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To: Roberf Gordon
From: Wendy Kopp
Date: 2-16-93

I ook forward to meeting you all today!

I thought I would fax my thoughts regarding our Friday moming conversation. I
understand your interest in increasing the number of opportunities for recent college
graduates to serve (and thus to pay back loans). I think there is a way to do this, as
indicated below, although 1 don't think TFA is the appropriate vehicle for doing so. Here
are my thoughts:

Why do we define Teach For America as a "Professional Corps"?

First, we believe (and our belief in this has been significantly strengthened over the
past three years) that teaching is a tremendously demanding profession — one which
necessitates a highly intensive sclection process, as well as an extensive, continuous
pro of professional development. nd, one of our aims is to strengthen and
prn?e:rm'rémahze teaching by modeling effecting recruitment, selection, and professional
development, and by cultivating an image of selectivity and status. Third, we want to
avoid labelling ourselves a "Service Corps" for fear that by doing so, we might relegate
teaching to belng a short-term endeavor; we use the label of "Professional Corps” to imply
that members are making a short-term commitment to a profession that could be a lifetime
endeavar.

What are the limits to our scale?

Teach For America is currently limited by three factors: (1) funding; (2) applicant
pook: and (3) placement availability. If we had all the funding we needed, as well as the
necessary infrastructure, we believe that we would be able to recruit, select, and place 800
1,000 individuals per year.

Despite the efforts of eight full-time recruiters (all passionate, driven former carps
members) on 150 college campuses, Teach For America's applicant pool havers between
3,000 and 3,500. Of those applicants, recruiters indicare that they would admit at most
1,000 individuals, and approximately 85 percent of those accepted into the program
matriculate. It is important to note that our applicant pool is now much more self-selective
than it was initially; our recruiters and former corps members have spread the word that
TFA is an incredibly challenging experience, and many potontial candidates have been
dissuaded from applying.

Teach For America is committed to clustering corps members in certain regions 8o
that we can establish effective systems for their ongoing support and professional
development. In the sites! where we currently place corps members, we would be hard-
preased to find more than 700 placements.? Those sites have been chosen because they
demoastrate the largest need, so while we could certainly add additional placement sites,
the extent of the need in those sites would be significantly less than that in our current 16
s1tes.

1 New York, New Jersey (Newark and Paterson), Baltimare, Washington, DC, New Orleans, Baton Rouge.
Houston, Los Angeles, Oakland, and San Francisco; and in rural areas in North Carolina, Georgia,
Louisiana, Texas' Rio Grande Valley. Arkansas, and Mississippi.

2 While these sites have mare than 700 vacancies, they xre in hard-to-ill areas such as special edncation and
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Why are we averse to placing TFA corps members in pusitions subsidized
by the federal government?

First, if these positions entailed responsibility and challenges equivakent to those
which our corps uxinbers face, we would not be able  fill a great many of these positions
(because of the limited number of qualified applicants). Second, we feel that it is essential
that the rainbers of professional corps be mezied (n their work environment exactly as
other beginning members of their profession. To pay them less, or more, would be
desmuctive 1o their status and to the morale of other teachers. Finally, we fear thut unions
would react negatively. Currently, unions generally support Teach For America because
we place only in teacher shortage arees, because we are 'ﬁy selective, and because our
corps members leave open the optien of continuing in ing for their careers, The union
reaction might be ditferent if the federal govemment created additional teaching positions
which were equal in stas to existing positions and yet could be filled only by peaple
fulfilling a short-term “service” commitment.

How can the Clinton Administration increase the availability of service
opportunities in the schools?

By funding positions in schools which are different from teaching positions. City-
Year's model for school-based service might provide some ideas as to what types of
positions would be helpful. There is a tremendous rieed for teaching assistants and tutors.
Our corps members would welcome helpers!

If you fund these additional positions, why should you still make possible
the creation and institutlonalization of "Professional Corps"?

Because it is essential to show people that public service docs not have to be a
short-term thing. Professional Corps, which require short-term commitments to public
service jobs which can be public service careers, have the potcntial to serve as the first step
in & lifelong commitment to problem-solving in the public wterest.
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National Service Corporation:
Preiiminary Design Options

1. Lougalion: The National Servioe corparation (NsC) ia

intended to be an 1“dGEEEQQEE—Iﬂdﬂlﬁl_EQSEfY

2. Funding: NSC grants would be funded from a trust fund,
porRAihly modelled ir part upon the now termiifated Géneral
Revenue 3haring Tiust Fund (31 U.S.C. 6701 gl suy.). Thal
trust fund would copnlain aunies appropriated without fiocal
year—Hwilalivn to pay each ycar’c grant rcoipi&ntié 3t tme

tiwe Lhal thelr "entitlement” monics became due.

3. government Corporstion Statua: The advantages of A
governmant. corparation are that it (1) is a tlexible
organization that can toster a private enterprise culture in
the government context, (2) c¢an be held accountable for ils
bottom=line perfo:manue, and (3) can be frocd from intricate
lonpul~-type controle such as eivil servioce clacciflication —
1aw6 and procurement lawa In favar of more flexible
contrala.

hiandvantage: The traditional government corperation is
awppnaed to operate on a selt-sustaining basis., Some, such
A% Amtrak, do not. If a qgovernment corporation such as the
N3C eannot operate on a self-sustaining basis, Lheu it
cannot be held avcountable fur performance in the form of a 6;; ~
positive financial bottom-line. E£omec othcr mcaningtul lﬁ& wihizd
performanca measure needs to be applied.

4. Govelnsnce: Most government corporations headed Ly koards
of directurs to whum Lhe chivf executive officer reporte.
The National hoademy of Publio Administration (NAPA)
rcoommends that govarnancc would be strengthened in moat
cages if the ccrpnrar!on were hended hy n chiff executive
and_supported by an adviaory hoard. NAPA finds a negative
impAct on governance rrom th& rendency to make patronage
appointments to a poard ot directoxrs. It the corporation is
directed by a board, then "[It) should not represent special
interwetl yruupe; cather rembers should be selected on an
individual baais bacauac of their nhility to promote
effentive corporation pnlicisr and management., llowaver, the
representation ot special interests may be an appropriate
tunction for an advisory board.”" (1981 NAPA Report, p. 21.)

5. Pergonnel: Personnel of the NSC will be officere and
employece of thc Unitecd states. It may be uccful to provide
cxcmptiono from caployce claaairlcation rcquircmcnts and pay
ra dtéms (5 (0.fi.C. §§ 5107 &t L BL
seg., respectively). Tueah pxpmpglggg_!gﬂtﬁgaigtgzpd
expressly in the charter legislation and &
accompanie 115 that—assure fairness and
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acccuntability. In this regard, a five-year term limit on
enpioyment at the NSC wiyil be percelved favorably as a part
of the charter provisicns tor personnel.

Budget: <1he NSC trust fund would receive funds appropriated
without tiscal year limitation. Administrative and

ocperating expenses are likely to come from a separate annual
appropriation. As a goverrnment corporation, the NSC shotld
operate under a business-type budget submitted arnd reviewed
by OMB in accordance with the Government Corporation Control
Act (GCCA), at 31 U.sS.C. §§ 91C3-9104.

Adudits and Accounts: The corporation will be subject to tae
Governnment Corporatien Control Act, at 31 U.S5.C. §§ ©105-
9107. Under the GCCA, audits may be conducted by the
Inspector General of the corporaticn or by an independent
external auditor. The GAC may audit the corporation or
review the corporation’s audit.

Legal Status: IUndar ralevant caselaw, a corporation that is
owned by the government and managad hy government officials
is an agency of government. Thug, the corporate chartar
must be drafted with explicit choices in mind ahmat tha laws
applicable to federal agencies that should or should mot—
app19 . e

Anong thosc laws:

Procurement

Freedom of Information

Surnshine in Government

Privacy

Ethics in Guvegrnment and Cunflict uf Interest

Administrative Procedures

Need to Obtaln Justice Department Clearance before
Litigating

* Federal Advisory committee Act

e ¢ & 0o v 0 o

Thomas H. Stantoen

1000 Potormac Street, NW
Sulte 500

Washirngton, D¢ 20007
(202) 965-2200

(202) 965=~0460 ~ Fax
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National Service Corporation:
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MEMORANDUM

TO: Bill Galston, Shirley Segawa
FROM: Eli Segal
DATE: February 4, 1993

RE: Enclosed for Catherine Milton

The enclosed is from Catherine Milton. As a minimum, she
differs with our draft on the role of the states (and the size of
post service benefit). Let's discuss this tomorrow when we will
also have the response of Shattuck and Edelman as well.

By this note, I am asking Karen to find a good time for all
of us to get together to: a) review the outline and b) place
next steps including decision memo from the President, draft
legislation with or without the participation of others, etc.

EJS:ke

cc: Jack Lew
Rick Allen
Robert Gordon
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Guiding principles:

The President and the Office of Nati
leadership to the Nation, and can also en
where appropriate.

onal Service can provide essential
courage other Federal agencies to assist

There are two essential components of a national service program for
which the Federal government is ideally suited:

1. Help to build a national service infrastructure throughout the country

by testing promising models of national seruice, evaluating them to
find out what works est, supporting replicatign of the best
programs, supEortin% leaders, particularly among youth, training,
technical assistance, ¢ earinghouses, and the like, much as the

Commission is doing now.

2. Establish a natignal service trust fund which would provide education
and training benefits for national service participants.

While these two essential com

ponents are separate and distinct, they are
related, and should be administered

by the same agency. Both are needed.

A large Federal bureaucracy must be avoided. The key to the success of
both components of national service is the sta States would apply to the
2?22 Commission for both components of naﬁz)ﬁ'rvice, and would in turn fund
organizations within their )Eorders. States can best perform this through a
Not no commission-like structure with broad-based representation. By working through
ditect b the states, continued development of a working community service
(eovilar infrastructure within the states will be furthered, and leveraging state and local
qaswtis we funds would be more likely. In addition, states can determine, better than the

e b N $adsof Federal government, where resources are needed most and where such resources

ant bty will do the most good.
oo tmnks,

The Federal government would set high standards for national service
which states would be required to meet in order for them to qualify for funding.

\/ States would be required to moni

tor and audit programs within their
borders, under applicable Federal law.

Key components of the National Service Trust Fund

Assumptions:

1. The benefit (communi

ty service for college tuition/ training and
apprenticeship) will not be an e

ntitlement available to all who might want it.



2. If Federal funds are used, it will be important to make sure that the
service is worthwhile (i.e., avoid a CETA-like problem.)

3. There will be pressure to make sure there is some geographic
distribution of funds.

Program Elements:

Certification - Certification of programs within states would be done by
the State, using high standards established by Congress and the Commission.
States would establish a Commission-like structure with broad-based
representation to make certification decisions.

- Allocation - Trust funds would be initially allocated to states by a formula
which is essentially population and need driven. States wQuld however, be
required to apply for the trust funds and would have to meet high standards
established by the Commission in order to obtain funding, which would include
the submission of a Comprehensive State Plan. The Commission, utilizing peer
reviewers, would decide whether the state qualifies for the funds. Thus, this
would not be an entitlement program.

Formula funds from states which did not receive funding would be
combined, and the remaining states would be able to compete for the additional
funding.

Distribution of funds within the state:

A state which receives national service trust funds would distribute them
to programs it has certified within the state. Ideally, there would be enough

s 10,972 money available to pay each participant a $5000 post-service education and

training benefit. Fiscal restraints, however, necessitate that alternative options be
available for equitably distributing the funds to when there is not enough to
provide each participant a full benefit. Options are:

1. Let states determine the system most suited for its population.

2. Distribute the funds on a per capita basis to each certified program, and
then by lottery within the program.

3. If programs have more participants than funded slots, divide the funds
equally among the participants, and require the states to make up the difference
through state, local or private match.

4. Limit participation in programs to the number of slots that can be

YV funded so that all participants will receive the full benefit.

5. Establish a means-tested allocation, and reduce the benefit as

participants financial resources increase.




6. Establish a means-tested allocation, and provide full benefits to
participants whose financial resources are less than a set amount per annum,
such as $100,000.

Funds should not be targeted to urban areas, for the following reasons:

* President Clinton has long spoken of Creating a "National" Service program so
that people all over the country would have an opportunity to serve their
communities and, by extension, serve their country. To target urban areas in the
implementation of this program would send the message that the Federal
government does not believe that the needs of rura] areas are ait important
concern for the Nation.

* With all of the excitement surrounding the creation of a National Service
program and what such a program can do for the country, we must realize that
Nation Service will not be a panacea for all of the social and economic problems
that plague our country. To target urban areas for participation in the National
Service program is to promote that notion relative to urban areas, thereby falsely
raising expectations as to what a National Service program can accomplish.



The Commission
on
Natlonal and Community Service

Facsimlie Transmission The National Press Building, Suite 452
529 14th Street, NW

Washington, D.C. 20045

Phone: (202) 724-0600

Fax: (202) 724-0608

Please daliver to: Wayne Meisel Bob Hackett
Richie Herald David Warren
Jack Hasegawa Susan Stroud
Gloria Johnson/ ira Harkavy
Sarah Flanagan Stacey Layton
vy Bumpus Maura Wolfe

Ellen Porter Hotnat

From: Catherine Milton
Smita Singh
Date: February 11,1963

Wa ara transmitting a total of 7 pages, including this cover page,

Re:  Summary of Febriary 3, 1993 meeting

Please Note:  The information contained in the facsimile mcssage is privileyed and confldential, and 1s intenaed
only for the use of the individual named above and others who kave been specifically authorized
receive it. ¥f you are not the intended recipient, you arc bereby nouficd Lt nay dissemination,
¢ ‘stribution, or copying of this communication is stricly probibited. If you have received tais
communication in error. or if any problems oceur with the transmission, plcase notify us
immediately at the telephone number ahove.
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Covpassion on Namonar, Ano ComvonaTy Sorvice

Memorandum

February 10, 1993

Discussion Participants on

Higher Educalion and National Service
Catherine Milton®

Smita Singh 3.8-

Summary of Februury 3, 1993 Meeting

Thank you for taking the time to paslicipate in the discussion last week on
Higher Education and National Service. We think the ideas raised in the
meeting will be helpful in informing the larger policy debate on the Nztional
Service Trust.

We have attached a summary of the meelizg and a list of participants. [’lease
send us any additional comments or suggestions you may have in regards to
the meeting topic. We will be making this summary report available to
others who were not present at the meeting.

529 14th Sweet, N-W., Suite 452, Washingion, D C. 20045 & 262/724-0600 & Fax 202/724-0608
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Higher Educatior. and National Service
February 3, 1993

Summary

I. Advantages and Disadvantages of "During College" Natianal Service
Options

The meeting began with a discussion of the pro's and cout's of having
opticns for students currently enrolled at institutions of higher education to
accrue benefits thiough the National Service Trust Fund. The basic question was
posed to participants: should there be "during college" as well as pre- and post-
college options for the college-gong population?

Advantab'*gs

At the outset parlicipants pointed out that enrolled students at institutions
of higher education, whe now number approximately 14.3 million, are »
sigruficant population to reach through a Presidential cail to national service, As
to the advantages of having "during ¢ollege" options, participants focused on:

* the cost-effectiveness of campus-based community service programs;

* the ability to significantly increase even double the number of National
Service participants for a small amount of additional monies relative to the
costs of full-time pre- or post-callege programs;

» the opportunity to engage "non-traditional” students (part-time and older),
who make up a majority of students in higher education now (Education
Infermation Branch, U.S. Dept. of Ed), in national service and to offer
these students and others more meaningful work;

* the possibility to use a campus-based national service program with
limited positions as a catalyst to energize the campus community -- by
making them a part of the national service picture and encouraging those
who do not/cannot participate during college to consider post college
opportunities;

* the potential of "during college" Nationa! Service programs to leverage the
institutional resources of higher education to address social ar.d
environmental concerns in the community and to build the infrastructure
of community service initiatives. Participants thought it was necessary to
enlist institutions of higher cducation in helping tu solve societal
problems. Participants also felt that service-learning enhanced the
educational wiission of colleges and universities and that intensive
national service programs could change the institutions of higher
education themselves. Such programs could channel the considerable

€ aun. 007
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lalents of cotiege students, faculty and staff in. partnership with
community members to address a number of nationa! priorities.

Participants also pointed out that the samc rationale for supposiulg National
Service options for pre-college, post-college, and non-college bound young
people applied to options for enrolled students -- revitalize communities, teach
participatory democracy, increase access to higher education, tackle sacietal
problems. If part-time opportunities were to be part of the National Service
Trust, part-time "during college” options shouid exist.

Disad vanlages
Participants listed the following disadvantages:

* bias toward wealthier institutions which have had the resources to pur in
place significant community service programs; however, it was puinted
out that community colleges and other less well endowed institutions
have developed substantial community service programs and that if a
small amount of federal grants were provided many more institutions
could begin to create programs;

* concern about the relationship of Trust benefits to other student financial
assistance including wourk-study, Pell grants, and loans; the political
pitfalls were discussed at length — it was pointed out that we must nnt
toster the impression that fewer students are getting aid at a greater cost,
this problem is not unique to "during college national service programs,

* poasibility of displacing vllier types of campus-based volunteer
community service programs or creating a two-tiered system of campus-
based service opportunities; some participarts pointed out that stipended
sexvice opportunities have naot squeezed cut unpaid service activities,
rather the stipends have enabled students who were financial unable to
participate in service to do what they would have wanted to do anyway;

* Inaccessibility to students who must work during school, if sdpends or
work-study money for service is not made available along with past-
service benefits;

o difficulty in establishing criteria and systems for certification with so
many institutions of higher education and millions of students;

* campus-based programs may not have the educational and socio-
ecoromic diversity of programs that attract both college-bound and non-
college-bound youth.

Participants also mentioned the difficulties in developing a sense nf national
identity among part-time national service participants and they questioned if the
level of sacrifice required for part-time service warranted Trust benefits.

[\
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II. Structure ot "During College" National Service Options

The level of specificity as to how national service options for enrolled
studente ought to be structured varied among participants -- soume put forth
sketches of a national certification infrastructure with cost figures while others
simply stated do's and don'ts. A few general parameters did emerge:

* Programs ought to be certified, not individuals. However, not all
positione within a program may get Trust benefits. A institution would
have to determine how to allocate Trust benefits. Some participants
discussed a sliding scale of benefits based upon financial need. Qthers
suggested an institutional match to cover post-servire henefits for those
positions not covered by federal dollars within a certified program.

* In order for programs to qualify for national service certification, they
must be qualitatively different from the average campus-based service
opportunity.

¢+ Only those community cervice programs with a significant ivstitutional
commitment to tnake service a part of their educational mission would
qualify for national service certification. In addition, programs would
have to meet other criteria as to the length of service activity, types of
service activities, diversity of program participants and other institution-
specific thresholds. For example, programs could require 2 minimutu
commitment of three to four years including summers. It was also
suggested that collaboration with other community entities including
businesses could be a threshold criteria. Minimum criteria should be set
at the national level for uniformity.

* Certification would be competitive and time-limited. Only a limited
number of the best campus-based opportunities at a few institutions
would qualify for certification.

* Operating grants and certification should be separate proccsscs.

* Although there was 110t « clear consensus on this point, many participants
felt that, in addition to post-service benefits, students should receive
stipends in some situations. It was thought that perhaps work-study
monies could be leveraged for this purpose.

» National Service Trust benefits should not seplace other student aid
options. Some participants suggested that these benefits should be
supplemental to other forms of aid for any given individual.
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* National Service programs should not be only for needy studerts nor only
for students who can afford not to work during college.

* Training would be a crucial element of any program, particularly to foster
a national identity.

(Une participant suggested that at an annual cost of $333 million to the federal
government 100,000 students could participate in the National Service Trust --
doubling the figures projected in the CNCS annual report. (Costs were figiired at
10 hours per week for approximately 3¢ weeks, $5.50/hour stipend, $5.50/Four
loan forgiveness, administrative and training costs at £1000 per student alutalls
which would be the institutional match, for a federal share of $3,300 per student
ayutually).

Ancther participant mentioned that the co-op program, in which students remain
enrolled but alternate semesters working in an internship and taking classes,

could be a possible model.

An idea for a training and certification system was presented: one naticnal
center and four regional centers based on college and university campuses could
set standards, develop training curricula, and certify programas. The total annual
cost for these centers was projected to be $1.5 million.

Participants were not convinced that an entirely state-managed certification or
granting process would serve the needs of the higher educatior: community,
particularly private institutions.

In response to a question about outreach, participants emphasized that many
constituencies need to be consulted in developing the role of higher education in
relation to the National Service Trust including students and young people, "ricn-
traditional” students, faculty, educational associations, profeseional dizciplinary
associations, service groups (COOL, Campus Compact and NSEE), college
presidents, community-based orgatiications, the financial aid community, and
administrators among others.
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Wavne Meisel, Executive Director
The Corella and Bertram Bonner
Foundation

Princeton, NJ

(By telephone)

Bob Hackett, Director

Bonner Scholars Program
Princeton, NJ

Richie Herald, Founder
APPLE.S.
Chapel Hill, NC

David Warren, Presidens
Ohio Wesleyan University
Delaware, OH

Jack Hasegawa, General Secretary
Dwight Hall
New Haven, CT

Susan Stroud, Director
Campus Compact
Providence, RI

Gloria Johnson

Office of National Service
The White House
Washington, D.C.

Tra Harkavy, Professor
University of Pennsylvania
Philadelplia, PA

Sarah Flanagan, Staff Member
Subcommittee on Fducation

Senate Labor and Human Resources
Committee

Washington, D.C.

Stacey Leyton, President
United States Student Association
Washington, D.C.

CNCS &2

Attendees

Ivy Bumpus,
United States Student Association
Washingtor, D.C.

Maura Wolfe,

Campus Outreach Opportunities
League

Minneapolis, MN

Cemmisgion Staff:

Catherine Milton, Executive Diractor
Dick Staufenberger, Deputy Director
Smita Singh, Program Officer
Michael Camufiez, Program Officer
Chris Murphy, Program Officer
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 “The present system of private

FUNDING HIGHER EDUCATION:
A Topic OF NATIONAL DEBATE
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| Presentation before the

Consumer Bankers |

Association

BY LAWRENCE A. HouGcH
PRESIDENT AND CHIEF EXECUTIVE OFFICER
STUDENT LOAN MARKETING ASSOCIATION
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“We stand ready to participate

in the implementation of
President-elect Clinton’s campaign
| goals of more manageable repayment,

universal access, and national

* »
Service.
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ON INCOME CONTINGENT REPAYMENT...
Manageable repayment is a goal our industry has had for years.

President-elect Clinton's mandate for income contingent
repayment can be delivered through the current GSLPina
matter of months.

I do not believe we need to burden the nation’s employers with
the complex problems of establishing withholding mechanisms
to deliver income contingent repayment through the IRS system.
Employer cost burdens would be high, very high.

The new Administration can choose: utilize the current, in-place
national delivery system and have income contingent repayment
in place by the fall of 1993 or wait years for the implementation
of the direct loan pilot.

ON GREATER ACCESS...

Larger loan amounts and universal access are very complex
policy decisions. They must not become a path around the
remaining problems which pose a continuing threat to
increased default cost.

If there is to be even greater amounts of borrowing, it is only
through the banking community that it can be delivered with
a clear understanding of the borrower’s responsibilites

for repayment.



ON NATIONAL SERVICE...

We offer immediate support for national service by committing
to work quickly to implement the provision for partial or whole

loan cancellation.

Banks could undertake the processing of all vouchers and
loan cancellation awards within their community or region.
Or, perhaps the lending community could validate potential
volunteer job opportunities among their commercial
customers in business or government.

ON DIRECT LENDING...

The GAO’s promised savings would not be achieved in today’s
rate environment. In fact, at present rates, the GSLP would save
the same amount as the GAO analysis claimed for direct loans.

There is no mention in the GAO report of the foregone tax
revenues and there is no mention of the $75 - $100 billion of new
debt added to the federal deficit over the first five years alone.

ON THE SOLUTION...

The tenets of private/public partnerships — which the GSLP
epitomizes — must become the basis which drives the substantive
reform goals sought for student loan programs.
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THE TEXT OF THE PRESENTATION

Good Morning.

[am pleased to have this opportunity to speak before the CBA.
The occasion is an important time for our industry; indeed. an
important time for our country. We are now only weeks away
from the inauguration of a new President and the beginning of
one of the rare durations in our history when a single party
controls the House, the Senate, and the Executive Branch. It
Is a time when we face many very challenging economic
problems and many even more challenging societal problems.
Butitis a time when the gridlock in Washington may break
free, releasing a rapid fire sequence of debates and actions.

Looking ahead. we all anticipate this lively period of debate. [t
will make all of us anxious, but as I heard Mike Walsh, CEO of
Tenneco say recently, “If you're not anxious in today’s
economy, you're not awake.”

In our own industry we stand ready to participate in the implementa-
tion of President-elect Clinton’s campaign goals of more manageable
repayment, universal access, and national service. We will also be
ready to again set forth the many reasons why the present system
of private capital-based educational credit, supplied through the
competitive marketplace of the private sector economy continues to be
the best vehicle through which to serve the nation’s students and their
SJamilies.

The GSLP has met the need.

The guaranteed student loan program structure in the 25 vears
of my experience as a borrower, financial aid officer, very early
emplovee of Sallie Mae, and now senior officer, has grown
from a $1.3 billion program dominated by the federally




insured loan program (the FISL) 16 a S14 billion, largely state-
based structure. Where in 1969 there were, perhaps, 900,00
borrowers receiving a new loan each vear, today over 4.3
million receive additional support annually, almost 1.5 million
of whom have never borrowed before. at least not under the
GSLP. Where 20 vears ago there was only a single guaranteed
student loan tpe for hoth undergraduates and graduates.
today there are four distinct programs, each aimed at a differ-
ent class or categorv ot borrower. Throughout this extraordi-
nary growth. the banking community, the GSLP’s most impor-
tant source of capital and service, has been the platform for
the program. It has provided an irreplaceable outreach network, a
distribution structure which reaches into thousands of American
communities to offer ready access to information and, when needed,
to loan funds.

Since 1969, when I borrowed $1500 under the FISL program
as a graduate student with family expenses that exceeded the
G.L Bill, there have been an enormous number of changes to
all of the federal government’s student assistance programs.
Of all the programs, however, it is the guaranteed student loan
program which has most often been the favorite vehicle for
policy shifts. Something over ten vears ago the program
shifted from a broadly accessible format, used heavily by the
middle class, to one which focused on the lowest quartile of
family income. Middle income families lost access in all but a
limited number of instances and, as a result, the default risk in
our portfolios increased proportionately. Similarly, by remov-
ing other forms of federal aid, the law was changed to make
the GSLP the onlv source of federal support available to short
course programs, the core of proprietary school curriculums,
And, in the 1980's the policy makers offered liberal access to
universities to establish their own lending capabilities, then
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some vears later, it rescinded this provision and limited school-
based lending nearly entirelv to graduate level borrowers.

The private sector is resilient.

In this context of shifting national objectives, we have man-
aged our wav through a long list of problems. We have dem-
onstrated that the providers of private capital are a resilient
bunch. staving the course through long and, at times. acrimo-
nious debates with the Department of Education. And. these
debates can extend for vears, as was the case with the long-
standing conflict over the mandated due diligence collection
rules. Through these various obstacles, we have demonstrated
our resilience time and again. We have also proven the agilitv
that is the mark of a competitive based policy solution. As
recently as this fall when the completion of the reauthorization
introduced new programs and new rules right in the peak
activity period of the lending season, the industry responded
quickly and adopted certain provisions into our procedures
within days of the enactment of the law. The GSLP has also
demonstrated repeatedly its reliabilitv through the record of
the thousands of banks that are sustaining participants in the
program. At Sallie Mae we are especially pleased to have
nearly 900 financial institutions as long-term forward purchase
commitment clients, many of whom have had relationships
with us for almost a decade.

Against this historic perspective the past pattern is clear: new
players bring new ideas, and change follows. In the context of
current events, let’s be careful to focus on the real challenge
and not the periphery. In that light, it would be a mistake to
characterize a move to direct federal lending as President-elect
Clinton’s choice of policy. While some advocate this change.,



at this point it is only an option. There is another and it is the
more likely alternative. It is the vet-to-be-defined alternative
created from the current GSLP structure. We must actively join
the debate on the side of private capital solutions. We must not be
wary of departures from the present, if the alternative relies on
private capital and leaves in the marketplace opportunities for us as
potential participants.

A call for innovation —

[t is my guidance to vou that the Clinton transition team is
seeking substantive new approaches. Although the transition
team is sending out an array of signals, I continue to believe
that their dialogue concerning policy options will be a thor-
ough one. The President-elect’s staff are not merely emissar-
ies of the last round’s direct loan advocates, hoping to do
today what they were unable to do last time around.

In the spirit of closer examination and open-mindedness, let s
examine the underlying policy direction which emerged from this
fall’s campaign.

The President-elect stayed to a short list of repeated themes to
state his mandate for change in postsecondary education.
These were:

1. More manageable repayment through income contingent
repayment and loan cancellation, the latter offered
through national service.

9. Universal access to higher education, through added loan
support and vouchers, the latter offered in conjunction
with national service.
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3. A national service program for those willing to work in
exchange for voucher credit for prospective education or
cancellation of educational indebtedness.

This list is straightforward and was consistently adhered to.

MORE MANAGEABLE REPAYMENT OR INCOME
CONTINGENT REPAYMENT

Manageable repayment is a goal our industry has had for years.
Loan consolidation, reintroduced in 1986, is one response
which offers both lower repavments and the combining of
multiple obligations across multiple lenders and/or schools. It
has simplified and made repayment more manageable to tens
of thousands of borrowers.

We have also worked diligently with the Department of Educa-
tion to create satistactory graduated repayment terms. In this
process, we have learned that graduated repayment is attrac-
tive to borrowers and clearly seems to make debt payment far
more manageable during the first years of employment. From
a recent study of a group of our borrowers who have 7%, 8%.
or 9% loans, over 10% selected our graduated repayment
schedule.

However, we have barelv scratched the surface of what might
be done. Close examination of the system issues surrounding
correctly disclosed graduated repayment for 8/10% loans
provides a case study in how bureaucratic gridlock can slow
projects, in this case, one offering a benefit to the borrower.
As though it was not difficult enough to solve for proper
accounting and disclosure issues as the borrower transitions
through the statute’s 8% to 10% interest rates, the Depart-




ment introduced frustratingly illogical rules on installment
amounts where no pavment can be more than three umes the
smallest pavment and there can be no pavment increase after
the fifth vear. Thankfully, in their most recent comments. thev
dropped this last interpretive rule, but the haggling on the
five-vear prohibition brought our systems development to a
standstill for months.

This example points out what we all well understand and
should counsel concern to President-elect Clinton. While the
constitution provides for just three branches of government, there is a
fourth, the bureaucracy itself, and it can be a killer of initiative.

With regard to the new fully variable interest rate structures
which result from reauthorization, I am sure that vou would
share our early view. It will be enormously difficult to explain
to the consumer a graduated repayment structure where the
pavment can move upwards for two separate causes: that is, the
periodic payment step increase and the increase derived in
vears of rising interest rates. We have successfullv done this
under the HEAL program for doctors and are confident that
ultimately we will solve this challenge. Indeed. for verv funda-
mental reasons, we must. The competitive drive that propels the
industry’s players through these tough issues holds that if you solve a
problem before I do, you win in the market. We all are seeking
service and product distinctions that will enable us to better serve the
customer. In our own instance, we firmly believe that by ofter-
ing the borrower flexible repayment terms, we will achieve an
important service differentiator.
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Direct lending: not a viable alternative—

To return again to our critics whose advocacy of direct loan-
tvpe solutions always ignores the contribution of competition. 1
would be very interested to hear a description of how the
servicers who will be supplving direct loans are incented to
undertake changes such as the new payment approaches 1
have taken the time to describe. We all know the answer: the
Department will have to pay a substantial increment to the service
fee for every innovation it wishes to add to the requirements of the
RFP. Firms who sell services to the government live for these “add-
on” conditions. That is how the real money is made. And, in the
low bid selection process, how can we expect any other result?
We have seen this repeatedly. where a state contracts with a
service provider, then finds that it omitted a federal require-
ment, or equally likely, Congress added a set of new provisions.
These situations usually are resolved: the agency is over the
barrel and to get relief, pays a high incremental cost for added
service. This, from actual experience, is the stark difference between
“pay for service” government contracting and public/private partner-
ships where the output driven competition of the marketplace
consistently delivers solutions which improve continuously and do so
at an overall declining cost to the government.

Income Contingent Repayment

[ have digressed somewhat, but this contrast between how our
industry is responding to the increasingly competitive market
for the student consumer, and how a direct loan, “purchased
service” program would work is instructive when we look at the
first of the three elements of President-elect Clinton’s mandate,
income contingent repayment. This is a loan feature that can be
delivered through the current GSLP in a matter of months if the
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¢ffort to do so is built from the types of “can do” public/private
partnership initiatives that the President-elect seems determined to
bring to Washington. We as the holders of the loans have the
best incentive possible to see that income CONUNZCNT FePay-
ment systems work. If it provides payments more rehably than
the present rules, our costs in implementing the changes will
pay off with the result we all want, fewer detaults, and more
earning assets on the balance sheet.

The history of income contingent repayment goes back to Yale
University’s Tuition Postponement Option which was offered
during the 1960’s and was withdrawn just a few years later. Tt
also includes a recent chapter, one that has closed or is about
to close. It should be of interest to the transition team because
it is a further indicator of the defects of solutions which are
constructed without full benefit of free enterprise competition.
For several years now the Department of Education and a
number of four-vear schools have conducted a pilot income
contingent program. A report on the program is to come out
eventually and there are not a lot of details as to its results.
However, from what I understand, it hasn’t gone very well. |
am confident that had the same pilot been run with the
“banking and secondary market participants fully engaged. we

=Rt}
would have reported a successful project months ago.

In a real sense these historic reference points are closed
chapters; what is important is what lies ahead. We may be
presented with a very sincere request, a true mandate. Lo
implement income contingent repayment. In justa few
minutes we could list more than a dozen problems which
would quickly put us at loggerheads with a wide range of
plavers within the federal government. Over the course of the
implementation process, we would face the IRS on questions
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ol process, the Justice Department on questions of access, and
the Departmentof Education on nuimerous program issues as
we blend imto the current GSLP the unusual elements of
income contingency. These are obstacles we are accustomed
to managing through. The goal is what is key heve: il pay-
ments tied to income help borrowers, then let’s move forward.

It may be useful to state clearly that I do not believe we need to
burden the nation’s employers with the complex problems of estab-
lishing withholding mechanisms to deliver income contingent
repayment through the IRS system. In response to a request from
the Bush administration, Sallie Mae thoroughly researched the
cost and structural implications of involving emplovers in a
payroll-based collection system which routed monies from the
payroll. through IRS withholding, and back to the holder.
Employer cost burdens would be high, very high. There are far
simpler approaches.

With strong support from the Secretary, and his or her continuing
intervention with the fourth branch of government, we have the
capability to deliver income contingent repayment soon. By making
such an offer the contrast will stand squarely before the policy
makers. You choose: utilize the current, in-place, national delivery
system and have income contingent repayment in place by the fall, or
wait years for the implementation of the direct loan pilot, a program
that is only a concept, and whose student borrowers will not be in the
position to realize any repayment benefits until late in this decade.

Certainly with respect to making repayment more manageable,
there is good news for the President-elect. Let’s get started.

O
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UNIVERSAL ACCESS IS THE PRESIDENT-ELECT’S
SECOND MANDATE

For many of us who followed the past two years of the
reauthorization debate, we were surprised by the suggestion that
there still is a need for higher limits of borrowing and the liberaliza-
tion of eligibility rules controlling who may borrow. This is a tough
proposal for me to support in light of the experience we have
Al had with collection in those numerous instances where
present borrowing levels are stretching the resources of
borrowers to the limits. Arguably, many of us would not want
to engage in the debate concerning appropriate levels of
annual or cumulative borrowing. This is a policy area where
we have always left to others these critical decision choices.
Certainly we should be cautious in this regard. However. from
the study done by New York ten years or so ago to mote
current work, default instances are far higher when large amounts
are borrowed by students who fail to complete their degree. And.
increasingly large numbers of students are failing to finish.
Degree completion rates at the majority of four-year institu-
tions today are moving downward, a great many are or will
soon be at levels below 50% after six years of study.

Notwithstanding past default studies, some suggest that far
greater borrowing amounts become manageable as soon as universal
availability of ICP occurs. Sallie Mae has researched this area
rather thoroughly and finds little evidence in our simulation
studies to substantiate such a conclusion. As a basic tenet, Sfor
the borrowers who have incurred indebtedness in excess of 80% of
starting salary, 25-year income contingent schedules, assuming likely
salary increases, will fail to retire the indebtedness in the majority of
cases. Were the choice to fall to me, I certainly would not
endorse larger loan limits on the basis of ICP benefits.

10
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Though we have steered clear of entering this poliev debate,
we cannot afford to do so going forward when the certain
outcome is greater defaults. The general public outerv focuses
on default, and we in financial institutions are alwavs swept
into the criticism,

Defaults: perception vs. reality

Let’s pause on this very important disconnect between the reality of
default and the public’s view. 1 realize this is old ground. All of
us have tried to clarify to critics of the GSLP the very significant
relationships between the statute’s eligibility criteria and default.
Today, [ want to do so again to ensure that as we move forward
into a new administration’s consideration of this issue, we have
facts on the table, and not out-of-date opinions. The law todav
is sharply ditferent than it was a few vears ago.

1. Today, there are measures in the law that heavilv restrict
schools with high default from using the program. These
rules are tough and they are phasing in as we speak.

2. Before the mid-1980’s, students in short-course curricu-
luins — predominatelv vocational instruction — had
access to a varietv of federal programs, including grants
and work-study. When this eligibility was reduced to onlv
guaranteed student loans, student aid components of
grants and jobs for which there was no default loss were
replaced with loans. Aid recipients who defaulted did so
on much larger loan amounts. Now the law has moved
even further by limiting GSLP support for short course
study eftective January 1994.




3. In 1987, the law mandated that under all programs within
the GSL.P, a loan’s proceeds must be parcelled out in
multiple disbursements. This substantially reduced the
incidents where the schools would keep virtually the entire
loan amount, even though the student dropped out early
in the program. This change was followed up in HEA-92
with a provision under which, effective in 1993, the maxi-
mum amount borrowed will be proportional to the length
of the enrollment. Both changes will reduce default costs
significantly.

4. Finally, the HEA-92 contain provisions which will tighten
the accreditation standards which schools must face to be
eligible for federal student assistance.

Taken collectively. these changes have, once again, dramati-
cally shifted who has access to this program and how, in turn,
the funds flow through its structure. There is no question that a
great many of the causes of default have been addressed. We have
pointed out in the past, and must continue to emphasize going
forward: Default costs are driven by the GSLP’s policies on access
and eligibility. Neither of these are lender-controlled program
elements.

[tis worth pointing out here that the direct loan program does
not offer any source of further improvement to reduce default. While
the advocates of direct lending have repeatedly stated that
their program will eliminate default cost, they have never
substantiated how this would be accomplished. I suspectitis
smoke and mirrors. From the taxpayers’ perspective — and |
submit that is the perspective that those in office will be
measuring very closely over the next few years — nothing
distinguishes a pavment default under the GSLP from a write-
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removes an uncollected direct student loan from its books.

It is also important to note that the goal of universal access
brings a heightened need to monitor the education achieve-
ment of those who use taxpaver supported programs. At the
present time, default rates constitute the official outcome
measurement of schools who use federal student aid. Given
the view by direct loan advocates that there is no default, what
would the government use to measure school output SUCCESS?
Will Congress, having just enacted rigorous criteria for the
express purposes of controlling default, have a ready answer to
the taxpaver who questions the wisdom of proceeding without
the on-going measurement of outcome?

Larger loan amounts and universal access are very complex policy
decisions. They must not become a path around the remaining
problems which, even after the steps [ recounted, pose a continu-
ing threat to increased default cost.

1. The country needs a solution which stems the rising costs of
postsecondary institutions.

9. We need proposals like national service which increase the
amounts of available grant support.

3. We must overcome the truly extraordinary challenges of muster-
ing our national teaching resources to more effectively retain the
young people in school, thereby reducing the dollars and
hours expended by young people who drop out before
completing their studies.

These are challenges we must increasingly share with the
postsecondary institutions.

13
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Asa good-faith expression of our intention to work in these
areas with the Clinton administration, we can certainly commit
to work more comprehensivcl,\' with schools to provide well-
designed counseling before and after the decision to borrow
heavily. This is an area we understand well. If there is to be even
greater amounts of borrowing, it is only through the banking commu-
nity that it can be delivered with a clear understanding of the
borrower’s responsibilities for repayment.

This brings me to president-elect Clinton’s third point, na-
tional service. Here, for certain, there are some specific steps
that will improve the likelihood that the national service
program comes on line and provides important benefits in the
three areas I just mentioned.

NATIONAL SERVICE

Clearly, it would be quite easy to offer immediate support for
national service by committing to work quickly to implement provi-
sions for partial or whole loan cancellation. And, we should.
However, we have the ability and knowledge base to do much more
than that.

To this point, as far as I know, no single large private sector
organization has stepped forward with ideas to support the
early implementation of national service. 1have an idea or o
in this regard that1 would like you to consider. But, first, let’s
start at the beginning. One of the most important elements of
national service from our perspective is the voucher. While the
preponderance of emphasis to date has been given to loan cancella-
tion, the real key is the G.1. Billstyle voucher concept, the second
option for service credit. We need to help shift the focus away
from loan cancellation to vouchers. Consider:

14
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I. The voucher offers the promise of immediate emplovment
and grant funds to pursue further education. It can become
a compelling incentive to the disadvantaged, struggling early
teenager to finish high school and move on. In contrast, there
is not much allure to the prospect of a great deal of
borrowing and, if somehow one makes it through, the
chance ata low paving volunteer job and loan cancella-
ton.

2. The great majoritv of jobs available for volunteers —
remember the target is 250,000 positions — are not likelv
to require a college education. The volunteers’ work
attendance and his or her satisfaction level will be greatest
if the job matches or slightly exceeds the ability and
expectation of the worker. To match expectations with the
Job most likely to be available, the target volunteer should be the
high school graduate and not the college grad.

3. The voucher option will make a very important addition to
the other federal and state institutional grant awards. In
fact. if the federal Pell grant were coupled to a voucher, the sum
would combine to provide funding levels in the first two years
that may remove altogether the need to borrow, thereby signifi-
cantly reducing defaults among early drop-outs.

These advantages for a broad voucher program, laid up
alongside the feature of loan cancellation, will move most to
conclude that the choice for vouchers is a clear one.

However, the national service idea needs support beyond
advancing the voucher notion. As a program whose target, the
prospective student, is our primary customer, we have to have
an interest in the outcome of the forthcoming debate over



deliverv. In fact. in addition to an interest in the outcome. we
should seek a wav to support delivery. The coming administra-
tion would welcome offers of support: Perhaps banks could
undertake the processing of all vouchers and loan cancellation
awards within their community or the region. Or, perhaps there isa
way that the lending community can validate potential volunteer job
opportunities among their commercial customers in business or
government. At this moment, many phases of implementation
of national service are drawing skeptical commentary. Why
not be the tirst large private sector group to demonstrate
support for national service? It would reinforce a belief we
share with the President-elect, the public/private parmnership
model, as it exists in the GSLP, and as he is advocating for
health care reform, can well serve him in national service. Our
offer couldn’t come at a better time.

THE OPPOSITION VIEWPOINT

[n the debate over the best way to deliver Presidentelect
Clinton's three-point mandate, there will be those who argue
against continued use of the GSLP.

Lining up opposite private capital and private competition are
the same IRS collection, income contingent repayment. and
school-based lending advocates we debated during the final
months of reauthorization. Their numbers have grown for the
time being by those attracted to the direct loan camp by the
prospect of real savings.

I would like to conclude with a discussion of the debate
position [ believe most appropriate to the next round of
discussion. And, I should add, the debate is already engaged.
inasmuch as the transition team is working the issue.

16
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Direct Lending Savings — a myth.

First, with respect to cost. The savings attributed to direct
loans reported ten days ago by GAO are problematic. The
underlving analysis is incomplete. The GAO’s promised
savings would not be achieved in today’s rate environment. In
fact at present rates, we helieve the GSLP would save the same
amount as the GAO analysis claimed for direct loans. GAO
also fails to consider in anv respect the costs to be borne by
schools in setting up and performing their responsibilities.
Before passing such incremental costs off lightly, itis worth
observing that students will end up paving these costs in
higher tuition. Through the transition from GSLP to direct
loans, the GAO makes no provision for supplier cost overruns,
nor for the insolvencies expected as weakened guarantors lose
the cash flow of new premiums and ACA income. There is no
mention of the foregone tax revenues as the government
eliminates this part of our balance sheet. There is also no
provision for the extra incentives required to ensure sufficient
private loan capital flows to backstop failure and to tide over
those institutions not vet in the program. And, there is no
mention of the $75 - $100 billion of new debt added to the
federal deficit over the first five years alone.

After our review of GAO’s report, we are now completely satisfied
that it does not represent the justification a new administration
should turn to for policy endorsement. The large cost savings
some have alleged, continue to be shrouded in doubt. Indeed,
this will be the case until the pilot direct loan program brings
hard evidence to light.

For certain, the direct loan pilot will become a key part of the
forthcoming policy debate. The pilot will test another conclu-
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sion from the recent GAO study. The GAO found in their
focus groups that the school community believes the Depuait-
ment will have great ditficulty managing a direct loan pro-
gram. And, the GAO found in their own reviews of OMB and
OIG reports that the Department has many managemeni
problems in its oversight of educational loan programs.
Nevertheless, none of us should be surprised that, notwith-
standing all the Department’s current challenges, we will hear
proposals which will test them further by increasing the size of
the pilot program.

Private /Public Partnership — the solution.

A second focus of our position should be to pick up on the
tenets of private/public partnerships. They are embedded
throughout the President-elect’s proposals. For example, such
tenets are known to drive the thinking on health care reform.
Witness the article in vesterday's New York Times. These tenets
must become the basis which drives the substantive reform goals
sought for student loan programs. The most important task we
face is to more effectively portray both the level of competition
and the specific service quality improvements which are driven
by competition. As we speak, the GSLP is viewed by too manv
as untouched by the positive contribution of market competi-
tion. This perception must change.

While vou all well understand what you are doing every day to
improve your programs, many in vour neighboring school
communities and within the state and federal legislative
branches are unaware. Itis time to go more public. And there
is much to account for:
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* Banksupplied loan literature is excellent and free to
the school and family.

* Application turn-around is as fast as nearlv any specific
purpose consumer loan.

* Disbursement by check and within a few vears bv EFT
is reliable, reconcilable, and virtually fraud free.

* Borrower service levels are continually improving.
* And, you have many other initatives as well.

You are also well aware of initiatives we plan to make, the
Great Rewards program being one recent example. A broadly
available status verification service is another. While it is second
nature to us, many policy contributors, especially on the Hill, do not
understand why direct loans will fail to provide the market incen-
tives that have produced these service quality enhancements. We
must improve their understanding.

Thus far in the transition team’s consideration of the GSLP. it
is clear that there is a bias towards the private capital system.
And, we all know well, there is a strong commitment to
downsize the federal government and avoid new bureaucra-
cies. The GSLP — in place and functioning reliably — is the
standard of comparison.

We need to deliver these views consistently over the next few
months. No one associated with student loan delivery under-
stands change better than we do. The record speaks for itself.
Nowhere is there evidence that a particular challenge ever
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exceeded our ability. We are clearly not afraid of change or
the debate ahead of such decisions.

Speaking for my organization, and I hope for all of us. our
particular 30-second sound bite for President-elect Clinton is
this:

We can be the President-elect’s best allies in accomplishing
his policy objectives.

Our support for the GSLP is resolute.
Our ability to deliver change is unmatched.

Our commitment to improving service to schools and
borrowers is at an historic high.

Our confidence in the strength of a competition-based system
is 100%.

Finally, we are ready to help.

Thank you.
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