FY 1998 Budget. 

C. Eliminate fees on needy students. We could completely phase out fees on 
"ced··based loans (2 percent in 2001. I percent in 2002, eliminated in 2003). 

Recommendations: 

f think it is important that we have a student loan proposal that \\le can brag about 
I also would be more comfortable with an interest rate policy that we- can justiry, The 
combination of options 3 and C give us both. 

I am concerned, however, 1113t this approach gives up negotiating ground. To 
address tnat, I would sit down with the higher education community and friends 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 3 

bill. 

• 
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May 15, 2000 

MEMORANDUM TO GENE SPERLING 

FROM: James KvaaJ 

SUBJECT: Direct Student Loans 

In this memo, I summarize my view of the current status of the Direct Loan program and outline 
several actions we could take this year. I'd appreciate your guidance on our options. 

Current Direct Loan discounts are approximately equal to the discounts offered by most 
commercial lenders, but they are about LO.!2 IA,percent oflaan rrincipallessJDflD the FEEL 
average, M~y lenders with access to tax-exempt capital offer very large discounts; 

A few large schools have left the program; but we haven't seen a run for the exits. Schools arc 
uncertain about (1) ,how long discounts on guaranteed loans willlast;.(2) \vhethe.r. we will reduce 
the cost ofdirect loans again: and (3) the impact of the fall election. 

~ 

The real danger isn't that the Dire<:t Loan program will lose all its schools over the next few 
years, but that it win serve disproportionately inexpensive, proprietary, and two-year schools. 
Already, Education says that ~while more schools are entering direct lending than leaving 
the program is losing volume because the departing schools are larger. , 

It's possible that direct lending will then offer more-expensive loans at schnols lenders don't 
want. On average, students at these schools have greater fmancial need and lower expected 
incnmes after graduation. Meanwhile, lcnders migbt pass federai subsidies along to students 
with more-profitable loans. distributing social benefits by market pressures. 

This year. the Administration ought to promote a level playing field between the la..1D programs 
characterizedJ>y com,.petition on _~uality of service, rather than price. Educati.QU and O\1B (with 
Brian Kennedy) are looking at options to reduce the price differential between the programs. 
Your views would be hefPTul_ -"'''''''''''-­

(The discussion below is limited to actions we could take without congressional approval. 
However, our budget proposal would address the very large financing advantage enjoyed by tax~ 
exempt lenders by elimiIiating their special allowance payments, saving nearly $800 million oyer 
five years, This would be a big step toward addressing unequal benefits (or students across both 
programs. Unfortunately, no one on the Hill hu.:; expressed much interest. ev~n though we tried 
pretty hard last year.) 

http:Educati.QU


Direct Loan Options 

May 15, 2000 


To my knowledge, the Higher Education Act provides only three legal authorities whereby the 
Department can reduce fees or interest rales on direct loans: 

(J) 	Incentives to encourage "'on-time repayment orthc [oan" as long as they arc "cost neutral and 
in the best financial interests of the federal govcmmcnt." (fnecessary. Education must 
reimburse the subsidy account out or administrative funds. Education used this authority last 
year to reduce the interest rate for borrowers paying electronically. 

(2) The Secretary's responsihility 10 maintain the "same terms, conditions, and benefits" on 
direct and guaranteed loans. Education relied on (his authority last year to reduce the direct 
loan fcc from 4 percent to 3 percent. Several Republicans have said that they do not agrcc 
with Education '8 interpretation of the statute and lenders have threatened to sue. 

(3) Interest rate reductions funded through the sale ofdirect loans. Becnuse ofthe federal 
govemmenl's financIng advantage, it's not clear how a sale could generate savings. In any 
event, it would be di fficull to design and implement a toan sale over the next nine months. 

OPTION I: 4S-MONTH REPAYMENT INCENTIVE. Reduce interest rates on aU direct loans 
by 1.0 percentage point after 48 on-time payments. All Stafford loans would be eligible. 
Preliminary Department of Education estimates show that this proposal would save students $70 
million over five years. The fedeml cost ofS70 mittion would be offset by savings from the 
other repayment incentives. Option): 

• 	 Saves students some money and has symbolic value to schools; 
• 	 Provides more equal loan tcnns between the programs, as this bencfit is common 011 

guaranteed loans; 
• 	 Is 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 because it is 

not W0l1h a Jot of money to students. 

l 
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OPTION 2: CONSOLIDATION BENEFIT. Reduce interest ratcs 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 because of very large 
savings through buying up guaranteed loans, Option 2: 

• 	 Saves a significant amount or 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 to 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 Direct Loan program. 

OPTION 3: FEE REDUCTION THROUGH A REPAYMENT INCENTIVE. Borrowers would 
pay a direct loan fcc of2 percent of loan principal (instead of the 3 percent they pay today), 
Students would pay an additional I 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 reduce 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 inccntive 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 cxtcnded 
repayment (rather than standard repayment) beginning in FY 2003 would save $457 million over 
five years. 

Alternatively, we could make a baseline adjustment like we did last year to renecl 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 two 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; 
• 	 Is 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, 
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OPTION 4: STRAIGHT FEE REDUCTION. Reduce the direct loan ree from 3 percent to 2 
percent, using the same le,gal authority we used last year, Option 4 is an alternative to Option 3 
and shares many of the same issues, but it: ' 

• 	 Is a simpler policy, eaSier for customers to understand and EducaHon to implement; 
• 	 Allows us more flexibUity in choosing offsets, We could use any offset that dido >t require 

congressional action, including the IWO mentioned under Option 3 and another OMS would 
like us to consider: pledging to implement IRS incorne verification to reduce student aid 
fraud; 

• 	 Has less clear legal authority and is therefore likely to create the strongest response. 

DISCUSSION 

The 48-months discount (Option 1) is a step ill the right direction, easy to do, and 
uncontroversiaL The consolidation discount (Option 2) is worth doing because it saves both 
students and taxpayers money. as well as because it promotes more !evel competition, J think we 
should do both and expect Educatlon and OMB will agree, However, I don't expect them to go 
further unless NEe pushes them to he more aggressive. 

Reducing up-front fees through Option 3 or 4 is risky, Some feellhat we would continue to have 
the political high ground we hud last year - lower costs for students and level competition 
between the progr;.uns·- and therefore could wiu again. Olhers say that Congress would 
retaliate in another account andlor lenders would then sue us, and they might wilt 
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THE WHITE HOUSE 

Office of the Press Secretary 
(Chicago, Illinois) 

For Immediate Rele~se P.ugust 10, 2000 

REHARKS BY ,THE [,RESIDEtH 
IN EDUCATION ROUNDTABLE 

WITH I-1Ef-lBERS OF DEPAUL UNIVERSITY CQ!-1MUNITY 

DePaul University 
Chi-cago, Illinois 

11:35 A.M. COT 

THE PRESIDENT: Thank you very much, Ken. Ladies and qent:.lemen, 

thank yOll for this warm welcome, I didn't know i'f v,'8 could stir up so 

many sl:ll(I'~nts in l:he middle of thH SUlllmer:. (L,~uqht('2r) f~ut I 'JII 


d,!ligllt~ci to see you all tlere, 


1 W<Hlt to thank Repr-esentative 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 l1Ie in the Department of Cabinet Affairs 

in the White House, Sean O'Shea, who is 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 legilcy, and that means when you've got one leg Ln the political 

grav"! thllt's what they start tillk.inrJ to you abolJt, (LaucJhter.) But T 

think I sholJld note that DePaul educated two g~neraL;l.ons of Daley 

llIayo~-s; now, that's a real legacy. And 1 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 atmospher,~, the culture, 

the way people relate to each other across all their diffel·ences. And 

that is an enormous 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 i~re here bec<lus,~ a1.! OJ: us know that 

wl1<';!rl w,~ opl,;n the doors of coLlf1ye, we open th·~ doors at' (J1)port:uni tv, we 

<.J i vc p~opl e t he chancl~ to 1i ve au t the ir own d rC'alTlS . And in the praces s, 

we strengthen our nation and our ~bility to contribute to the progress 

of the entire world. 


I got to go to college because I had, in college and law school, 

scholarships, loans and lots of jobs. And if I hadn't had all three of 

those things, I wouldn't have had a chance to qo. And if T hadn't had a 

chance to go, I wouldn't be here today. 


I think 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, it's more important than it has ever been -- [or 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. 
Clnd all thr(~e pay much better than average wages. Twenty years ago. 
col lege griJcJuates earned about 40 percent more th,m high school 
~It'aduates; ;Ln the new informtttion economy, the gap has almost doubled. 
If we vaJue opportunity for all, as we say we do, here in Arnecica, we 
h.:!ve to provide all Americans access to opportunity. and that means 
access to college. 

F'rom the very start, our administration hus worked hard on this. 
was telling our panelists on the way out here. I got interested in 

this whole lssue 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 scholarships and loan aids. 

But I qat into it because in the 19805 I kept running into young 
p,~ople who told me that they had started college and dropped out beciJuse 
tlley had become convinced they \~ould never be Clble to repiJy all theiL' 
10<1l1s; especially those, ironic<1l1y, 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 telephone 
over in Thailand, and he told me that 25 percent of t!le entering 
freshman claSS at DePaul will come from families with incomes of under 
$40,000. Now, we have got to do something about it. I want to talk 
today about what we have done, what '.Je' re doing now, and what I think 
we ought to do. 

1 agre(~ with what the Congressman said -- to me it is one of the 
proudest achievements of the last seven years thot we've done so much 
to open the doors of college to everyone. We have more th<'ln doubled 
student <'lid in seven years. We've increased Pell Grants by more than 
40 percent. We revlrOte the student loan program to make it easier and 
cheaper to get student loans 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 their loans and choosing a 
career that may not be right for them just because it gives them a big 
<:!nough income to pay their loans back. 

, 
The dit'ect loan program 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 difference. 
(Applause.) We expttncied work-study slots by over ~O percent. We now 
have ,1 million of them in colleges and universities throughout the 
country. We created Amet'iCorps which has now given 150,000 -- actually, 
more than 150,000 young people the chance to 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 to taxation while they were 
s<lviny it.. And then if the money is taken out 0: the IRA for the 
pu rpose a f college educa t iOl1, it's never subj ect to taxa t ion. 

And of course. in 1997 we created the 51,500 I~OPE Scholarship t!X 
credit, which effectively m!de two years of high SGhool -- post-high 
school education -- free in every community colleg0 in the country, but 
was obviously avail,lble to people who went to iOUL"-YGilr universlties (IS 
well. 
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We 5uppl~mented that with i) Lifetime Learning tax credit that 

applied to the junior <lnd senior years of college. graduate schools <lnd 

adult itducation eHorts foc people to upgrade their skills, to try to 

create a seamless thread of lifetime learning in our country. Since 

1997. over 5 million families have already benefited from the HOPE 

Scholarship tax credit. 


Now, this 1.5 the b1.ggest increase in coUege access 2nd coll'~ge 


oppor<:0nlty tance the passage of' t;.he G.1. Bill right; e,f::ec \o:or10 i'Jilr U. 

;:'s B rGsult, we r;ow have. for t::e ::i:,s::' ti:::e, over :::wo-thirds or OJr 

high SChool qradu~tes enrolling in college. That's a substantial 

increase from 1993. But even with a11 the new fO["lns of financial aid, 

and $V$/l thou')}; the rise in tuition cost has slowed over the last faw 

yea::'s, the I.'cst majority of iamil.:.es with people i!'! college still f3el 

t{trelcheci Arter a:l, eve:: :.h~ pnst 2G years the cost of '~cllege :HlS 


quadrupled, Heny parents st:11 take second !hongages ot" second jobs to 

plly twitio:1 bil::'s, 


That's why,· to buile on the success of ~he HOPE Scholarship and the 

:"lfoome Learning credits, I have p;oposed a lanc.ma!·" 536 billion 

coll·;g<l cppcrt;;Jfut'r' tax cut tt;,jt ",111 be;;eL ~ rr,::.l Lons of mi.ddle class 

f:';Hi:~€PL It eSRertially wiL all::;w t~Q':1 to ,;i?tlllC::: clO to SlJ.CC~J a yea:: 

in co.l~ge tlJ..lti::;r, costs, at a 2a-per-cell::: ~'\:l~e -- W:'H.!:':;;~~ ::::H2!y'::-e 

i.n ttH" 15-perci!n:-. income tax bracket or the 2a-percen;;: income ti;l.X 


bracket" It, can be worth, in .other wo::-ds. up to $2,800 a year if the 

stt.:dents ant i:1 scl1o-ol at a place ::.hat has tuiti::Hl of $10,000 or ::10:-8'. 


':'odey 1 C01t$ here t:::; do ';:ltlO thir;gs -- t:J talk t::: tIleSe folks il:ld to 

annol1nce two oth~.t' steps LO maKe <;::::;~l€g8' mor.;'! afforc13ble. First, 

b0g1;'1n~r;9 tccla'l, \:he fedeI'"l D~rect St'.)cer;t :'Oil:1 Progrvm ",~ll reduce 

im:erest rates for studen,;;s who meet the.l-r responsibilit;ies iJ.nd repay 

their: loans on time:, This could $$Ve more than 2 million students more 

than -~ and their parents-- $150 throu\lh a:'l interest; ceba::.e on 'new 

lear.s, fI'!"ld $5CO er. :::ei'i'!"lar.cing Q.:-:isting lOfl!"I$, 


R~ght :.ew -- 1 't'. ve:::y prelle of -:::,i5 -- ::ig!"lt cow ~he student loan 

defat;lt rilte is 9 percent, \:vhen r became President:, when t:/'.e uit:eresc 

rates were hiqh and the system was not user-friendly. the default rate 

was 22 percent. So it's gone from 22 down to 9. (Applause.) By 

;'ewarding responsl-bility from borrowers who pay back on time we can 

bring t.h&t default rllte down even more. 


At the same time, these two proposals 1 jllst mentioned >~ill SZive 

students and parents more than 5600 million in the next five years 

alone. When you add it up, that will save college students, since 1993, 

an average of $1, 300 on their college loans, fi:1d lower interest rat\~s 


and the premiums for paying on time. You don't haVe! to b,,-, a math 

teacher to krl0w that's pretty good ad thrnet i c. (L3ught.er. ) 


SiiI(";ol1d, I am f.lleased to announce a new lean fOLqLve;lcss Pt'oqr-{lm 

to :reward those who teach in our most hard-pressed communitIes. The 

sLudents in theSe comrr.uniUes need the most help from the best teacr.ers. 

we l.:now that O~0: of t!H~ most i~,pOt"tF,!:nt th.tngs in educ~,:ion, no m<ltt:er 

what: else we discovc.:, is, has beep: and alw<>ys \~ill be <l tl:'Olined, 

ded""cotc(!, talentou t:811C~)Q.t'. And through iSc~lools like O,;::faul, wo'.::e 

adding ~ore ana moce. 


l3uc we :')ave to add more and more. We have the lal'gest student 

populatio:1 in our history, the most aiverse student popl..11atio:1 in Ot.;:: 

r.is::ory. We have all cr.ese schoo 1 s ::ha tare bu rst :.r.g ::0 the 91 11 ~, 


over-crowclqc, Ed ther: in ol.d Dec::.,l Lt:.es l;h!'!!': c.nr~' I: be rr::;~:e.c:n:.zed 0;' 1.) 


::r:0.:1e""','3 ou:; Dack. The i<il'gest number of ::r~,i2.e;·s I've $0;;1011 ~lt· any 0:1<;; 

50"1001 was a dozen. r was at <:. 9r:ade scheel in Flcrida ,·,.here the school 

builcing hac. a dozen trailers eu: b~ld:, 
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And we know that 2 million t€laC!1ers are goi:"!'] to retire over the 

next five or six years, This is a very imporra:lt issue in Chicago, 

where you have worked so hard to turn your schools around, And the 

who!€: COlultry is lm?H~$S~6 by the efforts y;::u're m41king. But it: doesn't 

milt:er ',1her ste;:s you take if t;1e ';'CJ.:r.;; peop;'e wr,o :'H"e dedlCJ;<red to 

re':lchi:i:j 4ren't there, the ,est 0: the <..r.iH)ge,s won't; 1->01"'1;. 


Now, because of rhe teacher sho:::tage, we already have toO many 

people 9Ooi:19 into the classroom who haven't bee:; properly certified to 

teach tne classes tha:: they're suppose::.: t:: tcac:L A ~;uarter -- lister:. 

to t,.his -- a quarte::: of 0:_1 our secondary school ;:e,;-,chers don't have 

majcrs (lr rr.;.nors in the subjects they teach -- mostly in math and 

science. Students at schools with the highest If-inerity cn:::ollment have 

less than a 50-50 chance or havir.g a ma:h or science teacher with a 

1 icense or a degree ~n the f Lela that :r,e teacher .lS teaching. :-1any of 

t~IOS'~ "ho 2£'" ql,lalifL::c end u:;: lCilvi:1g the-'-r class.roolT.s D(;ioce they CEm 


ren~ly make a d.;.;:ference because 0: the financial pnJD~ems. Liste:1 to 

t.n~s -- one-fi£'t.h of all of our new teachers lea'.; €' the classroom wit.h:Ln 

the ficsc three years of ~e8ching. 


NOvi, what ;-'8 want ro dc is to put better tGaCh0:·S in \.j-;,~ schoo:s 

c:'a:': ne2d them /:'.Qst ar.d help t.hem st.ay c:r,c.J:'e. ',his p:'ogxa;;, woulc 

propose to forgive up to $5,000 .In loans fer teachErs who seay in the 

classroom for five years. They'll be paying it back by teachbg our 

kids. It builds on our billion-oollar budget p::oposa!. to ):;,prove 

tGacner c:uality, help ret.roi:1 an(; recruit teac:'ers ali~l put ~oo, ceo new 

te,lcners In tna early graces to '--ower c1«",$ S.l2e ;.:;;ere. 


This is an assignment we cannot afford to fail. And 1 hope :hat 

this loa~ forgiveness program will encourage more young people to get 

1;)\"0 teaching and co stay l.n more than one or tAO Or' three years. 

T<.tken t.cHjS'ther, tllese proposals wlll help to prOVA-Cl<l n:ore farhi1ies W.lth 

the support t:hey :1eeel il:1CJ tlel;:: to provide our economy wj th the Iofork 


:::orce it r.eeds. 


There are lots of other things ~,.;e need to d-;:) in education, There 

are ~ots of ot;)er toir:gs we r.eed to do it: terms ::if tax relie:, aut I 

tr:inK h:o:lping pe;:,ple '';'0 So :0 co:1e(je is I'.umbex OrilL ;\nd I vo ::130 

proposE:d tax relief that we can tlfford for long-te,nn care, for elder';"y 

and cisabled family members, for child care! to help oloer ,~orkers who 

lese t~eir health irlsurance 0:1 the job to buy into the Medicare program, 

to help :ower income workers with lots 0: kids to get mon;lt tax :::-e1ie£ 

so they cion't; pay any ioce;;;e tax. 


And I.,liae I propose would bring a let of be:'lefit ;:0 Am€r~cans and 

still allow us to invest i:1 educa'Cion and health care and the 

environment and science and technology and ge .... this country out of 

oebt_ 1 have 50",e i'eal r.ope L:'at tl":is PJ:o;)osaL 0;) co11~se LJ:tion can 

pass chis ye;ll' , when the Ccng!''?Bs come.;; !)ac;:, E:lt Lr: a lHl:get· sense, 

tr.e Americ9n people will !-lave to decide whether th~s is the WfjY they 

want to go on tax cuts, or whether they want big, sweeping tax cuts 

that take up all af our p:::ojected surplus. 


! trunk th<lt .. s a bild idea, beC2l:Se, first 0::: ail, :.he money hasn't 

materlalized yet and most of us can':: sper.d money .... e don't have anD r 

don't think ·....e ought t.o do it as a nation. And, secondly, we still need 

~o keep investi~g in education and other things that will make us 

strong, 


So I w4ntec to co;';',e here and say this. \';8 have got to keep l'Iorkir:s 

until there is not a single, solitary soul in Pmerica who Stays OUt of 

higher education or drops out of higr.er Bducation because of the COSt, 
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;:>,nybody who is able to go, willing to work, ,,,illing LO lO<Jtn hod wilke 
the grade ought to be able to go, stay and succeed ntterw.nrd wi thout 
belnq unduly burdened, These steps we;re taking today, they're a good 
step in the Eight direct~on. And if we can just get this tu~tion 
deductibility program passed, we can really say we have actually opened 
the dooi's of collGge to every Arr:erican farr:'::l'y', 

~Applause, : 

Now, what 1 want to do -- for mos:: of you, you won't be surprised, 
lhose of you who are part of the DePaul communit:y, perhaps by any of the 
Stories that arc told. But I think it's impQr~allt to illustrate what 
we're l~rying co do 1)1 tOrms of real people's Livr~'L AnU 1>0 \oM had foux' 
folk~ com,; here t;oo"y, <.lnd tl',<lly'r.e gOif'.'] to L£llk. f\nd i 'IH just.: going 
1:0 s~ar\;. here a!:d go arocnd. 

au';; I wan~ to start w':t:J Pam t-lcNeil, '....:,Q is a da.')ce instructor at 
Co':"\.Hnoiil College. And s:-"e has ::hree cf'ILciren. uqes 3 ::hroug;; :C. You 
;,eard thilt s.;.:id :::~!o::-e. Her hllSb2:1C is and a::::vo::,';:",slng .:\.::;; director. 
And '...han thei:: cnildran enter college, ShE' could co eligible to save 
with her family's total income, up to $1,5QO for each fresh~an a:1d 
sophomore, through the HOPE Scholarship; up to $2,000 a year for each 
junior and senior; and if the college opportunity tax cut is enacted, 
$2,800 a year for each one in all four years 1£ they go to coLleges 
..:hr;;.::..:: tne tuition 1s ttJa:; high -- which all will be by t.he time she 
gets ::here. lL:lughter. 1 

So teli us about what you're doing to get yOUf klds thinking about 
your kids' college education, even thocgh :::hey're quit.e yoting. 

THE PRESIDENT: So you're going to benefit irem t.he edllcation IRA, 
becilwse the money, at least yOu can put. aside not subject. to taxation 
and t£!ke it out not subject to taxation. But lf you could deduct 
52,800.a year from your taxes -- keep in mind, this is e tax credit, not 
a d-educt!on. Yot: get -- the effect of it would be a $2,800 a year 
[ed.,J;;;;;lOf~ ill ycce titX .2",11 for every s::,:den:: l.f! col:cge. It \vou~d .":ak,~ 

Ol dH:"c!'ecce i!1 your al:::i.llty to serd ,/0,:;: :uds. 

THS PRESIDENT: I want to put in another plug for something else 
w~'::e trying to do -- (Jaushter) -- no on~ ill my f6mlI:,> hsd ever been to 
colleqe bG:fore. And or course, in my generation thut was not:. all that. 
unCOml\',Of1. But my fnmily sta!:ced talking to me about it wh(;n 1 was a 
1 i:; t Ie kid. The!'c was never -- it was:<' t a question, it \Oiasn' t a:1 option. If I had 
ever suggested anything to the contrary, I would have bean denied dinr.er 
or somethir.g, ::'augh:er. ; 

The reasor. r me:':.;: t:hat pO.l.r,t 1S there's still millions of kidS who 
grow up in thlS country who dor,'t get th6t :nessaqe trom their parents, And 
that' 5 another thing that I hope will come out of these programs, I 
want people who chink they can't send their kids to college 1.:0 hear 
thl..d i1.eSsage todby 90 they'll start telling thdil" kids what you ~el1 
yours" 

We sta::::ed a progra:rt a cOl<ple of years ago ~r,at waS developed 
originally in Philadelphia, that Congressman C;,aka Fattah frc:n 
Philadelphia sponsored, but the consortium of universities there were 
going out and mentOr.;.ng kids in the schools and ,::rying to convince klds 
in WH.·Y low-;.r;come areas rrem very dif.ficult lilWLly situadons th;;t 
they could all go to college if they learned the.;.!: lessons" 

And what they did was, they had a combination of meotoring the kids 
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and <tCl(J<llly showing them what the Pel! Gnwt was. A lot of kids think 

they ciln'\: (jo to college because they don't even know what's on the 

books now < So the congress was good enough (;0 pass thi s program on ,;) 

ncl!,.:ionwidc vasis. It's c[!lled t~e Gi)ll,~fJp program. \~e now hDve 

college s~'Jder,ts al.: over' /\rreric,a qoi~;; i'ltr:: (!Ll.tltol<:.! sC:loois. 'n{~,)todtlS 

:cds. 

They' n: :.lso eCLic;a::ed on wha;: tho; whole rat;ge of s!.t;den;: lonn 

options are so they can actually Slt down with a 12 or a 13-Y<1lar-old 

student and say, h.are's what your family inCOme is; if you go to college, 

here's what you ca:1 qet right now. \'ie can tell you right now, it w1.11 

probably bo f!toro by the tl.me you qet .t\~ady, but yOLl've go:: to make you:: 

grildes and IH:l're here to hel? you. And the :nessage ~s ver:y, very 

i:':"lpO:-t6H,t. 


So 1 think, in D funny way. what you're telling your kids is just 

as import.!!!)t as the money YOll're setting Qside for :::hem, 


I'd ,like to new "sk Johr; 3cnoultz, wrw is ~~~..; fi;'':-!ilci<.L~ nid 
diro:::tor :' € 're, '..0 talk Ll U-;:-;:le abo'Jt row '.h.i:195 have ~hCl;l9r;,i, i:'l;lEHicial 
aid ilr.d aC:>H'lS ::0 ;:;:oll{qe. He's been 1.~ thl.S J:;,L:siness for 3C Y.Jars. S::I :ie :,as sear. 
a lc~ of changes, That's al:nost as long ago as I s::arted nceding 
fbancial ald. (Laughter. j 

So what would you like to tell us about thiS? 

:r:S ??:::SDt::t;T: I i.-.ar.t tn tJrn to Alici8 ELJ-=-e, ;.:1;0 :s exhibi:: A of 

1:llt:: t,n('our.c'~nte:1t 1 [!jade tod.;:.y 0.'1 loan J:OcgivETess. ':ris is tr.ll sort of 

person we 11':led more oC ill Americ.,> r).qht now. She too'.:. <1 ]):;g pi1y cut and 

a l)ig loon our: to ot?come a te.;l,.;:hel' in a hicJh-lleeci "rei! w:~h \:lds h'bo 

nCGd people like her. who <ire wllling LO cio things ::or 1:;:5$ ITlOiley and 

Il;ore social return. (Applause.) 


But she's got a husband and two kids. she's got a family, she s~ill 


has to pay bills. I mean, when the electric bill cc~es, it doesn't say! 

here's ycur c~scount for being a gOOd person. tLaugh~er.) So I wan~ 


her to talk about the decision she made, whilt she's doing, 2nd keep l.P 

mjn0 --and how she would be affected by these proposals. 


So w::.2.1 yOu tell us a little? 

THE PRE:SIDE~';'; So under the present.. system, she !t.·ould be -- any 

out~of-poc):et cost.s she has on the coll-:ge -- wot1ld be subject to t<D: 

deductions_ The loans under the direct loan program are less costly, 

for the reasons I just mentioned, But she'll actually get now to write 

of( almost a third of he!; -'--oan, for being a teacher. jl,cd! think it is 

a t~;,;y l::lVest::"',e:1t :o:!: ~he rest. 0: us as a ;',2t':"0:1 -:0 ma.:':e. ;:0 .cewa!'d and 

en::o\lrns¢ people who !,jake ;:f;e ;(i;td of dec.1si:)r.. soe dld. 


1 hope we can -- we started dCl.ng things like thLS -- we hnve a 

U 1:1:1<; pilot program, actual]y, for younger people who just: start t:heir 

bochelor's degree, wher€:. they could teach off illl tht;ir undergraduate 

10aps. Sut. it's not as big as r wan:. it t.o he_ F~nd I Want; to keep - ­
1 hope when I'm gone that this thing will havB e:)oogh li:"e that. other 

people will keep doing it. 


\:Je gOt the ideil to do this because when I "I8S govecoor of Arkansas 

we had all these rur.;l.l pl(lces where no doctors WOl11d go. And there was 

a bill passed by the Congress back, I think, in the early '70s, maybe 

even in the late '60s, \>Jhere doctors could, in Bffect, work off th,~ir 
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ve-::y ey,pe.is:,ve medical school tuitions if !:hey WClu~d g:: to :..solated, 
c..l!:"al are.::s 0-:: i:lner-cicies ,'Ihere there were nQ doctor's, 

And "''" :,3ve the eql:iv3!,ent shortage of totlchers, especially ~r; 


the a,0<JS 0: t need: e.s;::ecia!..:'y fo):: tl'le youo9 kids, because !:3at'::; 

where the classes are biggest -- wha:: you're (.ioLng -- and In the area 

vlhere it's hard to get cen:ified ;::2ople _I"; !;cie~ce e:;nd wath, 


So Tone 0(: the things that :-;: lJ hoppen Bfter 1 am no longer 

?ros~d0n:: ::.$ th{;t ::iOl1l>i:body will come alers and <ny, 'ct's let :;'le;;1 get 

riel 0_- ail ::he loans ,u: tney serve for five ye,,<s or six years 0:: 

wr.,~_tEver bn~: do other :.r:i!lgS to try to get -- \applause.) 


No,.! I "Ian::: tc cc:l-=- Q:l Heather Ely. She is tl j;lnio.:.: here, majorlog 

in computer lJlfort",aticn .sys:ems, No\-'!, there is tl gL,h£Dl"lteeci future. 

(Laughter.) She hZis :'::orro;.;ed 3 ~ood cea':" of ",0::0Y ~'~.(F!' the sl:U(isnt loan 

progr,,(D end pr'lvute sources to go t:: col':"ege, 1 v!0nt her ::0 talk abollt 

it "r;d I want to illustrate how sje could sa'Ie 40;:',8 mene:!" :';ust ;:;nder 

r;lB p:::,opos81 1 a:1nQunced today. 


THE, I?Rl:S10E"I:': ~'o'': aC~:.J211y gOl: h\Jr~ by the prospei"iL'I of Lhe 

economy in Lha:, oeC$use "~:!:et hclP?ened was, when rhe eC0l10my start",d 

grow.1.n\) so {.;lSi:, : t:terest rates \,18:1'::' t;p neeaJs€' there \·Ias a Lot of 

competition for money at,d oecause the FeGen:l RD:<;;ecJe got worried about 

infLation, And that's why I've wo:::-ked s:: :-:0:::::: to pay tr:e goverr.ment's 

debt Gown to keep interest r:,tes as low as possiC.;.B, :::~ec~,.!se i'i:: 's a good 

tlcing to have growth without inflation, but if yOll ::Lv8 to get it by 

r;lisir.{,; tr.8 :.nterest rates, you have all these tmintenced :::o:--,ssq;.Ier:ces. 


wr.en poopl€! raise ir.terest ~a;::es, they think, I'm going to de th:;.s 

to lry tc slow down the economy, so 1'1.1 stop people from buying 

opcion,~l chings, or :'E defec the b:.;s:.rJ;;>ss loan fcr pxp::osioo. But 

the'y (Jon' t: think a;;'CI;t people 0'1 flexiole :'n:erest !:'Btes, home mortgages, 

collet)!;; lO(HIS O:1d thlngs llke t.'1<',," -- Qr c:>:;c'lt ca:'0s, even. 


So ~et ,ne just SO[t of -- t:o L13e 10\; <1S 0:1 8,,",:I',pl," -- t:.he cLrec:: 

loa;', p.r.o'9ral1~, os I told you before we came"in here, will C:Jt :::-,6- co~;:: of 

r~PQ,!7e:;t r<,~i;er d::ar:',atically OJ) the part that you gee. f:tom the 

gov~rn:nen:.; tr:e., if yO'J pay i:: off on time you'11 save anoth21" 5iOveral 

hur;dr~d dollars, 


On" thinq, t;-:o,Jgh, ::: fiLlS;: say t:la: YO.1 preser:Led lIIe I.oday that I don't 

kilOw the answer to, is if you did pay Ol<t of pOCKet rlgh~ now for any of 

::)i$ 1lI0tlC''1 that you have borrO\ied -- for example. if you paid ep to $1,500 

a year, 0;: since YO\.1're a juniof or seDlor 't: W<:HJld.oe ;]."P to S2,:JCQ a year 

-- yo"" ..to;)}';; 1:te;:al1y, if you had income tax liabil.:.;::y :::;1" '1Gt.:r fami';'y d~d, 


yOJ get It 1'1911:: cff the government. Thilt is, yOU could ceduct up to 

52, 000 d'1 Cil",;l, 


1 don'~, know ;.:hether tr.e subse:que:"t rep,',yment 01 pcJvate loans ;:lets 

the same ta>~ tre8t;;,enL. b;]t it c;t:t;:1t to. L09lcally, it ought to. So 

you've actw:i.l.l.y given me sC::leth~,ng t;:: So back 2nd ';'ook lnto_ (La\.l0ht~:: 


<lnd 8pplclWS~i.l It ....Iill be some-ching poS:.::.l'I>i: ::0 cccwpy mYSelf with, 

since I':n not a candidate this yea:::,. (Lauo;;r,ter,j I :"!eed some-r:h.t:<g good 

:::0 do in S,,*!?teiHber and October. ,·l[)d I'll do that:. ~LaJ9rte-'.""_i 


3'..1': if you Lhink about it, 011 these cases -- you ask yo'.-u:self, 

do;;';; IN'1! ~3V0 .., ~h"c,~o,,-al inc:erest tha:.: we should address as a natior, 

\:09;:<:,);"::, t!'>,n:;ug,-, "~b..;; :::ax ::ode and through investments like the Pell 

Gnl;l\:$" ir, see:"s :::r,o.t I":e does:"!':'; .''!<1ve lo say I~O to any qualii.ied 

s;;\Joen\:; ch.::t sre doesn't have :.0 wc:::ry i\bO\:t ,\,!"",the;' her thir'd child 

w"~ 11 have t:h,.;: S8m€! opporc.m:.ties her :'1:'15:' c"I:::d d::~ !)~L.:J'-ISG of :.:ho 
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ilCCtliiltllat:.e<J costs; thilt: if she w<;nLS to ffiak!:o E> ,i.:ci.,,:or, :':0 qi"Jt' up 
pcccilbly :)a;;: 0;; men;; of her ircQw(i!, Chid.. we do:, :.; mOl"c i~ :I<,r::;e~< by 
U",e coSt of the tral"\sitio(L. which is baslcel;y wflilL hee "~:'hca;:ion WdS; 
and ~hat if this young woman is willing to go ou~, essentially, and 
:inance her own educa\:~on all by herself, that sh~ ought to be ::ewa::dcd 
for it a:1d Lot p,miSlHc, 

I mean, t,hesf;! arc: j'Js:: fcur: ex!!mples. .l:.,nd all. around here, you 
look at all these st,)aents, c: :ot of thee t:ave been nodding their hends 
through this, There has got: to be a story li'o:.e this inside t.he life of 
every student sitting here, 

So if J'OU think about what; you t'JiJnt: Allie C.l c<_ ;;0 look l:1-:e in 10 
je,l["s, ilnd ):ou think aboLlt hew ~"onderr'-l1 J.,/ ciive,;:se \~e "u:;;: -- rnclally. 
ethr.ic,llly, reliqiously, all kinds of ways -- and ho'-" weL:' .s~i:;:ed we are 
to this g~obal society we're in -- here, your president is ov~r Ln 
Thailand have a partnership today, right? That's a good thin9" Before 
Ye>L: know ~t, SOil''': ot YO:.l will be taktng a semester off to yo c;o 'rh"LL:,otld 
to ,stue:Y, It's 0 <;;0::;:1 th:...r:g, And the rest ot YO,l I'ion'\:. hilve to go 
beca:.<se by the tl:ne X6 ge''; a1':' these In:.:ernet connections wocked owt and 
simuitane.ous tc<:nsmis$iofls with good screens, you just flip them up on 
the screen and '1.01,.1'11 be there ~:i. class anyway, in Thailand, and they'll 
be he:::€. 

Now, as: good £! shap'? as t\,'1lerica is l:-' t;:;d8',.', all :.he ('e{1"~ benei'ics 
0:: the ;..;cd; we've done together as a n<:t1-o:1 :;ve~· _h;;, la.:;t; few ye;).rs are 
1"10W 0(;,1: ::here co be reap~d. Gut che absolute prec:o::-;dl::.i(;m is ot:::­
abili!:y LO give dll 0: our kids a qIobally competitive educac~on ::rom 
p::e-school ::::h;:ough high schO'ol and opemng ;;he (lO'cr" o~ cO'llo<)~e to 
evefyo;lo. 

No O:1e con::es::s that we have the best system of high·;;:: education i" 
the wo!:"ld. My daughter's friends, .. nd then the children of my friends. 
all of them, they gO' through chis college application process and 
they're all so nervous, And I tell them all that this is the 
highest-class problem YOLl caf'. have beca'Jse, be,:..ieve it or not, t:here 
",re ilt lense 400 plac('!s in Anlcl'ica -- ,igr.t, :.:he::e aTf! at least 400 
pl&c,~s in .A.rneric<1, maybe more --,,,here yO".l can .i.._terally geL C! 

wod-d-ci8.sS undergraduate eduCat.LOn. It's an aston:...shing thlng. 

Belt if we don't qet all of our kids ceady to go --. which mea:)s 
we've g,,',: to :,av(e "'.ore peo?l~ like h~r -- and ~! we dOfl' t open <::.he 
doors Df cc le0e to 8v$ryb0t1y -- which lIIeans h0 d08sn' L h,:'V8 \:D SbY 
flO -- tnen we'::e ;)eve;: 90i:19 to reach our iull potential, 0n the c::her 
hand, if we :.io, however good you thini< thing.., are in America todtly, 
believe me, it's just the begi:lning and the best d<3YS ,'H'P. $eill ahead, 
And we've got to allow all these folks 8::ld everyone like them in 
America to stlcceed, 

Thank you very much. (Applause. ) 

END 12:20 P.M. CDT 
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Ti~E CL':NTOt,'-GORl<: ADMINISTRATION: MAKING COLLEGE HORE AFFORD.:l.SU: 
AN:: ACCEssrK..2 FOR AMERICA" 5 FAMILIES 

August 10, 200:) 

TOday, Presids:"lt Clinton ~'/ill anno~:nce new steps to 11'l':1ka college more 
aiforclable f,::>r SClloencs and paren';:s, .. nd to allow grnc'..:6';;es to choose 
rewa rding C3 r:eers. Fi:s l:, tle wi 11 a:;n,:H,tic t,; t'c:c r,0W steps by "'~l~ 0, S . 
Depart::-Ietlt of Education to lower lnterest rates on di::ect stt::den: loans 
for students ....'ho :neet their responsibilities by repaying their loans on 
tl.me, These changes will save st.Jd€:r.ts and parents $£00 million, ilnd 
save federal taxpayers $5 milliO:!, over e:;e I~ext :i\l? yGl!)L't,. Second, h$ 
will announce that the Clinton~Gore Admn'.istrat'ion is propo'sir.g a new 
rule to ease college c!ebt; for teachers in lOWer-income ccmmunities. 
F':rrd:y, re ~:Jl.J C<,! ~ on Congl"r.:ss to el1.;ct Ilis PT"oposals to st:ren~lthen 
edUCiltior. an:~ make :::;ollege r.::H-e i1f~-o:dnble, including th~ CclJeye 
Oppo:tuni~y TiLo.:. Co!;., which w"ill especially hel!-) middle-class fan.ilies, 

PRf.::'01D-E.N'f ::LINTC~ WI::":' ,l\:~N:JUNC!:: TWO STEPS TO LOWr.R n~TCREST RATES 01\ 
8lRECT STIJDi-:N7 LOANS_ >lew ince;:lives will reward students who repay 
their loans on ti:ne, 'together with other interest l:,1te and fee 
r.eductions since the start of the C.Hnton-Gore Ad;ni;):s;:ronon, t-h€se 
ince:it;..ve5 ....'~ll save students as much as $1, 3GO or. $:C,OOO in lQal~s, 

NEW IN~E~SSr REBATE, F~rst, students and pnrcnts borrowing direct 
stuDent loans will r:0c,,,ive .'in l.mmeii:Jt~ iritr?r-est rebu:.:e e~lual to 1.5 
percG-nt of the loan, Over 1.7 million st:.ld~r:ts a year wlil rece~ve '..:he 
rebate when they borrow, beginning this aCademic year (2000-01). 
St;~dents <:one: ~;lren::s must :::ake their first 12 payments on time to keep 
:::his bcn,~f!l:, T')C average c:;c!'!n;::aduale co'.lId SClVe ;'100 on $10,000 in 
loons, Ove!" a standard ten~year lo~)n, th.ls =*;:ba:;.e amounts to an 
int0t'est ra:;~ rp.ducticn of 0.24 pt;l-n;:ot!ntage pc;_~;..s per Vt.'i'U'-. HE}} 
:::;SF::NA,~-Cl 'K OF?Oi,'1'UNITY, Second, students who consolic(lte :::-,e':'-, loans 
with tne D.:..re:;~ S\:lJden!.: Loaf'. jJtO(jr<Hn will receive il new i.nterest rllce 
that is 0.8 percentage points lOwer ~han what they currently pay, sBving 
a student wich 510,000 in lO.;l:Js over $500. Over' 400,000 students BH: 
expected to t:ake advant:ag~ of this opportcr:it·y _ ':his :o'o"Ier ra-:e ·,..;ill 
npply to loar:s consolidated d.udng fiscal year 2001 (October l, 2000 
through Sepce-moer 30, 2001), Student.s may consolidate a single loan or 
multiple lo,~ns, As Itlith t:1e interest rebz,'::.e-, s::udents must make their 
firs l: . 12 paymen toS on time L:l keep t;;is be:1c:: it , 

These new repayment incentives wi 11; 

t:nco'..I(Gse OJ-~·ime Loan PDy::,.€r:ts, These repbyment incentives are 
d~signed to E;)COurage su:den:.:s '.;;) me:';", t:'lCll!· !·!8pon$i;)il1:.:i~;,; durinCj 
their first year of repayment. Data shO::n~ ~h<1t tne :'i::-5'.. 'lear is 
cl'~dcnl to ..j lifetime of good hatnts; stucents ',mo make their i'l.,'sr.: 12 
paym';;1'.;S 8re OGly one-fourth as lik.ely to default: !\t ,--he urging of 
Rep, Clay <l>lC Sen. Harkin, Congress authorized the D1X<)Ct Stud~n!: Loan 
progC<lm to ofie::: repayment incentives in 199B. Save Students 
Hundreds 0:: Dollars. 8y making the Eirst 12 p2.y'me;)ts on '.;ime, the 
average ur.dergradui'~te borrower could .receive a $150 l.r.terest r~b;l;;e O~ 

!"ley) loans and save $500 through lowor interest on a consolid",tion loan. 
The (:'.'erage graduate borrower has $25,000 in loans and could save $375 
and $1,250, resp0ct:ively. Sav0 ':'axpayers I>..j(mey. 'Tr.e initiativo is 
e-speCted to save the U,S. gover.nm£!:1t $5 mi~licn over five years 
bo1lctn!Se;: 1) mere students wiU repay their 10<):'15 on -cime. and: 2) more 
St.,IGe:-d;.s ..... ;::.1 d:ocse to convert ;;:heic (!uarFlrH:e",d lOl'ns inca direc:.: 
10.')n5, cli;;il".;'-i:)~1 teaer2: s'..m:nd:cs: :,'0)' i.:Jqri0r .... 1'. :1 1'nil:H' lowe;' 
interest: rate on'consolida-;;:ion loans in l~:;S sav.,o :.:niil C10Ver:1lLenl OV0( 
8200 milliQrl, even while it; SOlved 340,000 students over'SJO million. 
(GUt!rz;n;::eed stGden~ L:ar.s are filildo by prival:e lenders i.rt retu:-n for: 
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feder(l1 subsidies and g\t<H.HlteeS agai!')s';; default:: di;ect :'ot:.ns are made 

by t r'le tJ. S. Depilrtment 0 t EduCil t ion. ) 


'I'HE PI\:::3::02>1: A:'S:) ',"":;LL ?RCPOSE .n. STEP TO EASE COLLEGE DEBT FO;~ ','E!\,CHSRS 

IN H1G}i-NZZD COi-l:-jU:..J:;:TIES, 'i;)da'l, t~€ U,S. Dillpartment of Education w1.11 

Pl-opose e new rule prov.tding 10<>0 forg:.H'en~sB for teac!"iE:!rs in 

low",.r-income areas that have trouble retain1ng teachers. The new rule - ­

which implements a provision of the Higher Education Amendments of 1998 

-- would forgive up to $5,000 in loans after five consecutive years of 

teac::ling in needy schools, at least O:1e of which must have been 1998-99 

or l.nt €rr, Through ZOC}, ove:: 25,OOe teachers wEl receive $122 million 

Ln lOwn forgiveness. Teacr.ers m'.lS~ ~ot. he'J!; rtcl either: Ii cutstrmding 

s:...ucJ<tnt lo;Hl$ on October 1. 1998, or 2: O\,lt:.s';;Cl:,d:r.g :0&:15 q')'M: they 

~bt<1ir:ed r:~w lOfms a:t €:: OClobur 1, 1998. This polJcy w::..ll help ~odQy's 


stu(ieOLS afrOI'd college, become teachers in needy areas. ilnd stay for 50;: 

least five years. The fi:1al rule is expe<::t.ed t-o take effect on July 1, 

2001. Over the next decade, u.s. schools must hire 2 million 

teachers to accommodate increasing enrollments and the retirement oi 

many veteran teachers, (U.S. Department of Education, Prospectus: The 

Sducutlonal Exce2.1ence fer ALi Children Act, 1999) More thnu 

cnc-f.ifth of illl r.e~~ :;0i::;;he::::s }ee.ve the proieSSlon within their: first 


(Ibid,; 

E!GH7 YSARS or STUD£~:'f LOM-l REF'ORH. Today' s ilm~ounce:neni;. builds on 

eight YC41rs 0: ef:or: to reform the stl.ld".wt lo.. n program and crOilt£' mot."e 

opportu:1icies for college 'The C:in;;on-Gore recot'd i nel (Joe.': 


MO~S /l,FrORDAB1£ LOANS. In i::s first b,:dge:; i:"l 1993, t:bo 

Cl:'I~;::on~Gcre AC;l1Iinistration reduced stl.lcie:1t loc.r: lees :.::-,;:m l. !~cx~:n·,,1r. of 

e percer.t ::0 4 perce;;t, S::udenl lean interest rates we:::e re<:1\;cefl in 

1993 and again i:1 1998, :"ast year, the l>.dl11inistration reduc0;d dLrect 

loan f:ees to 3 per-cen': a:1d today's ar.nouncement adds an lnteresc rebate 

equal to 1,5 percent, In addition, ::he Direct Loal'. p::::ogra::l offers 

discounts fOr students who consolidate!::.efere entering re?ayment and who 

repiiY electronically, Many guaranteed lenders also offer student 

dlsco:.:mt:s. A:l cold, studer.t.s today C6.n save up to $],300 lo interest 

and tees Qvs:r ::;,;,e life of $10, OCr) in 10<:ll'\s, cc:npared to thG cost: Ot that 

LODn in 1992. THZ D:J<.r.:(;", S'fJOEN'f :,0{\:4 R:::VCI..UTION. 'rho Oirect 

Studert: LODH program has helped nOC1! L:HHl :) l"!.llior: S:'IJdefLS pny for 

colle;:;e since i!.; was founded in 199·1 Tc gives sct:dencs ar;d scno:)ls an 

,-I lterrat:... ve to :re.olt Lenal guaranteed student loans, injecting :'iealt1'1Y 

competition i~t.o the marketplace. Direct scudent loans help 

students quickly, simply, and cheaply_ The program applies free-market 

principles by raising capital efficiencly through U.S. bond sales and 

r..aking loaD.'; t.hrough competitively awarded, perforrr,ance-based ccn!;::-tlcts 

.-:It!1 private fir:ns, It has saved taxpayers over $4 bill.1on by 

(;Ur.:.rnL::q- cos::ly brF,k subsidies. Over l,2 r)O schools l~ave C:l=-sen 

LO join Din}ct :,ending. It !l16kGS a:::oui: one~third of fed'H'al $1:udGnt 

loans A sliding scale allol'/s grad:Ja'~es \.0 {1oj'..;st ti1iHr monthly 

re:pay:r:e;H:'s depending on l:helr income, sO' <;;hey ca;; uf;de!:'take public 

SfH\'ice ca:-eers without ::ear of bein9 unable 1.0 :-epay th<?ir 10iln5, 

DOUBLiNG STUDENT AID. Students will ::eceive IhHHly S60 biHion in 

federal 9ra:1Ls, 10,;;ns, .. nu La:.; c=edits this Y¢i<r, up [rom 52'S billion in 

1993. Tht: new Hope Scho;'arsh':'p ta;~ c=ecit provic:.es up to 51.500 in tax 

re11ei r'or t:he first twO years of college l.nc t.he Lifet:irv2 Learning 

credie provides up to .$1,000 for juniors t.nQ ,;;en~o.::s. r;~·a~:(."te stt:deLts, 

and a:;:t:lts ~leeking jOb traini.ng. Together', they Wi:LJ. save 10 llIi':'licL 

}\._"I";er::can :'ar:::lies $7.3 b.:.llion th:..s year. Over 3.8 million needy 

students receive a ?ell Grant schola=ship of up to. $3,300, a $l,ODO 

larger maximum 9rant than in 1993. To help disadvan::aged youth p,l"epare 

for and succeed in college, the Clinton-Gore Administration expanded our 

i:wescment in TRIO programs by tWQ~thir-ds and created the :'lew GEAR UP 

i:,i:iac.':'ve. EA;.F' AS MANY DEE"AULTS Seven years ago, more char: 22 
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percent of b~rrowers defi;l;)l~ed wlt~in two ye~rs of entering repayment; 
th<}t nlte hilS fallen for seven s\:raight years i\r;(i ~s now £; record-2.ow 
1L8 percent, At the same cime, collections on defal:ltec loa:"l$ have 
tripled f:.-om $1 bi 1 t ion to 53 blllion under \:his Atimlnisaa;:icn. 
CALLING ON CONGRESS TO INVEST IN At1ER!CA'S EDUChTION PRIORITIES. In 
february, Lhe,Clinton-Gore Administracio~ sent Congress a balanced and 
responsible budget that made investments in key education initiatives to 
expand college opportunity, raise standards, and invest in what works. 
However, the Republican budget~ Exch:des thiO $3<$ bll:.icn College 
Oppoft'.lnity Tax Cut to make college mOre affordable and accessible. The 
::oLege Opportunity T.;Ix Cut would allow families to deduct up to S:C-, aeo 
in :.:uit~on frc:!1 theL: ::ax"b18 income, saving them up to $2, BOO, when ic 
is fully pl!as.;:,'i-io i" 2003. Denies GOO.OOO disadvantaged students 
lHimcoring, a::0d~mic supper];, aod prGpa::at:.on fot' ::::0.1 through GEAR 
UP. ;q;;ores the Pcesh!0nt.'s pla:1 '.:0 irprov:; !;eacr.r:r (pil~ity 
:.h"CtH,,') $1 billion (or stono4rds-u3sed ;::ro;'€Jsj()~~,J d;::vt?l::p:ne'l-_, teache_' 
rBC:Ul\.. rJ.m~. V,OC')~l pfH"r f\Z:vJeW pcognllns, !;B(',';:N.C qdt,liL". in~3;·(j'3. ;,"W 

prOr(~S$,i:;'H\.r-', d':lvolcpm'.!!'lt ;'0:: eil~'1 '/ childhood {)d\.l;;i'~O($ F,~3edrch S:lCW.s 
ch"c. teacher qu;:dic.y is <l key in:;,ucacor of student: performance 
rails to st:(er'lg~hen accou:1tabili:y anc: tu::n ,,;£'ot:r;d faillng schools, 
reduce clnss size, bL:.ild anc. mQder:iize 6, acc scr.oc:s ",nc make e::;ergency 
repaJt's to another 25,000, provide arter-scr.ooj. learr.ing- oppoctunit""es 
;:0 over 1 million children, and help bridge the digitat div':'de. 

Meanwhile, the tax cuts passed by the Congress this year wocld 
orain more than $900 ~illion of the surplus. Together with t~e 
substantial tax cuts supported by the Congressional Majority, this would 
£'eturn Am;z.rica to deficits and leave no IT.oney for key priorities. At 
cht'f same time, the Congressional budget would cut. domestic pt'iorities 
$2$ ol11io;, below the President'S leveL an average cut:: of '9 percent. 

'" 
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Al\1ERICA'S HOPE SCHOLARSHIPS 

A TAX CUT TO MAKE 14 YEARS OF EDUCATION TIlE 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', HOPE Scholarship Tax Cut makes clear that 2 years of college 
should he as universal as high school ""d builds on his comprehensive program to guarantee that a 
coHege education is both accessible and affordable to all Americans at any time in their life, To further 
this guarantee, the President armounced the following proposals: 

• 	 NEW AMERICA'S HOPE SCHOLARSHIP TAX CUT -- Guarantees 2 Years of Tuition at 
the Average Community College for Any Student Who Earns a B Average. Modeled on the 
successful Georgia HOPE Scholarship program, this new proposal provides all students ",,-ith a 
$1,500 refundable tax credit for futl-time tuition in their first year ($750 for half-time), and 
another S1,500 in their second year if they work hard, stay off drugs, and earn at least a B 
average in their first year, This $1,500 tax credit will pay for more than the full cost of tuition at 
the national average-priced community colleges ~- and a downpayment at more expensive four­
year schools, 

• 	 510,QOO 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 
teclmical programs. This encourages lifetime investment in higher education. 

• 	 Scholarsbip Increases (pell Grants) for Lower-Income Students: The President announced that 
his balanced budget plan increases Pell Grants each year. Indeed, the maximwn Pen Grant award 
will increase by 33% from fiscal 1995 to fisc.l 2002, The proposed fiscal 1997 increase in the 
maximum award would he the largest since implementation of the program in the 1970s. 

BUILDS ON PRESIDENT'S PLAN FOR GUARA'lTEED 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 l scholarships, and work study. 

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

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

• New Direct Loan. With Pay-As·You-Can Option, Will account for 50% of loans 
• National Service -- AmeriCorpo: 30,000 students earning up to $4,725 for service 
., Pell Grants: Provides for 7-year expansion, increasing maximum award to $3,128 in 2002 
., $10,000 Education Deduction: 16.5 million students get deduction for their tuition 
., Work Study Expansion: Proposes expansion to I million participants by FY2002 
• Honors Scholarships: Proposes $1,000 scholarship for top 5% of every high school class 
• IRAs for Education: Proposal allows penalty-free withdrawals for education 
• SkiD Grants: Proposed $2,600 Skill Grants to enable dislocated Wl>rkers to get needed skills 

1 
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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 to guarantee that a college education is both accessible and 
affordable to all Americans at any time in their life. 

• 	 Guaranteed Average Tuition For Two Years of Community College: The HOPE 
Scholarship Plan will ensure that students can get up to a' $1,500 refundable tax 
credit, a 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 commWlity 
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. 

• 	 S1,500 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 SI500 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 CWTent 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 "S" average requirement also applies to half-time students. 

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

• 	 Interaction with the 510,000 Education Tax Deduction: Students would receive 
either the HOPE scholarship or the SIO,OOO 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 SIO,OOO a year per family. 
The credit is SI,500 per student. 
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• 	 Costs: The HOPE Scholarship Plan is fully paid for within the President', 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 D.>\.RS spectrum. 

In addition, the SIO,OOO deduction is also more wgcted by conforming the income 
limits to match the income limits for the proposed expanded IRAs. The deduction bad 
been phased out for joint filers with income between $100,000 and $120,000, and for 
single filers with income between $70,000 and $90,000. It will now be phased out for 
joint me" with income between S80,000 and $100,000, and for single filers with 
incomes between $50,000 and $70,000, These income limits would apply to the 
$1,500 	tax credit as well as the $10,000 deduction. 

, 	 "B" Average; To remain eligible for the creditt students must earn at least a "BJ
' 

average or a 2.75 grade point average in their first year of coHege or post-secondary 
school. Based on the National Post·Secondary Student Aid study, more than half of 
students earn a 2,75 average or bener. 

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

• 	 Administration: Adminimative issues such as the timing and delivery of the tax 
credit ",ill require consultation with colleges to ensure that the plan provides I 
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 financial aid administrators to design the most 
flexible and efficient system, and to ensure against excessive and abusive tuition 
increases. 

• ' 	 ChaUenge to Stales. The President is challenging states to build on the HOPE 
Scholarship Plan by following Georgia's lead and making scholarships available for 
four years of college for students who maintain a uBII average. The President is also 
challenging the 17 Stales that set tuition above $1,500 to reduce costs so that with the 
HOPE Scholarship tax cut, community college will he free for every student, 
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Paying For America's HOPE Scholarship Tax Cut 


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

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

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

FY 1997·2002 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: 

FYI997-2002 Savings 

Reduction of Sales Source Rule Benefits $3.5 Billion 

International DepartUre fee $2.3 Billion 

Auction Radio DARS Spectrum $2.) Billion 

TOTAL SAVINGS $7.9 Billion 

NOTE: 	 While the President's new America's HOPE Scholarship Tax Cut has gross costs of $25.1 
binion over FY 1997 to 2002. the net increase in the President's overall education tax cul is 
only $7,9 binion because of savings that take place in the President's $10,000 education tax 
deduction. 

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

• 	 The remaining savings ($6.5 billion) come from lowering the phase out income limits 
for joint filers from $120,000 to $100,000 to conform to the Administration's expanded 

'IRA proposal. 4 



BACKGROUND ON NEW SAVINGS MEASURES 


SAVINGS 

REDUCTION OF SALES SOURCE RULE BENEFITS $3.5 BiDion 
(FY 1997 - 2002) 

Description: The proposal would limit the ability of multinational corporations to decrease 
their U.S. tax liability inappropriately, by reducing the amount of export sales income that 
they may treat as derived from foreign sources. Under current Jaw, the sales source rule 
generally permits multilUltional corporations that also exports U.S. products to treat half of 
their export profits as income from sales activities. and therefore as foreign source income, 
even though the economic activity that produced the export profits may have occurred 
entirely ""ithin the United States. The source of income is relevant to the determination of a 
U.s' taxpayer's foreign taX credit. By increasing the amount of income treated as foreign 
source, a taxpayer with "excess" foreign tax credits can increase jts utilization of foreign tax 
credits and therefore pay less U.S. tax on the same income. The sales source rule of present 
law provides generous tax benefits to U.S, expons that also conduct foreign manufacturing or 
other high-ll!Xed 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 percenL 

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

SAVINGS 

AUCTION RADIO DARS SPECTRUM S2.1 Billion 
(FY 1997 - 2002) 

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

SAVINGS 

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

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


Overview. The Pen Grant is the main federal grant that allows millions of low-income and 
middle class families to heve access to college. Despite the fact that the President's budget 
contains well over $200 billion in discretionary cuts over 7 years, the Presidentls balanced 
budget builds in a 33% increase in the mm<imum Pen Grant award from FYl995 to FY2002. 

• $2 Billion Program Deficil Eliminated. The projected $2 billion Pen Grant program 
deficit was eliminated \\,thin the first two years of the Clinton Administration. 

• Record Increase in FY1997: The President's fiscal year 1997 budget calls for 
fimding to support a $2,700 maximum Pell Grant -- nearly a 10% increase over the 
current level -­ which would provide more than 3.7 million students ·with Pell Grants 
averaging $1,706 in 1997. This proposed increase in the maximum Pell Grant award 
would be the largest increase since implementation of the program in the 1970 •. 

• President Announc.. Yearly Pell Grant Increases: The President's balanced budget 
contains the follov.1ng seven-year increase in the maximum Pell Grant awards. 

Fiscal Year Maximum Award 

1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

$2,340 
$2,470 
$2,700 
$2,780 
$2,863 
$2,949 
$3,037 
$3,128 

• 	 President's 7-Year Pel) Grant Increase Could Provide 2.7 Million More Grants Than 
Republican Budget Resolutions: Both the House and Senate FYI997 Budget Resolutions 
freeze the budget authority for the Pell Grant program from FYl~91 -FY2002. This means 
that Republicans would provide 2.7 million fewer Pell grants over 6 years, and deny 191,000 
students PeU grants in FYt997 alone compared to the President's balanced budget plan. Under 
the funding freeze assumed in the RepubliCM resolutions, the maximum PeU grant award 
would decrease 17°/... from $2,470 in FYl996 to $2,055 in FY2002. 

Last year, House Republicans tried 10 cut the Pell Grant program by $450 million, denying 
Pell Grants to 380,000 students in 1996 alone. 
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$\0,000 EDUCATION DEDUCTION 


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

• 	 Supplement' 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 
dedu('-tion, Eligible students in their first two years or their parents can choose 
between either the HOPE Scholarship or the deduction. Students that relied on the 
$1,500 tax credit in the first two years of college would stiU be eligible for the 
$10,000 deduction in the remaining years of college or graduate school or for 
qualified lifelong learning. Students not eligible for the tax credit would still be 
eligible for the SIO,OOO deduction. The deduction is up to S10,000 • year per family. 
The credit is $1,500 per student. 

• 	 Income Limits: For joint filers, the deduction would be phased out at incomes 
between S80,OOO aM $109,000. For single filers, the deduction would be phased . 
out between 550,000 and 570,000. 

• 	 Unlimited Number or Y••rs: While the HOPE Scholarsbip is for the first two 
years of college, the $10,000 tax deduction is available any year a family had 
education expenses. For example, a family of foUr with an income of $40,000 and 
five years of tuition expenses totaling $10,000 would receive a $7,500 tax cut over 
that five-year period. 
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Cost of College As Percent 

of Typical Family Income 


Public Institutions 	 Private Institutions 
~ r------------------------------, 40 r'------------------------------------, 

~ 

"0 

ID 0 
35E ~ 18 

8 1ll 
.£:>­
>-1-­
-~ 'E 0 )6 
0)­
-co 
c: c:
.!!! ID
"C -U 14 0-­

ID­
_ 	EE0 

0.<: 
C :t: 12 
ID :s: 
e 81 
(1)=
0..' ­

E 10 

.f 
~ 

8 I ! ,", 

1979 1962 1985 1988 1991 1994 1979 1982 1985 1968 1991 1994 

Source: Department 01 Education. The Condition of Education 1996, p 76. 

• Includes Calculation of Tuition, Room and Board 

25 

20 

15 

10 

00 



Tuition and Fees at Public Two-Year Institutions 

Average 
(1994-95) 

Sial/! Tuition 

AK $1.320 

AL $621 

AR $865 

AZ S727 

CA $363 

CO $1.227 

CT $1,520 

DE $1.266 

FL $1.064 

GA $1,019 

HI $499 

IA $1.696 

ID S990 

IL $1,188 

IN $1,797 

KS S1,014 

KY $1.009 

LA S769 

MA $2,435 

MD $1,857 

ME 52,188 

MI $1.411 

MN 51,965 

MO 51.227 

MS S934 

MT $1.414 

NC S581 

NO $1,666 

NE 51,083 

NH 52.315 

NJ $1.762 

NM $601 

NV $835 

NY 52.142 

OH $2.105 

OK $1.123 

OR $1.328 

PA 51,751 

RI 51.686 

SC $1,022 

SO $2.379 

TN $907 

TX $672 

UT $1.358 

VA $1,382 

VT $2,196 

WA $1.334 

WI 51,721 

WV $1,372 

WY $894 


Share of Average 

Tuition Covered 

By 11.500 Credit 

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

99% 
100% 
100% 
100% 
100% 
88% 

100% 
100% 

83% 
100% 
100% 
100% 
62% 
81% 
69% 

100% 
76% 

100% 
100% 
100% 
100% 
90% 

100% 
65% 
85% 

100% 
100% 
70% 
71% 

100% 
100% 
86% 
89% 

100% 
63% 

100% 
100% 
100% 
100% 
88% 

100% 
87% 

100% 
100% 

Souroe; U.S. Department of EdLJCaUon. Estimate Of share of tuition and fees 
co'Jereci by the HOPE SCholarship jf it has been available in 1994-1995. 
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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 eam 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 opportwlity 
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 CollegesfUniversities 
• 	 For a HOPE Scholarship to a 4-year public college, graduating high school students must have ..... 

a 3,0 cumulative grade point average on a 4.0 scale or an 80 numeric average 'and obtain a 
diploma with a State of Georgia College Preparatory Seal. (In order to obtain the college preparatory 
seal, students must meet and graduate from the required 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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• 	 Stud':nts whose college grades fall below 3.0 can requalify a year later if they bring their 
grad.,. back up above 3.0. 

• 	 Stud"nts who are not eligible for HOPE soholarships upon graduation of high school, or 
who enter college later in Hfe~ can ohtain HOPE scholarships after their sophomore year" if 
they ob.tain a cwnulative 3.0 grade average. 

2~Year and 4-Year Private ColJc2cs/Universitie.s 
• 	 Stud"nts receive $3,000 a year in HOPE money, but only if they have and maintain a B 

grade average. 

Technical Schools and Adult Eduea.tion Institutes 
• 	 All students in a diploma or certificate program at a Georgia technical institute are eligible for 

HOPE. 

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

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

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

qualified for and received some fonn of HOPE SCholarship. 

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

• 	 [n 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 GeQrgia State University found that 77 percent of Georgia residents who 
were aware of the program thought it would lead parents to take a more active interest, in 
their children's education, ' 

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


"We need more ofour young people going 10 college and we need them 10 

succeed and Slay in college. This program will help them accomplish that goal. H 

. 	 - Governor Bill Clinton, July 12, 1991 

PROGRAM DESCRIPTION, Governor Bill Clinton signed the Arkansas Academic Challenge Scholarships 
into law on ~ay 5, 1991, creating a guaranteed scholarship plan to promote academic achievement and 
encourage academically prepared Arkansas high school graduates to enroll in the state's colleges and 
universities, Through the 1993-1994 school year, the scholarship provided the lesser of $1000 or the annual 
tuition. For the 1994-1995 school year, the scholarship was increased to provide annually the lesser of $1500 
or the annual tuition, The scholarship is renewab1e for up to 3 more years, provided the student meets the 
continuing eligibility standards estahlished by the Arkansas Department of Higher Education, 

REOUIREMENTS: 
• 	 Income Requirement. For families with one dependent child, income cannot exceed $30~OOO per year. 

An extra $5,000 of family iru:ome 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-eollegiate 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 grede point average or ACT requirements may still qualify for 
the Academic Challenge Scholarship if their combined ACT score and grede point average meet 
satisfactory levels when applied to a selection index (i,e, a student with a 15 ACT would have to 
achieve a minimum 3,25 GPA; a student with a 26 ACT would only have to have a 2,0 GPA) 

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

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

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

pre-college core cwriculum, By 1992, the fITst year of the Academic Scholarships Program, that 
percentage rose to 48, 

• 	 The number of high school students qualifying for and receiving the Arkansas Achievement 
Scbolarship 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 sinee 1992. 12 



Bureau Statisticalof the 
Census Brief 

More Education Means 

Higher Career Earnings 

Is it worth it to stay in school and 
eam a higher degree? As data 
from the Census Bureau's Current 
Population Survey show, the an· 
swer is a resowlding yest 

TItis Brief examines the relation­
ship between education and eam­
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 earnings over a 
year's time; over the length of 
one's working life, these differ­
ences become I:nonnaus. More­
over, this relationship between 
earnings and education is now 
even stronger than it was back 
in the 1970's. 

\Ye're more ooucated than e,.'er. 

In 1993, about four-fifths of 
American adults 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. 

ssrn-17 
Issued August 1994 

U.S. Department oCCommerce 
Economics and Statistics Administration 
BUREAU OFTHECENSUS 

Pmfcssional dl'gn't' holders 
hm'c the highc.~t {'al1ling.~. 

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.) Earning; 
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). 

EIImings dill'crenccs compuund 
O\'cr one's lifetimc. 

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

how we did it First, we defmed 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 to. The 
same thing was done for those 
aged 3544, 45-54, and 55..()4. Then, 
the four 100year totals were added 
up. The result was an estimated 
lifetime earnings total for high 

, school dropouts. TIlls process was 
then repeated for each of the 
other seven educational levels. 

These estimates dranlatically illus- . 
trate the large earnings differences 

Education Continues to be the Ticket 
to Higher Earnings 

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

$74,560 

Doctorate 

Master's 

Bachelor's 

Associate 

Some college, 

no degree 


High school 

graduate only 


Not a high 
school graduate 
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that develop tietween educational 
levels over the long tenn. As the 
graph below sh~-

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

• Completing high school would 
mean about another 5200,000. 

• Persons who attended some col­
lege (but did not earn a degree) 
might expect lifetime earnings in 
the $1 million range. 

• You could tack on nearly anoth­
er one-half million dollars for hold­
eJ'!i of a Bachelor's degree. 

• Doctorate and professional de­
gree holders would do even better, 
at just over $2 million and $3 mil­
lion, respectively. 

Ufctimc difftlf't'IlCC~ ma~' hecome 
CHn mare stnking in die ruture. 

These estimatel' of lifetime eam­
ings 3$lltnC that 1992 earnings lev­
els will stay in effect throughout 
one's worklife. But the reality is 
that the value I)f the dollar contin­
ually changes, And recent history 
show> that the value of higher lev­
els of education has risen faster 
than that of l(w''ef levels. When we 
compare 1975 and 1992 figures, we 
see that average earnings ­

• Double<! for high school dr0p­
outs (wm $6,014 to $12,809), 

• Rose 2.5 times for those who 
were high school grnduates only 
(from $1,536 to $18,737), 

• Nearly triple<! for hold,,,, of 
Bachelor'. oogtees (wm Sll,514 
to $32,629). 

• 1iipled for UIOse who held ad­
vanced degrees (from $15,619 to 
$4S,6S3), 

Keep in mind that in 1992 the con· 
sumer price index (which measures 
yearly changes in the value of the 
doDar) was 140, 2.5 times what it 
was in 1975. 'This means that the 
elll'llinjjs of high school dropouts 

uno, and high school graduates just 
barely managed to keep pace, Real 
wages rose only for persons with 
e<lueation beyond the h\gb school 
level. If these patterns C<mtlnue, 
lifetime earnings differences be· 
tween low and high levels of educa­
tion will become even more dra­
matic than current levels indicate, 

:\lorc lnftltTllution: 

Several Census Bureau reports 
have information on the relation­
ship between earnings and educa· 
non. These include ­

• EductJt£oru:l! Artt.titunenl in !he 
UnilM S"', ..: March 1993 and 
1992, Current Population Reports, 
Series P2D476, Stock No, 803· 
005'()()(!77'(), $8,50, 

• What's It Worth? Educational 
Background and £.cOMmie Status: 
Spring 1m, Oment Population 
Reports, Series P7().3:C Stock No, 
803.(}44.(}()()''.().1. $3Sil 

• Money Income ofHoweholds, 
RnniJies, and mrons It! the UnilM 
SUU",,' 1992; ament Population 
Reports, Series P60-184, Stock Nn, 
803{X)5.3003H $19. 

Go to College, Make a SMillion 

EsIJmates of ___, by _ 

(In thousands 01_) 

"ot, some ~ 
<'1.'1.,-'... ,.

graduate '..... 

• EducaliQn in the United SWfes, 
Series 199il CJ'.34, Stock No, 
003<l244J!l742-1. 541. 

'lb "rOOr any of these publications, 
call the Us. Government Printing 
0_ (202·512·1800), 

('fml,aL't.\: 

Earnings and education ­
Robert Kominski 
301·763-1154 

Statistical Briefs ­
twben Bernstein 
301-763-1584 

This Briefis one ofa series that 
presents in/Of1tI(1Mn ofcurrent 
policy interesl. II t7IiI)' include 
data from businesses, households, or 
orher sources. All statistics are sub~ 
ject (0 sampling variability, as wen 
as sUI'Ve)' design flaws, respondent 
classificarilm cmm, and data proc­
essing misulke.< The Census Buroru 
has uzken steps to minimize errors, 
and analytical stI1tenu:ms MV(l been 
tested and mw statistical slandtJrds. 
HOWt!Vef; because ofm£1hodoi~ 
differences. use caution when 
~ these data with darn 
from ath/!T """"'" 

of education: 1992 

Bach&- Mflltr', Ooctonlter Pro­
10($ lenionll! 

did not even keep up with infla­
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ECONOMIC RETURNS TO INVESTMENTS 

IN EDUCATION AND TRAINING 


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

This earnings benefit is not limited to education at four·year colleges; it also accrues 
from attendance at community colleges. [Thomas Kane and Cecilia Rouse, Labor Market Returns 
to Two and Four-Year College: Is a Credit a Credit and Do Degrees Matter Atl1(riclI1I Economic Review, 
Vol. IS, No.3, 1995.] 

The wag)': premium for better-educated workers has expanded dramatically over the past 
fifteen yem, In 1979. full-time male workers aged 25 and over wilh at least a 
bachelors degree earned on average 49 percent more per year than comparable workers 
with only a high sehool degree. By 1993. the difference had nearly doubled, to 89 
percent (Economic Report of the President 1996, page 191.1 

• 	 Economists have long argued over whether education causes higher earnings, or whether 
those with better earnings prospects -- for example, because of grealer innate ability - ­
simply consume more education. Recent analyses of compulsory schooling laws (which 
force student.;;. to conswne more education regardless of their irmate ability) and wage 
differentials between twins (who should have similar levels of innate ability) strongly 
suggest that schooling actuallv leads to higher earnings;, [Joshua Angrist and Alan Krueger. 
Does Compulsory School Attendance Affect Schooiing and Earnings; Quarterly Journal of Economics, 
November 1991; Odey Ashenfelter and Alan Krueger" Estimates of the Economic Returns to Schooling 
from a New Sample of Twjn~ American Economic Review, December 1994.] 

• 	 A college graduale is 43 percenl more likely to be working in a job with a !"lnsto" plan 
Ihan a high sehool graduate and a college graduate is 27 percent more likely to have a 
job wilh health care coverage man a high school graduate. {Based on data from <he Bureau of 
Labor Statistics. various years, Current Population Survey.] 

• 	 Since the early 19805. higb skill jobs are growing the faslest. 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,) 
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• 	 Job displacement studies show that better~educated workers are less likely to lose their 
jobs than less-educated workers. although this advantage has declined over time. If 
better-educated workers do lose their jobs, they are more likely to find new jobs (which 
are more likely to be full~time), and they tend to suffer smaller 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 Earnings of 
Young \yorkers, American Economic Review, Vol. 82, No. I, 1992.] 

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

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

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

EDUCATION & TRAINING OPPORTUNITIES 


July 16, 1996 


Tbe Republican budget President Clinton vetoed would have cut Education and 
Training by $26 Bil1i~D over 7 Yea ... - Even Thougb tbe President', Balanced Budget 
Proves It Jsn't Necessary to Balance the Budget. . 

• 	 2.S Million Student, 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 ~iUion students in 1,350 colleges and universities . 

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

• 	 Income-Contingent Loan. Effectively Eliminated. The Republican budget also 
effeclively eliminated the ability of students to repay their loans as a share of their 
income ~.~ one 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 ta raise a chHd. 

• 	 380,000 Student. ne.ied Pell Grants. The House Republican budget would have 
made devastating cuts to the Poll grant program, denying Pell grants to 380,000 
deserving. students in 1996 alone, compared to the President's budget. 

• 	 50,000 Young People Denied Tbe Opportunity To Serve Their Country Next 
Year Wbile Earning MDJley Toward Their College Education. The Republican 
budget would have eliminated the Ameneorps national service program. The 
President's balanced budget provided nearly 50,000 young people the opportunity to 
serve their communities next year while earning money to\\<wd their college 
education. [Final funding provides opportunities for about 25,000. 

• 	 180,000 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 Million CbUdren Denied Basic· And Advanced SkiJJ Training. Their budget 
would have cut Title! by more than $1 billion .- cutting 1 million students from the 
program in 1996. 



• Goals 2000 Edu••tion Reforms Eliminated -­ Cutting orr 9,000 school. cur""ntly 
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, 

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

• S.re And Drug Froe School. ~'unding Slashed In Half -­ Services Reduced For 
23 MiDion School Children. The Republican budget would have cut spending on 
Safe and Drug-Free Schools program by morc than half in 1996, from $466 millio'n 
to just $20D 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 ail elementary and secondary schools. 

• 4 Million' Y outb Denied Summer Jobs Opportunities tbat Help Move 
Disadvantaged Youth From Sehool 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 Swnmer Jobs program, Republicans would bave denied nearly 4 million 
disadvantaged youth sununer job opportunities over 7 years. 

• 
-

155,000 Dislocated Workers Denied Assistance. The Republican budget would 
have denied assisumce to 155,000 workers who lost their jobs due to corporate 
dov.rnsizing 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 find new 
jobs by $379 million -­ or 31 % -­ compared to 1995 levels. 

• Republican cuts would deny 155,000 workers next year alone help obtaining 
the skills they need to adjust to the new econnmy and to corporate 
downsizing. 



THE PRESIDENT'S FY97 BALANCED BUDGET INVESTS IN EDUCATION AND TRAINING: 


• 	 Provides 561 Billion More for Education and Training over 7 years than tbe 
vetoed Republican budget. 

• 	 24% Increas. in Major Education and Training Program. in 1997 over 199) 
levels. 

• 	 SI,500 HOPE Tax Credit to help families pay ror the first two year, of college 
aod a $10,000 Tuition Tax Deduction for lifelong learning. 

• 	 SIOOO HODors Scbolarships for top 5% of graduates from every high school. 

• 	 Exp.aod, Work Study to reach I million students a year by theyear 2000 

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

• 	 Continues Commitment to National Service - Funds 30.000 Americorps members 
in 1997 -- 5,000 more than this year -- for a total of 100,000 AmeriCorps 
opportunities over the program's first 4 years. 

• 	 Nearly $1 billion more for Title I for basic and adv~ced skills assistance in J997 
than in 199), 

• 	 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 
2000. 

• 	 America's Technology Literaey Challenge - $2 billion fund to help states. local 
communities, and the private sector bring the future to tbe fingertips of every child 
through computers & connections. 

• 	 Major Expansion of Head Start: 
• 	 New (;:ommitmenl to fund 1 miHion Head Start opportunities for 

preschool children by 2002, 
• 	 $1.2 billion increase in 1997 over 1993 levels, 
• 	 'Supports nearly &00,000 Head Start opportunities in 1997 -- 46,000 more 

than in 1995. 

• 	 $250 Million Job Training Initiative to reduce unemployment among low-income 
youth. 

• 	 More Assistance For Dislocated Workers: 
• 	 Double the funding from when President Clinton took office •• $1.3 

billion in FY97. 
• 	 Assists an estimated 646,(J00 dislocated workers in FY97, up from 

300,000 in 1993, 



, 
CURRENT REPUBLICAN EDUCATION AND TRAINING CUTS 


- IN THE FY97 BUDGET RESOLUTION AND THE HOUSE LABORIHHS APPROPS. BILL 

THAT THE ADMINISTRATION HAS THREATED TO VETO 


SS7 Billion Less For Education and Training Than The President's Balanced Budget Request. This 
fy97 Republican budget resolution still cuts education and training by $57 billion over 6 years compared to 
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 FY9'i Labor~HHS approprintions bill and !U'e compared to the President's 
Balanced Budget Unless Od'ierw1se Noted: 

• 	 Effectively Caps Direct College Loans. The House bill cuts direct loan administration below the 1996 
level and $175 million below the !'resident's request, effectively capping the program. 

• 	 Millions of Children Would be Denied Assistance 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. 

• 	 No Funding for the Presjdent's Proposed Honors Scholarships for the top 5% of every high school. 
the proposed Teen Pregnancy Prevention Initiative, and the Out~of~School Youth Initiative and Jobs for 
Residents in High Poverty Areas. 

• 	 65,000 Fewer Children Would Receiv. H.ad Start S.rvl.... The bill provides a small ($31 
million) increase over the 1996 level and is $381 million below the President's request. Fewer 
children would be served than in 19%. 

• 	 6 million children would be denied assistance to raise academic achievement by eliminating 
G••1.2oo0. 

• 	 Nearly 450,000 Fewer Student' Would Get Ba.ic and Advanced Skills Assislan •• Through 
Titl. I. The bill freezes Title I at the 1996 lever and is $475 million below the President's request. 
Fewer children would be served than in 19%. 

• 	 Over 100,000 Fewer Young People Would Receive Conege Aid Through PeU Grants. The bill 
increases the maximwn 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 1996. 

• 	 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 19%. Thus, 79.000 fewer young people would get jobs in 1997 than in 1996. 

• 	 81,000 Fewer Dislocated Worke... Would Get Assistance. The bill freezes funding, which is 5193 
million below the President's request. 

• 	 Stops the Expansion of School~to-Work Assistance to Additional States. The bin freezes funding 
for School¥to-Work. which is $50 million below the President's request. 

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



• 	 30,000 Denied Natiooal Service. The House·passed V A-HUD appropriations bill eliminates 
funding for the President's AmeriCorps National Service program, denying 30,000 young people the 
opportunity to serve their communities next year while earning money toward coHege, 


