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EDUCATION

Why College
Tuitions Are
So High

Not inflation, not enrollment
decline, but the substdization of corpo-
rate research is largely to blame

+

VER THE PAST LWO years numer-
ous articles have appeared in

the national press about the
“fiscal agony” that American colleges
and universities are experiencing. A
front-page article in The New York Times
in February of last year announced,
“BAD TIMES FORCE UNIVERSITIES

TO RETHINK WHAT THEY ARE.” Two’

months later 77me magazine ran a cover
story warning that administrators are
facing a “cost crunch that, recession or
no, promises only to grow worse.” Oth-
“er articles have addressed how this cri-
sis affects students. The Miami Herald,
for example, pointed out last August,
“COSTS PUT A DREAM AT RISK.”
Although it’s true that the downturn
in the economy forced U.S. colleges to
make drastic cutbacks, students began
leaving college—or began to choose
schools on the basis of cost rather than
quality—well before the recession hit.
Since the mid-1980s escalating tuition
costs have forced low-income students
into community colleges or out of school
altogether, and have either pushed mid-
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dle-class students into state schools or
saddled them with unparalleled debt.
Considering that higher education is a
primary source of social and economic
mobility, this is cause for alarm—espe-
cially since tuitions are expected to con-
tinue to mount. Tuition and fees now
come to more than $20,000 a year at
elite private institutions, and the price
could jump as high as $40,000 by the
year 2000.

Most of the recent articles have allud-
ed to the fact that since 1980 colleges
and universities have been increasing
their tuition and fees at roughly twice
the rate of inflation. None of them, how-
ever, has explained why. _

Three years ago the higher-educa-
tion establishment itself attempted to
explain the increases. In the late 1980s

_the American Council on Education, a

premier higher-education umbrella or-
ganization, and the College Board, the
publisher of the annual listing of col-
lege costs and the sponsor of the Scho-
lastic Aptitude Test, commissioned
Arthur Hauptman, a consultant to both
organizations, to account for the un-
precedented tuition increases. In April
of 1990, after a two-year investigation,
they released the results.

The report, a 120-page book called
The College Tuition Spiral, claims that, es-
sentially, tuitions increased at public
colleges because state funding dropped
at private colleges because facilities had
been improved and teachers’ salaries
raised, and at both types of schools be-
cause they had to compete for a shrink-
ing pool of college-age youths. “Insti-
tutions decided to compete for stu-
dents through nicer facilities and better

ILLUSTRATION BY MARIS BISHOFS

_ this money on was not the quality of in-

services rather than by lowering their
prices,” Hauptman has said. “That’s not
a venal decision.” A headline in USA
Today was typical of the largely uncriti-
cal press treatment the report received:
“TUITION HIKES ARE JUSTIFIED,
COLLEGES SAY.” Associations and
schools affiliated with the American
Council on Education embraced the
study’s conclusions as the official an-
swer. And in November of that year the
Department of Education released
“The Escalating Costs of Higher Edu-
cation,” a report that included a section
supporting Hauptman’s core findings.
Upon close examination, however, the
three major factors that Hauptman
identified fail to explain why the price
of a college diploma has risen so high so
fast. '

His first assertion, that a downturn in
state funding forced public schools to
raise tuition, isn’t even supported by
his own data, which, he states in anoth-
er section of the report, “do not suggest
a slumping in state support for higher
education in the 1980s.”

Hauptman’s second assertion is what
some critics have called the Chivas Re-
gal argument. It goes like this: An appar-
ently more pervasive desire for a college
education, coupled with a shrinking col-
lege-age population, convinced admin-
istrators that the way to woo prospective
students was to raise faculty salaries, up-
grade facilities and programs, and offer
more student aid, rather than to cut costs
and lower tuition.

“It’s clear that what [colleges] spent

struction,” Hauptman says. Colleges de-
cided to keep their most affluent “cus-
tomers” satisfied by gentrifying their
campuses and charging for it. As Haupt-
man says, it was “a good business de-
cision” in a classic buyer's market. If
schools didn’t keep up with their com-
petitors, matching them natatorium for
natatorium, students wouldn’t enroll.
Third, Hauptman contends that
since private and public schools were
faced with a declining pool of eigh-
teen- to twenty-four-year-olds, - they
could no longer spread their fixed costs
over growing numbers of students, as
they had in the 1960s and early 1970s.
Thus they had to raise tuition. But in
the 1980s the number of college stu-
dents increased at a fairly steady rate.
From 1980 to 1990 enrollments rose
from 11.4 million to 13.6 million stu-
dents—a gain of about 20 percent.
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proxfidé-;’ funds for _.-l.oans to

parents who are putting their
children through college. And

Health Education Assistance

Loans for prospective health

care professionals. -
Even people who tap into
their home equity or take out

personal loans for college may
be using funds provided by

Sallie Mae. :'

All told, more than 65

million borrowers rely on
Sallie Mae for loans to finance
every kind of education. At
schools all across the coun-
try.

Some
students need
money for just
one or two
semesters.

Some are going

to trade school.

Some are getting their
master’s or doctoral degrees.

- Post-Secondary Education
 Costs Borne By Students
- And Families In 1991-92

. . $80 billion total _
« 39 billion throvigh Sallie Mae

- Andothers are learning

B ﬁ\éﬁ?y;jrkplate skills at their
community college.

. Sallie Mae also helps
_s_éhools. Some 200 colleges in

.. 38 states have received nearly

$2.5 billion for the construc-
tion or renovation of build-

ings, research labs, libraries,

§ and classroorhs_. And to pur-

chase essential teaching

: tools like computers,
telésc'qpés, even pianos.
Witlt so many
people and institu-
tions depending on
us for funds, we em-
ploy some of the best

1050 Thomas Jefferson Street, N.W. Wasbington. D.C 20007-3871

financial talent in the world.

It doesn’t take a Ph.D. in
finance to know that money
doesn’t grow on trees. But
money does grow. And few
companies have been growing
it as intelligently and prudently
as ours.

We have nearly $50
billion in assets.

We're one of just a hand-
ful of financial services compa-
nies in the country to have a
AAA balance sheet.

And through sound,
conservative balance sheet
management and marketplace
innovation, we consistently
generate returns that keep

 private capital flowing in, no

matter what kind of economic
conditions prevail.

All of which attracts some
of the smartest private capital
investors in the world to invest
in Sallie Mae.

ety eming
pet share

T T T T T T T T T
YOS g3 w3 84 A5 86 87 688 83 % 9

Sallie Mae's cousistent performance fuels investing
which in turn supports more siudesnt credit

And that money finances
higher education right here.
In America.

No matter what Amer-
ica’s future education finance
needs will be, Sallie Mae will
continue to focus the full power
of private capital markets on
meeting them.

A New York Stock Exchange Company.




The flattened-enrollment theory also
doesn’t explain what amounts to a five-
year gap. Enrollments leveled off
around 1975, and college officials were
aware of demographic trends well be-
fore that time, but schools did not raise
their tuitions significantly above the rate
of inflation until 1980. Tuition actual-
ly lagged behind inflation in the late
1970s. Why did colleges and universi-
ties wait five years to increase their fees?

HE NATIONAL Coalition for Uni-

versities in the Public Interest,

an organization co-founded by
Ralph Nader in 1983, offers a com-
pelling counterargument to Haupt-
man’s report. [t blames tuition inflation
on the commercialization of campus-
based research. Leonard Minsky, an-
other of the coalition’s founders, says
that universities are raising tuitions
“not to attract more students but to at-
tract corporate investment.”

It is a piece of federal legislation
passed in 1980 that is to blame for the
tuition increases, according to the coali-
tion. The Bayh-Dole Act, also known as
the University—Small Business Patent
Act, augmented by a subsequent exec-
utive order to include multinational
corporations, ceded to universities the
ownership of patents developed with
federal research funds. This enabled
schools to attract foreign and U.S. cor-
porate investment, because they could
now sell to companies exclusive licens-
es on all discoveries made under a com-
pany’s sponsorship. To sweeten the pot,
Congress also altered the federal tax
code, giving corporations tax credits for
investing in university research.

The coalition’s theory provides a
plausible explanation for Hauptman’s
mysterious five-year lag time. It sug-
gests that universities promptly started
to raise tuition—their only source of
unrestricted revenue—to cover the ex-
orbitant venture-capital demands of
applied research.

The higher-education establish-
ment, corporations, and both political
parties touted the revised patent law as
a solution to the nation’s competitive-
ness problem. It was meant to encour-
age universities to shift their priorities
from pure, or basic, research—which
rarely has any immedtate practical use
—to applied research. For universities
to do this, however, they would have
had to make an up-front investment to
modernize laboratories in order to meet
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industrial standards, and hire industri-
ally qualified scientists at much higher
salaries than those they customarily
paid. The discoveries resulting from
this applied research, so.the argument
went, would be more easily translated
into marketable products, thus making
U.S. corporations more competitive.
And the universities would recoup
their initial investment and earn a prof-
it from royalties on their patent rights.

These patent-law changes; Minsky
argues, transformed the overriding pur-
pose of the university: “Formerly, uni-
versities had only employees and capi-
tal. Now they have products to sell.
Once universities become a business,
the objective is not ‘education for the
people’ but looking for marketable
products and selling the institution to
corporate investors.” '

The coalition charges that the
strengthening of ties between universi-
ties and industry has amounted to an
enormous indirect public subsidy, in the
form of federal research dollars and tu-
ition revenue, to private corporations —
including ones from Japan and Europe.

“Corporations sponsor research at
universities to use.public-tax dollars
to defray the:cost of developing mar-
ketable inventions and to spread the
risk of failure,” says David Noble, a
professor of history at York University,
in Toronto, and another coalition found-
er. Corporations fund only about eight
percent of university research, Noble
says. “They’re not building the build-
ings, or paying for the education of the
staff, or supporting the students, or the
library, or the land, or the accumulated
prestige and knowledge of the universi-
ty. If they had to replicate these re-
sources in-house, it would cost them
orders of magnitude more than what
they’re paying.” '

The heightened emphasis on capi-
tal-intensive applied research has led a
number of schools to cut back course
offerings and to eliminate entire de-
partments that don’t pay for them-
selves. Columbia University, for exam-
ple, phased out its geography and
linguistics programs in the spring of
1989 and closed its highly regarded
graduate school of library service last
June. At the same time, the university
built the $62 million Morris A. Scha-
piro Center for Engineering and Physi-
cal Science Research. '

This retrénchment has prompted a
debate among administrators about the

role of the university. In a 1989 speech
the president of Princeton, Harold Sha-
piro, said, “Some suggest that unde_r¥
graduate education ‘gets in the way’ of
frontline and increasingly complex re-
search. Others argue that blockbuster
grants for research centers, ail of which
require some type of cost-sharing, si-
phon internal funds away from teach-
ing. . . . Should we keep the research
and education enterprises together?”

RTHUR HAUPTMAN discusses the

research-tuition connection in

The College Tuition Spiral, but as

an afterthought. Even so, his four-page

abbreviated description of the link con-

firms much of the coalition’s conclu-

sion. And when I described to him the
coalition’s hypothesis, he endorsed it. “T
don’t think it’s hypothetical,” he said. “I

think it’s true.”

Hauptman’s study shows that de-
spite laments by many college adminis-
trators that federal research funding
declined in the 1980s, it actually went
up four percent a year. And not all of
the increase was associated with Penta-
gon programs; civilian-sector research
budgets grew almost as fast as defense-
related activities. '

Administrators from elite research
universities nonetheless complained
to Hauptman that federal spending—
which represents about 60 percent of
all funds spent for campus-based re-
search—did not increase enough to
cover research costs adequately. To
compete with industry for scientists
and engineers, these schools have had
to pay six-figure salaries and provide
support staff and state-of-the-art labo-
ratories and equipment—which can
add up to millions of dollars a year.

How do they make up for shortfalls?

;Raise tuition, Hauptman says.

“For many years undergraduate
tuitions at many universities have sup-
ported research by paying for a substan-
tial portion of the fellowships and assist-
antships that institutions provide to
graduate students,” he writes. “But this
traditional form of cross-subsidy now
appears to have been extended to the
use of undergraduate tuitions for the di-
rect support of campus-based research.”

Erich Bloch, who finished his six-year
term as the director of the National
Science Foundation in August of 1990,
agrees. “No doubt about it,” he says,
“[research universities] have supported

(Continued on page 43)
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Childreach Sponsorship. It works small miracles.

Angela Mina lives in a very poor country where
many children born die before their first birthday. -
Over 75% of all children suffer some form of malnutri-

tion. Unclean water, disease, revolution, and natural’
disaster make survival for many children and their
families a daily challenge.

" But Angela has survived these things with a little help
from a friend — 2200 miles away.

Childreach made it possible. PLAN International
made it happen.In 1976, when Angela was almost
three, Childreach (then known as Fqgster Parents Plan)
found her a sponsor in the United States.

In the poorest countries overseas, relatively small
amounts of American money properly used can virtu-
ally perform miracles. Childreach raises that money by

- finding sponsors who wish to invest modest amounts
of money each month in the future of a needy child,
family, and community overseas. Childreach is the
U.S. member of PLAN International - the largest
non-governmental, non-sectarian helping organization
in the world. _

For over 55 years, PLAN International bas been in
the field bringing its life-changing skills to communi-
ties throughout the world.

To understand how Childreach and PLAN Interna-

‘tional impacted Angela’s life, consider the things that
didn’t happen to her.

She never became ill with amoebic or bacillary
dysentery. Using funds pooled from sponsorship.
money in the region, PLAN International’s field staff
typically aids communities like Angela’s with equip-
ment and expertise so that the people can create their
own clean water supply. : o

She never developed pneumonia. Medicines and
health care made possible by PLAN International in
clinics supported by sponsor contributions kept
Angela’s bronchitis from escalating into a more
serious bronchial ailment.

She never had to leave school. Despite severe
poverty, Angela did not have to give up her
schooling to go to work. Her Childreach

Angela Angela ' 'Angelz}'
in 1982. in 1987. in 1991.

sponsor’s continuing support made it possible for
PLAN International to supply school uniforms and
pay school fees that would have been impossible for

‘Angela’s father to afford. :

 Because of what didn’t happen, here’s what did
happen. Angela became an excellent student, having
finished high school with high marks. She is now
eighteen, and has also graduated from the Childreach
sponsorship program.

Through the civil unrest and natural disaster,
through sickness and poverty, Angela believed she
and her family would survive and have a better life.
Her faith in her religion and her family, her friends at
PLAN International, and a relationship with a family
thousands of miles away has given her the hope and
confidence that her dreams for tomorrow will come
true.

Become a Childreach sponsor. For only $22 a
month, just 72¢ a day, you can become a Childreach
sponsor. Please fill out the coupon and start to make

a difference in the life of a child who needs your help.
*

childreach

PLAN
U.S. MEMBER OF INTERNATIONAL
It works small miracles.

: - . YES,I WANT TO GIVE A LITTLE BOY OR GIRL 1

A CHANCE FOR A BETTER LIFE!

Please enroll me as a Childreach Sponsor for:
‘QABoy QAGirl QEither O The child who has been
waiting the longest.
Age: 035 068 0911 O12-14 O AnyAge

I’d like my child to be from:

QO SOUTH AMERICA: Q Colombia O Ecuador Q Bolivia

Q CENTRAL AMERICA/CARIBBEAN: Q Guatemala O Honduras Q El Salvador
Q Dominican Republic

O ASIA: QOlndonesia Qlndia O Nepal O Philippines Q Thailand

Q AFRICA: QO Burkina Faso QEgypt QTogo O Guinea

Q Please send my New Sponsor Kit with Q MAYBE. I’m interested in Childreach, but
my sponsored child’s photo and case I'll need to know more before | make my
history. decision. Please send me information on
My check for $22 for the first the child P’ll be sponsoring.
month’s sponsorship is enclosed. 0 Although I can’t sponsor right now, I'd like

to contribute § to your
Emergency Fund.

OMr. QMrs. QMiss QMs.

NAME

ADDRESS

CITY

STATE ] ZIP

FIOME PHONE N331

Mail to: Childreach, 155 Plan Way
Warwick, R1 02886-1099

or call Toll-Free 1-800-448-2449

Childreach is formerly Foster Parents Plan — one of the oldest and most respected sponsorship
organizations in the world, with over 55 years as a leader in linking caring sponsors with
needy children and their families overseas. Non-profit. Non-partisan. Non-sectarian. Tax
. deductible. A copy of our financial report is available upori request from N.Y. Dept. of State,
l—Ofﬁce of Charities Registration, Albany, N.Y., or Childreach. J
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{Continued from page 34)

part of their research with tuition funds.
... Research has become the prime rea-
son for [the university’s] existence. At
one time it was education.”

Both Hauptman and Minsky say that
the situation at research universities has
had a trickle-down effect on less pres-
tigious state and private institutions.
More and more schools “want to be
considered world-class,” as one former
higher-education-association president
says. And that means research. It’s re-
quired for tenure, and many find it more
lucrative and stimulating than teaching.
It also brings prestige, not only to pro-
fessors but also to their institutions.

The trend has pulled faculty mem-
bers out of the classroom and into the
lab. Teaching loads have lightened con-
siderably at most institutions in both the
sciences and the humanities, and many
highly paid star professors never see an
undergraduate—they stipulate it in
their contracts. This, too, affects tuition,
according to a former official of the Bush
Administration. In a report released in
November of 1990, Lynne Cheney,
then the head of the National Endow-
ment for the Humanities, observed that
the emphasis on research over teaching
had forced schools to hire more instruc-
tors, contributing to tuition increases.

Last September a House committee
arrived at similar conclusions. In its
brief report, “College Education: Pay-
ing More and Getting Less,” the Select
Committee on Children, Youth, and
Families laid the blame for tuition infla-

- tion on the heightened emphasis on re-

search at schools seeking to emulate Ivy
League universities. The recession ex-
acerbated the problem, the report said,
by forcing schools to choose between
reducing teaching budgets and reduc-
ing research budgets. Teaching lost out.

Finally, the fact that many of the top
research universities are price leaders,
to which other schools look when decid-
ing what to charge, also drives up tui-
tion throughout the system. To try to al-
leviate a related problem, the federal

.government recently moved to curb in-

iterschoo! collusion in setting tuition

tates and financial-aid awards. After a

two-year investigation of about sixty
prestigious schools, the Justice Depart-
ment in late May of 1991 charged the
eight Ivy League schools and the Mas-
sachusetts Institute of Technology with
violaring the Sherman Antitrust Act by
illegally conspiring to limit price com-
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petition on financial aid. To avoid a
costly legal battle, the Ivies immediate-
ly agreed to stop their thirty-five-year
practice of offering uniform financial-
aid awards. They also agreed not to ex-
change information on planned tuition
increases or faculty salaries, even though
they were not formally accused of doing
so. MIT, however, refused to sign the
consent decree and was convicted last
September of fixing prices on financial-
aid packages. Meanwhile, the Justice
Department is continuing its investi-
gation of other schools’ financial-aid
practices.

HE RESEARCH-tuition connec-
tion has gained in significance
as relationships among univer-
sities, government, and business have
changed over the past twenty years. In

“the mid-1970s universities began to

look to the business community as a
potential ally against “intrusive” feder-
al regulation and as a source of funding
to offset flattened federal support. Cor-
porations, sensing an impending return
to normalcy on campus after the Viet-
nam War, warmed to the idea of part-
nerships. Not only were they interest-
ed in rolling back federal regulations,
but a marked decline in their ability
to compete internationally had them
scrambling to find ways to promote
productivity and technological innova-
tion. They were also attracted by the
growing commercial potential of bio-
technology—then the product of cam-
pus laboratories. Rather than increase
their own in-house research-and-devel-
opment capacity, which would have re-
duced their profit margins, they tapped
into university research.

A major obstacle for corporations,
however, was the patent law. At that
time the government owned the pat-
ents on discoveriés made through fed-
erally funded research and licensed
them nonexclusively, without charge,
on an ad hoc basis. The universities
wanted ownership, which would allow
them both to license patentable inven-
tions directly to corporations for a roy-
alty and to solicit up-front contribu-
tions from corporations. But corpora-
tions wanted exclusive licenses. If they
were going to help pay for specific uni-
versity research projects, they wanted
their initial investment protected. Oth-
erwise, they argued, there was no in-
centive to support university research.

Both sectors claimed that changing

the law would facilitate “technology
transfer”—the transfer of discoveries
and inventions from university labs to
corporations and then to the market-
place. The paramount argument for
patent-law revision, though, was that
it would greatly improve the nation’s
competitive posture in world markets.

Sheldon Steinbach, general counsel
for the American Council on Education,
began lobbying for the new law in 1974,
when he started working closely with
Senator Birch Bayh, one of the sponsors
of the University-Small Business Patent
Act. A few years later Steinbach helped
Representative Charles Vanik draft the
first research-and-development tax-
credit proposal—which Congress even-
tually passed—to give corporations
an additional inducement to support
research.

ACE’s lobbying efforts thus helped
create a situation in which the American
public now pays for university research
four ways: federal tax dollars underwrite
most campus-based research; under-
graduate tuitions help pay for labs, sci-
entists, and research assistants; corpo-
rations investing in campus research
receive tax breaks, which means a loss
for the federal treasury; and a corpora-
tion with exclusive rights to a patent
produced by publicly funded research
can sell the product at a monopoly price._J

Have campus-corporate ventures
strengthened U.S. competitiveness or
helped our domestic economy? The
number of patents issued to univer-
sities has grown considerably, nearly
doubling from 619 in 1986 to 1,173 in
1990, according to the Association of
University Technology Managers. De-
spite this boom, however, there have
been few bona fide commercial suc-
cesses. Most of the discoveries have
been limited and technical.

Advocates of university-industry
partnerships, however, say that ten
years is too brief a time over which to
evaluate their success. Even so, a for-
mer president of Harvard University—
the school that has made some of the
biggest corporate deals on record—dis-
putes the idea that they will ever signif-
icantly strengthen U.S. competitive-
ness. In his 1990 book Universities and
the Future of America, Derek Bok writes
that it is a “fallacy” that spending more
on university research and promoting
university-industry ties will “do much
to restore the preeminence of American
business.” '
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Most experts have concluded that
the real problems of American com-
petitiveness do not lie early in the
product cycle at the stage of mak-
ing inventions or even starting new
companies. The trouble typically
begins in later phases when products
must be standardized and produced
in large quantities at low prices and
high quality.

Bok points out that the Japanese did
not invent color television, video re-
corders, or semi-conductors but they
are more efficient at designing and
manufacturing state-of-the-art versions.

Another reason university-industry
collaboration will not help U.S. compet-
itiveness, the Coalition for Universities
in the Public Interest says, is that Japan-
ese and European corporations have the
same access to federally funded campus
research that U.S. firms do. A number of
major universities, most notably the
Massachusetts Institute of Technology,
have aggressively courted foreign com-
panies, and their efforts have paid off.
According to a 1988 study by the Gener-
al Accounting Office, links with U.S.
universities helped Toshiba to develop
new technology for recording images on
disks, Toyota to devise new engineering
stress sensors, and the Asahi Chemical
Company to computerize its manufac-
turing processes.

In June of 1989 a House subcommit-
tee held hearings on the issue and
bluntly criticized universities that were
selling research results to foreign cor-
porations. The legislators said that such
actions undercut the U.S. economy
when, ironically, university officials
were asking for more federal support
for campus research to help U.S. com-
panies compete internationally.

As a follow-up, the subcommittee in-
structed the GAO to conduct a study of
technology transfer from the schools
that receive the most federal grant
money. The study, published last May,
found that twenty-four of the thirty-
five universities surveyed had indus-
trial liaison programs with at least one
foreign member. In total, 499 foreign
corporations were involved, and the
programs at MIT, Stanford, and the
University of California at Berkeley ac-
counted for 58 percent of them.

The GAO study was incorporated
into a report by the House Committee
on Government Operations, issued last
October, which concluded that “the
benefits of publicly funded research are
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being sold at bargain basement prices to
foreign corporations, and that the very
programs that were initiated to increase
U.S. competitiveness are benefitting our
economic competitors instead.” Among
other things, it recommended that the
federal government require schools to
give preference to U.S. corporations
when granting patent licenses.

AVID NOBLE, who was the first

to publicize MIT’s extensive

ties to Japanese corporations,
says that such relationships are far from
the only problems created by federal
patent and tax laws. He argues that
these laws are essentially anti-competi-
tive. Exclusive patent licenses give cor-
porations a monopoly on a product for
up to seventeen years, but, as Noble
points out, “there is'no adequate re-
quirement in U.S. patent law that en-
sures a patent will be worked—that
there will be any return to the public.”
In fact, corporations have sat on pat-
ents countless times in the history of
science-based industry.

When a corporation does decide to
work a patent, it can charge the public
whatever it wants. Burroughs Wellcome
has been roundly criticized for inflating
the price of AZT, the anti-AIDS drug
that the National Cancer Institute
helped develop. In March of 1991 a
group of HIV-infected patients sued
the British pharmaceutical firm to strip
it of its exclusive patent, alleging that
the company misleadingly took credit
in its patent application for work done
by federal scientists. That suit was ulti-
mately dismissed. But the following
July the National Institutes of Health
granted a nonexclusive license to man-
ufacture AZT to Barr Laboratories “to
the extent that NIH is found to have an
inventorship interest in the six AZ T re-
lated patents issued to Burroughs Well-
come,” according to a statement made
by Dr. Bernadine Healy, the director of
the NIH. Barr Laboratories and Bur-
roughs Wellcome are involved in litiga-
tion that will be decided this May.

In a less well known case Michigan
State University and NCI developed
cisplatin, an anti-cancer drug, with fed-
eral research funding, and the govern-
ment licensed it exclusively to Bris-
tol-Myers (now Bristol-Myers Squibb).
Other drug companies have shown in-
terest in producing generic versions, but
Bristol-Myers Squibb controls the ori-
ginal patent in the United States and

has kept the drug’s price artificially high.

“The exclusive license is the ful-
crum,” Leonard Minsky says, “allowing
corporations to make excessive prof-
its above and beyond the profits that
can be made in a competitive situation.
Granting corporations tax breaks for
funding their own research, and monop-
oly control of a product developed with
federal research dollars, is corporate wel-
fare. These are public handouts de-
signed to make U.S. companies com-
petitive, but they’re counter-competi-
tive devices that reinforce the disability
they’re designed to cure. We are subsi-
dizing an inefficient system.”

VER THE past forty years federal

initiatives have helped open the

gates of the academy to women,
low-income whites, and racial and eth-
nic minorities. The commercialization
of campus research, however, coupled
with the federal government’s shift from
student-aid grants to loans, has rolled
back those gains. Access to higher edu-
cation is becoming progressively re-
stricted to those students—largely of
white, upper-middle-class background
—who can pay. The result? Stratifica-
tion in the college system increasingly
mirrors the social stratification that high-
er education once helped to overcome.

Proponents argue that closer univer-
sity-industry ties will generate new
products and enhance U.S. competi-
tiveness, but little has happened since
1980 to justify the huge public subsi-
dies or the end of affordable education
for many Americans.

The policy has sparked little debate
on Capitol Hill, where it still enjoys bi-
partisan support. Even so, the Coali-
tion for Universities in the Public In-
terest maintains that the commercial-

;ization of publicly funded research is

an issue as important to the nation’s fu-
ture as environmental protection.

“Just as Americans should be con-
cerned about the regulation of the oil
under the ground and the timber above
it,” David Noble says, “they should
also be concerned about this precious
and irreplaceable asset—what some call
intellectual capital. We have no quairel
with universities acting in any way.they’
want so long as they don’t take public
funds. But when they do—and nearly
all do—to ask the question What’s in it
for the public? is not only legitirnate, _
it’s essential democratic behavior.” '

—Elliort Negin

MARCH 1993
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We are enclosing a letter to you from Secretary of Education Richard W. Riley
describing President Clinton's plan to phase in the replacement of the Federal
Family Educational Loan Program (FFELP)--formerly known as guarantesd
loans—with direct lending.

The President’s proposal satisfies essential criteria for a first-rate direct loan
program. Indeed, it is structured along the lines of a program we have
advocated for over the past two yeass. '

In his leuer the Secretary confirms that direct lending;

. Will make loan capital available to all eligible students a5 an
enttlement;

. Will assure avatlability of loans to all students during the four-
year transition to fuil direct lending;

K Will not impose added administrative costs on institutions;

. Will not require any institution to originate loans; alternative

crigination will be done by an Educaton Depertment contractor.

Obviously, as the legislation moves forward, we, along with the American
Courcil on Education (ACE) and the other associadons, will work closely to
assure that the final version and its implementing regulations are as sensible
and sensitive as possible to the needs of our students and their instinitions.

As you know, advocates for the current system have been conducdng an
cxtensive lobbying campaign against direct lending targeted at our campuses.
The information provided by those advocates for the status quo, who have a
significant financial stake in the current systsm, has been misleading on many
key points.

We hope you will cxamine the information provided by the Secretary and, as
convenient, express your views of the Administration's plan to the news media
and members of your state’s congressional delegation. The House Education
and Labor Committee will markup the President’s direct loan legislation before
May 15. Some colleges and universitics have already provided responses to
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the Congress based on inaccurate informarion they are receiving. We hope they will be able
to reconsider their views based on new informadon contained in the Sccrctary’s lener,

The budget resolution passed several weeks ago requires the House and Senate education
committees to achieve $4.2 billion in savings. Cutting the current guaranteed loan programs
is unlikely to achieve that level of savings in a satisfactory manner, and we, of course, are
adamant about maintaining and strengthening the Pell Grant and campus-based programs. A
thoughtful phase-in of a full direct lerding program as proposed by the President will help
make major improvements in student loans, will help reduce the deficit and perhaps, down the
road, make more funding available for the Pell Grant program.

If you need further information or copies of the actual legislation, please call Jerry Roschwalb
at 202-778-0848, Tom Buus at 202-554-0578, Ed Elmendorf at 202-857-1825, or Barmak
Nassirian at 202-857-1825.

We are also providing a copy of this information to your federal relations, institutional
advancement, and financial aid officers.

Cordially,

C. Peter Magrath James B. Appleberry
President Président

National Association of S:ate \_Agﬁcrican Association of
Universities and Land-Grant Colleges State Colleges and Universides

enclosure
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UNITED STATES DEPARTMENT OF EDUCATION
THE BECRETAKRY

) T
Dear Colleague:

President Clinten is now sending two complementary pleces of legislation to Congress on national
service and student loan reform. Many of you have hasn hagring misleading reports of thaze
proposals, put out by organizations with a major financlal stake in the status quo. I write to you
today to clarify the student Inan portion of this bill. .

- Our primary ohjective in revamping the studeat loan systam is tc serve students better, A new
streamlined syatem will siraplify the administrative tasks of educational institutions, make the
system easler to undarstand, provide students with greater choice in repayment plans and lower
costs to taxpayers and studerts,

Maka 10 mistake about four eentral principles of our proposal;
¢ No school will be raquired 0 originate loans if it docs not want to.
* The Department of Education will pay a fec for loan origination.
*  Acoess 10 studeat loan capital will contnue to be an entitlement.
¢ There will be no gaps in access to capltal for any eligible student or parent.

Pregident Clinton {5 deoply commiued w increasing educational opportunity by providing youn
people with the chancs 1o serve thelr country and thelr communities. In retirn for their '
sommitment, he intends w help ther meet the costs of 8 college edncation or job training, Tha
Nadonal Scrvice pro will provide educational benefits in return for national service performed
before, during and college. The Department of Education will implement 8 diract student
Ioan program that will provide ail students with a range of flexibls repayment options, including
income contingent repayment, Under this program, students who choose to take low- -
communily service jobs, whether pars of thd national service program or not, will be able 1o repay
their loans as & small percentage of their income so that they will not be overburdened by debt,

The major savings fram direct lending derives from using Federal borrowing for student loans
rather than private capital guaranteed by tha Federal govemment and eliminating tha profits in tha
gystern. The 2081 estimates include a significant allowance for administrative costs w the
Department of Educaticn and educatioral institutions, Eligible schools will otiginate Yoans if they
chose to do 50, and they will receive a stall fes from the Department of Education to help cover

. costs, Nonetheless, [ understand that not every institntion will be able to originate loans, and some
will not want to. In these cases, an altemnsrive originator will be available at no cost to the
institation, We are confident that a nsw syster: will provs essfer to use, more efficlent for
instirations and studentz, and much legs costly than the cumeat student loan structure.

Please ke the time to read the enclosed background materlal, which addresses many of the

specific issues raised by the opponents of direct Jending. IfX can bo of further ssslstance, please
cantact the Department ot (S00)USA-LEARN.

We Jook forward 10 your support of this plan w serve students, famities, and schools better.
Sincerely yours,

Richard W, Riley

400 MARYLAND AVE. 8W, WASHINGTON, DC 30303-0100
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Direct Lending

Backyround Materlal for Educational Institufons

Greater Efficlency and
Etmplicity

Covb Savings to Studend
borrowers

Findble Repayment Optionn

Major Reasons For Direct Lending

The current system of 7,800 lsnders, 46 pusrantee agencies, and
numereus servicess and secondary mackets is emor-proze, hard to
monitor, and cumbersome to borrowers and schiools. Back of these
lendem and agencies has its own forms and procedures, adding oxtra
work for borrowecs and schools. Under direct lending, the process
would be greatly simplified and streamlined becsuse students could
arrange for all of their Federal financial assistance through their
schools. They would have anly one application form to Sl out, and
they would no langer be confuiged about who holds their loan notes or
whete to eend repayments. The schocl, in tamm, would no longer have
to work within tho current compHeated web of banks and

agencles. Forexample, schools would no longer face cash flow delays
dus to bank or guarantee agency approvals, Educationsl institutions
would provide, in essence, one-stop shopping for students, which
pernits 4 school to offer better and more comprebensive setvics,

Borrowers will continve to have access to ag fauch loan capital as they
bave had in the past. Direct loan capital will not be limited by
congressional appropriatons. This program will be an entitlement for
students, just Lilos the guarantsed smdent 1oan program. Funds will
flow promptlytoschools, solely on the basis of borrowereligibility and
needs, Once the system is fully implemepted, a portion of the general
cost savings fram direct lending will be pasced on 1o bormowers in the
form of & reduction in the intsrest rate on their loans.

All stadenis who bumow mongy for school will have svailable & renge
of flexidle repayruent options to snittheir inancial needs, Underthese
options, any studsnt who chooges to taks & low-paying community
service job, or any low-paying job, will not be overburdened with dabt.
Swdents who chocse the income contigent repayment plan will repay
thelr loans as a small percentage of their income. Other students will
be able to chooss a fixed, graduared, or axtended ropayment plan that
fits thelr needs. Eventually, wo plantomake repayment svencasler by
the use of payroll withholding through the tax system. Students in

1
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any addiclonal costs, the Deparnnent of Bducadon will pay them o
#mall fes to help cover the costs of origination. Those schools that
¢anmot or do not wish to originats loens will not be obligated to 4o 30,
The Department will pay an alternative originator 19 perform this task
for these schoolg. Furthermare, sducational instmtions will not be
expeoted 1o service or collect the loans (except for tha routine tracking
of stodent status which schools alroady do). The Deparmment will
conwact with  sumber of organizadons to perform servicing and
¢ollection of direct loans,

Adminlatrative Capacityat  Therels no question that the Department must strengthen its monitor-

the Dapartment of Educa-  ing and mview funetions, but we must do ¢o tegardless of whether the

sion current program continues or we move to direet lending. Loan
servicing will be done by a small sumber of caxefully sclected and
¢loscly monitored contraciors. The direct lending systera would have
fewer adminisirative participants and thus would be casier for the
Department to monitor. We have made significant progress in some
areas, incloding improved management and computer systems. The
Department’s delivery of direct loan funds will include many of the
wall-tesied, successful, and inoreasingly automated data and financisl
sysitms now used for Pell Grants and campua-based Federal student
ald programs. To ensure high quality, the Department iz wodkdng ot
redesigning program [ptegrity and monitcring efforns © focus on
performange quicomes, This will lead to increased accountability apd
efSciency.

Sorving Btudente During the Botk during and after the trangition 10 student Joans, maintaining the
Transftion availability of loans to students will be our number one priodty. Fora
long time, lendets have maintained the status quo dy using threats of
pulling out and disrupting the flow of loans to students. The Depart-
roeat s aware of the challenges in moving to a new systam and we are
working to ensure a smooth transition. The legislation will provide the
Department with authority to move quicily if capital shortages secur,
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community service jobs fanded by the national service program will
receive an cducatonal benefit of up to $6,500 for every year of gervice
that they perforr, up to two years, They can use this beacfit to pay off
Joan dabt or 10 pay tuition.

The expected savings from direct londing — estimated at roughly $4
billion from FY 1994 to 1998 — will groatly reduos the costs of student
loans o taxpayers. The Congressional Budger Offics, the Qeneral
Accounting Office, and the Department of Bducation agree that direct
lending could save $1 billion or more per yearwhen fully implementod.
Because of the government'srelativelylow cost of capital, the taxpayer's
costof providing interest subsidies to borrowars wonld be substantially
reduced - by about 10 cents par dollar loanad.

Responses to Concernsg Raised
About Direct Lending

Dospits the many reasons to move to direct kending, some opposition
remains. This opposition has nawrally come fram those who have
profited most from the curtent guaranteed loan program. Some ofthess
concemms are valid, and we have desigoed our proposals to address
them; other concems are not.

Many of you have heard that it will ba complicated and expsnsive for
echools to participate in direct lending. This is simply not troe,
According to the indupondent Advisory Committes on Student Finan.
clal Assisiance, the burden on most institudons will be radically
reduced becanse schools will only have to deal with ons central
application, one disbursement processing system, and electronic com-
munication with one servicer. The naw sctivity that direct landing
requires ig origination. Whils oo school will be required to originate
loans, those sehools that choose to originate must perform two new
functionx: 1)enswe that students sign the promiysory note to repay the
loan and mall it 10 the servicer, and 2) after making the loan, reconojis
with the servicer that all the money and documentation is accountad
for. The Depanment of Education will provida software to accomplish
both of thess tasks, The software, as well as training to use it, will be
available to institutioms free of chargs.

Most schools already have the technology and expedence needed to
participate in direct lending as loan originators. If your Instmion
originates loans in the Perkins Loan program, it has the capacity to
originateloans for directlending, Toensure that institutions donot face

P.@6
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American Assoc1at10n of State Colleges and Universities

NEWS REAK

GOaAlée One Dupont Circle / Suite 700 / Wa'ahmgton, D.C. 20036 (202) 293.7070
| For Immediate Release April 30, 1993

Contact: Gay Clyburn or Sam Snead
Division of Communications

Statement from James B. Appleberry
President, American Association of State Colleges and Universities
on President Clinton’s Nationa! Service Initiative

Service to community and soziety has been are of the hallmarks of America’s state
colleges and universities in addition to teaching and scholarship. President Clinton' s
proposed National Service Initiative is to bz commended and supported for the opportunity
it provides college and university students to develop a sense of community and a
commitment (o serve our nation and fellow citizens throughaut life. For this reason, among
others, it is fitting that the American Association of State Colleges and Universities
(AASCU) supports Fresident Clinton’s carefully crafled Nationa) Service Initiative.

Listed as a component but separate in its impact and bencfit is the President's initiative
to establish a Direct Lending Program. The program provides a more efficient mechunism

of loan financing, u campus-based strean:lined loan process and flexible repayment options
for students, The Direct Lending Program's connection to the National Service Initiative js
through its proposal for debt forgiveness in return for setviee for a limited number of
studenis. It is the belief in the value of service 1o the community and the nation that
motivates ihe connection of these two worthy initiatives.

Direct lending culls for a phased in replacement of the current Guaranteed Student Loan
programs and includes a limited option income-contingent repayment plan. A tightly
controlled and limited option income-contingent repayment plan for students who are
unable to handle regular repayments combined with direct lending is clearly a more flexible
system than the current mechanisms of loan financing and AASCU supports this plan.

AASCU joins President Clinton in his view that a number of fundamental changes
must be Implemented in the current system of federal support for higher education.

-MmMaorc-
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Statement

The disturbing trend of excessive student indebledness, the steady erosion of federal grant
support and actual cutbacks in state investment in postsecondary education must be quickly
reversed for American public higher education to maintain its current position of world
leadership. It is by providing affordable access te our public colleges and universities that
pecple of coler, our emerging immigrant populations, and our economically disadvantaged
ciuzens will help this nation retain its leadership in the world.

AASCU endorses the President’s proposal for nationa! service and applauds his long
held commitment to higher education access, and we’re hopeful that because of this
commitment, resources will not be diverted from need-based federal student aid programs
as the administration looks for ways to financc this worthy initiative.

AASCU is a Washington-based higher cducation association represcnting more than
375 state colleges and universities and 30 systcms. educating one in five of the nation’s
college students.

-30-
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The Honorable William D. Ford W
Chairman

Committee on Education and Labor i ia el 750 + Washington, D.C. 200012190
U.S. House of Representatives . . \ 122 C Street, N.W. « Suite
Washington, D.C. 20515 Jane V. Weliman .

gt ’ . . Vice President for Government Relations

i % 8.2513
Dear Bill : | 2021347-7512 FAX 202162

1 am writing on behalf of the National Associat. __ .. .uucpenaent Colleges and
Universities (NAICU) with regard to the Student Loan Reform Act of 1993. This bill
brings about the most significant changes in the federal student financial aid programs
since the passage of the Higher Education Act twenty-eight years ago. The changes you
make are of vital importance to the one million students who attend independent
institutions with loan assistance. We believe the bill is a solid one that deserves your
support.

We realize that keeping the present loan delivery system is not possible. The
mandated $4.3 billion savings over five years from educational entitlement spending
realistically can only come from an overhaul of the federal student loan program.

Toward this end, the NAICU Board of Directors adopted a set of priorities to use in
evaluating loan program proposals. We have used these criteria to analyze the
administration’s bill; and we will also apply it to any other loan reform proposal that may
come forward.

We are pleased that the proposed legislation meets many of our highest priorities.

. The loan program will continue to operate as an entitlement.
Students will have continuous access to capital during the transition from
the current program to direct lending. This is assured by a provision for
contingency arrangements, including a revised role for Sallie Mae to serve
as a loan originator and lender of last resort.

. Income-contingent repayment options would be available for all
borrowers. Borrowers in repayment could move from one kind of
repayment to another if their income changed.

. Institutions that have the administrative capacity to originate
loans, but choose not to do so, would have their loans originated by
an outside agency under contract with the Department of
Education. Likewise, institutions that do not have the administrative
capacity to originate loans, as measured by the department, would use
outside contractors. The costs for these options would be paid by the
department.

-
o
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Institutions that originate loans would be reimbursed for the
"marginal” costs of direct lending, although the specific fee
structure must still be negotiated. The bill would provide higher
reimbursement for small institutions that would have higher administrative
costs per loan.

Institutions would have no responsibility for servicing or collecting
the loans. This function would be performed by entities operating under
contract to the department, at no cost to the institutions.

However, there are a number of student concerns with the president’s bill, and we
request that the committee consider changes in the following areas:

Student origination fees should be reduced or eliminated.

Savings from direct lending should go toward reducing the interest paid by
borrowers.

There is no limit to the number of years a student can remain in
repayment. The details of income-contingent repayments and the potential
role of the Internal Revenue Service should be clarified.

Excessive administrative authority on a number of provisions is left to the
Department of Education. We believe these issues are of sufficient
importance on a polilcy basis that more should be in statute: criteria for
determining institutional participation and reimbursement of institutions
for costs; the selection criteria for contractors and alternative originators;
and the evaluation process.

We believe the Student Loan Reform Act of 1993 is fundamentally sound

and can be made to work. We also believe it can be improved with amendments.
We look forward to working with you as you continue to develop plans for a
restructured loan program.

RFR:blk

Sincerely,

“h Qe

Richard F. Rosser
President



STUDENT LOAN MARKETING ASSOCIATION
1050 Thomas Jefferson Street, N.W.
washington. D.C. 20007-3871

202-298-2600

LAWRENCE A. HOUGH
President and
Chief Executive Officer

May 12, 1993

The Honorable William D. Ford
Chairman

committee on Education and Labor
2107 Rayburn House Office Building
Washington, DC 20515-2215

Dear Mr. Chairman:

As a follow-up to our discussions yesterday concerning Sallie
Mae’s GSE status and our company’s view that it is time to
reexamine that status, I am forwarding two draft legislative
proposals. The first contains a definitive plan to convert Sallie
Mae’s charter from a special GSE charter to an ordinary state
corporate charter and to eliminate, over a three year transition
period, any implicit taxpayer risk associated with our $45 billion
of outstanding liabilities. As I indicated, this plan had been
discussed with various executive branch officials and appeared to
be generally favorably received. However, given the shortness of
time and the political sensitivities involved, the Administration
opted instead to propose a six month study.

As an alternative, the second legislative proposal enclosed
is a mandate to the Secretaries of Education and Treasury to
submit to your committee a joint legislative proposal to
transition Sallie Mae to the private sector, together with a
report on the economic impact and policy implications of such a
transition. Given the importance of this issue to our customers,
employees and investors, we feel strongly that it would be
preferable for the Congress to call for action rather than a
study.

Any special roles or functions the Congress or the Secretary
of Education wishes Sallie Mae to perform during any transition
period and beyond, which may include lender of last resort,
guarantor management, or direct loan servicing, could be outlined
in either legislative proposal, with specific terms to be
negotiated by contract between the Secretary and the Association
or its successor,
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Also, as you requested, enclosed are proposed revisions to
Congressman Goodling’s draft amendment which meet the
Administration’s objective of using an alternative delivery system
and addresses the widely held belief that the existing system
should not be abandoned. This proposal assumes that the
Administration’s direct loan program will be an option in which
schools could elect to participate. Schools would elect the
system which best meets their needs and the needs of their
students. The proposal is intended to make reforms to the current
student loan program and to achieve the budget savings targets
without jeopardizing access to student credit.

The proposal calls for the reductions in lender yields and
increased lender risk sharing developed by Congressman Goodling.
It also relies on Sallie Mae to be a lender of last resort, an
objective contained in his package and in the Administration’s
bill. To achieve this result, the Goodling proposal has been
modified as set forth in the enclosure.

I appreciate your willingness to consider the options
Congress has to meet its obligations under the Budget Resolution,
to satisfy the Administration’s desire to change the delivery
system, and to serve the interest of students and schools. Again,
thank you for meeting with us yesterday.

Since

President and
Chief Executive Officer

Enclosures



SALLIE MAE CHARTER CONVERSION

SUMMARY:

This approach contemplates a rechartering of the Student
Loan Marketing Association after approximately a three
year transition period by converting the federally-
chartered entity into a state-chartered corporation that
would have no GSE attributes, but whose balance sheet
would contain all of the assets and liabilities of the
former GSE. A AAA-rated trust would be created at the
end of the three-year transition to protect the
government’s implicit guarantee of remaining GSE bonds.

MECHANICS:

Congress passes the conversion legislation sometime in
1993 and mandates conversion of Sallie Mae’s charter to
occur on January 7, 1997 (the final maturity of Sallie
Mae’s $5 billion borrowings through the Federal Financing
Bank). The conversion is effected by a merger of Sallie
Mae into a new company incorporated under state law
which, as a result of the merger, acquires the assets and
liabilities of Sallie Mae.

ACTIVITIES DURING TRANSITION:

During the transition period, Sallie Mae would continue
to operate as a GSE and remain active in the student loan
secondary market, subject to all the privileges and
limitations of its current charter. Sallie Mae may
engage in non-GSE activities during this period provided
they are funded with non-GSE borrowings or retained
earnings and conducted through separate subsidiaries.
Sallie Mae and any existing or newly created subsidiaries
shall be consolidated, as required by GAAP, for financial
reporting and capital adequacy purposes during the
transition period as required by GAAP.

To limit the issuance of "excess" GSE debt during the
transition, total GSE debt outstanding at any time could
not exceed the level of total outstanding liabilities of
the Company at the beginning of the transition period,
plus the growth in the Company’s student loan and other
program asset portfolios.



POST-CONVERSION ACTIVITIES:

After the merger, the new corporation would remain an
eligible lender under the Higher Education Act for
secondary market purposes and continue to facilitate and
provide higher education credit, servicing assistance and
academic facilities financing.

TREATMENT OF GSE DEBT:

During the transition period, debt issued with maturities
prior to 1/7/97 will be treated as GSE debt and debt
issued with maturities beyond 1/7/97 will be treated as
corporate (non-GSE) debt, subject to SEC registration.

GSE debt issued prior to enactment of the legislation and
scheduled to mature after the charter conversion will
retain its GSE status and attributes, including SEC
exemption, legal investment status, Fedwire book-entry
eligibility and state tax exemption. All such residual
GSE debt will have to be secured through a AAA-rated
trust. This trust is designed to protect taxpayers’ from
the risk of the perceived implicit guarantee which would
remain associated with those obligations to the same
extent it applies to other GSE debt. It is estimated
that this secured debt could total approximately $5-$7
billion. More than three-quarters of the secured debt
would mature within two years of the charter conversion.
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To amend Part B of Title IV of the Higher Education Act
of 1965 to provide for the rechartering of the student
Loan Marketing Association.

IN THE HOUSE OF REPRESENTATIVES

[ ], 1993

Mr (s) introduced the following bill; which was
referred to the Committee on

A BILL
To amend Part B of Title IV of the Higher Education Act
of 1965 to provide for the rechartering of the Student

Loan Marketing Association.

Be it enacted by the Senate and House of Representatives
of the United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as "The Student Loan Marketing
Association Charter Conversion Act of 1993."

SEC. 2. FINDINGS AND PURPOSE:

(a) Findings. The Congress hereby finds
that -

(1) the Student Loan Marketing Association,
since its creation by Congress in 1972, has successfully
developed a national secondary market in student loans,
providing stability and liquidity to the market for
student loans and facilitating access to loans for all
eligible borrowers;

(2) today, student loans are bought and sold
in secondary markets in a competitive environment that no
longer requires Congress’ chartering of the Student Loan
Marketing Association as a government-sponsored enter-
prise on a long term basis;

(3) the risk to taxpayers that arises from any
implicit government guarantee that government-sponsored
enterprise liabilities may carry should be limited;



(4) it is in the national interest to protect
private investment in public purpose enterprises and to
ensure that a continued and stable source of funding is
available for education purposes;

(5) it is timely and appropriate to fully
transition the Student Loan Marketing Association to the
private sector.

(b) Purpose. It is the purpose of this Act
to -

(1) recharter the Student Loan Marketing
Association by merging it into a state-chartered business
corporation and ending the Association’s existence as a
government-sponsored enterprise; and

(2) ensure that such successor state-chartered
business corporation may continue to operate as a student
loan secondary market and conduct other business as an
exclusively private-sector entity.

8EC. 3. THE STUDENT LOAN MARKETING ASSOCIATION
CHARTER CONVERSION.

The Higher Education Act of 1965 [20 U.S.C.
§1071 et seq. (1988)]) is amended by adding at the end of
20 U.S.C. §1087-2 the following new subsection:

“"SECTION 1087-2a CONVERSION OF THE STUDENT LOAN
MARKETING ASSOCIATION’S FEDERAL
CHARTER

""(a) Purpose - it is the purpose of this section to
provide for the conversion of the Association’s Federal
charter to a state or District of Columbia corporate
charter;

“(b) Establishment, Powers and Organization of
Successor Corporation.

"(1) Establishment - The Association
shall cause the formation of, under the laws of any State
of the United States or the District of Columbia, the New
Corporation into which the Association shall, in accor-
dance with the terms of this section, be merged, effec-
tive at the Effective Time. At the Effective Time, the
surviving corporation of the Charter Conversion shall be



the New Corporation and the separate existence of the
Association shall cease.

"(A) The Board of Directors of the Association
shall take or cause to be taken all such action as it
deems necessary or appropriate to establish the New
Corporation and to effect the Charter Conversion.

“(B) The name of the New Corporation may be
(to the extent permitted by the applicable State or
District of Columbia law), or contain, "Student Loan
Marketing Association", or "Sallie Mae", or variations
thereof or such other name as the Board of Directors of
the Association shall deem appropriate.

"(2) Powers of the New Corporation - The
New Corporation shall have all such powers and authori-
ties as are set forth in its charter or like instrument
(as amended from time to time) and by-laws (as amended
from time to time) and those which are conferred upon
corporations established under the laws of the jurisdic-
tion of its incorporation.

"(3) Transition - Except as specifically
provided herein, until the Effective Time, the Associa-
tion shall continue to have all of the rights, privileges
and obligations set forth in, and shall be subject to all
of the limitations and restrictions of, Section 439 of
the Higher Education Act [20 U.S.C. §1087-2] as in effect
on the effective date of this Act;

"(4) Effect of the Charter Conversion -
The Charter Conversion will have the legal effect as set
forth in the applicable law of the jurisdiction of incor-
poration of the New Corporation. Notwithstanding the
foregoing, creditors shall look solely to the New Corpo-
ration (except as provided for in section 1087-2a(b) (5)
hereof) or its successor for the satisfaction of their
rights and not to any agency or instrumentality of the
United States.

"(s) Collateralization of Certain Out-
standing Debt Obligations - The Board of Directors of
the Association shall arrange for all of the Secured
Obligations to be assumed by the Trustee in exchange for
the transfer by the Association of monetary assets in
such amount and of such kind as to ensure that the as-



sumed obligations of the trust qualify for the highest
credit rating from a nationally recognized bond rating
agency and the Association shall enter into an agreement
with the Trustee to take or cause to be taken all such
action as may be necessary to maintain such rating until
such time as all Secured Obligations are paid in full.
For all purposes of federal law, the Secured Obligations
shall retain, until maturity, all Pre-existing Attributes
of their status as obligations of the Association. From
time to time, the New Corporation shall be entitled to
receive any funds or assets remaining in the trust in
excess of the amount required to maintain the requisite
credit rating. The foregoing arrangements shall not
relieve the New Corporation of its payment obligations in
respect of the Secured Obligations.

"(6) Obligations Issued After the Effec-
tive Date of the Act -

w(A) All obligations issued by the Association
after the effective date of this Act with maturities
prior to the Effective Time shall, for all purposes of
federal law, carry all Pre-existing Attributes and shall
be issued by the Association as required under section
439(h) (1) of the Higher Education Act, with the approval
of the Secretary of Treasury.

“(B) All obligations issued by the Association
after the effective date of this Act with maturities
after the Effective Time shall not be required to be
approved by the Secretary of Treasury and shall not carry
any of the Pre-existing Attributes. Such obligations
shall have such terms, conditions and attributes as may
be determined by the Board of Directors of the Associa-
tion.

"(7) Limitation on Obligations
outstanding - After the effective date of this Act and
through the Effective Time, the total dollar amount
outstanding of those obligations of the Association which
retain the Pre-existing Attributes shall not exceed the
sum of (A) the total dollar amount outstanding of all
obligations of the Association on the effective date of
this Act and (B) the total dollar amount of the Associ-
ation’s investments after the effective date of this Act
in additional assets permitted to be acquired under



sections 439(d), (e), (o), (p) and (g) of the Higher
Education Act.

"(g) 8tatus of New Corporation as
Eligible Holder - From and after the Effective Time, all
references in Section 428C, Sections 435(d) (1) (F) and
(G), and Section 485A(f) (1) of the Higher Education Act,
shall be deemed to be references to the New Corporation.
The New Corporation shall, for the purposes of purchasing
and holding loans, be deemed to be an eligible lender
under section 719(2) of the Public Health Service Act [42
U.S.C. §294a(c).

" (9) Perfection of Liens - Notwithstand-
ing the provisions of any State law to the contrary,
including the Uniform Commercial Code as in effect in any
State and in the District of Columbia, a security inter-
est in insured student loans created on behalf of the
Association, the New Corporation or any eligible lender
(as defined in Section 435 of the Higher Education Act,
may be perfected either through the taking of possession
of such loans or by the filing of notice of such security
interest in such loans in the manner provided by such
State law for perfection of security interests in ac-
counts.

"(10) Association Activities Prior to
Effective Time -

"(A) Notwithstanding any other provisions of
the Higher Education Act, after the effective date of
this Act, the Association may conduct such activities and
undertakings not otherwise specified as permitted under
the Higher Education Act as the Board of Directors of the
Association deems in its business judgment to be appro-
priate. All such new programs and activities, to the
extent not of an incidental nature, shall be conducted
through separate subsidiaries and financed with retained
earnings,obligations issued pursuant to section 6(B)
hereof, or obligations of any of the Association’s
subsidiaries. This provision does not limit in any way
whatsoever the authority and powers previously granted to
the Association under the Higher Education Act.

"(B) After the effective date of this Act and

before the Effective Time, the Association and its sub-
sidiaries, including those subsidiaries existing on the
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effective date of this Act and any formed or acquired
thereafter, will be consolidated as required under gener-
ally accepted accounting principles for purposes of
financial reporting and calculating the capital adequacy
ratios contained in Section 439(r) of the Higher Educa-
tion Act.

"(Cc) For the purposes of determining whether
the Association is a registrant entitled under 17 C.F.R.
§239.13, or any successor regulation, to use SEC Form S-
3, or any successor form, for registration of its securi-
ties under the Securities Act of 1933, as amended (15
U.S.C. §77a-77aa (1988)], the Association shall be deemed
to have met the conditions set forth in Instruction
I(A)(3) of 17 C.F.R. §239.13.

"(p) Add a new paragraph (F) to section 439(b)
(10) as follows:

(F) Notwithstanding any other provision
of Part B of Title IV of the Higher Education
Act, any credit support provided by the Associ-
ation to student loan revenue obligations and
facilities obligations pursuant to Section
439(d) of the Higher Education Act prior to the
Effective Time shall be deemed for its full
term to be an exempt security within the mean-
ing of laws administered by the Securities and
Exchange Commission.

SEC. 4. TECHNICAL AMENDMENTS.

As of the Effective Time, the Higher Education
Act shall be amended by:

(1) Deleting Subsection 428(h) in its
entirety.

(2) Deleting from Subsection 435(d) (1) (G) "and
439(qg)" and adding, "and" between "428B(d)" and "428C".

(3) Deleting from Subsection 438(b) (5) (A) (ii),
"or 439(o)" and adding, "or" between "428B" and 428C".

(4) Deleting from Subsection 438(c)(2), "and
439 (o)" and adding, "and" between 428B and 428C.

(5) Deleting from Subsection 485A(a) the
following: "(and section 439(o) of this Act as in effect
prior to the enactment of section 428C)".



Section 439 of the Higher Education Act shall
be repealed as of the Effective Tinme.

S8EC. 6. DEFINITIONS
For purposes of this Act -

(1) The term "Association" means the Student
Loan Marketing Association;

(2) The term "Charter Conversion" means the
merger of the Association into the New Corporation;

(3) The term "Higher Education Act" means the
Higher Education Act of 1965, as amended, Title IV,
Part B.

(4) The term "New Corporation" means the new
business corporation formed by the Association under the
laws of any State of the United States or the District of
Columbia;

(5) The term "Effective Time" means January 7,
1997;

(6) The term "Secured Obligations" means all
debt obligations of the Association issued prior to the
effective date of this Act and outstanding immediately
prior to the Effective Time;

(7) The term "Trustee" means a qualified
trustee who will assume the Secured Obligations; and

(8) The term "Pre-existing Attributes" means
all of the pre-existing attributes accorded the obliga-
tions of the Association by Section 439 of the Higher
Education Act, including but not limited to, exemption
from state and local taxation of interest payments,
lawful investment status for all fiduciary trust and
public funds, eligibility for trading and payment pro-
cessing on the book-entry system of the Federal Reserve
Banks and exemption from the registration and reporting
laws administered by the Securities and Exchange Commis-
sion.



8EC. 7. EFFECTIVE DATE.

Except as otherwise explicitly provided in any
provision of this Act, this Act and the amendments made
by this Act shall take effect on the date of enactment of
this Act.



ANNOTATION

SECTION 1. SHORT TITLE
This provision sets forth the title of the pro-

posed legislation.

SEC. 2. FINDINGS AND PURPOSES

A. Findings.

This section sets forth Congress’ findings with
respect to the proposed legislation in which Congress
acknowledges the achievement by the Association of its
original legislative purpose to serve as a secondary
market and warehousing facility for student loans and,
due to the Association’s financial success and the com-
petitive nature of today’s secondary market for student
loans, that it is no longer necessary for the government
to support the Association’s activities as a federally-
chartered government-sponsored enterprise ("GSE"). The
findings also recognize the benefit of limiting any of
the government’s implied guarantee of GSE liabilities,
which in the Association’s case totals approximately $40

billion.



B. Purposes

This section states explicitly that the purpose
of the Act is to provide for the conversion of the Asso-
ciation’s federal charter into a state-charter and to
ensure that the Association may continue to operate as a
secondary market for student loans. The Act also pro-
vides the Association with the authority and flexibility
to pursue other business activities beyond the scope of
the Higher Education Act.

SEC 3. THE S8TUDENT LOAN MARKETING ASSOCIATION
CHARTER CONVERSION

This section provides for conversion of the
Association’s federal charter to a State or District of
Columbia corporate charter by amending the Higher Educa-
tion Act to insert a new section setting forth the terms,
conditions and procedures by which this would be accom-
plished.

(a) Purpose - While the purpose of the pro-
posed legislation is described as being to provide for
the conversion of the Association’s charter from a spe-
cial charter to an ordinary corporate state charter, the
intended effect is to transform the Association from a
corporation with special status as a Federally-sponsored

quasi-public entity to a private sector entity that is



incorporated under and governed by state or District of
Columbia corporation law.

(b) Establishment, Powers and Organization of

Successor Corporation - (1) It is believed that the most

efficient means to effect the rechartering would be for
the Association to merge into a newly-formed corporation
(the "New Corporation"). The effective time of the
charter conversion (the "Effective Time") is January 7,
1997. This would provide adequate time for an orderly
transition. The date selected as the Effective Time is
also designed to coincide with the last maturity of the
Association’s obligations held by the Federal Financing
Bank.

(A) Since it is intended that, immediately
after the merger, the New Corporation would continue the
Association’s present operations, the Board of Directors
of the Association was deemed to be in the best position,
by overseeing and directing the process of rechartering
in accordance with the proposed legislation, to ensure
that the objective of continuity is achieved.

(B) This provision provides that the name of
the New Corporation may, to the extent permitted by
applicable law, contain "Student Loan Marketing

Association", or "Sallie Mae" or variations thereof.



(2) Powers of the New Corporation - This provi-

sion explains that the powers and authorities of the New
Corporation will be determined by reference to the law of
the New Corporation’s jurisdiction of incorporation and
the contents of its charter and bylaws.

(3) Transition - This provision makes explicit

the intention that the Association shall continue to
operate, be subject to and have the rights and limita-
tions provided for under current provisions of § 439 of
the Higher Education Act until the Effective Time.

(4) Effect of the Charter Conversion - This

provision provides that the Charter Conversion will have
the legal effect set forth in the laws of the New
Corporation’s jurisdiction of incorporation and makes
clear that creditors may not look to the government for
satisfaction of their rights.

(5) Collateralization of Certain Outstanding

Debt Obligations - This provision provides for the

collateralization of the Association’s obligations issued
prior to enactment of the proposed legislation and still
outstanding immediately prior to the Effective Time (the
"Secured Obligations"). Repayment will be secured
through a AAA-rated trust funded by monetary assets

provided by the Association. The Secured Obligations



will retain their GSE status and attributes, including,
but not limited to, SEC exemption, legal investment
status, Fedwire book-entry eligibility and state tax
exemption (the "Pre-existing Attributes"). Excess
collateral in the trust will be released periodically, so
long as such release does not affect the trust’s original
credit rating. The New Corporation will not be relieved
of any payment obligations under the Secured Obligations.

(6) Obligations Issued After the Effective

Date of this Act - (A) This provision ensures that Asso-

ciation obligations issued during the transition period
which mature prior to the Effective Time will be approved
by the Secretary of Treasury and carry all of the Pre-
existing Attributes.

(B) This provision ensures that those obligations
issued during the transition period with maturities after
the Effective Time will be treated as, and have the
attributes of, ordinary corporate obligations.

(7) Limitation on Obligations Outstanding -

This provision limits the total dollar amount outstanding
of debt with the Pre-existing Attributes during the
transition period to the total dollar amount of liabili-
ties existing as of the effective date of the Act plus

any growth in the Association’s investment in additional
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assets permitted to be acquired by the Association under
Sections 439(d), (e), (o), (p) and (gqg) of the Higher
Education Act during such period. This provision is
included to address the administration’s concerns that
the transition period might otherwise permit "excess" GSE
funding

activity.

(8) Eligible Holder Status of New

Corporation - This provision ensures that after the

Reorganization, the New Corporation will be entitled to
purchase and hold student loans.

(9) Perfection of Liens - This continues the

provision now contained in the Higher Education Act which
enables the Association and certain others to perfect a
security interest in insured student loans by the
simplified method of notice filing rather than by taking
possession of such loans, as would otherwise typically be
required by state law. This provision has been in effect
for many years and is the basis upon which having
security arrangements in student loan financings are
principally structured.

(10) Association Activities Prior to Effective

Time - (A) This provision grants the Association the

authority during the transition period to undertake
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activities other than those proscribed in the Higher
Education Act. Such activities, to the extent not inci-
dental, shall be conducted through separate subsidiaries
and financed with retained earnings or by the issuance
of ordinary corporate type obligations.

(B) This provision requires the Association and
its subsidiaries to be consolidated, as required by GAAP,
during the transition period for financial reporting and
capital adequacy purposes.

(C) During the transition period, when the
Association issues ordinary corporate obligations, the
Association and its security holders would be required to
comply with:

A. the Securities Act of 1933, as amended (the
"Securities Act"), respecting the registration of securi-
ties offered to the public;

B. the Securities Exchange Act of 1934, as
amended (the "Exchange Act"), respecting, among other
things, periodic reporting, proxy solicitation and trad-
ing of securities; and

C. the Trust Indenture Act of 1939, as amend-
ed, respecting the qualification of indentures relating
to certain debt securities.

This provision would enable the Association to
use the shortened Form S-3 for registration of its

securities immediately, rather than after making twelve

months of Exchange Act filings as presently required by



the Securities Act. Because of its present exemption
from the Exchange Act, the Association has not had
securities registered thereunder and has therefore not
been subject to the reporting requirements for the
prescribed period in order to meet the conditions under
the Securities Act for use of the shortened registration
form. However, because of its substantial experience as
an issuer of securities in the market, its history of
being listed on the New York Stock Exchange and its
practice of providing disclosure in its offering
documents substantially in compliance with the Securities
Act, the Association is sufficiently "seasoned" to
justify use of Form S-3.

(D) This provision would enable the Association
to continue to provide credit support for student loan
revenue obligations during the transition period without
requiring that such credit support, which constitutes a
separate security, be registered under the Securities Act
of 1933. Student loan revenue bonds are exempt from SEC
registration as municipal securities. Without the pro-
posed clarification, there could be market disruption in
Sallie Mae insured bonds that mature after the Effective
Time (including approximately $.8 billion of such bonds

currently outstanding).



8EC 4. TECHNICAL AMENDMENTS

The substantive changes set forth above require
the following conforming technical changes to the Higher
Education Act:

(1) Section 428(h) is the counterpart to
Section 439(p) of the Association’s existing statutory
charter, which is being deleted, as discussed below.
Section 439 (p) authorizes the Association to make loans
to guaranty agencies and state lenders for the specific
purpose of making loans to students; Section 428 (h)
authorizes guaranty agencies and state lenders to receive
such loans and regulates their use and amount. The New
Corporation will be able to make, without specific
authorization, the type of loans referred to in these
provisions. Similarly, guaranty agencies and state
lenders should, under other authorities, be able to
receive loans from the New Corporation to make student
loans.

(2) This provision also eliminates a cross
reference to a deleted provision of the Association’s
existing charter -- Section 439(q). This provision
authorizes the Association to be a lender-of-last resort
in certain situations.

(3) These changes remove references to an

9



outdated loan consolidation program administered solely
by the Association. Consolidation loans are now made

under Section 428C rather than Section 439 (o).

SEC. 5. REPEAL OF S8ECTION 439

At the Effective Time, Section 439 of the
Higher Education Act (the Association’s existing charter)
will be of no force or effect and will be deleted.
SEC. 6. DEFINITIONS

This section sets forth the defined terms used
throughout the proposed legislation.
S8EC. 7. EFFECTIVE DATE

This section sets forth the date as of which
the proposed legislation would take effect. As discussed
below, it is intended that there would be an
approximately 3-year period between the effective date of
the legislation and that of the Charter Conversion to
allow a reasonable transition period to complete
necessary arrangements before the Association is

reincorporated as a state-chartered, private corporation.
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SALLIE MAE CHARTER CONVERSION PROPOSAL

No later than 60 days after the effective date of this Act,
the Secretary of Treasury and the Secretary of Education shall
present to the Chairman and ranking minority member of the House
Committee on Eduation and Labor, a joint legislative proposal that
would enable the Student Loan Marketing Association, through an
orderly transition process, to be rechartered under state law and
continue its corporate existence independent of any special federal
sponsorship. The proposal shall be accompanied by a report
addressing the economic and public policy implications of the
proposed change in the status of the Association and the
anticipated effects of such change ¢6n students and taxpayers as
well as on the Association’s creditors, shareholders, customers and
employees.



SUGGESTED REVISIONS TO THE GOODLING PROPOSAL

We suggest that the following modifications be made to the

proposal for student loan reform offered by Representative
Goodling:

1.

Retain current law provisions with respect to interest rates
and special allowances, but provide that the lender or
holder of a loan rebate to the Secretary 20 basis points per
annum on all new subsidized Stafford loans, regardless of
loan status. This will result in cost savings comparable to
the savings attributable to the interest rate reduction
proposal included in the Goodling draft.

Reduce the lender origination fee from 100 to 50 basis
points on all new loans made. Consolidation loans should be
excluded from the fee, as provided in bracketed language
provided in the Goodling draft amendment, to avoid the fee
being paid twice on the same loan. This will reduce cost
savings as scored for the Goodling proposal by 50 percent
(from $910 million to $455 million).

Change the 25 basis point loan transfer fee into a 25 basis
point conversion to repayment fee. This will have the
effect of increasing cost savings.

Lender risk sharing should be coupled with the ability of
lenders to use reasonable, commercial due diligence
techniques rather than the rigid collection steps currently
required in regulations. We believe that over time lenders
will be successful in further reducing defaults because
through risk sharing they will be economically motivated to
utilize specially designed effective collection procedures.

Because strengthened lender of last resort provisions are
crucial to maintaining continued loan access, origination
fees should not be charged for loans made under a lender of
last resort program, and such loans should be insured at
100%.

Total cost savings of the Goodling proposal, as we propose

it be modified, would be at least $4.3 billion over 5 years,
based on CBO’s scoring of the original Goodling amendment.
Language implementing these changes to the draft Goodling
amendment is attached.



Revisions to Goodling Amendment

1. Oon page 21, strike line 10 through line 18 on page 22, and
substitute the following:

WSEC. 4003. INTEREST REBATE TO THE SECRETARY
Add a new section 438(f) to the Act as follows:

(f) INTEREST REBATE TO THE SECRETARY.--Each lender shall pay
to the Secretary an annual amount equal to 0.2 percent of the
average principal amount outstanding on loans qualified for
payment of interest by the Secretary under 428(a); provided
however that such amount shall not be payable for loans made
pursuant to section 428(j) or 439(q)."

2. on page 30, line 11 strike "1 percent" and insert in lieu
thereof ".50" percent.

3. Oon page 24, strike line 12 through line 2 on page 25 and
substitute the following:

WSEC. 4006. LOAN CONVERSION FEES
Section 428(b) (2) of the Act (20 U.S.C. 1078(b) (2)) is
amended--
(1) by striking "and" at the end of subparagraph (E);
(2) by striking the period at the end of subparagraph
(F) and inserting "; and"; and
(3) by adding at the end thereof the following new
subparagraph:

"(G) provide that, with respect to subsidized and
unsubsidized Stafford loans, a lender or holder shall
pay to the Secretary a conversion fee in an amount
equal to 0.25 percent of the principal amount of each
loan at the time such loan enters repayment as defined
in section 428(b) (7) of the Act."



4. On page 24, after line 2, insert the following:

"(3) LENDER DUE DILIGENCE.--Section 432 of the Act is
amended by adding at the end thereof the following new
subsection:

(q) In recognition of the provisions of section
428 (b) (1) (G), the Secretary shall authorize lenders to use loan
collection procedures reflecting prevailing commercial collection
practices; provided however, the lender collection practices
shall be designed by the lender to improve the likelihood of

collection success."

5. on page 23, line 6, add, before the comma, the following:
"and of loans made pursuant to sections 428(j) or 439(q)"

Oon page 24, line 2, add, before the period the following:
"and of loans made pursuant to sections 428(j) or 439(q)"
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SUBCOMMITTEE ON POSTSECONDARY IDUCATION AND TRAINING

MEMORANDINM

May 7, 1993

TO: Maembers, Committea on EBducation and Labor

FROM: William D. Ford, Chairman

RE: Differences between Administration bill and Committee print

In order to clarify a number of ambiguities for the purposas
of Congressional Budget Office scoring and to otherwise clarify
the text, the following changes have besan made to the
Administration’s transmitted bill:

= removed the July 1, 1998 ending date [Note: considering
the past two reauthorizations of the Higher Bducation Act, the
authoriti to make any loans may expire bafore the next
reauthorization is signed into lawv. Also, to conform this
provision with the current FFEL provision would require providing
continued loan eligibility for current or former borrowers and
only den{ing loan eligibility to nev borrovers. It is simpler
and consistent with other Federal entitlement programs to remove
the ending date.)

- clarifies that any consortium of institutions.is
reimbursed for origination activities at the same rate as
individual institutions

- gllows the SQctetarI to impose additional criteria on
institutional originators in order to protect the financial
interest of the United states

- clarifies that all institutions in originatien conesortia
aust individually meet the origination criteria

~ . = names Direct student loans as Federal Direct Student Loans
and Fedaral Direct Unsubsidized Student lLoans

= clarifies that borrover interest rates will be published
in the Federal Register

. - lowers the student origination fee to a flat 5 percent [7
-~ removas the first sentence in 455(d) (1), relating to the

Federal cost of varjous re?aynent options - it vas unenforceable
and A B N Panmnd (& manfuclina
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- clarifies that students will not be charged any additional
amount or penalty if they choose to pay their leans off early

- clarifies that the minimum monthly payneﬁt of §50 will be |,
{n effect for both the standard and extended repayment options

- clarifies that the standard repayment option has the sare
terns and conditions as the current gtafford loans

- clarifies that if the Secretary gives a borrover an
alternate repayment plan (pursuant to section 45%(d) (4)), it will
bae at no additional cost to the Federal Governmant

- inserts cross-references to the tax code at the Tequest of
the Ways and Means Comnittes (Nota: the Ways and Means Committee
will mark-up the amendments to the Internal Revenue Code.)

- removes the forbearance language (this language aipliol to
students who engage national services and it 1is already 1in the
National Service bill)

- removes from the study of the future of gallie Mae the
assunption that Sallie Mae vill be privatized.

- clarifies the study of I.R.8. involvement in collection of
student loans to include more specific issues to be considered

- removes the authority of the Administration to involve the
Internal Revenue Service in the collection of student loans
without further Congressional action

- clarifies the computation in the Cost sharing By States
section '

- makes other drafting changes because of the need for this
proposal to be integrsted into the overall reconciliation bill
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May 29, 1993
Note for Bill Galston v//'

Cene Sperlin
From: Barry White Sy“)
Subij: Student aid and National Service

Belle asked me to send you each a copy of the attached re-
write of the memo to the President. She would appreciate hearing
from you by noon Tuesday, June 1. If you prefer to make your
comments in writing or as edits on the text, please send them to
me as well (FAX: 395-4875) to expedite production of the final
varsion.

8ignificant items in this draft:
o Offsats are suggested for the spending options.

o Education has withdrawn its high optien because it has
already given so much in offsets for the negotiations on the

1994 approprilations.

© Eli Segal has provided language clarifying Kennedy’s
position, and extended language explaining his position, his
view that a token amount in Campus-based programs only ($50
to $100 million) is adeguate, and his concern that some
decision be made the week of June 1 &c that Kennedy can know
where the Administration etands kefore the Juna $th mark-up
seasion.

© Education’s views are expressed; they take into account the
situation in the 1994 eppropriation overall.
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DRAFT

MA@ 1993
MEMORANDUM FOR THE PRESIDENT
FROM: LEON PANETTA
SUBJECT: Student aid, National Service and the 1954 Budget

IBSUE: Some in Congress, the higher education community, and the
press are criticizing the Administration for funding National
Service out of cuts in student aid. Although such tradeoffs in
funding decisions between National Service and student aid did
not occur, the perception of many critics is quite different.
This perception could jeopardize the Natiomal Service initiative.

We requested substantial new funding for Naticnal Service,
which is available to students without regard to their financial
situations or needs; we reduced overall funding for studert aid
programs, which are based on financial need. <Critics, therefore,
say that the Administration supports aid for middle inconme
students while reducing funding for financially needy students.

© In the 1994 Budget, the program level for Pell Grants would
decline by $110 million between fiscal years 1993 and 1994;
funding for campus-based aid would decline by $200 million.

This memo asks you to consider whether funding for the Pell
crant or campus-based aid programs should be increased in order
to appease these critics, who are likely to oppose, or delay
consideration of, Naticnal Servica.

if you decide on any increase, it must, to be credible, be
accompanied by offsets in addition to those we are already
working with the appropriatore to identify to meat the spending
caps. Sources for offsets are suygested. They are primarily
from Education, but finding all the offsets there for the most
expensive option would exacerbate cur problems with the education
constituency. Specific offsets would have to be negotiated with
the Appropriations Committees; items suggested illustrate what we
would have to give up in the processa.

BACKGROUND:

The Pell Grant progzom provides need-based grants to over 4

million undergraduate atudents, 78 percent of whom are from
famllies with incomes under %20,000.
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For the last three years, the appropriation has been
insufficient to fully fund awvards for all eligible students,
leading to a cumulative shortfall of $2 billion. You recently
approved funding the shortfall out of budget authority available
under the FY 1994 caps. Although this action has been widely
applauded in the education community, there are new signs that it
will not satisfy many advocates. Specifically:

o While continuing to advocate National Service, Senator
Kennedy has expressed reservations to Eli Segal about
pushing it aggressively at the same time that the
Administration is perceivad as reducing funding for
financially needy students. Kennedy fears that Nancy
Kassebaum might offer what could be an smbarrassing
anendment to the National Service authorization (scheduled
for mark-up June 9), to requira that nco money ke
appropriatad for National Service until the Administration
asks for more rescurces for student aid.

© A May 11 Hashington Post editorial, entitled “What About
Needy S5tudents?" argues that the Administration hae focused
on cellege costs and loans for middle-class students, but
has not adequatsly addresscd the needs of lower-income
students.

o College presidents, particularly those from the large public
schools, and higher education interest groups, such as the
American Council on Bducatlion, are making similar charges.

Although the pumber of recipients would increase under your
proposed Fell policy in all income classes, given current budget
constraints, this could only be acnieved by lowering average Pell
awards for students in all income classes.

0 Lower average awards result from requiring of all studenta
with family incomes over $5,000 a "minimum contripution® to
their cost of education: $200 for dependent freshmen from
families with incomes between $5,000 and $10,000, rising to
5800 for independent students with incomes over $20,000.

-based programs include college work-study,
supplemental education opportunity grants, and Perkins loans.
kEach is a formula grant to schools, which then make the awards to
students within broad Federal guidelines. Schools like these
gyrants because they have greater flexibility on how much aid
they give to which students than under Pell grant program’s
unifore national rules.

The $200 million cut (from $1.4 billion in 1993) was
primarily for cost-savings, but also because the programs do
overlap Pell grants and guaranteed student loans, which are
better targeted and more uniformly administered.

2
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OPTIONE AND UFFSETS FUR STUDENT AID BUDGET POLICY

sSupmary fable
($ in millions)
4993 BA 1994 Outlavs

Option 1: Curren 11 -0- -0-
Option 2: Campus—based only 1 200 + 20
Offsets: Small BD programs - 50 - 6
Chapter 2 - 30 - 3
Vocational Education - 50 - 6
Impact aid "b" - 70 - 57
Ooption 3: Pell only ($380m) increment: + 180 + 56
Qffsets: Employment Service - 100 - 20
Dislocated worker assistance - 80 - 4
MAXIMUM POLICY ADD-ONS: 380 76
MAXIMUM OFFSETS: 380 96

Ooptieon 1: new funds to stud id.

© PRO: The minimum contribution peolicy can fairly be described
as consistent with your principles of perscnal
responsibility and self help. In absolute terms, the
amounts are small and clearly achievable by limited amounts
of student work -- which most students do in any event.
Almost any other policy would cost more money. The Campus-
based policy als¢ has a supportable rationale. Finding the
necessary additional budgetary offsets is extremely
difficult and will make some other groups egually unhappy.

o CON: The risk to 1994 funding for National Service is real
and significant. This is one of your highest priorities.
The damage to your Administration’s goals from lozing all or
2 large part of National Sarvice should ba avoided. One of
the Options below could well accomplish this.

option 2: a - ms .

The $200 million Campus-based aid cut in the Budget could be
restored (proportionately to each of the three programs, or
split only between the two favorites of Senator Kennedy, the
supplemental grants and work-study programs). Adding money to
Fell Grants provides more aid to the poorer students, but adding
money to Campus-based ajid is more attractive to the private
colleges, who are generally more supportive of National Service,

Eli Segal believes that as little as $50 to %100 million for
Campus~based programs would solve the problem, but the Education
Department disagrees.
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Offsets:

© $50 million from six small Education Department (ED) non~
formula grant programe {each has congressional support and a
constituency that would oppose the cuts, but the opposition
would not be as important as the National Service problem);

© $30 million from ED’s Chapter 2 Elementary and Secondary
Block Grant (liked by States but not well targeted; $385
million would remain);

o %50 million from ED’s Vocational Education Basic Grants
(popular in Congress, but limited evidence of effectiveness;
$917 million would remain);

© $70 million from ED’s Impact Aid "b%"e (accalaeratas by one
year the phase-cut path already in the budgat),

Option 3: Add $380 million to Pell grante.

The minimum student contribution requirement would phase in
beginning at §15,000 instead of §5,000; contributionas would be
reduced for the pcorer students. This would provide awarda to
about 16,000 more recipients than current golicy and an average
award about half way back to the 1993 level.

For about the same amcunt, we can raisc the maximum award by
%100 -— to $2,400 -- which is where it was in 19%2. This would
not railse average awards as much. The symbolism of raising the
maximum award wmight outweigh the average award effects in the
minds of the higher education community.

ffsets. In addition to those rfor option z:

© $100 milljon rfrom DOL’Ss Employment Service (a troubled
program already the subject of intensive review by DOL and
the NPR; $1 billion would remain);

© $80 million from DOL’s Dislocated Worker training request
(total request: $1.7 billlon; Congress will not provide tha
full amount in any event).

RECOMMENDATIONS

The Education Department will accept a decision to cut more
of its programs in hopes of resolving the national service issue,
if you decide that is necessary. However, Education has already
been very forthcoming in volunteering offsets to OMB to help the
appropriators fit the Budget into the discretionary spending
caps. Education believes that cutting its programs still further
explicitly to help National Service will be counterproductive: it
may confirm the fears of the education community that funding for

4
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National service is a trade-off for education funding. This will
hurt both Eaucation and National Service. The education lobby
will not be satisrfiad and will continue to nake an issue of the
National servica/Education trade-off.

Note that the House passed Second Su lemental kill (summer
jobs, etc.) pays for non-Education activities in part by
rescinding $72 million to terminate ancther student aid program
(a year ahead of the Budget schedule), and $64 million more from
Oother Education programs proposed in the Budget for 1994
termination. Sensitivity to cuts in Education to pay for non-
education priorities is, therefore, already running high.

Eli Seqal’s perspective is premised primarily on timing
lgsues. Since we want the National Service program in place for
FY 1994, we need the authorization passed in time for funds to be
appropriated in the FY 1994 appropriation act. The House and
Senate will mark up National Service June 9; the House is
prepared for floor debate perhaps as early as June 15.

Scheduling debate in the Senate in June (for passage in early
July) would be facilitated by moderate increages in student aid
funding.

Eli, therefore, ecager for = big Administration win as soon
as possible, recommends that additional funde for Campus-based
aid -- certainly less than $200 million -- be made available., BHNe
believes that there is no political nesd to go any further on
Pell grants than our plans to fund the shortfall. He cautions,
however, that when we are looking at offsets, we should be as
conscious of Bill Ford’s perspectiva on vhere they come from as
Senator Kennedy’s. He concludes that reqgardleas of whether runds
are or are not found, we should mova quickly to advise Senator
Kennedy. Faillure to find funds pay be a problem for 1994, but
failure to tell Kennedy our plans as socon as possible will be an
unnecessary complication,

OMB recommends ...

DECIBION:

Option 1: Add no new funds to student aid.
— _ Option 2: Add 3200 million to Campus-based.
______ Option 3: Add $380 million to Pell,.

Other:
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Advisory Committee on Student Financial Assistance

May 3, 1993

The Honorable William Galston

Deputy Assistant to the President
for Domestic Policy

The White House

Washington, D.C. 20500

Dear Mr. Galston:

When Congress enacted the Education Amendments of 1992, it charged the Advisory
Committee on Student Financial Assistance to conduct a student loan simplification study and
deliver a final report with recommendations this July. In light of the current debate between
proponents of retaining the existing programs and those calling for a move to a new direct
lending program, our members feel strongly that this interim report is required so that our
findings to date may be used in your deliberations this spring.

Committee analysis of information from three hearings, one meeting, and a national
symposium shows conclusively that both the structure and operation of the current loan
programs are needlessly complex and require major reform. While our Committee remains
neutral on the issue of direct lending, we are unanimous in the conclusion that the vigorous
debate offers a unique opportunity to simplify the loan programs. It is therefore critical that
Congress use the opportunity to force changes in the current programs or move to a
streamlined version of direct lending. Either course of action will benefit students and
institutions greatly; inaction will send a signal to the community that business as usual will
prevail in the loan programs for the rest of the decade.

Perhaps our most important finding is that either loan program must be fully integrated with
the delivery of the Pell and Campus-based programs. Separate applications, processes,
procedures and data bases are not necessary and undermine the goals of the student aid
programs by overburdening students and institutions. Integration will not happen
voluntarily--in either program--and must be required by Congress and implemented by the

Secretary.

If Congress decides to reform the existing programs, we recommend a radical restructuring
through creation of a single program, reduction in the number of participants, and
standardization of loan interest rates and terms and conditions. If, on the other hand,
Congress decides to move to a new direct lending program, it is essential that it be kept

Room 4600, ROB-3, 7th and D Streets, S.W., Washington, D.C. 20202-7582 e Tel: 202/708-7439 ¢ Fax: 202/401-3467

An independent committee created by Congress to advise on student aid policy



The Honorable William Galston
May 3, 1993
Page 2

simple with standard terms and conditions; and, most important, that the terms of a student’s
new loans not depend in any way on past loans. Failure to keep new and old loans
independent will visit on a direct lending program much of the complexity that needs to be
eliminated from current programs. The Committee’s final report including a full set of
recommendations and a comparison of the two programs requested by Senator Pell will be
delivered in July. Please direct any questions or requests for assistance to our Staff Director,
Brian Fitzgerald.

On behalf of each of our members, I would like to thank both Congress and the Secretary for
the opportunity to present these recommendations. As always, our Committee and staff are
anxious to provide whatever technical assistance we can to your efforts.

Sincerely,

o Hfur

Lynn M. Burns
Chairperson

Enclosure
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WASHINGTON
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DATE:

—

TO: BILL GALSTON

FROM: JOHN D. PODESTA
Assistant to the President and

Staff Secretary

For your information.
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g
SECRETARY OF THE TREASURY June 30’ ]"93

MEMORANDUM FOR THE PRESIDENT

FROM: Lloyd Bentsen %

SUBJECT: Report on the Student Loan Marketing Association

The Higher Education Act of 1965, as amended, requires
the Secretary of the Treasury to report the completion of the
annual audit of the Student Loan Marketing Association (Sallie
Mae) accounts to the President and to Congress. Sallie Mae is a
stockholder-owned corporation created by Congress in 1972 as a
secondary market for federally guaranteed student loans.

The attached Sallie Mae Annual Report includes
financial statements for the year ended December 31, 1992, and an
unqualified opinion by the certified public accounting firm of
Ernst & Young. Net income after taxes for the year ended
December 31, 1992, amounted to $394 million, compared with
$345 million for the year ended December 31, 1991, or an increase
of 14 percent. Total assets and total liabilities each showed an
increase of 3 percent, to $47 billion and $45 billion,
respectively. Sallie Mae’s retained earnings at December 31,
1992, amounted to $1.753 billion, up from $1.465 billion at the
end of the previous year. Sallie Mae’s financial obligations are
not obligations of the Federal Government. Sallie Mae, however,
receives U.S. Government monies representing insurance proceeds
on defaulted student loans. Sallie Mae’s average student loan
portfolio amounted to $22.941 billion and $20.694 billion for
1992 and 1991, respectively. During 1992, Sallie Mae received
claims proceeds totaling $1.02 billion, compared with $1.2
billion the previous year. Thus, insurance proceeds represented
4.5 percent and 5.8 percent of Sallie Mae’s average student loan
portfolios for 1992 and 1991, respectively. Borrower defaults
numbered 319,000 in 1992 and 382,000 in 1991.

The Higher Education Amendments of 1992 established
capital requirements for Sallie Mae and gave the U.S. Department
of the Treasury authority to monitor Sallie Mae’s financial
condition. At December 31, 1992, Sallie Mae’s capital ratio was
2.53 percent, compared with an established minimum of 2 percent.
As required by the Higher Education Act, this report is also
being submitted to Congress. Also, a copy is being sent to the
Secretary of Education, and to the Student Loan Marketing
Association.

Attachment: Sallie Mae Annual Report
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April 7, 1993

William A. Galston

Domestic Policy Council

Executive Office of the President

The White House, West Wing, 2nd Floor
Washington, DC 20500

Dear Mr. Galston:

As a follow-up to your recent conversation with Ms. Becky Halkias of Murray, Scheer, and Montgomery,
I am writing to request a meeting between your office and the Student Loan Interest Deduction Restoration
Coalition, and to provide background materials on this issue. Our group consists of 30 national
organizations concerned with student loan debt, and we believe this issue is consistent with the
Administration’s goals for supporting the nation’s investment in education.

This concept has received widespread bi-partisan support, as various forms of this legislation were part
of the Bush Administration’s FY 1993 budget proposal, the House tax bill (H.R. 4210) passed in February,
1992, the Senate version of that bill, and the Conference tax bill that was vetoed by President Bush in
March, 1992. Additionally, the bill has received as many as 330 co-sponsors in the House of
Representatives in the past. Just recently, restoration of this benefit was recommended by the National
Commission for Financing Postsecondary Education in its report "Making College Affordable”.

We are concemed that since the Clinton Administration did not include this proposal in its initial
economic stimulus and tax package, students in the country will hear the wrong message that the
Administration is not willing to address an issue of direct, immediate benefit to many students and recent
graduates. The proposals our coalition is endorsing are consistent with and complimentary to the
Administration’s efforts in designing a National Service plan. Therefore, we would like the opportunity
to directly discuss the current proposed legislation, S. 271, and H.R. 1667, that we urge the Administration
to support.

Attached to this letter is a list of coalition groups, a fact sheet, a summary of 1992 legislation, and a copy
of S. 271 along with a background statement. Also attached is an carlier meeting request letter we sent
to Ms. Doris Matsui in the White Office of Public Liaison. We have not yet received a response.
However, we did recently meet with Mr. Matthew Gorman, in the Department of Treasury Office of
Business Liaison, who expressed support for this issue and urged us to contact your office. We also
provided materials to Mr. Jose Berra in the Department’s Tax Policy office. Please call me at 202-667-
9433 if you have any questions about this letter.



Sincerely yours,

Aot L1y

Scott Litch, Coalition Coordinator
Legislative Counsel
American Association of Dental Schools

Attachments



Student Loan Interest Deduction Restoration Coalition
Member Organizations
as of 3/93

Academy of General Dentistry

American Association of Colleges of Nursing

American Association of Colleges of Osteopathic Medicine

American Association of Colleges of Osteopathic Medicine-
Council of Student Council Presidents

American Association of Colleges of Pharmacy

American Association of Colleges of Podiatric Medicine

American Association of Dental Schools

American Association of University Professors

American Bar Association- Section of Legal Education and Admission to the Bar

American Council on Education

American Dental Association

American Medical Student Association

American Medical Women'’s Association

American Osteopathic Association

American Podiatric Medical Association

American Podiatric Medical Students Association

American Student Assistance

American Student Dental Association

American University of Beirut

Association of American Law Schools

Association of American Medical Colleges

Association of American Veterinary Medical Colleges

Association of Jesuit Colleges and Universities

Committee on Interns and Residents

Education Funding Services, Inc.

Law School Admission Council

National Association of Advisors for the Health Professions

National Association of Graduate and Professional Students

Student Osteopathic Medical Association

United States Student Association

Coalition contact: Scott Litch, AADS (at above number and address)



1993 FACT SHEET

Background- The 1986 Tax Reform Act eliminated the deduction for "consumer” interest (under a five year phase-
out) to discourage over-reliance on credit. Unfortunately, educational loans were also included, despite the fact that
they are an investment in education rather than discretionary consumer borrowing. Further, the existing home equity
loan deduction is not an adequate substitute, since most of the student population, and some families, do not own
a home and cannot benefit from this deduction. Elimination of this deduction especially hurts those students who
come from families where there is little or no excess cash to contribute to the student’s education, as well as students
‘who are financially independent and not receiving parental support for pursuing a degree. For many, a loan is the
only means to finance a higher education.

The Current Problem- In recent years there has been increasing reliance on loans to finance a higher education,
as fewer grants and scholarships are available. Most students have been willing to incur this debt because they see
it as an investment in their future financial security and in their potential for social contribution. Loans have
dramatically increased from 39% of all federal student aid 20 years ago to 65% in 1990. This has led to high
indebtedness for many students. Average graduating debt for undergraduates at public four programs is over $6500,
and is over $9500 at private four year programs. Debt is growing for graduate students due to fewer fellowships
and stipends; 50% of all 1991 black and hispanic doctoral recipients in the social sciences had over $10,000 debt.
Average graduating debt for medical and dental students is approximately $50,000, and debts of over $100,000 are
not unusual. Such debt is a significant burden in the years immediately after graduation. The growing debt burden
for students may discourage entry into higher education and the pursuit of additional degrees, especially for
disadvantaged and minority students and those considering professional and graduate degrees. Such debt may also
discourage graduates from taking lower-paying public service, teaching, and research positions. Health professions
graduates with high debt may be deterred from careers in primary care. A medical graduate working as a primary
care provider with educational debt of $75,000 at an interest rate of 11% would likely face monthly interest payments
of over $700 and first year interest of over $8000. Their loan payments would probably exceed 20% of income in
the first few years after graduation.

A Legislative Solution- SLIDRC supports legislation to provide taxpayers with student loan debt a choice between
a deduction or a credit for student loan interest in the initial years of loan repayment. Such a bill was introduced
by Senators Boren and Grassley on February 2, 1993 (S. 271) and by Representatives Cardin and Bunning on April
2, 1993 (H.R. 1667). Restoring this deduction would support and encourage investment in higher education.
Various forms of this legislation were part of a House, Senate, and Conference tax bill (vetoed) in 1992.

Justification- The interest deduction is especially important for heavily indebted students in the first years after
graduation when earnings are low and interest makes up a greater portion of loan repayment. While not the only
solution to the growing debt problem, nor the only factor affecting career choices, a student loan interest deduction
will be of significant financial help in making loan repayment more reasonable and allowing the graduate his or her
full consideration of career options. Further, the deduction/credit idea targets relief to those with higher debt because
it is proportional to debt load. A tax credit option means that all with higher education debt would be assisted, not
just those who itemize. By restoring the student loan interest deduction, the government acknowledges not only the
costs incurred in making this investment, but the contribution higher education makes to society at large. In times
when technologic and scientific training is critical to our world competitiveness, the need to invest in higher
education becomes even more important to the economic future of our country. This is the type of middle and lower
income tax relief that encourages investment in our most important resource: people.

Cost- In the 102nd Congress, the Joint Committee on Taxation estimated the revenue loss of H.R. 747 at $300
million over § years. The revenue estimate for S. 2160 (the 1992 Boren-Grassley proposal) was approximately $800
million over 5 years. Valid limitations made this proposal much cheaper than the 1992 Bush Administration proposal
(restore deduction for all student loan interest repayments after 7/92 without restrictions) estimated at $3.6 billion
over 5 years.



Summary of 1992 Student Loan Interest Deduction Proposals and Qutcome

January - March 1992

Administration Proposal: Restore student loan interest deduction for all loan repayments made on or
after July 1, 1992, with no income or time limitation. This would cover those currently in repayment.
Estimated cost- $3.6 billion over 5 years

House Action: On February 27 the House of Representatives approved tax legislation that included a
higher education loan tax credit proposal. Estimated cost- $400 million over 5 years.

This would provide a tax credit equal to 15% of higher education loan interest, but the total
credit could not exceed $300 per year (it would increase to $500 per year for those whose
annual interest exceeds 10% of AGI). Independent students would get the benefit for the first
5 years (whether or not consecutive) they are not at least a half-time student. Parents would get
the benefit for the period their child is at least a half-time student, and the cap is applied
separately to interest paid for each child in school. The credit would be phased out for
independent students between $30,000-55,000 Adjusted Gross Income (AGI) for individual
returns, and $50,000-75,000 for joint returns. Parent phase-out ranges would be $45,000-70,000
individual, $75,000-100,000 joint. Credit would take effect for interest paid after December 31,
1991, which would cover loans borrowed before that date.

SLIDRC Analysis and Position: Advocated for H.R. 747, S. 2160, or the Administration’s proposal, all
of which included a deduction provision. The Ways and Means Committee recognized the need for a
student loan benefit, but a credit-only provision without a deduction option is a relatively flat benefit,
and not as useful for high debt graduates as an interest deduction. For example, an independent student
with $100,000 debt and $40,000 AGI would receive a $300 tax savings from the House provision, but
would save at least $2100 in taxes from an interest deduction. Also, independent students were not
treated as well as parents under the House provision, due to differences in income caps and the "per
child" credit allowance for parents. In light of this outcome, SLIDRC advocated S. 2160 for adoption
in the Senate.

Senate Action: On March 13 the Senate approved tax legislation that included S. 2160, the Boren-
Grassley student loan interest deduction/credit proposal (this combined features of H.R. 747 and the
House credit proposal). Estimated cost- $800 million over 5 years.

This would provide taxpayers with a choice of a full interest deduction, or a credit (capped at
$300) for those who don’t itemize. The benefit would generally extend for the first 4 years of
repayment. There would be no income limitations. It would apply to all those entering
repayment after December 31, 1991.



SLIDRC position for Conference: Supported the Senate deduction/credit provision.

Conference: On March 20, Congress approved a Conference bill (H.R. 4210) on tax legislation (50-44
in the Senate and 211-189 in the House) which was promptly vetoed by the President due to tax
increases for higher income individuals included in bill. The final student loan interest provision in the
Conference tax bill was a credit-only benefit:

- Taxpayer who borrows for higher education expenses would receive a tax credit equal to 25%
of annual student loan interest, capped at $400 annually (note: for parents this cap would apply
separately to each child who is a student, as in the House bill);

- The credit benefit would be phased out between $40,000-65,000 AGI for individuals, and
$60,000-85,000 AGI for joint returns;

- The credit would be allowed for interest paid that is allocable to the first 48 months that
interest accrued on the loan;

- The estimated revenue loss was $479 million over 5 years;

- It would apply to those entering repayment after December 31, 1991.

SLIDRC Analysis and Position: Conferee concern with revenue loss led to adoption of a credit-only
provision with income caps. The SLIDRC position was that the Senate student loan interest deduction
option would be more beneficial for high debt borrowers, and thus more proportionately targeted based
on need. In cases of high debt, tax savings from a deduction would be much greater than $400. Also
of concern was the limitation to the first 48 months of accrued interest, since under some loan programs
interest accrues during the in-school period and may be added to loan principal, even though repayment
by the borrower does not begin until later when schooling is completed.

While the credit provision was less than the coalition had advocated, it had significance as the first
student loan interest tax provision that cleared Congress since the phase-out of the student loan
interest deduction in the 1986 Tax Reform Act. Also, the discrepancy in income limits between
parents and independents students, as was provided in the original House credit provision, was
eliminated in the final bill.

Aftermath- April - October, 1992

* SLIDRC- The Coalition continued with the message that restoration of a student loan interest
deduction is a non-controversial, bi-partisan issue, and that a deduction or credit option is the best
legislation. SLIDRC continued to work with university representatives, developed a strategy committee
in D.C,, responded to a study by the Congressional Research Service, and investigated revenue offset
ideas. SLIDRC also worked on a revised bill including technical corrections.

* Congress- In July, Congressman Schulze (R-PA) failed in an attempts to approve SLID in a Ways
and Means mark-up, due to the lack of an acceptable revenue offset. The urban enterprise zone tax bill
moved ahead in the Senate Finance Committee on July 28, but Senators Boren and Grassley were not
successful in including the deduction/credit provision in this package. The conference tax bill (H.R. 11)
cleared Congress but was vetoed by the President on November 4, 1992. This means that no major tax
legislation became law in 1992.

1993 Outlook - The best hope for success would be a renewed effort to pass a 1993 middle income tax
relief bill, and inclusion of the deduction/credit provision in such a bill.
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To amend the Internal Revenue Code of 1986 to allow a credit for interest
paid on education loans.

IN THE SENATE OF THE UNITED STATES

FEBRUARY 2 (legislative day, JANUARY 5), 1993

Mr. GRASSLEY (for himself, Mr. BOREN, Mr. DANFORTH, Mr. DASCHLE, and
Mr. SnioN) introduced the following bill; which was read twice and re-
ferred to the Committee on Finance

A BILL

To amend the Internal Revenue Code of 1986 to allow a
credit for interest paid on education loans.

1 Be it enacted by the Senate and House of Representa-
tives of the Unated States of America tn Congress assembled,
SECTION 1. CREDIT FOR INTEREST ON EDUCATION LOANS.

(a) IN GENERAL.—Subpart A of, part IV of sub-
chapter A of chapter 1 of the Intex:nal Revenue Code of
1986 (relating to nonrefundable personal credits) is

amended by inserting after section 22 the following new
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section:
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“SEC. 23. INTEREST ON EDUCATION LOANS.

“(a) ALLOWANCE OF CREDIT.—In the case of an in-
dividual, there shall be allowed as a credit against the tax
imposed by this chapter for the taxable year an amount
equal to 15 percent of the interest paid by the taxpayer
during the taxable year on any qualified education loan.

“(b) MaxiMmuM CREDIT.—The credit allowed by sub-
section (a) for the taxable year shall not exceed $300.

“(e) LIMITATION ON TAXPAYERS ELIGIBLE FOR
CREDIT.—No credit shall be allowed by this section to an
individual for the taxable year if a deduction under section
151 with respect to such individual is allowed to another
taxpayer for the taxable year beginning in the calendar
vear in which such individual’s taxable year begins.

“(d) Livat oN PERIOD CREDIT ALLOWED.—

“(1) TAXPAYER AND TAXPAYER'S SPOUSE—

Except as provided in paragraph (2), a credit shall‘

be allowed under this section only with respect to in-

terest paid on any qualified education loan during
the first 48 months (whether or not consecutive) In
which interest payvments are required. For purposes
of this paragraph, any loan and all refinancings of
such loan shall be treated as 1 loan.

“(2) DEPENDENT.—If the qualified education
loan was used to pay education expenses of an indi-

vidual other than the taxpaver or the taxpayver’s
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3
spouse, a credit shall be allowed under this section
for any taxable year with respect to such loan only
if—
“(A) a deduction under section 151 with
respect to such individual is allowed to the tax-
payer for such taxable year, and
“(B) such individual is at least a half-time
student with respect to such taxable year.
‘““(e) DEFINITIONS.—For purposes of this section—

“(1) QUALIFIED EDUCATION LOAN.—The term
‘qualified education loan’ means any indebtedness
incurred to pay qualified higher education
expenses—

“(A) which are incurred on behalf of the
taxpayer, the taxpayer’s spouse, or a dependent
of the taxpayer,

“(B) which are paid or incurred within a
reasonable period of time before or after the in-
debtedness is incurred, and )

“(C) whiech are attributable to eduecation
furnished during a period during which the re-
cipient was at least a half-time student.

Such term includes indebtedness used to refinance
indebtedness which qualifies as a qualified eduecation

loan. The term ‘qualified education loan’ shall not

S 271 IS
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4
include any indebtedness owed to a person who is re-
lated (within the meanihg of section 267(b) or
707(b)(1)) to the taxpayer.

“(2) QUALIFIED HIGHER EDUCATION EX-
PENSES.—The term ‘qualified higher education ex-
penses’ means the cost of attendance (as defined in
section 472 of the Higher Education Act of 1965,
20 U.S.C. 108711, as in effect on the day before the
date of the enactment of this Act) of the taxpayer,
the taxpayer’s spouse, or a dependent of the tax-
payer at an eligible educational institution. For pur-
poses of the preceding sentence, the term ‘eligible
educational institution’ has the same meaning given
such term by section 135(c)(3), except that such
term shall also include an institution conducting an
internship or residency program leading to a degree
or certificate awarded by an institution of higher‘
education, a hospital, or a health care facility which
offers postgraduate training.

“(3) HALF-TIME STUDENT.—The term ‘half-
time student’ means any individual who would be a
student as defined in section 151(c)(4) if ‘half-time’
were substituted for ‘full-time’ each place it appears

in such section.
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‘“(4) DEPENDENT.—The term ‘dependent’ has
the meaning given such term by section 152.

“(f) SPECIAL RULES.—

“(1) DENIAL OF DOUBLE BENEFIT.—No credit
shall be allowed under this section for any amount
for which a deduction is allowable under any other
provision of this chapter.

“(2) MARITAL STATUS.—Marital status shall be

O 00 ~ o W & W N~

determined in accordance with section 7703.”

p—t
o

(b) OPTIONAL DEDUCTION FOR INTEREST ON EDU-

[y
—t

CATION LOANS.—Paragraph (.2) of section 163(h) of the

12 Internal Revenue Code of 1986 (deﬁning personal inter-
13 est) is amended by striking “and” at the end of subpara-
14 graph (D), by redesignating subparagraph (E) as subpara-
15 graph (F), and by inserting after subparagraph (D) the
16 following new subparagraph:

17 “(E) any interest paid on a qualified edu-
18 cation loan (as defined in section 23(;3)-) during
19 the period described in sectién 23(d), unless a
20 credit or deduction is taken with respect to
21 such interest under any other provisions of this
22 chapter, and”’. |

23 (¢) CLERICAL AMENDMENT.—The table of sections

24 for such subpart A is amended by inserting after the item
25 relating to section 22 the following new item:
“Sec. 23. Interest on education loans.”

S 271 IS
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(d) EFFECTIVE DATE.—The amendments made by

this section shall apply to any qualified education loan (as
defined in section 23(e) of the Internal Revenue Code of
1986, as added by this section) incurred on, before, or
after July 1, 1993, but only with respect to any loan inter-
est payment due after June 30, 1993, and before the ter-
mination of the period deseribed in section 23(d)(1) of
such Code.
O
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U.S. companies car sectre market positiorn,
{mprove their knowledge of the business en-
vironment, and increase trade.

Japan's trade surplus nas been a source of
friction with its trading partners. Epsuring
better aocess to the large and lucrative Japa-
gese market is a8 constTuctive way to reduce
this friction, ard ultimately in Japan's best
interest. To this end. this report addresses
specific issues inhibiting market access by
American firms from a wide range of indus-
tries in the hope that increased awareness
will bring about their timely slimination.

While pressing for resoiution of the igsues
outlined i this dccumett the ACCJ will
continue to urge the United States Governo-
ment—both its legisiative and executive
branches—i0 ref{rain {rom enacting protec-
tionist rmeasures.

The ACCJ is confident that the commit-
ment and well-intentioned efforts of 1its
member-companies, working with T.S. and
Japanese business leaders and government
officials, can achieve mutually beneficial
agreements to improve the abiiity of foreign
firms to do business ir Japan. No lesser goal
s in the interest of either the United States
or Japan.

By Mr. GRASSLEY (for himself,
Mr. BOREN, Mr. DANFORTH, Mr.
DASCHLE, and Mr. SIMON):

S. 271. A bill to amend the Internal
Revenue Code of 1986 to allow a&,credit
for interest paid on education igans; to
the Committee on Finance.

HIGHER EDUCATION TAX BENEFITS ACT OF 193
e Mr. GRASSLEY. Mr. President, I am
being joined today by Senator BOREN
and others in reintroducing legislation
to restore tax benefits for interest paid
on student loans.

Today. there is no greater issue of
concern to the American pecple than
the economic problems our Nation is
facing. As we look into ways to im-
prove our economy, we have to keep in
mind the importance of addressing our
Nation's long-term needs by including
a restoration of tax benefits for higher
education.

We all know that under the Tax Re-
form Act of 1986, the consumer interest
deduction was phased out after the 1990
tax year. Unfcriunately, educational
expenses were lumped together with
consumer interest and the deduction
for student loar interest was also ter-
minated. By taking this action, Con-
gress effectively tmposed an additional
tax on individuals who are attempting
to betiter themselves or their families
through higher education.

Congress justifled repealing the in-
tarest deduction on the grounds that it
was & sigrificant disincentive to sav-
ing. However, unlike lozns for most
other personal items, student loans
have become a necessity for many stu-
dents and their families who are unable
to afford the rising costs of an edu-
cation. :

In add!%ion, consumer interest, up to
a limit, remains deductible if the loan
i8 secured by & taxpayer's reasidence.
Even if this home equity loan is used
for educational expenses, the interest
{8 deductible. Consequently, current
law discriminates against middie and
lower income taxpayers who are not
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fortunate enough to cwn a home and
borrow on the home's equity.

WwWith this in mind. I have introduced
legislation since 1987 to restorc the in-
terest deduction on student loans.
Worldng together, Senator BOREN and I
put together legislation last year that
would have provided tax benefits for
higher education where taxpayers
could choose between a tax credit or
deduction, depending on their needs.
We were successful in getting a version
of our legislation included as part of
the Senate version of H.R. 4210, which
passed the Congress. However, al-
though President Bush supported our
legislation, he vetoed H.R. 4210. So,
we're back agalin this year, and hope-
fully President Clirton will support
our cause.

Under our legislation, both itemizers
and nonitemizers will be eligible for
benefits. In the past, only itemizers
were able to qualify for a benefit, so0
many more people will be helped under
our bill. In an effort to bring down the
cost, the credit or deduction will be
limited to 4 years of a loan’'s payback
term. This is a period when interest
payments are the greatest and tax-
payers are less able to afford the cost
of the loan.

or dedwken Mr. President, the current law pre-

cluding interest deductions or credits
for higher education is neither fair nor
productive, and it's time to make an
adjfustment. We all agree that edu-
cation is a national investment which
will be a determining factor in the fu-
ture of America. A well-educated work
force is vitally important if we are %o
compete effectively in the Inter-
national marketplace. Restcring tax
benefits for interest paid on student
loans is an expression of the value we
place on education and its role in
maintaining the pesition of the United
States as the leader of our post-cold-
war world.

I urge my colleagues to join me and
the cosponsors of this legislation once
agaln in supporting the education and
future of America by adjusting the Tax
Code to provide assistance Lo Ameri-
cans for reascnable educational ex-
penses,

I ask unanimous consent that the bill
be printed following my remarks.

There being no objection, the bill was
ordered to be printed in the RECORD, as
followe:

8.

Be it enacted by the Senate and House of Rep~
rescnigtives of the United States of Americg in
Congress assembied,

SECTION 1. CREDIT FOR INTEREST ON EDU-
CATION LOANS.

(a) IN GENERAL.—Subpart A of part TV of
subckapter A of chapter 1 of the Internsl
Revenue Code of 1986 (relating to nonrefund-
able personal credits) is amended by insert-
ing after section 2 the following new Sec-
tion:

“SEC. 3. DNTEREST ON EDUCATION LOANS.

*(a) ALLOWANCE OF CREDIT.—In the case of
an individual, there shall be allowed as a
credit against the tax imposed by this chap-
ter for the taxable year an amourt equal to
15 percent of the interest paid by the tax-
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payer during the tazable year oz apy quali.
fied ecucation ioan.

*{b) MAXDMUM CREDIT.—The credit aliowes
by subsection (a) for the taxable year shal)
not excesd S0

(¢} LIMITATION ON TAXPAYERS ELIGiz_ =
FOR CREDIT.—No credi: shall be allowel
this section to an individual for the taxav.e
year if a deduction under section 151 will re-
spect to such individual 18 allowed to ar.
other taxpayer for the taxabie year begin.
ning in the calendar year in which such tod:-
vidual's taxable year begins.

**(d) LIMTT ON PERIOD CREDIT ALLOWED.—

(1) TAXPAYER AND TAXPAYER'S BPOUSL —
Except as provided tn paragraph (2, a credit
shall be allowed under this section only with
respect to interest pe:d on any qualified edc-
cation loan durtng the first 48 mooths
(whether or not consecutive) in which tnter.
est payments are required. For purpose: of
this paragraph. any land and all reflpanc.2g<
of such loar shiall be treated as 1 loan.

*(2) DEPENDENT.—Uf the qualified educatioz
loan was used to pay educatioDn expenses of
an individual other than the taxpayer or the
taxpayver's spouse, & credit shall be allowed
under this section for any taxable year with
respect 1o such loan only if—

**(A) a deduction gnder section 151 with re-
spect tc such individual is allowed to the
taxpayer for such taxable year, and

*«(B) such individual i8 at least a half-time
gtudent with respec: to such taxable year.

*(e) DEFINTTIONS.—For purposes of s
section—

*(1} QUALIFIED EDUCATION LOAN.—The term
‘qualified sducation loan' means any indebdt-
edness incurred to pay qualified higher edu-
cation expenses—

*(A) which are incurred on bebalf of the
taxpayer, the taxpayer's spouse, or a depead-
ent of the taxpayer,

**(B) which are paid or incurred within &
reasonable period of time before or after the
indebtedness is incurred, and

*(C) which ars attributable to educat:on
furnished during a period during whick the
recipient was at Jeast a half-tirme studer:.
Buch term includes indebtedness used tc re-
finance tndebtedness which quallfied a- a
qualifiad education ican. The term ‘qualilied
education loan’ shall not include any inaebt-
edness owed to a person who is related (with-
ir the meaning of section 267(b) or T07(S¥1:
to the taxpayer.

*(2) QUALIFIED EIGHER EDUCATION EX-
PCNSES —The terms ‘qualified higher edu-
catiop expenses’ meens the cost of attend-
ance (as defined in section 472 of the
Education Act of 1965, 20 U.S.C. 103711, at =
effect on the day befors the date of tbe e2-
actment of this Act) of the taxpayer. Wi°
taxpayer's spouse, or a dependen: 3f the ax-
paver at an eligtbie educational ipstiTtiion.
Por purposee of the preceding sentence. L¢
term ‘eligible educational instituticr’ Bas
the same meaning given such term by sec-
tion 135c)3), except that such term sha!
aliso include an institution conducting &t IC-
ternship or residency program leading tC 2
degree or certificate awarded by an imstiis-
tion of higher education, a hospital, or #
heaith care facllity which offers post
graduate training.

(§) KALP-TIME STUDENT.—The term ‘half-
time student’ means any individaa! whS
would be a stadent as defined {n.8ecucD
151(cH4) If ‘half-time' were substituted icr
‘full-time’ each place it appears in such sec-
tion.

*(4) DEPENDENT.—The term ‘dependent’ bas
the meaning given such term by sectios 155

**(f; BPECIAL RULES.—

*(1) DENIAL OF DOUBLE BENEFTTS.—No cred-
it ghall be allowed under this section for asY
amount for which a deduction is allowsalie
under any other provision of this chapter.
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*({2) MARITAL STATUS.—Marital status shall
be determined in accordance with section
03

(b) OPTIONAL DEDUCTION FOR INTEREST ON
EDUCATION LOANS.—Paragraph (2) of section
163(h) of the Internal Revenue Code of 1586
(defining personal interest) is amended by
striking ‘‘and’” at the end of subparagraph
(D). by redesignating subparagraph (E) as
subparagraph (F), and by inserting aftsr sub-
paragraph (D) the following new subpara-
graph:

*{E) any interest paid on a qualified edu-
cation loan (as defined in section 2¥e)) dur-
ing the period described In section 23(d), un-
12n8 a credit or deduction i3 taken with re-
spect to such interest under any other provi-
sions of this chapter, and™.

(c) CLERICAL AMENDMENT.—The table of
sactions for such subpart A {3 amended by in-
serting after the item reiating to section 22
the following new item:

“Sec. 23. Interest on educatioan loans.”

{(d) EFFECTIVE DATE.—~The amendments

made by this section shall apply to any .

nualiflied education loan (a8 defined !a sec-
tion Z3(e) of the Internal Revenus Code of
1966, as added by this section) incurred on,
hafore, or after July 1, 1953, but only with re-
spect o any loan interest payment due after
June 30, 1993, and before the termination of
the period described in section 23(2)X1) of
such Code.

Mr. BOREN. Mr. President. I am
pleased t0 join with my colleague, Mr.
GRASSLEY, and others in introducing
again our bill that would allow tax-
nayers the ability to elect either a de-
duction or a tax credit for the interest
paid on loans used to flnance the costs
of higher education. I think this legis-
lation 13 important because it rep-
resents real relief for middle-income
Americans and because it ancourages

investment in the most important re-.

source of our country—an educated
work force.

The new administration {8 commit-
ted to providing economic relfef to our
Nation's middle-income families; we
are now searching for a way to provide
meaningful rellef within tight budg-
etary constraints. One of the greatest
struggles facing middle-income fami-
lles is the skyrocketing cost of provid-
ing a college education for their chil-
dren. The very wealthy have little
trouble finding the money to educate
their children; on the other hand.
many scholarships and grants are
available only for the poor. Those in
the middle, however, earn just enough
so that their children cannot qualify
for benefits; yet they don't earn
enough to afford to send their children
to college.

The statistics reveal the dilemma
faced by middle-income families with
teenaged children. While middle-in-
come children make up three-fourths
of the college-age population, they re-
ceive only about 4 percent of student
aid and scholarships. One reason for
this absence of grants and scholarships
13 that fewer are available in these
times of shrinking Government re-
sources. Loans have dramatically in-
creased from 39 percent of all Federal
ald 20 years ago to 65 percent in 1990.

Middle-income Americans have no
choice but to take out large edu-
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cational loans. Although the average
cost of going to college ranges between
$6.000 and $22,000 per year, the average
middle-income family has only about
$60,000 {n net worth, most of it in home
equities. This reality has led to high
indebtedness for many students and
their families. Average graduating debt
for undergraduates at public 4-year
programs {8 over $6.500, and over 39,500
at private 4-year programs. Average
graduating debt for medical and dental
students is over $50,000, and debt of
over $5100,000 for students graduating
from professional schools are not un-
usual.

This statistical truth was fcrcefully
brougkt home to me last year during
the testimony of a middle-income
mother of college-age sons before the
Finance Committee. She spoke of the
painful reality her family faced when
they confronted the financial burden of
sending her oldest son to university.
Trey could not qualify for need-based
scholarsnips. or grants. If they had not
taken out substantial loans and the
mother had not returned to work, they
would have been forced to sell their
home to pay for higher education at an
inscitution chosen in part because of
{ts lower tuition.

This ia not the story of only one
mother, one family. It 18 the story of
middle-income parents in every part of
this country. Moreover, the enormous
debtioad carried by graduating atu-
dents continues to affect their deci-
stons even after they leave school.
Many who face substantial interest
payrents may be discouraged from
pursuing additional degrees; others feel
they cannot consider careers in public
service, teaching, or research because
these jobs, while important to our soct-
ety and rewarding, do not command
sufficiently high salaries.

Mr. President, this is more than an
issue of short-term rellef for the mid-
dle-income taxpayer. A highly edn-
cated work force is crucial to this
country's economic growth and its
ability to compete in the international
marketplace. We simply cannot afford
to deny a generation of middle-income
Americans the opportunity to contrib-
ute to this country’s future. equipped
with the best education available.

The bill that we introduce today ad-
dresses these problems. It offers real
middle-income relief at an affordable
price tag: the Joint Committee on Tax-
ation estimated last year that similar
legislation would result in a revenue
loss of only $800 million over 5 years.
The relief is limited to the first 4 years
of loan repayment because this is the
period in a student's life when earnings
are low and interest makes up a great-
er portion of loan repayment.
Moverover. by providing the option of a
tax credit. the rellef {s avallable for
taxpayers who do not itemize.

A similar student loan interest provi-
sion was included in H.R. 4210, the com-
prehensive middle-income tax relief
bill that was vetoed last year. It is my
hope that the provision wiil be enacted

$1035

this year as part of the new adminis-
tration's rriddle-income relief and eco-
nomic growth package. No proposal for
either middle-income tax relief or aco-
nomic stimulation {8 completa unless
it contains some provision to lessen
the tremendous burden on f{lnancing
higher education for middle-income
Americans. 1 look forward to working
with the administraticn and my coi-
leagues in the Congress to enact this
legislation.e

By Mr. DECONCINI:

S. 272. A bill {0 extend the temporary
suspension of import duties on canta-
loupes; to the Committee on Finance.

CANTALOUPE DUTY ACT OF 1393

e Mr. DECONCINI. Mr. resident,
today I am reintroducing legislation to
extend the temporary suspersicn of im-
port duties on cartaloupes during the
winter months when they ars unavalil-
able from domestic sources. This legis-
lation is identical to that recently {n-
troduced by Chairman DE LA GARZA of
the House Agriculture Committes.

During the warmer months, canta-
loupes are grown widely in the Unirad
States. By Octoter and Novembar,
however, availability narrows and only
small shipments are available to U.S.
consumers from Arizona, Texas, Cali-
fornia. and Georgia. Between the win-
ter months of December through April
there is no commercial producticn of
cantaloupes in the United States. Even
the temperate climate of Arizona is not
warm enough to grow cantaloupes dur-
ing that time. Therefore, the American
consumer must turn to foreign sources.

Consumers today demand a variecy of
fresh fruits and vegetables throughou$
the year. Suspendirg the duty on can-
taloupes in the winter months not only
has no adverse affect on domestic agri-
culture, but positively aids American
farmers. It is not beneficial to domas-
tic producers to have consumers associ-
ate fruits and vegetables to wvarious
times of the year as sales do not reach
their peak until the height of the sea-
son. Providing nondomestic supplies,
80 that fruits and vegetables are avail-
able throughout the year, enables a
smooth transition to the domestic sup-
ply after the winter season.

The major winter producers of canta-
loupes include Mexico, Costa Rica, Do~
minican Republic, El Salvador. Guate-
mala, Halti, Honduras, and Panama.
While Arizona, Texas., and California
are the major producers of cantaloupes
in the summer, Mexico {8 a major aup-
pler in the winter. Much of the canta-
loupes from Mexico are shipped into
the United States through Arizona and
Texas.

The duty suspension achieved by this
bill would not be new. Both Chairman
DE LA GARZA's bill and my own would
extend for 2 years the duty suspension
which expired on December 31, 1292.
The widespread benefits of the duty
suspension would go to shippers, dis-
tributors, truck drivers and food store
workers, and to American consumers
who will be assured reasonably-priced




Restoration of a student loan interest deduction/credit would be an important step to improve this sittagon.
While it is not the only solution, it should be part of an overall strategy o support the invesunent in
people. We believe that this would complement other efforts to reform student loan programs, such as
a national service corps/loan forgiveness approach. However, given the limited numbers that can be
heiped through a service program due © budget constraints, the deducton/credit will help many more
students right away while encouraging their entry into public service jobs. Regardless of what the
borrowing program may look like in the future, we think it is essential for tax policy to recognize that
higher education borrowing is an important invesument in our nation’s future.

The coalition has been willing to be flexible with the legislative approach. However, we believe that a
deduction/credit option is better for smdents and families. It allows non-itemizers to benefit from a credit,
while the deduction option proportionately targets the benefit to those with significant student loan
burdens. In light of budget constraints, we are also aware of the need to target the measure. Since the
goal is to help low and middle income students with high debt in the first few years after graduation,
particulariy to encourage them to enter public service, teaching, and research, we have been willing ©
support limiting the benefit to the first four years of loan repayment (as provided in S. 271).

Attached to this letter is a fact sheet on the issue, a list of organizations in our coalition, and a list of
Ways and Means Committee member co-sponsors in the 102nd Congress. Please contact Mr. Litch at
202-667-9433 if you need further informarion. Thank you for considering this request.

Sincerely yours,

bobvoDeoctnse

Barbara Brookmyer
Legislative Affairs Director
American Medical Student Association

Lia FreasnO

Legislative and Employment Concems Coordinator
Natonal Associaton of Graduate and Professional Students

Scou Litch ( ’
Legislative Counsel
American Association of Dental Schools

SLIDRC Coordinator



March 3, 1993

Ms. Dons Matsui

Deputy Assistant to the President and Deputy Director of Public Liaison
128 Old Executive Office Building

17th Street and Pennsylvania Avenue NW

Washington, DC 20500

Dear Ms. Matsui:

We are writing on behaif of the Student Loan Interest Deduction Restoration Coalition (SLIDRC), which
currently consists of 30 higher education and health organizatons. The coalition was formed in 1989 to
encourage the correction of what we believe is an error in how the tax code treats student loan interest
payments. This benefit was phased out in the 1986 Tax Reform Act. We met with Ms. Gloria Cabe of
the transition team in December and provided detailed materials on this issue. However, we are concemed
that this issue was not included in the President’s economic growth package, and urge the Administration
to take a closer look at how this bi-partisan issue can complement the plans for a national service corps.

We would like to request a meeting between members of our coalition and your office, or the appropriate
staff at the Department of Treasury, o discuss this issue. Specifically, we are supporting the concept that
a taxpayer can choose between either a student loan interest deduction or credit. Such legislation has been
introduced in the Senate (S. 271) by Senators Boren and Grassley, and is expected to be introduced shortly
in the House. This concept has received widespread bi-partisan support, as various forms of this
legislation were part of the Bush Administration’s FY 1993 budget proposal, the House tax bill (HR.
4210) passed last February, the Senate version of that bill, and the Conference tax bill that was vetoed by
President Bush last March. Additionally, the bill has received as many as 330 co-spomisors in the House
of Representatives in the past. Just recently, restoration of this benefit was recommended by the Natonal
Commission for Financing Postsecondary Education in its report "Making College Affordable”.

Assistance is needed in this area due to the increasing level of debt. Loans have dramaucally increased
from 39% of all federal aid 20 years ago to 65% in 1990. This has led to high indebtedness for many
students. A recent estimate of average graduating debt for undergraduares at public four programs was
over $6500. and was over $9500 at private four year programs. Debt is growing for graduate students
due to fewer fellowships and stpends: approximately 50% of all 1991 black and hispanic doctoral
recipients in the social sciences had over $10,000 debt. Average graduating debt for medical and dental
students is over $50.000, and debts of over $100,000 are not unusual. In medical/dental education debt
is significandy higher for minority students. Such debtis a significant burden in the years immediately
after graduarion; interest alone in these years can be as high as $8000. The growing debt burden for
students may discourage entry into higher education and the pursuit of additional degrees, especiaily for
disadvantaged and minority students and those considering professional and graduate degrees.



