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TO
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Kenneth S. Apfel 

Robert M. Shireman

CC: Barry White

SUBJECT: Hope Scholarships - Update

Message Creation Date was at 29-NOV-1996 11:23:00

In preparation for Monday's meeting, I wanted to give you the current state of 
play on the Hope tax credit, and to let you know my recommendation for next 
steps.

1. Design. Treasury has worked up some mock forms that colleges and taxpayers 
would need to fill out in order to claim the credit. Colleges would file a 
four-part form, providing information about costs, credit hours, federal and 
other aid, and grades for EACH TERM (quarter, semester, summer) paid for by the 
student/taxpayer during the tax year. The taxpayer then transfers all of this 
information into tables on a tax form, and performs various calculations in 
order to determine eligibility for the credit.

All of this information is necessary in order to allow taxpayers to claim a 
partial credit for part-time and/or partial-year schooling. For example, a 
half-time student might claim the $1500 credit in two chunks over a two-year 
period. The forms track exactly when the person reaches the one-year point 
when the grade requirement kicks in. Then the forms track when the two-year 
point is reached (it may be in the middle of a tax year), when no further 
credit is allowed.

I have floated a much simpler approach to Treasury and Education. I would 
dispense with the idea of any partial credit, instead allowing for a $1500 
credit for tuition and fees paid for ANY half-time-or-more enrollment in a 
degree or certificate program. The student is eligible the first time as long 
as he hasn't finished two years of course work. The student is eligible for a 
second credit if he has a B- GPA for the first year of courses --or those 
completed at the time of filing, if he hadn't yet finished the first full 
academic year.

The Treasury analysts agree that this would eliminate the need for the 
cumbersome term-by-term calculations. They raise some equity issues, however 
(part-time students at low-cost institutions might only get two $500 credits, 
rather than being able to stretch it out over six years and get the full $3000 
under the current scheme).

If you agree that this simpler approach should be explored, we need to get 
Treasury to do a cost estimate.



2. Fraud. Treasury is rightfully concerned about the fraud potential with any 
new refundable credit. The IRS needs to (a) collect the college-provided data 
independently to guard against taxpayers creating their own fake 1099s; and (b) 
check to make sure that colleges are providing them with accurate 
information. Could Education perform these roles?

HOPE already limits eligibility to institutions approved under Title IV of the 
Higher Education Act, and the Education Department is already charged with 
certifying the financial and administrative capability of the institutions as 
part of the (admittedly weak) gatekeeping system. Instead of having IRS audit 
the system, why not beef up Education's operation a little so that they can 
check institutions' compliance as part of the regular certification and audit 
process?

As part of the current financial aid process, the Education Department already 
collects some of the data (particularly on poorer students) that HOPE 
requires. (The Department will bring a chart indicating what items are in its 
system). Education could collect the taxpayer data from colleges -- as an 
addition to its current data collection activities -- and provide IRS with the 
data for matching up tax forms. Again, some resources would need to be 
provided to Education.

3. Pell Grants. Some have expressed a concern that the HOPE credit does not 
help poor students enough (because it is offset dollar-for-dollar by federal 
grant aid). At a previous meeting, someone suggested that the Pell Grant 
maximum be increased to $3000, and that the credit be reduced in order to pay 
for the increase. Assuming that the grant would increase by inflation each 
year, the cost is about $3.7 billion. In order to save that amount. Treasury 
estimates that the credit would need to be reduced to somewhere between $1350 
and $1400. A $1500 credit would cover tuition and fees for about two-thirds of 
community college students. The lower amount might cover "average" tuition and 
fees nationally ($1200 in 1994-95), but would not cover as many students or 
states.

Do you want to explore this option further, or look at other ways that the 
credit can be adjusted to help poor students more?
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We could either reduce the credit or eliminate the refundability. We should 
explore both options
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O'
Distribution of Students Enroiled in Postsecondary Education institutions 

by Federai Benefit Received, Total Income, and Dependency Status

Benefit received

None
Dependent

Under $10,000 
$10,000 to $19,999 
$20,000 to $29,999 
$30,000 to $39,999 
$40,000 to $49,999 
$50,000 to $59,999 
$60,000 to $69,999 
$70,000 to $79,999 
$80,000 to $99,9991 
$100,000 and More
Total

Independent

5.3%
5.6%
5.5%
7.6%
7.9%
7.7%

13.1%
13.4%
34.1%

.99.7%
14.5%

Tax benefit 
only

21.4%
28.0%
42.1%
71.6%
84.4%
89.9%
86.0%
85.9%
65.3%

61.8%

Tax benefit 
and Pell

28.1%
26.0%
29.5%
13.7%
5.7%
1.8%
0.7%
0.3%
0.4%

11.6%

Pell only

45.1%
40.4%
22.8%

7.1%
2.1%
0.6%
0.2%
0.4%
0.3%
0.3%

12.1%

Some

94.6%
94.4%
94.4%
92.4%
92.2%
92.3%
86.9%
86.6%
66.0%

0.3%;
85.5%,

Under $10,000 7.8% 27.1% 26.6% 38.5% 92.2%
$10,000 to $19,999 11.9% 56.1% 14.5% i 17.6% 88.2%,
$20,000 to $29,999 15.6% 66.5% I 8.7%; 9.3% 84.5%
$30,000 to $39,999 j 18.1% 75.5% 1 3.7% 2.7% 81.9%
$40,000 to $49,999 14.6% 83.3% 1 1.3% 0.8% 85.4%
$50,000 to $59,999: 15.5% 83.7%. 0.6% 0.3% 84.6%
$60,000 to $69,999; 16.5% 82.3% 0.3% 0.9% 83.5%.
$70,000 to $79,999 10.8% 88.8% 0.2% 0.2% 89.2%:
$80,000 to $99,999 27.1% 72.4% 0.2% 0.2% 1 72.8%:
$100,000 and More 99.2% 0.8% i 0.8%
Total 13.7% 56.9% 12.7% 16.7% i 86.3%

All students
Under $10,000 7.4% 26.2% 26.8% 39.5% 92.5%
$10,000 to $19,999 10.1% 48.3% 17.7% 23.9% 89.9%
$20,000 to $29,999 12.2% 58.3% 15.7% 13.8% 87.8%
$30,000 to $39,999 13.4% 73.8% 8.1% 4.7% 86.6%
$40,000 to $49,999 10.8% 83.9% 3.7% 1.5% 89.1%
$50,000 to $59,999 10.1% 88.0% 1.4% 0.5% 89.9%
$60,000 to $69,999 14.0% 85.0% 0.6% 0.4% 86.0%
$70,000 to $79,999 12.5% 86.9% 0.2% 0.3% 87.4%
$80,000 to $99,999 32.1% 67.4% 0.3% 0.3% 68.0%
$100,000 and More 99.6% 0.4% 0.4%
Total 14.0% 58.9% 12.3% 14.8% 1 86.0% 1

Notes:
Enrolled students includes both undergraduate and graduate students.
'Tax benefit" includes those likely eligible for the credit or deduction. 
"Dependency status" refers to the Federal student aid and not the IRS definition.

Source; ED/NCES, 1993 National Postsecondary Student Aid Study

DRAFT
ED/OPE
26-NOV-96
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TO: Gene B. Sperling

FROM: Paul R. Dimond
National Economic Council

CC: Jason S. Goldberg

SUBJECT: Dislocated Worker Skill Credits/Mandatory Pell

Gene,

I won't be at the Hope Scholarship meeting on Mondy (b/c I'm meeting with Mayor 
Archer and his folks in Detroit on Monday). As a result, you will have to make 
the case that the option of providing Hope Skill Credit for Dislocated Workers 
and mandatory Pell Grants for low- and moderate-income students and workers is 
kept alive and fully fleshed out for "December" decision.

The state of play on my proposal for Hope Skill Credits for Dislocated Workers 
and Mandatory Pell Grants for low-and-moderate income students of all ages is as 
follows:

1. DoEd — Mike Smith and Frank Holliman (sp?) like very much (and believe that 
Riley will be for this). It will build support from Higher Ed and student 
groups for Hope Scholarships, Education Tax Deductions and Pay-As-You-Earn 
Student loans; and it will give lots of friends in Congress more to fight for to 
build POTUS ETR legacy into Balanced Budget Budget Reconciliation. It also 
removes pressure (and 18-month cash flow lag) from refundabllity of Hope 
Scholarships.

2. Apfel — favors this basic change in structure; over long term believes it 
will enable POTUS legacy of federal budget support to grow for lifelong learning 
as tool to make crossing to new economy. In contrast, if this is left on 
discretionary side. Pell Grants and Dislocated Worker support are subject to 
major competition and cut-back any time a new President or Congress adds other 
competing priorites as non-DDD continues to decline as a share of total federal' 
budget and GDP. Given his 0MB balanced budget hat, however, Ken will try to make 
structure to put on mandatory side as revenue neutral for FY98 as possible. In 
addition, Ken can not be put in the position of having to be the champion for 
this: He will help make this a "December issue" for decision, but you (and 
Bruce? see below) will have to press to make clear that you want this option 
fully explored.

3. DoL — Lisa Lynch will support this proposal (for much the same reasons as 
Apfel), and will make similar arguments to Secretary Reich. Barnicle is likely 
to caution that moving Dislocater Worker training to mandatory side through Hope 
Skill Credit (and making Pell Grants mandatory and more flexible for use by



I

dislocated workers and low-and moderate-income adults) will undercut 
Appropriation Committeet support for the rest of DoL training budget: but this 
is just another way of admitting that reform of DoL training programs is an 
absolute essnetial anyway. So, why not embed principle of individual grants on 
mandaotry side of budget for all? And then, with a pittance of discretionary 
funding, DoL can concentrate on building the interactive labor exchange 
(America's JJob Bank, America's Telent Bank, America's Labor Market Information, 
and America's Training Network), to which all variety of employers, job-seekers, 
intermediaries, and ETR providers will add value. In addition, DoL will be able 
to join in some form of devolution/partnership to governores/mayors of rest of 
DoL training/reemployment that may in fact build more bl-partlsan support in 
Congress for discretionary support of ETR. [Jack Donahue is a HUGE supporter of 
proposed shift of Dislocated Worekrs/Pell Grants to mandatory side — b/c it is 
the only way to get POTUS commitment to Skill Grants for "unemployed and 
underemployed" embeeded into law and future budgets. Jack will be talking to 
Reich directly about this].

4. Treasury: Lubeck (sp?) believes that Hope Skill Credit for Dislocated Worker 
can be crafted fairly easily and that moving Pell Grants to Mandatory side will 
relieve most of pressures (including the 18-month lag in cash flow for and 
fraud by tax[ayers) from refundablillty feature of Hope Scholarship. Assuming 
that Secretary Rubin believes that POTUS legacy is embedding principle of 
federal support for post-secondary education and training — put directly in the 
hands of the persons responsible for learning — into federal budget, then you 
should find a willing ally for this if you want to get the Secretary's active 
support. [In fact, this should be easier for you to do then getting Secretary's 
support for CD Venture Capital Tax Credit!]

5. WH? Bruce Reed favors as a part of buidling affirmative legacy of putting 
keys to opportunity in hands of indviduals and families (as a part of the legacy 
of a balancing the federal budget). Laura understands and endorses why I chose 
to focus on two key additional elements (Hope Skill Credits for Dislocated 
Workers and mandatroy Pell Grants) rather than fighting for a single ETR 
account; whether she is willing or able to offer any additional support, I don't 
know.

6. Don't be surprised if a good coalition of Business and Labor Leaders 
(including Sweeney) presses privately for this shift of Dislocated Woker 
training and Pell Grants to the mandatory side sometime in December.

Let's Discuss before Monday. I'm here today, flying to Ann Arbor Thrsday a.m., 
back Tuesday in time for G.I. Bill meeting. If we don't touch base today, call 
me at 313-663-9576 so that we can discuss. As usual, I'm out on a limb: and, 
it's your choice whether to cut it off behind me or lift this to a higher 
level. Do whatever's right (b/c, I'm already falling off the limb toward home 
anyway unless something extraordinary and unexpected happens).

Have a good turkey day with the family.

Paul
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Febniaty21,1897 PX>.Bo«M 
Young Han1» 
Georgia 30582

Dr. Stanley O. Ikenberry 
President
American Council on Education 
One Dupont Circle 
Washington, D.C. 20036

Dear Dr. Ikenberry:

In light of President Clinton's Hope Scholarship proposals, [ am sharing our 
positive experience at Young Hams College with Georgia's HOPE program. 
Young Harris College is a traditional two year, independent, residential, liberal 
arts college related to the United Methodist Church. The college is located in a 
rural environment in the mountains of northeast Georgia and has a capacity 
enrollment of 530 students. Our students are primarily the tradWonai college 
freshmen and sophomores, i.e„ 16 -20 year olds just out of secondary school. 
More than 90% will transfer to a four year college after completing their work at 
Young Harris. We are somewhat selective In our entrance requirements. Our 
average freehman in Fall 1996 had a high school grade point average, computed 
on academic courses, of 2.93. Our average SAT was 997.

I understand from the media that some have suggested that the programs 
proposed by President Clinton will lead to increased tuition, less institutional 
student aid and gra^ inflation. Our experience at Young Harris College 
suggests that these problems are unlikely to occur. In feet, we have increased 
institutional student aid since the beginning of Georgia's HOPE program, 
moderated tuition increases, and raised our admission requirements which has 
led to a modest Improvement in student achievement We believe that, at our 
institution. HOPE has had a positive impact which has benefited students.

Since the inception of the HOPE program In Georgia In Fall 1993, we have 
raised our entrance requirements to Young Harris Collego three times. This has 
ted to a corresponding improvement in the acaderriio performance of our 
students. For example. In the 1992 Fall Quarter, the last year before the 
existence of the HOPE program, 9.0% of our students were on the Dean's List 
In the 1996 Fall Quarter 15% had achieved this distinction. In Fall 1992 12.6% 
of our students were placed on academic probation while in 1996 only 9 9% 
were on academic probation. After the 1992 Fall Quarter 2.1% of our students 
^re suspended from college because of poor academic performance white only 
0.1 % were suspend^ after the 1996 Fall Quarter. We suggest that the

A proud traditioh of academic excellence.
A atrong commitment to future achievement.
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difference ie improved academic preparation at the entrance Into college and the 
financial incentive of HOPE to achieve academically vWille enrolled.

One of the primary stimulants to increased tuition at our institution b the cost of 
institutionally funded financial aid. This assistance, which comes from tuition 
revenue and gifts to the operating fund of the college, increases each year. 
These increases cause a corresponding increase in tuition and, in turn, 
necessitate additional increases in institutionally funded student financial aid. 
There b every incentive for us to keep our tuition as competitive as possible. If 
we can do a better job of controlling institutionally funded financial aid, we can 
better control our tuition increases. As in any free market environment, a lower 
coat makes us more attractive to a prospective student

Our evidence indicates that the HOPE program has helped us moderate our 
tuition Increases e>len though wo have increased our inetitutionally funded 
student assistance during the existence of the HOPE program. In the 1992-1993 
academic year, our total financial aid awarded to’]543 students was $1,699,583. 
Of that amount, $783,743 was from institutional funds which was 47% of the aid 
awarded. During the 1995-1996 academic year, we awarded a total of 
$2,800,603 to 570 students. Our 1895-1996 institutional share was $1,019,17$ 
which is 36% of the aid awarded. Thus while we have increased our institutional 
financial assistance to students, we also have decreased the percentage of total 
aid provided from college sources. Since 1993 our students have received a 
total of $1 ^395,464 from the HOPE program. Had we not had the HOPE 
assistanoe, we would have had to make up those funds from institutional aouroea 
which vrauld have raised our percentage of institutionally funded student aid and 
increased the amount of tuition charged to fund that aid. My estimate b that 
increase probably would have been as high as $600.

Evidence at our Institution suggests that the HOPE program has helped ua 
achieve four desired results: maintain full enrollmeiit, rabe academic standards, 
increase student firiancial assbtance, slow tuition increases. We believe that the 
program has been positive for our students. Our evidence suggests that
President Clinton’s Hope program could ebo be positive for students.

;
SincereJSincerejy yours, ^ /y

Thomas S. Yow, III / 
President
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Statement for Speech nn Coordination Between Treasury and Rdiicatir>n

The Department of the Treasury and the Department of Education have worked together closely 
in developing the proposal for HOPE Scholarships. Secretary Rubin and Secretary Riley have 
assured me that they will maintain that same close working relationship in every aspect of 
implementing the proposal. The Department of Education will take the lead on educational 
matters, such as e^blishing criteria for meeting scholastic standards and input on establishing 
compatible procedures with existing academic institutional capacities and techniques. The 
Department of the Treasury will do the primary work on developing procedures for claiming a 
HOPE Scholarship through the tax system. There will be close consultation between the two 
departments on all of these matters, but collaboration will be especially close with respect to 
reasonable uses of information reports that colleges and universities will be asked to provide for 
their students.

A number of questions have been raised about information reporting and the extent to which the 
IRS will be scrutinizing colleges and universities. Tlie Treasury has committed to consultation 
with the Department of Education and the academic community prior to issuance of tax 
regulations interpreting the new law. Let me assure you that the IRS will not be interfering in the 
affairs of educational institutions. The IRS will have nqff need to audit student transcripts or 
grades. Schools will be asked only to provide simple, straightforward information reports for 
their students once a year. They will be able to check a single box on the form indicating 
whether a student has met the required academic standards and status to qualify. The forms 
themselves will be very short, like the various existing form 1099s, and ask only for information 
schools could reasonably be expected to gather, such as a student’s namt» and social security 
number, amount of tuition and fees paid, and amount of federal grants administered by the 
institution. Every effort will be made to make reporting simple and flexible, and institutions will 
be given extensive opportunities to comment and plenty of lead time to establish reporting 
systems.



THE WHITE HOUSE 

WASH I NGTON

January 24, 1997

MEMORANDUM FOR THE PRESIDENT 

FROM:

SUBJECT:

ERSKINE BOW^^V

Rep. Archer’s Letter to Secretary Rubin re: education tax relief

Attached is a copy of Chairman Archer’s letter to Secretary Rubin on January 22, 1997 regarding 
his concerns with our HOPE Scholarships tuition tax cuts. I have asked Gene Sperling to 
forward you responses to each of Rep. Archer’s concerns.
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cc: Secretary Rubin
Sylvia Mathews 
Gene Sperling 
John Hilley



CMC Hl/vp«ofirrnCQMotftc«
•JU. Tct*a. CHAMAtfiM

«-<c. ^J ■I r • wo

iSsSaSS. a^SssS- SKvatfeS;^arJL'li »«C«5At»

0CnA10A.kLf<ait* Vna^/wM^

^An«T ij johnsqm^ com 
JW BUhMtio. |CC^TUCC«^ 
AMO MOtmKTOK Mcwrofllt 

I.* f*rnM^ CMhronMA 
ji«J Mco»nir.i.o<.nci«MA
fkAWK ff«Ur UUlildAM
JIM ■Ma3*rnr,i.Qwn«^

C4Mr. MCUMAM 
JML (U.UAXAti, UiMMZnXm.
J»M waacLtoWA «AMJOIlkCO*CtBKA« 
^»^NIHIiOOW.vri^aMM<3rON 
*A«ceoLU«(c.ccanou
4mfi m^0

VU■■, SL^I

sgsS"-■*»KBKC«M.,lrtVAOA **"'<l-t|<U(lM»ILrtomB*

^ WATXija, CKtAhOMA 
■JA£*''**WW. mmoHl. 
jK^wrOUA, WMM 
*t«wr i(Kt*uo» wijooni

-■»

A.I, CtNOUnOH. C,nU |T«f|c

i^Micc MAre, uiwMirr cuii* ooc»i«n.

The Honorable Robert H, Rubin 
Secretary
Dqjartmcnt of the 1 Vcaamy
Washington, JXC. 20220

COMMITTEE ON WAYS .
_____ 0'^’

U.s. HOUSE OF REFRESENTATlVeS 
WASHINGTON, DC 20S16-B348

January 22. 1-997

Dear Mr. Secretary:

and ^ "“i-
balances the budget while nrovirfino levmg a bi-parUsan agreement lliat
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President Clinton’s Hope and Opportunity 
for Postsecondary Education (HOPE) Act of 1997

March 20,1997

TODAY, THE PRESIDENT WILL SEND TO CONGRESS NEW LEGISLATION TO HELP 
OPEN THE DOORS OF COLLEGE TO MORE AMERICANS. The Hope and Opportunity for 
Postsecondary Education (HOPE) Act of 1997 - part of President Clinton’s five-year balanced budget ~ 
includes a $10,000 tuition tax deduction, a $1,500 Hope Scholarship tax credit, a substantial Pell Grant 
expansion and increase, a cut in student loan fees, new educational assistance from employers, and other 
provisions. The new legislation provides:

V $38.4 billion over five years in tax relief for middle-income families struggling to pay for college 
and make ends meet.

V At least $40 billion in Pell Grants over five years to provide more tuition assistance to low- and 
moderate-income families, the largest increase in two decades.

/ $2.6 billion in savings over five years in reduced loan fees for student loan borrowers - putting
more money into the hands of students when they pay tuition bills and other college expenses.

/ Financial support for worker training through the tuition deduction and the extension of the 
tax-free treatment of up to $5,250 per employee in employer-provided educational assistance.

KEY ELEMENTS OF THE HOPE ACT OF 1997

Includes a $1,500 per student HOPE Scholarship tax credit for tuition 
and fees in the student’s first year and another $1,500 in the second year if 
the student earns at least a B minus average. That credit will help 4.2 
million students in 1998.
Provides a $10,000 tuition tax deduction for higher education and 
training, which is expected to help the families of 8.1 million students in 
1998.
Provides the largest Pell Grant increase in two decades — from $2,700 
in FY 1997 to $3,000 in FY 1998. Over 3.6 million students now eligible 
will receive an increase of up to $300. This increase and other changes 
will make an additional 348,000 families eligible for the grant.
Lowers fees and reduces interest rates for millions of student 
borrowers.

OVER 250 COLLEGE PRESIDENTS EXPRESS SUPPORT FOR THE PRESIDENT’S HIGHER 
EDUCATION PLAN. Already, over 250 college presidents - representing community colleges, public 
and private colleges and universities - have expressed support for the President’s higher education 

initiatives.

NEW STATE-BY-STATE ANALYSIS SHOWS EVERY REGION OF THE COUNTRY 
BENEFITTING FROM THE HOPE ACT. For the 1998-99 academic year, these proposals will 
provide nearly $1.7 billion in Federal benefits for students in California, and over $300 million for 
students in Virginia.



Benefits to Students under Hope and Opportunity 

for Postsecondary Education Act of 1997
(dollars in millions)

State

Total Pell 
Budget Authority 

in Award Year 
1998-99

Combined 
Tax Benefits 
for Calendar 

Year 1998

Cut in Student 
Loan Fees for 
Award Year 

1998-99

Total
Benefits for 
Award Year 

1998-99
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio
Oklahoma
Oregon
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Outlying Areas

TOTAL

$144.2
8.7

135.8
76.3

873.8
98.2
47.2
10.4
19.8

358.5
168.8

14.5
40.8 

275.1
139.0
93.0
82.3

125.6
175.9
28.1
99.0

153.1
248.7
128.9
111.4
146.5

34.2
50.4
15.9
23.5

145.5
64.6

744.6
157.4 
28.4

288.4
129.8
74.8

294.7 
412.3

32.2
94.3
29.9

136.9
495.7

82.1 
16.2

143.8
132.7 
59.2

115.7 
16.1 
12.1

$7,635.0

$92
13 

115
37

777
103
70 
20 
35

260
125
29
24

314
122
71
71
72 
78 
24

114
180
231
121
45

122
15 
49 
28 
27

143
41

422
157

16 
226

73 
69

256

32
71
14 
99

395
59
15 

151 
120
35

130
13
0

$5,921.0

$5.8
0.3

10.3
3.0

46.0
8.5
5.2
1.0
6.4

19.5
11.6 
0.8
2.2

20.0 
11.1
8.4
4.6
5.6
9.1
2.2 
6.1

18.9
15.3
9.6
3.7 

11.2
1.9
3.9 
1.1
2.7
7.9
2.5

42.6 
10.8

1.8
20.7 

6.1
5.8

27.9
2.6
3.5
5.5
1.9 
8.1

25.1
3.2
2.2

11.4
8.9 
3.0
8.5 
0.7 
0.0

$466.5

$242.0
21.9

261.1
116.3 

1696.7
209.6
122.3 
31.4 
61.2

638.0
305.4
44.2
67.1

609.0
272.1
172.4
157.9
203.3
263.0

54.3
219.1
352.0
495.0
259.6
160.2
279.7

51.1
103.4
45.0
53.1

296.4
108.1 

1209.2
325.1
46.2

535.1
208.9
149.6
578.6
414.9 

67.6
170.8
45.8 

244.0
915.8 
144.3
33.4

306.2
261.7

97.2
254.3

29.9 
12.1

$14,022.5
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Pell Benefits to Students under the President's 
FY1998 Budget Policy

(Recipients in thousands, dollars in millions)

State

Total Pell 
Recipients in 
Award Year 

1998-99___

Increase in 
Pell Recipients 

From Award 
Year 1997-98

Total Pell 
Budget Authority 

in Award Year 
1998-99

Increase in 
1998 Pell 

Budget Authority 
from 1997

Aiabama
Aiaska
Arizona
Arkansas
Caiifomia
Coiorado
Connecticut
Deiaware
District of Columbia
Fiorida
Georgia
Hawaii
idaho
iilinois
indiana
iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire 
New Jersey 
New Mexico 
New York 
North Caroiina 
North Dakota 
Ohio
Oklahoma
Oregon
Pennsylvania
Puerto Rico
Rhode Isiand
South Caroiina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Outlying Areas

TOTAL

79.3
4.6

72.7
39.1

431.6
53.7 
26.9

6.1
10.6

189.5 
99

7.7 
21

149.7
77.4
51.8
45.2
65.2
86.2
15.2
55.1
82.1

138.6
73.9
54.8
80.5
17.5
29.3 

9.1
13.2
75.7
33.7 

369.5
85.9 

15
158.3
67.8
40.5

156.4
180.5

17.9
53.1
16.2 
72.7

266.4
46
9.3

79.4
69.6
29.7
64.5

8.7 
6

4,009.4

6.9 
0.4
6.3
3.4

37.5
4.7
2.3 
0.5 
0.9

16.4
8.6
0.7
1.8 
13

6.7
4.5
3.9
5.7
7.5
1.3
4.8
7.1 
12

6.4
4.8 

7
1.5
2.5 
0.8
1.1
6.6
2.9

32.1
7.5
1.3 

13.7
5.9
3.5

13.6
15.7

1.6
4.6
1.4 
6.3

23.1 
4

0.8
6.9 

6
2.6 
5.6 
0.8 
0.5

348

$144.2
8.7

135.8
76.3

873.8
98.2
47.2
10.4
19.8

358.5
168.8

14.5
40.8 

275.1
139.0
93.0
82.3

125.6
175.9

28.1
99.0

153.1
248.7
128.9
111.4
146.5
34.2
50.4
15.9
23.5

145.5
64.6

744.6
157.4 
28.4

288.4
129.8
74.8

294.7 
412.3

32.2
94.3
29.9

136.9
495.7

82.1 
16.2

143.8
132.7 

59.2
115.7 

16.1 
12.1

$7,635.0

$32.4
1.9

30.5
17.2 

196.4
22.1
10.6
2.3
4.5 

80.6
37.9

3.3
9.2 

61.8
31.2
20.9
18.5
28.2
39.5
6.3

22.3
34.4
55.9
29.0
25.0
32.9 
7.7

11.3
3.6
5.3

32.7
14.5

167.3
35.4
6.4

64.8
29.2
16.8
66.2
92.7 

7.2
21.2

6.7
30.8

111.4
18.4 

3.6
32.3
29.8
13.3
26.0

3.6
2.7 

$1,716.0
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Explanation of State-by-State Tables 

Table 1 — Benefits to Students under the HOPE Act

The first column provides the total estimated Pell Grant funding in the 1998-99 academic year 
for students attending postsecondary institutions in the State.

The second colunm provides the total estimated reduction in taxes (as a result of the HOPE 
Scholarship and the higher education tax deduction) in the 1998 calendar year for students 
attending postsecondary institutions in the State.

The third column provides the total estimated reduction in loan fees in the 1998-99 academic 
year for students and parents attending postsecondary institutions in the State.

The final column is a total of the first three columns: the total benefit for students in the State.

Table 2 — Pell Grant Benefits to Students

For students attending postsecondary institutions in the State in the 1998-99 academic year;

• the first column shows the number of Pell Grant recipients;
• the second column shows the increase in the number of recipients over the 

previous year;
• the third column shows the total Pell Grant funding; and
• the fourth colunm shows the increased Pell Grant flmding over the previous year.

Methodology of State-by-State Analysis

Pell Grant Budget Authority for Academic Year 1998-99
Estimates are based on 1998-99 Pell Grant projections, adjusted by the 1994-95 academic year 
distribution of Pell recipients and funding among different States.

Combined Tax Benefits for Calendar Year 1998
Using a nationally-representative sample of postsecondary students, we first deterrmned the 
likelihood of a Pell and non-Pell recipient receiving a tax benefit. Using these data and the Pell 
Grant distributions discussed above, we estimated the number of students that would receive a 
tax benefit in each state. We then used this relative distribution of tax beneficiaries to allocate 
calendar year 1998 benefit amounts ($5.9 billion) among the States.

Cuts in Student Loan Origination Fees for Academic Year 1998-99
Estimates are based on projected loan amounts and number of borrowers for academic year 
1998-99, and the historical distribution of loans by State. Two percent of Stafford (subsidized) 
loan volume and one percent of unsubsidized loan volume equal the estimated student savings by 

State.
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Highlights of the
Hope and Opportunity for Postsecondary Education (HOPE) Act of 1997

ilW
Title 1: Higher Education Tax Incentives

HOPE 
Scholarship 
Tax Credit

Up to $1,500 per-student tax credit 
for tuition and fees in student's first 
year and another $1,500 in the second 
year if student earns at least a B- 
average.

$18.6 billion over five 
years.

Expected to help 4.2 million students in 
1998.

$10,000 Tax 
Deduction for 
Higher
Education and 
Training

Phases up from $5,000 in 1997 to a 
$10,000 maximum deduction in 1999 
for tuition and fees. Also available for 
training and lifelong learning.

$17.5 billion over five 
years.

Expected to help 8.1 million students in 
1998.

Tax-Free
Education
Savings*

Families with incomes up to 
$100,000 would be eligible for IRAs, 
and could make penalty-free 
withdrawals for higher education.

Education specific 
estimates not available.

Combined with tax deduction, IRA used 
for education will never be taxed. Will 
make over 20 million families eligible 
for such a benefit.

Educational 
Assistance 

from Employers

Extends tax exclusion for 
employer-provided education 
assistance through 2000, for both 
undergraduate and graduate 
education. Also provides tax credit to

small businesses.

$2.4 billion between 
1997-2001.

Benefits 1.7 million employees a year.

Community 
Service: Loan 
Forgiveness

Tax relief for community service loan 
forgiveness and for borrowers who 
repay through the income contingent 
repayment plan for 25 years.

$15 million over five 
years.

Not available.

Title II; Financial Aid for Needy Students
Pell Grant 
Increase and 
Expansion

Largest increase in two decades — 
from $2,700 in FY97 to $3,000 in 
FY98. Combined with the FY97 
increase, the maximum grant has 
increased $530 since FY96.

At least $40 billion over 
five years. $1.7 billion 
more in 1998 than the 
FY97 appropriation — a 
25% increase in aid.

Over 3.6 million students now eligible 
will receive an increase up to $300. This 
increase will also make an additional 
130,000 families eligible for the grant.

Pell Grant 
Expansion for 

Older, Low- 
Income 

Students

Increases eligibility for older, low- 
income students to receive a Pell 
Grant.

$3.9 billion over five 
years.

An additional 218,000 low-income 
students generally aged 24 or over will 
be newly eligible for Pell Grants. The 
new recipients will receive, on average, a 
grant of $1,431.

Cut in
Student Loan 

Fees

Cuts loan fees from 4% to 2% on 
need-based Stafford loans - and to 
3% on other loans for students and 
parents.

$2.6 billion in savings 
for borrowers over five 
years

Loan fees will be cut in half for 4 million 
low- and middle-income students, and by 
a quarter for 2.5 million other loans.

^The IRA proposal is not part of the HOPE Act but will be transmitted to Congress separately.
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Summary of the Hope and Opportunity
for Postsecondary Education (HOPE) Act of 1997

March 20, 1997

Today's employers look for job applicants with more than a high school diploma. Since the success of the 
post-World War II GI Bill, the Federal Government has expanded college aid, making it possible for more 
Americans to attend college. But for too many, the financial strains of continuing their education are still 
severe. The President's Hope and Opportunity for Postsecondary Education (HOPE) Act of 1997 ensures that 
these barriers to higher education continue to fall for all Americans and provides tax relief for middle-income 
families struggling to pay for college.

Title I: HIGHER EDUCATION TAX INCENTIVES

HOPE Scholarship Tax Credits

• Up to a $ 1,500 per student credit for tuition and fees for course work beginning on or after July 1,
1997.

• Credit can be claimed in two tax years for any student who has not finished 13th and 14th years of 

education.

• The tax credit is expected to help 4.2 million students (1998), and would save families $18.6 billion 

over five years.

The non-refundable tax credit is available for students enrolled on at least a half-time basis during the first two 
years of postsecondary education. The credit may be claimed in no more than two years. To receive the 
credit for the second time, the student must have at least a B minus grade point average in course work 
completed before that year. Federal grants (but not loans or work-study) generally would reduce the allowable 
tax credit. No credit would be available for any student convicted of a drug-related felony.

The credit would be phased out for taxpayers filing a joint return with adjusted gross income between $80,000 
and $100,000. For taxpayers filing single and head-of-household returns, the credit would be phased out for 
adjusted gross income between $50,000 and 70,000. (The phase-out ranges and the amount of the credit 
would be indexed).

Tax Deduction for Higher Education and Training

• $10,000 per family maximum deduction for lifelong learning ($5,000 maximum in 1997 and 1998).

• Available for job training and re-training, in addition to traditional undergraduate and graduate 

education.

• Deduction is "above the line" -- available even if the taxpayer does not itemize.

• Expected to help 8.1 million students (1998), and would save families $17.5 billion over five years.

-6-



The deduction could be claimed for out-of-pocket tuition and fees paid for any student enrolled at least half­
time in a degree or certificate program, including graduate programs, at an eligible postsecondary institution. 
In addition, the deduction would be available for the cost of training - whether or not it leads to a degree - 
that helps the student, older worker, or job-seeker improve or acquire job skills. A student in the first two 
years of postsecondary education could choose either the credit or the deduction, but not both. The deduction 
phases in, beginning with a $5,000 maximum per family for payments made after December 31, 1996 to cover 
course work beginning on or after July 1, 1997. It increases to a $10,000 maximum deduction beginmng in 
1999. The deduction would be phased out at the same income levels as the credit.

Tax-free Education Savings*

• Families with incomes up to $100,000 would be eligible for IRAs, and could make penalty-free 
withdrawals for higher education.

• Combined with tuition deduction (above), the IRA savings spent by middle-income families on tuition 
and fees would never be taxed.

• As part of his balanced budget plan, the President has proposed a number of changes to IRAs to make it 
possible for families to use them to pay for education tax-free. Although the specific legislation providing for 
these changes is not included in the HOPE Act, it will be transmitted to Congress soon.

The President's budget plan would allow IRAs to be used for postsecondary education expenses free from 
early withdrawal tax penalties, and would make over 20 million families eligible to make tax-deductible IRA 
contributions. Currently, if an individual (or spouse) already participates in an employer's retirement plan, 
eligibility is phased out for taxpayers filing a joint return with adjusted gross income between $40,000 and 
$50,000 (between $25,000 and $35,000 for single filers). The proposal would expand the phase-out ranges for 
1997 through 1999 to $70,000 to $90,000 for joint filers ($45,000 to $65,000 for single). Beginning in 2000, 
the phase-out range would match the ranges described for the higher education tax credit. The proposal would 
also create a special IRA that could be used to save for education and other needs, subject to the same income 

limits.

Educational Assistance from Employers

• Extends tax exclusion for employer-provided education assistance (Section 127) through the year 
2000, for both undergraduate and graduate education.

• Tax credit to encourage small businesses to offer educational assistance to employees.

• Benefits 1.7 million employees a year.

The current exclusion from an employee's income of up to $5,250 per year of postsecondary educational 
assistance provided by an employer expires this year, and expired for graduate-level assistance last year. The 
President would extend the exclusion, and reinstate the graduate-level component, through the year 2000. In 
addition, for 1998-2000, small businesses would be given a new incentive to provide educational assistance to 
their employees through a ten-percent tax credit for amounts paid imder an employer-provided educational 
assistance program for education provided by a third party.

-7-



Community Service: Loan Forgiveness

• Tax-free loan cancellation for public service and forgiveness under the income contingent repayment 
plan.

Under current law, a charity or private educational institution that forgives a loan as part of a program that 
enables graduates working in certain professions (such as rural medicine or teaching) to pay off their student 
loans through community service must report the loan forgiveness as income to the graduate. This proposal 
would exclude the loan forgiveness from an individual’s income and clarify that the same treatment would be 
provided for forgiveness under the income contingent loan repayment plan for direct loans.

Title II: FINANCIAL AID FOR NEEDY STUDENTS 

Pell Grant Increase and Expansion

• Largest increase in Pell Grants in two decades.

• $300 boost in the Pell Grant maximum, to a $3,000 maximum award. Since FY 1996, the maximum 
award will have increased $530.

• A 25 percent funding increase over last year — $1.7 billion more than the FY 1997 appropriation.

• 3.6 million students now receiving Pell Grants will be eligible to receive an increase of up to $300.
The increase will make 130,000 more moderate-income families eligible for the grant.

• Older student provision will make Pell Grants available to additional 218,000 low-income students 

generally aged 24 or over.

• With these changes, the number of Pell Grant recipients will exceed 4 million in FY 1998.

• At least $40 billion available for Pell Grants for needy students over five years.

Pell Grants are the foundation of student aid for low- and moderate-income families. Increasing the maximum ^ 
award to $3,000 provides more aid to currently eligible students, and makes an additional 130,000 students 
eligible for the grants. In addition, the proposal would increase the eligibility of older, low-income students. 
With this change, more low-income students who are 24 years old or older and financially independent from 
parents would receive a Pell Grant. Pell Grants are particularly beneficial for low-income students who have 
little or no tax liability because of the high award level and its availability for all four years of vmdergraduate 

education.

Cut Student Loan Fees and Interest

• Borrower-paid loan fees cut in half for 4 million low- and middle-income students, and by a quarter for 
2.5 million other loans to student and parent borrowers.

• $2.6 billion in borrower savings over five years produced by the fee cut alone.
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• Interest rate during in-school period cut for 2 million students, saving them an additional $ 1 billion.

Before 1993, borrowers lost up to 8 percent of their student loans in required fees before the money ever 
reached them. In 1993, the President's aggressive student loan reforms spurred a 50 percent cut in allowable 
fees that has already saved families nearly $2 billion. The President's plan proposes — for both the Direct and 
guaranteed loan programs — to cut loan fees from 4 percent to just 2 percent on need-based Stafford loans, and 
to 3 percent on other loans for students and parents.

The Congressional Budget Office and other analysts have noted that lender costs during the in-school period - 
when students are not required to make payments on their loans — are very low. The budget reduces the 
interest rate during that period by one percentage point.

The proposal provides these benefits to students while saving taxpayers $3.5 billion over five years by 
streamlining the guaranty agency system to make it more efficient and cost effective and by eliminating 

excess lender profits.

College Work-Study*

• Budget funds 1 million College Work-Study slots by the year 2000.

• Incentives to reach the goal of 100,000 work-study reading tutors by 1999.

The President's 1998 budget also increases aid for students through subsidized jobs in the College Work- 
Study program. The President has called on colleges to commit half of the increased funding since FY 1996, 
$120 million for FY 1998, to supporting community service jobs. The Secretary of Education recently waived 
the institution's required portion of the awards for students that participate as reading tutors - part of 
America's Reading Challenge, helping to ensure that every child can read independently and well by the end 
of third grade. The President's budget is on a path to achieve the President's goal to raise the nvunber of Work- 
Study recipients to a million by the year 2000, and 100,000 reading tutors by 1999.

• College Work-Study proposal is included in the President's budget request and appropriations language but 
not in the HOPE Act.
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Case Studies:
How the President's Higher Education Proposals 

Benefit Typical American Families

Two Examples of How to Save for College Tax-Free

Taken together, the Administration’s proposal to allow penalty-free withdrawals from IRAs for college tuition 
and the tuition tax deduction allow families to save tax-free for their children’s education. Families pay no 
income taxes on money they contribute to an IRA, and the interest accumulates tax-free. Under the 
Administration’s proposal, families would be allowed to withdraw money from their IRA to pay higher 
education expenses without paying the usual excise tax. And because they can deduct tuition expenses of up 
to $10,000 per year from taxable income, they will not have to pay the income tax normally due on IRA 
withdrawals. This adds up to tax-free saving for college.

The following examples demonstrate how the Administration’s proposals help families save for their 

children’s college tuition:

Example 1
$35,000 Family Income

A family with combined income of $35,000 per year in a 15% marginal tax bracket saving for college 
expenses of $10,000 per year for 4 years. The family earns an 8% annual return.

• Under the Administration’s proposal this family would need to put $955 per year in before tax 

savings into an IRA for 18 years.

• Without the Administration’s proposal, the same family would need to put away almost $ 1,090 per 
year after taxes. That means that they need to earn more than $1,280 per year before taxes, a
difference of $325 per year to reach the same savings goal.

Example 2
$60,000 Family Income

A family with combined income of $60,000 per year in a 28% marginal tax bracket saving for college 
expenses of $10,000 per year for 4 years. The family earns an 8% annual return.

• Under the Administration’s proposal this family would need to put $955 per year in before-tax 

savings into an IRA for 18 years.

• Without the Administration’s proposal, the same family would need to put away $ 1,220 per year 
after taxes. That means that they need to earn nearly $1,700 per year before taxes, a difference of 
almost $750 per year to reach the same savings goal.
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Four Examples of How the HOPE Act Works

The tax liabilities used in the following four examples are based on the personal exemption, standard 
deduction and the beginning point for the 28 percent rate bracket assumed to be in effect in 1998, the first 
year the increased Pell Grants will be available under the President’s proposal. Under the proposal, the 
maximum tuition deduction for 1998 is $5,000. It is $10,000 for years thereafter. Tax liabilities are 
estimated on the assumption that itemized deductions of 18 percent of adjusted gross income are claimed 
if that amount exceeds the standard deduction.

Example 3
$60,000 Family Income 

Married Couple With One Child in College 
1998 Benefit: $1,500

Larry and Jill O’Neill are a married couple with two children. Larry and Jill earn $60,000 in 1998. They 
claim both children as dependents because they provide more than half of their support. Bobby, the 
O’Neills’ older child, enrolls as a freshman in a community college in the fall of 1998 and is charged 
$1,500 in tuition and required fees. Bobby’s parents pay his tuition. Under the President’s proposals, the 
O’Neill are entitled to a HOPE Scholarship tuition credit of $1,500. (Because a credit is being claimed for 
Bobby’s freshman year, his grade point average does not affect his eligibility for the credit.) The credit 
reduces their tax liability by $1,500. Thus, the O’Neills get a total benefit of $1,500 from the 

President’s proposals.

Without the President’s Proposals 
Tuition cost: $1,500 
Pell grant: $0 
Tax liability: $5,760

With the President’s Proposals 
Tuition cost: $1,500 
Pell grant: $0 
Tax liability: $4,260

Example 4 
$10,000 income 

Independent College Student 
1998 Benefit: $3,458

Joe Jefferson is a college freshman in the fall of 1998. He is single and supports himself. He 
earns $10,000 in 1998. In September 1998, Joe enrolls in college and pays $3,025 in tuition and 
required fees for the fall semester. In December he is charged $3,025 in tuition and fees for the 
spring semester. Under the President’s proposals, Joe is entitled to a Pell grant of $3,000 that he 
uses to pay part of his tuition. He pays the remaining $3,050 with a combination of savings and 
loans. Under the President’s proposals, he is entitled to a tuition deduction for his $3,050 
payment. The deduction reduces Joe’s tax bill by $458, which is more than his total tax liability 
for the year. Thus, Joe gets a total benefit of $3,458 from the President’s proposals, $3000 in 
Pell Grants and $458 in reduced taxes.

Without the President’s Proposals 
Tuition cost: $6,050 
Pell grant: $0
Tax liability: $458 (less $3 EITC)

With the President’s Proposals 
Tuition cost: $6,050 
Pell grant: $3,000
Tax liability: $0 (plus $3 EITC reftmd)
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Example 5
$30,000 Family Income 

Married Couple with One Child in College 
1998 Benefit: $1,050

Victor and Susan Montoya are a married couple with one child, Maria. Tom and Susan earn 
$30,000 in 1998. They claim Maria as a dependent because they provide more than half of her 
support. Maria attends college for two semesters in 1998 and is charged $6,850 in tuition and 
required fees at the beginning of the year. Under the President’s proposals, Maria receives a Pell 
grant for $1,850. Her parents pay $1,000 of her tuition. She pays the rest of the tuition bill with 
a combination of savings and loans. Under the President’s proposals, the Montoyas are entitled 
to a tuition deduction for the $5,000 their family has paid in tuition and required fees. The 
deduction reduces the Montoyas’ tax bill by $750. Thus, the Montoyas get a total benefit of 
$1,050 from the President’s proposals, $300 in additional Pell Grants and $750 in reduced 

taxes.

Without the President’s Proposals 
Tuition cost: $6,850 
Pell grant: $1,550 
Tax liability: $2,220

With the President’s Proposals 
Tuition cost: $6,850 
Pell grant: $1,850 
Tax liability: $1,470

Example 6
$90,000 Family Income

Married Couple With Two Children in College 
1998 Benefit: $1,450

Paul and Debbie Green are a married couple vvdth two children, David and Barbara. Paul and 
Debbie have income of $90,000 in 1998 (including income from an IRA vvdthdrawal, described 
below). They claim David and Barbara as dependents because they provide more than half of 
their support. In 1998, David is enrolled in college for the second semester of his junior year and 
the first semester of his senior year. Barbara is enrolled in the second semester of her freshman 
year and the first semester of her sophomore year. At the beginning of 1998, Barbara has a B+ 
grade point average. David’s bill for tuition and required fees is $5,000, and Barbara’s is $1,500. 
Paul and Debbie pay their children’s tuition and required fees with a combination of savings, 
including $2,000 they withdraw from their IRAs, and loans. Under the President’s proposals, 
they avoid any penalty for early withdrawal from their IRAs, and they are entitled to a credit of 
$750 for Barbara’s tuition and a deduction of $2,500 for David’s tuition. (Because their income 
places them in the middle of the $80,000 to $100,000 phase-out range, they claim half the 
maximum credit and deduction.) The credit and the deduction reduce their tax liability by 
$1,450. Thus, the Greens get a total benefit of $1,450 from the President’s proposals.

Without the President’s Proposals 
Tuition cost: $6,500 
Pell grant: $0
Tax liability: $12,128 
Penalty for early withdrawal: $200.

With the President’s Proposals 
Tuition cost: $6,500 
Pell grant: $0 
Tax liability: $10,678
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COLLEGE AND UNIVERSITY PRESIDENTS SUPPORT 

PRESIDENT CLINTON’S HIGHER EDUCATION INITIATIVE

Already, over 250 college presidents - representing community colleges, public and private colleges and 
universities — have expressed support for President Clinton’s higher education initiatives.

• 70 community college presidents and 280 community college trustees signed the American Association of 
Community Colleges and Trustees letter of support for the President’s higher education initiatives

• 105 private college presidents joined the president of Dickinson College in signing a letter of support for 
the President’s initiatives

• 23 California State University presidents joined the Chancellor of the California State University System 
in a letter of support for the President’s initiatives

• 63 Christian college presidents signed the Coalition for Christian Colleges & Universities letter 
commending the President for his higher education efforts

• The American Council on Education Board of Directors, vvrhich represents 1,700 college and university 
presidents, passed a resolution in support of the President’s initiatives

• The National Association of Student Financial Aid Administrators, representing over 3,100 colleges and 
universities, expressed support for the President’s initiatives

-13-



0MB EDUCATION 10:202-395-4875 JflN 25’97 17:09 No.004 P.02
th(^ 3 i/n^cj <7 f ^ T<(tos:o\y LJ^/ci(rrs(/\

w,s wiroUed at^ttol^. i^' " ““““ <*•«■ ““' '>» '“««*

additton. <hc student ««1 to

*** «K«tai<niris||u|^^. to&sasty

1997 *"““'''' ®“ puymonB nude on or after January 1,
ivyv. for eriilCfttion commencing on or after July 1, 1997, ^

fiducation anil Tnb Tmining Thx r>MiirTlnn Frrr^frnl

H^:rjrs"rrsr“i“"Si.



EXECUTIVE OFFICE OF THE PRESIDENT

24-Jan-1997 10:05pm

TO:

FROM:

SPERLING_G 

Robert M. Shireman

CC: Barry White

SUBJECT: As we discussed in the conference call:

Message Creation Date was at 24-JAN-1997 22:01:00

It needs to be made clear to Treasury and to the higher education groups that 
the Secretary of Education will be making the education-related decisions on 
HOPE and the tax deduction. Treasury has already agreed to cross-reference the 
Higher Education Act to determine the "eligible schools." The Education 
Department should also have sole responsibility for clarifying (by regulation 
or other interpretation):

--how to determine a 2.75 GPA or "a substantially similar measure of 
achievement"
--the definition of an "academic period" and an "academic year"
--what qualifies as "tuition and fees" and what are "nonacademic fees"
--the method for determining whether a student is at least half-time or 

full-time
--the definition of "education to acquire or improve job skills"
--other items that may appear in the new draft bill

Treasury is worried about any implication that the tax system is being 
administered by anyone other than Treasury/IRS. I have suggested to Mike 
Thompson (Treasury's tax legislative counsel) a way to address that: the HOPE
legislation can amend the Higher Education Act to create definitions and 
authorities for these education-related items, then the tax code can reference 
the HEA (just as is already done for school eligibility). He thought it was a 
good idea; but nothing has been nailed down.

ED would like to go further and have joint authority with Treasury for 
regulations relating to HOPE (Riley reportedly talked to Rubin about it at the 
retreat). My guess is that Treasury would win that fight, but Barry doesn't 
agree. At a minimum, there should be some consultation requirement, 
particularly for any record-keeping or information-reporting requirement that 
might be imposed on colleges.
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HOPE and Opportunity:
Making college affordable for all Americans

More than ever, today’s employers look for job applicants with more than a high 
school diploma. Since the success of the post-World War II Gl Bill, the Federal 
Government has expanded college aid, making it possible for more Americans to 
attend college. But for too many, the financial strains are still severe. The 
President’s eight-point “HOPE and Opportunity” plan ensures that these barriers to 
higher education continue to fall for all Americans. Through higher education tax 
cuts, a new merit-based scholarship, and increased support for current grant, loan, 
and work-study programs, this five-year plan would more than double the 
amount of federal college aid available between 1993 and 2002.

1. HOPE Scholarship tax credits for 4.2 million students. HOPE scholarships 
would make two years of college universally available. Families can claim a $1,500 
per student non-refundable tax credit for tuition and fees paid for postsecondary 
degree and certificate programs that begin on or after July 1, 1997. The full tax 
credit is available twice to anyone who attends school on at least a half-time basis, 
for any portion of the year, in the first two years of postsecondary education. To 
receive the credit the second time, the student must have at least a B- grade point 
average in prior coursework. Federal grants (but not loans or work-study) would be 
subtracted from the allowable tax credit amount (for example, a student who 
receives an $800 Pell Grant would be eligible for a $700 HOPE Scholarship). The 
tax credit would save families $18.6 billion from 1997-2002.

2. A Tax Deduction for 8.1 million students. To encourage Americans to pursue 
higher education beyond the first two years, and to promote lifelong learning, the 
budget proposes to give families a tax deduction for postsecondary tuition and fees 
of up to $5,000 per taxpayer in 1997 and 1998, and $10,000 starting in 1999. The 
deduction could be claimed for any degree or certificate programs at eligible schools 
beyond high school, including part-time and graduate school. In addition, the 
deduction would be available for any training - whether or not it leads to a degree - 
that improves the student’s job skills. A student in the first two years of college 
could choose either the credit or the deduction, but not both. Both the credit and 
the deduction would be phased out for taxpayers filing a joint return with adjusted 
gross income (before the deduction) between $80,000 and 100,000. For single and 
head-of-household returns, they would be phased out between $50,000 and 70,000. 
(The phase-out ranges are indexed beginning in 2000). The tax deduction would 
cut taxes by $17.6 billion from 1997-2002.

3. Pell Grants for more than 4 million students. To ensure that low- and 
moderate-income families have the resources to attend college, the President 
proposes to raise the maximum Pell Grant award by $300, to $3,000, marking the
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largest increase in two decades. In addition, the budget would bring 218,000 low- 
income students into the Pell Grant program who had been denied grants because 
of overly strict award rules. (These are mostly students over 24 years old, veterans, 
and others without dependents other than a spouse.) Including these students costs 
$3.9 billion over five years. (This change is in lieu of making the HOPE tax credit 
refundable, which also would have had a five-year cost of $3.9 billion, and involved 
many of the same students). The Pell Grant increase and expansion costs $XX 

over five years.

4. Presidential Honors Scholarships for the 132,000 top high school 
graduates. The President proposes an achievement-based scholarship program, 
rewarding the best and the brightest of high school students. It would grant $1,000 
honors awards to the top five percent of graduating students in ever secondary 
school in the Nation, making clear the Government’s commitment to excellence.
The President has budgeted $XXX over five years for this program.

5. Education IRAs for [more] Americans. The President’s budget would allow 
Individual Retirement Accounts to be used for postsecondary education expenses 
[would this apply to current IRAs?], while expanding by XX million the number of 
taxpayers who would be eligible to deduct contributions from IRAs from their taxes. 
Eligibility is currently phased out between $25,000 and $35,000 for single taxpayers, 
and between $40,000 and $50,000 for joint returns. For 1997 through 1999, the 
phase-out ranges would be $45,000 to $65,000 for single taxpayers, and $70,000 to 
$90,000 for joint. Beginning in 2000, the phase-out range would match the ranges 
described for the higher education tax deduction. [An education-specific cost figure 
may not be available. Should the whole IRA improvement cost be cited?]

6. Lower-cost Student Loans for 5.5 million students and parents. In 1993, the 
President’s aggressive student loan reforms spurred a 50 percent cut in borrower- 
paid fees that has already saved families nearly $2 billion. The 1998 budget 
proposes to cut loan fees in half again for needy students, and by a quarter for 
others, saving student and parent borrowers $2 billion more over five years. [I 
assume there should be no discussion of restructuring of guarantee system, etc.]

7. Work-Study slots for one million students by the year 2000. The College 
Work-Study program provides students with additional aid through subsidized jobs. 
The President has called on colleges to commit many of their work-study slots to 
America’s Reading Corps ~ tutors who will help meet the goal of every child being 
able to read independently and well by the end of third grade. The budget’s $857 
million for Work-study, three percent more than in 1997, continues the President’s 
commitment to raise the number of Work-study recipients to a million by the year 
2000, including 100,000 reading tutors.
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8. Employer-provided Education Assistance for XX workers. The current tax 
deduction for postsecondary assistance provided by an employer expires this year, 
and was eliminated for graduate students last year. The President would restore 
the deduction for graduate school, and extend both through the year 2000. in 
addition, beginning in 1998, small businesses would be encouraged to provide aid to 
their employees through a ten percent tax credit for any amounts paid under an 
employer-provided educational assistance program. [What firms eligible? Through 
2000 or permanent?] By ensuring that workers will not have to pay taxes on these 
benefits, these provisions will save taxpayers $Xx billion from 1997 to 2000.
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HOPE and Opportunity:
Making collego affordable for ail Americana

More than ever, today’s employers look for job applicants with more than a high school 
diploma. Since the success of the post-World War II Gl Bill, the Federal Government 
has expanded college aid, making it possible for more Americans to attend college. But 
for too many, the financial strains are still severe. The President's eight-point “HOPE 
and Opportunity” plan ensures that these barriers to higher education continue to fall for 
all Americans.

What’s new in the plan being announced today?
/ A huge Pell Grant increase (even b/ggerthan last year).
✓ $4 billion boost for Older Students.
✓ Borrower fees slashed and interest rates reduced.
✓ Community service loan forgiveness excluded from taxation.
✓ New details and changes in the HOPE Scholarship tax credit. 
✓” Estimates of costs and impacts.

1 ■ Pell Grant increase and expansion

• $300 increase in the Pell Grant maximum, making a $3,000 award.

• Largest increase in two decades, marking a dramatic two-year increase of $530, 
or 21% since FY 1996.

• 3.x million students will receive an average increase of $300. The increase will 
make 130,000 new moderate-income families eligible for the grant.

• Older Student provision will make Pell Grants available to 218,000 students who 
are low-income and 24 years old or older, at a cost of $3.9 billion over five years.

• Number of Pell Grant recipients will exceed 4 million.

Pell Grants are the foundation of student aid for poor and moderate-income families, 
increasing the maximum award to $3,000 provides additional aid to currently eligible 
students, and makes an additional 130,000 students eligible for the grants. In addition, 
the budget would increase the eligibility of older, low-income students. With this 
change, any student from a low-income family can receive a Pell Grant, eliminating any 
need for the HOPE tax credit to be refundable (available to those without tax liability, 
i.e. for low-income families). These students benefit more from the Pell Grant program 
than they would from HOPE.
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2. Student Loans

• Borrower-paid loan fees cut in half for 4 million low- and middle-income students, 
and by a quarter for 2.6 million other loans to student and parent borrowers.

• $2.6 billion in borrower savings over five years from the fee cut alone.

• Interest rate during in-school period cut on 2.5 million student and parent loans.

Before 1993, borrowers lost up to 8 percent of their student loan In required fees before 
it ever reached them. In 1993, the President’s aggressive student loan reforms spurred 
a 50 percent cut in borrower-paid fees that has already saved families nearly $2 billion. 
The 1998 budget proposes - for both the Direct and guaranteed loan programs — to 
cut loan fees from 4 percent to just 2 percent on need-based Stafford loans, and to 3 
percent on other loans for students and parents. CBO has pointed out that lender costs 
during the in-school period - when students are not required to make paymefas on 
their loans - are very low. The budget adopts CBO’s recommendation of a lower 
interest rate during that period.

3. HOPE Scholarship tax credits.

• Up to $1,500 tuition credit for coursework beginning after July 1 of this year.

• Non-refundable.

• The tax credit is expected to help 4.2 million students (1998), and would save 
families $18.6 billion from 1997-2002.

The tax credit is available for students enrolled on at least a half-time basis during the 
first two years of postsecondary education. To receive the credit for the second time, 
the student must have at least a B- grade point average in coursework completed 
before that year. Federal grants (but not loans or work-study) would reduce the 
allowable tax credit. No credit would be available for any student convicted of a drug- 
related felony. Refundabllity was eliminated because the needs of the poorest students 
are better addressed in the Peli Grant program (the proposed changes in Pell Grants 
for Older Students, described above, cost the same as refunability wouid have cost 
over five years).

The credit would be phased out for taxpayers filing a Joint return with adjusted gross 
income (before the deduction) between $80,000 and 100,000. For single and head-of- 
household returns, they would be phased out between $50,000 and 70,000. (The 
phase-out ranges and the amount of the credit would be indexed).
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4. Tax Deduction for higher education and training

• $5,000 deduction per family for coursework beginning after July 1, 1997,
$10,000 deduction beginning in 1999.

• Available for job training and restraining, in addition to traditional higher 
education.

• Deduction is “above the line” ~ available even if the taxpayer does not itemize.

• Expected to help 8.1 million students (1998), and would save families $17.6 
billion in lower taxes between 1997-2002.

The deduction could be claimed for tuition and fees of any student enrolled at least half­
time in a degree or certificate programs at an eligible school beyond high school, 
including graduate school. In addition, the deduction would be available for the cost of 
training -- whether or not it leads to a degree - that helps the student, older worker, or 
job-seeker improve or acquire job skills. A student in the first two years of 
postsecondary education could choose either the credit or the deduction, but not both. 
The deduction would be phased out at the same income levels as the credit. [Would 
the deduction amount be indexed? If so, starting when?]

5. Tax-free Education Savings

• Families with incomes up to $100,000 would be eligible for IRAs, and may make 
penalty-free withdrawals for higher education.

• Combined with tax deduction (above), savings for higher education would be 
never be taxed.

The President’s budget would allow Individual Retirement Accounts to be used for 
postsecondary education expenses free from early withdrawal tax penalties, and would 
expand by XX million the number of taxpayers eligible to make tax-deductible IRA 
contributions. Currently, if an individual (or spouse) already participates in an 
employer's retirement plan, eligibility is phased out for taxpayers filing a joint return with 
adjusted gross income between $40,000 and $50,000 (between $25,000 and $35,000 
for single taxpayers). The proposal would expand the phase-out ranges for 1997 
through 1999 to $70,000 to $90,000 for joint files ($45,000 to $65,000 for single. 
Beginning in 2000, the phase-out range would match the ranges described for the 
higher education tax credit. The budget would also create a new type of “backloaded" 
IRA that could be used for saving for education and other needs, subject to the same 
Income limits.

DRAIT DRAFT DRAFT DRAH' DRAFT DRAFT DRAFT DRAFT DRAFT DKAIT DRAFT DRAF T DRAKT Januuy 26, IW7 (2:S7pm)
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6. Community Service: Work-Studv and loan forgiveness

• Five-year budget funds 1 million College Work-Study slots, including the 100,000 
reading tutors that the President has challenged colleges to commit.

• Tax-free loan cancellation for public service.

The College Work-Study program provides students v/ith additional aid through 
subsidized jobs. The President has called on colleges to commit half of the increased 
funding since FY 1996 - $XXX,XXX with the increase in the FY 1998 budget - to 
community service. The Secretary of Education has waived the Institution's required 
portion of the awards for students that participate as reading tutors - part of America’s 
Reading Challenge, helping to ensure that every child can read independently and well 
by the end of third grade. The budget’s $857 million for Work-study, three pe^nt 
more than in 1997, continues the President's commitment to raise the number of Work- 
study recipients to a million by the year 2000, including 100,000 reading tutors.

Under current law, a State or charity that forgives a loan for students who go into 
certain professions (such as teaching, or rural medicine) must report the loan 
forgiveness as income to the borrower. The budget would exclude this from income, 
and would also clarify that amounts forgiven under the income-contingent repayment 
provisions of the Federal Direct Loan Program would not be taxable.

7. Financial Aid from Employers

• Extend tax exclusion for employer-provided education assistance (Section 127) 
through the year 2000, for both undergraduate and graduate education.

• Tax credit to encourage small businesses to offer college aid benefits to 
employees.

• Saves XX employees $Xx billion from 1997 to____.

The current exclusion from an employee’s income of up to $5,250 per year of 
postsecondary educational assistance provided by an employer expires this year, and 
expired for graduate-level assistance last year. The President would extend the 
exclusion, and reinstate the graduate-level component, through the year 2000. In 
addition, for 1998-2000, small businesses would be given a new incentive to provide 
educational assistance to their employees through a ten percent tax credit for amounts 
paid under an employer-provided educational assistance program for education 
provided by a third party.

DRAFT DRAFT DRA^r DRArr DRAFT DRAFT DRAFT DRAFT DRAI-T DRAFT DRAFT DRAFi DRAI F Junuaiy 26. 1997 (2:S7pm)
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8. Presidential Honors Scholarships

• $1,000 scholarships for the 132,000 top high school graduates.

• $XXX million over five years.

The President proposes an achievement*based scholarship program, rewarding the 
best and the brightest of high school students. It would grant $1,000 honors awards to 
the top five percent of graduating students in ever secondary school in the Nation, 
making clear the Government’s commitment to excellence.

DRAIT DRAI-T DKAl-T DRAKl DRAI-T DKArr DRAKl DkAIT DRAIT URAKJ URAKI' DRAFT DRAFT January 26. 1997 (2:57pm)
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Questlonf Posed by Chairman Archer

Q; What response do you have to the four questions posed by Chairman Archer to Secretary 
lUibin with respect to the HOPE Scholarship proposal?

How will the federal government know if a student hae a “B” average? the IRS collect 
students’ report curds the same way they obtain written i ej>c«U to veaify other tax data?

An.swer'

Tlio Sooretary of the Treasury and the Secretary of Education will issue regulations to 
implement the credit. Theite regulations would require the educational in.stitutions to 
tile aa information report for each student that would assist the student and the IRS in 
determinins that the student meets the eligibility requirements for the credit and 
calculating die amount of the credit that is potentially available. Schools will not be 
asked to report the student's actual grades or grade point average, only to verify 
whether the student has met the B- average requirement. The standards for evaluating 
whether a student has a B> average will be established by the Department of Education, 
working wiih the higher-education community. These standards will accommodate 
institutions that do not use ttaditional grading systems.

pollow-up question

Won't all of this required infonnation reporting place a substantial burden on the educational 
institutions:

Anmer:
The burden will be modest in comparison to the benefit to students provided by these 
proposals. Together, the credit aitd the deduction will make an additional S36 billion 
available for highei’ education over the next five yoam. The cost of preparing a report for 
each student should be nominal. As a point of compaiison, the federal government 
reimburses educational inatitulions five dollars tor cachPeU grant application it processes. 
The processing of tbesa reports should be significantly less complicated.

Hnllow-up queation

Won’t this information reporliiig lead to IRS audit.s of student transcripts and fhrther IRS 
inttuaioo into matters that have nothing to do with taxpayer finances?
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Answer:

A.bso)utftly not. The IRS will not know the student’s grades or grad© point average, It 
will rely on the inTonnation provided by the school as to whether tlie student meets the 
G?A requirement for the second year of the credit. Furthermore, the OPA requirement 
W)ll not apply to most students claiming the credit or the deduction. Except with respect 
to students who claim the credit for a second year, the 1R.S won’t care about a studoit’s 
grades.

Won’t these proposals contribute to educational inflation and drive up the cost of college for all 
Americans?

Answer

The conceai n over tuition inflation is inherent in any assistance, whether in the form of a 
seboiarship or grant program, or in the form of a tax credit or deduction. The Hope 
Scholarship Tuition Credit and Deduction is not unique in this respect. Scholarship and 
grant programs have a history of increasing educational opportunity, urn! we think t.lie 
possibility of inflation is not a reason to abandon these progratna.

In fact, there are a number of pressures that should keep iftflarion in tuition to a minimum. 
Even after taking the Hope Soholta-ship tuidon credit and deduction into account, 
increases in college tuition generally result in higher afler-Uix costs to students. We 
believe that the strong competition among post-secondary institutions for students will 
make institutions rductant to impose higher costs. This is supported by the recent 
downward trend in the rate of tuition increases by post-secondary institutions. [Can 
Education provide Btatietios on lower rate of inflation?]

Even when the lull-time tuition ai on institution is less that $1500 per year, we believe 
there are pressures to counteract the incentive to iucrcaac tuition. In genera!, annual 
tuition of less than $1,500 is charged by smaller, two-year institutions and community 
ooUoges, The tuition pricing policies of these institutions arc heavily influenced by the 
per-course costs independent working students are willing to pay. The ntarket for these 
students is very competitive. Since these students usually anend less than half-time, they 
we likely to qualify for the tuition deduction raiher Ilian the credit, and therefore will be 
sensitive to any increase in tuition. Thus, the tuition charged by the .schools competinj; for 
their attendance is likely to reflect the pressure to keep costs es low w possible.

OucBtion 3

Will this proposal put teachers under pressure to give students “B” averages, compounding the 
problem of grade inilstion?
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dtsssmi
We believe that the B- grade point average required for a student to be clijpble for a 
second $1500 Hope Seholtirship Tuition Credit will not put sifpiificant additional pressure 
on professors to increase the grades of their students.

Tile Hope Scholarship Tuition Credit and Deduction is modeled on the very successful 
program created by the state of Georgia. We uiidei stand that Georgia has seen no 
evidence of grade inflation since they instituted their program__ya<i r<i ago.

Teachers face rnaoy piessuieK u> give Kludenls liigh grades. For example, in many states 
students with a certain grade point average pay lower automobile insurance rales. 
Siniilarly, students who participate in athletics or other actlvItlM, or who want to go to 
law school or medical .school^ need a cert.ain grade point averse, We are confident that 
the sense of integrity and fairness in the classroom that has enabled professors, teachers 
and instructors to resist die piessuic l.o increase .student’.s grades will not be erocM by the 
Hope Scholarship program.

Some might argua, however, that wide avallnbility of the Hope Schnlar.^hip Tuition r.redit 
makes it different from other grade pressures. We think this is an overstateinenl. A 
student’s grade point average is relevani. only (\ii the second $1500 Hope Scholar^p 
Tuition Credit. In addition, there are a number of variables that inffueoce -ishether a 
student will claim the credit. Thus, it will be difficult for most instructors to know 
whethcj the grade they give to a student will affect the student’s (or the student’s 
paronis’) taxes.

Follow up question

Why have a B- gpa requirement at all?

Answer;

Rexaember that the B- grade point average is only a requirement to obtain the second 
$1500 tuition credit. It is not required to get the credit in the first year or to get the 
tuition deduaitm.

The B- gpa is required because the credit is a form of Federal scholarship. We believe that 
it ii very important to use this very direct, dollar-lbr-dollar assistance both to encourage 
students to acheive their academic goals and to reward hard work.

The second, but also important, roll of the B-gpa requirement is to ensure that tlie credit is 
available only when a student is making adequate progress in his or her education.
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Question ^

Tax years are one calendar year long. Schools years arc divided into semesters. If a student has a 
C'l- averag* in the fall of 1and a B+ average in the spring of 15)97, will he or she qualify for
the oredii?

Anawgr
It’s now very simple. We have reworked the credit so that it is available in no'more than 
two calendar years. As long as a student is enrolled in the first or second year of 
postsecondaiy education at any point during a given calendar year, that year can be one of 
the student’s two credit ycaiB. The OPA requirement applies in the second year for which 
the student claims a credit.

Background ^

Assuming the credit were fully effective, the tre«imenl of ihe specific siudeni Mr. Archer 
has described would depend upon n mirohur of factors, siifth M the .student’s year of 
enrollment (e.g. freshman, sophomore), when the student paid tuition, whether the student 
preferred the deduction, luid whether ilus suideiii liail alieady lakon the ciedii.
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COMPETITION IN HIGHER EDUCATION AND THE ABILITY TO RAISE TUITION

• The market for higher education is extremely competitive. There arc 1,500 community 
colleges in the United Slates, with enrollment of 6 million students. Competition among 
the community colleges, as well as competition with other providers of higher education, 
limits their ability to raise tuition. As Robert Atwell, president of the American Council 
of Education, has stated, colleges “wouldn’t want to drive more students away by raising
costs.” [New York Times, December 19, 1994]

• Georgia’s experience may illustrate the beneficial effects of competition in limiting any 
price increases from tuition subsidies. Tuition costs in Georgia, home of the Hope 
scholarship program upon which the President’s proposal is based, have risen relatively 
slowly since the program was introduced in 1993. Between the 1992-3 academic year 
and the 1995-6 academic year, tuition at public 2-ycar colleges in Georgia rose 13 percent 
“ from $937 to $1,062. In the U.S. as a whole, tuition rose 21 percent -- from $1,026 to 
$1,245. IDIgosl of Education Statistics 1996, Table 310.)

• In addition, other types of Federal aid do not seem to have much clTccl on tuition costs:

— According to data from the College Board and the Department of Education, real 
Federal aid to college students rose 7 percent per year during the 1970's, but real college 
tuition and required fees at public colleges fell slightly (as did real tuition and required 
fees at 2-year public community colleges).

- The pattern was reversed during the 1980’s: real Federal aid fell by 1 percent per year, 
while tuition rose by 4 percent per year in real terms (and tuition at 2-year community 
colleges rose by 3 percent per year). So there is no simple connection between tuition 
and Federal aid to higher education.

— As Robert Atwell, President of the American Council on Education, has stated: ‘‘When 
William Bennett was Secretary of Education in the 1980's, he argued that if you raised 
Federal aid to education, tuition would increase, but the evidence of the 1970’s and 80's 
demolishes that.”[//e»v York Times, December 19, 1994]
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The Honorable Bill Archer 
Chairman
Committee on Ways and Means 
U.S. House of Representatives 
Washington, D.C. 20515

Dear Chairman Archer:

Thank you for your letter concerning the Administration's 
proposals for a HOPE Scholarship tuition credit and a tuition 
deduction. As you know, the President announced this week^that 
we would be including these proposals in the Administration's 

budget for Fiscal Year 1998.

We want to assure you that any concerns we may have raised in the 
course of developing these proposals have been addressed to our 
satisfaction. The proposed credit was thoroughly reviewed in the. 
course of preparing the budget, and a number of improvements have 
been made. The principal change has been the substitution of a 
large increase in the maximum Pell grant for refundability of the 
tax credit. This change ensures that generous aid is available 
to the neediest students and addresses compliance concerns 
associated with refundable tax credits. We have also made 
changes that should minimize any administrative problems created 
by the difference between taxable years and academic years. 
Specifically, we limited the credit to two taxable years while 
increasing the maximum credit to $1500 regardless of v/hether the 
student enrolls half-time or full-time. In addition, it is now 
clear chat the expenses paid for a student in a taxable year may 
be used either for the credii:. or the deduction, and need not be 
subdivided Into expenses eligible only for the credit but not the 
deduction. We support the President's proposals and believe they 
would provide vital support for higher education while easing the 

tax burden on middle-income Americans.

in your letter, you raised four questions about specific aspects 
of these proposals. We enclose an attachment providing answers. 
We will be sure to provide you v/ith the full details of these 

proposals as soon as they are ready.
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We look forwsr.-d to working with you in the coming year and share 
your hope of being able to reach a bipartisan agreement on the
budget, and tax cuts.

Sincerely,

Richard W. Riley 
Secretary of Education

Robert E. Rubin 
Secretary of the Treasury

Enclosure
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responses to specific questions raised by chairman archer
IN HIS JANUARY 22,1997 I.TTTER TO SECRETARY RUBIN

1. How will the federal government know if a student has a average? Will the IRS collect 
students’ report cards the same way they obtain written reports to verify other tax data?

The SecrctaiY of the Treasmy and the Secretary of Education will issue reflations to 
implement the credit. These regulations would require educational institutions to file an 
information report for each smdent that would assist the student and the IRS in determining 
that the student meeK the eligibility requirements for tlie credit and calculating the amount of 
the credit that is potentially avaUable. The IRS will not be collecting student transcripts or 
smdent grade point averages. Rather, colleges and universities will simply check a box on the 
information report indicating whether the smdent has met the B- average requirement. The 
standards for evaluating whether a smdent has a B- average will be established by the 
Department of Education, working with the higher-education community. These standards 
will accommodate instimtions that do not use traditional grading systems.

2. Won’t these proposals contribute to educational inflation and drive up the co.st of college for 

all Americans?

The possibility for tuition inflation is inherent in many type.s of student assistance, 
whether in the form of a scholarship or grant program, or in the form of a tax credit or deduction. 
That concern should not deter us from seeking to expand tlie benefits Americans have realized 
from student financial aid, particularly when the increases and decrease.*; in smdent aid over the 
past three decades have produced little evidence of a relationship between federal aid and college 
tuition levels. In Georgia - where the HOPE scholarship idea began in 1993 - mition at public 
two-year colleges grew by 13% between the 1992-3 and the 1995-6 academic year, compared to 

a national average of 21%.

Educational institutions face a number of pi essures that should keep tuition inflation to a 
minimum. For example, community college fees are heavily influenced by the community 
member who takes just one course at a time. These students aie not eligible for HOPE, ^d even 
with the aid of the tuition deduction, would be sensitive to price increases. Similarly, tuition 
increases at four-year institutions will affect not only the freshmen and sophomores who are 
eligible for HOPE Scholarships but also juniors and seniors who would be eligible only for the 
deduction and therefore be more price sensitive. Wc also believe that the competition for 
students among post-secondary institutions will make them reluctant to impose higher costs.



01/30/97 09:39 ®202 6220646 OFC TAX POLICY @003

3. Will this proposal put teachers under pressure to give students “B” averages, compounding 
the problem of grade inflation?

Professors already withstand pressure to raise grades for students who need to maintain a 
high grade point average in order to get into graduate school or keep an athletic scholarship or 
receive a discount on their automobile insurance premiums. We believe that the B- grade point 
average required for a student to be eligible for a second SI500 Hope Scholaiship tuition credit 
will not put significant additional pressure on professors to increa-se the grades of their students. 
We understand that Georgia has seen no evidence of grade inflation since they instituted their 

program several years ago.

Some might argue that the wide availability of the HOPE Scholarship tuition credit 
makes it different from otlier grade pressures. We think this is an overstatement. A student’s 
grade point average is relevant only in the second year for which a $1500 Hope Scholarship 
luiiioii credit is claimed. In addition, there aie a number of variables that influence whether a 
student will claim the credit. I'hus, it will be difficult for most instructors to know whether tlic 
grade they give to a student will affect the student’s (or the student’s parents’) taxes.

4. Tax years are one calendar-year long. Schools years are divided into semesters. If a student 
has a C+ average in the fall of 1996 and a D i average in the spring of 1997, will he or she 

qualify for the credit?

As we have already mentioned, the credit has been reworked and is now very simple. It 
Is available in no more than two calendar years. As long as a student is enrolled in the first or 
second year of postsecondary education at any point during a given calendar year, that year can 
be one of the student’s two credit years. The grade point average, requirement applies in the 
second year for which the student claims a credit. The student’s grade point average is measured 
at the beginning of the second calendar year for which a credit is being claimed.

Assuming the credit were fully effective in the years mentioned in your question, the 
treatment of the specific sludem you have described would depend upon a number of factors, 
such as the student’s year of enrollment (e.g., freshman, sophomore), when the student paid 
tuition, whether the student preferred the deduction, and whether the student had already taken 

the credit in a previou.s year.
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COMMITTEE ON WAYS AND MEANI' W

U,S. HOUSE OF representatives
WASHINOTON, DC 205l8-B3<18

January 22, 1997 

'h

JANiCA iVirfi. cult* COUMOCU

The Honorable Robert H. Rubin 
Secretary
Department of the Trca.sury 
Washington, JXC. 20220

Dear Mr. Secretary:

In anlicipalion of receiving the President’s FY ‘98 budget it is my higii hope 
and expectation that we will be successful in achieving a bi-parUsan agreemenl diat 
balances the budget, while providing permanau tax relief to the American people I 
look forward to working with you and other members of the Clinton Administration 
to achieve these important goals.

I believe we should be able to find common ground on many areas, including 
hw b(»t to use the tax code to help young Americans obtain affordable college 
educations. During the last Congress, Republicans passed a measure allowing 
parents and grandparents tax-free wididrawals from their Individual Retirement 
Accounts to help pay for their children’s and grandchiJdrcn’s posl-sccondary 
education. Wc also passed a measure allowing students up to a S2500 tax deduction 
for mleresi paid on iheir siudeiii loans. These educational tax provisions were 
contained in the Balanced Budget Act, which was vetoed by the President 1 
understand the Presidenfs budget wiU include the ‘Hope Seholsrship- jnlUaiive 
announced during the campaign that features a tax deduction and a tax credit 
contingent on a student’s receiving a ‘B’ average.

I nole from ajust published book that you. Budget Director Alice RtvJin 
National Economic Adviser Laura Tyson, and Education Secretary Richard Riley 
raised strong objections to these provisions at the time they were proposed.

I share many of the concerns that you end others are reported to have 
expressed. In order lo proceed with consideration ofthe.se provisions, I have four 
questions lliat I hope you can answer:
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1. How will ihc federal govcrament know If a student has a ‘B ’ average? . ill 
the Internal Revenue Service collect students' report cards in the same maim 
in which they obtain written fepons to verify other tax data?

2. Won*t these proposals conlribuie to educational infl^ion and drive up the cost 
of college for all Americans? Secretary Riley is cited in the book as raising 
this objection and former Congressional Budget Office Director Robert 
Rcischauer has stated these proposals will drive up cducationa] costs.

3. Will this proposal put teachers under pressure to give smdenis ‘B’ averages, 
compounding the problems of grade inflation?

years are one calondar-year long. School years arc divided into 
semesters. If a student has a C+ average in the fell of 1996. and a B+ average 
in the spring of 1997, will he or she qualify for the credit?

The principle of using the tax code to help provide for affordable educational 
opportunities represents common ground, but 1 await your reply in order to evaluate 
the merits of this particular tax proposal.

Sincerely,

Bill Archer 
Chairman

CJJV* cv'3'^T *- f • <7 n r r o n r. •o’’



HOPE and Opportunity:
Making coiiege affordabie for aii Americans

look for job applicants with more than a high school 
post-world War II Gl Bill, the Federal Govemmenthas 

rnTnu ** possible for more Americans to attend college. But for too
severe. The Presidents HOPE and Opportunity plan ensures that these bamens to higher education continue to fall for all AmerLns ^ ^

✓
✓

Whaf s new in the plan being announced today?
Largest Pell Grant increase in 20 years - a funding boost of 25% 
Nearly $4 billion in new help for Older Students over five years. 
Student loan fees slashed and interest rates reduced.
Community service loan forgiveness exduded from taxation

Exteiid tax benefits for educational assistance from employers, and 
.provjdejTgw tax incentive for small businesses to provide assistance.

Pell Grant increase and expansion

• AM pe^t funding increase over iast year - $1.7 biiiion more than the FY1997
appropnation.

3.6 million students now eligible will receive an increase of up to $300. The increase 
will make 130.000 more moderate-income families eligible.for the grant.

Older student provision will make Pell Grants available to additional 218.000 low- 
income students generally aged 24 or over, at a cost of $3.9 billion over five years.

After these changes, the number of Pell Grant recipients will exceed 4 million.

*^® foundation of student aid for low- and moderate-income families.
$3,000 provides more aid to currently eligible students, 

and makes an additional 130.000 students eligible for the grants. In addition, the budget
from a'l^in^m® f ̂  i"'*^ students. With this change, any studLt
Sn T ^ ^ foe need for the HOPE
tuition tax credit to be refundable (i.e., available to those without tax liability). Poor



students - those who have little or no tax liability - benefit more from the Pell Grant 
fo?11irfou^yeare%fTnder^'d*^°  ̂ availability

Cut student loan.fees and interest
• Borrower^ald loan fees cut in half for 4 million low- and middle-income students 

and by a quarter for 2.6 million other loans to student and parent borrowers.

• $2.6 billion In borrower savings over five years produced by the fee cut alone.

• Interest rate during In-school period cut for 2 million students.

^fore 1993, borrowers lost up to 8 percent of their student loans in required fees before 
the money ever reached thern. In 1993, the President’s aggressive studentloan refomis 

percent cut in allowable fees that has already saved families nearly $2 billion 
^e 1998 budget proposes - for both the Direct and guaranteed loan programs - to cut 
loan fees from 4 percent to just 2 percent on need-based Stafford loans, and to 3 percent 
on other loans for students and parents.

^e Congressiotial Budget Office and other analysts have noted that lender costs during 
the in-school period - when students are not required to make payments on their loans -
are very low. The budget reduces the Interest rate during that period by one percentage 
point.

HOPE Scholarship tax credits^

oftffis^e^^^ credit for course work beginning on or after July 1

Non-refundable.

Credit can be claimed in 2 taxable years.

Credit can be claimed for any students who have not finished 13th and 14th years 
of education.

The tax credit is expected to help 4.2 million students (1998), and would save 
families $18.6 billion from 1997-2002.



The tax credit is available for students enrolled on at least a half-time basis during the firet 
two years of postsecondary education. The credit may be claimed in no more than 2 
taxable years. To receive the credit for the second time, the student must have at least a 
B- grade point average in course work completed before that year. Federal grants (but not 
loans or work-study) would reduce the allowable tax credit. No credit would be available 
for any student convicted of a drug-related felony. Refiindabillty was eliminated because 
the needs of the poorest students are better addressed in the Pell Grant program 
discussed abov^p (the proposed changes in Pell Grants for older students, described 
above, cost the same as refundabillty would have cost over five years).

The credit would be phased out for taxpayers filing a joint return with adjusted gross 
Income between $80,000 and 100,000. For single and head-of-household returns, the 
credit would be phased out between $50,000 and 70,000. (The phase-out ranges and the 
amount of the credit would be indexed).

Tax deduction for higher education and training

• $10,000 maximum deduction.

• Available for job training and re-training. In addition to traditional higher education.

• Deduction is “above the line" —available even If the taxpayer does not itemize.

Expected to help 8.1 million students (1998), and would save families $17.6 billion 
in taxes between 1997-2002.

The deduction could be claimed for out-of-pocket tuition and fees paid for any student 
enrolled at least half-time In a degree or certificate program at an eligible school beyond 
high school, including graduate school. In addition, the deduction would be available for 
the cost of training - whether or not it leads to a degree - that helps the student, older 
worker, or job-seeker improve or acquire job skills. A student in the first two years of 
postsecondary education ccjulci choose eitherthe credit or the deduction, but not both. The 
deduction phases in, beginning with a $5,000 maximum per-family for cxsurse work 
beginning on or after July 1, 1997, and increasing to a $10,000 maximum deduction 
beginning in 1999. The deduction would be phased out at the same income levels as the 
credit.



Tax-free Education Savings

• Families with incomes up to $100,000 would be eligible for IRAs, and could make 
penalty-free withdrawals for higher education.

• Combined with tax deduction (above), the IRA savings for higher education for 
middle-income families would be never be taxed.

i

The President’s budget would allow Individual Retirement Accounts to be used for 
postsecondary ^ucation expenses free from early withdrawal tax penalties, and would 
make over 20 million families eligible to make tax-deductible IRA contributions. Currently, 
if an individual (or spouse) already participates In an employer’s retirement plan, eligibility 
IS phased out for taxpayers filing a joint return with adjusted gross income between 
$40,000 and $60,000 (between $25,000 and $35,000 for single taxpayers). The proposal 
would expand the phase-out ranges for 1997 through 1999 to $70,000 to $90,000 for joint 
filers ($45,000 to $65,000 for single). Beginning In 2000, the phase-out lange-would match 
the ranges described for the higher education tax credit. The budget would also create a 
special IRA that could be used to save for education and other needs, subject to the same 
income limits.

Community Service: Work-Study and loan forgiveness

• Budget funds 1 million College Work-Study slots by the year 2000.

• Incentives to reach the goal of 100,000 work-study reading tutors by 1999.

• Tax-free loan cancellation for public service.

The College Work-Study program provides students with additional aid through subsidized 
j^s. The Presiderit has called on colleges to commit half of the increased funding since 
FY1996, $120 million for FY1998, to supporting community service jobs. The Secretary 
of Education recently waived the institution’s required portion of the awards for students 
that partidpate as reading tutors - part of America’s Reading Challenge, helping to ensure 
that every child can read independently and well by the end of third grade. The budget’s 
three percent increase over 1997 continues the President’s commitment to raise the 

of Work-Study recipients to a million by the year 2000, and 100,000 reading tutors

Under current law, a charity or private educational institutions that forgives a loan as part 
of a program that enables graduates working In certain professions (such as rural medicine 
or teaching) to pay off their student loans through community service must report the loan



forgiveness as income to the graduate. The budget would exclude the loan forgiveness 
from income.

Presidential Honors Scholarships

• One-year, $1,000 scholarships for at least 132,000 students constituting 
the top five-percent of all high school graduates in the country.

The budget provides $ 132 million in FY 1998.

The President proposes an achievement-based scholarship program, rewarding the best 
and the brightest of high school students. It would grant $1,000 honors awards to the top 
five percent of graduating students in every secondary school in the Nation, making dear 
the Federal government’s commitment to academic excellence.

Educational assistance from employers

• Extend tax exdusion for employer-provided education assistance (Section 127) 
through the year 2000, for both undergraduate and graduate education.

• Tax credit to encourage small businesses to offer educational assistance to 
employees.

• Benefit 1.7 million employees a year.

The current exdusion from an employee’s income of up to $5,250 p4r year of 
postsecondary educational assistance provided by an employer expiries this year, and 
expired for graduate-level assistance last year. The President would extend the 
exdusion. and reinstate the graduate-level component through the year 2000. In 
addition, for 1998-2000, small businesses would be given a new incentive to provide 
educational assistance to their employees through a ten-percent>tax credit for amounts 
paid under an employer-provided educational assistance program for education 
provided by a third party.



&MB .EDUCnilON 10:202-395-4875 JRN 30’97 13:05 No.006 P.02

O

Tlia HOi-iOrable Dill Archer 
Chairman
Committee on ways and Means 
U.s. House of 3,epresentatives 
Washington, D.C. 20S15

Dear Chairman Archer:
Thank you for ynur letter concerning the Administration's 
proposals for a HOPE Scholarship tuition credit and a tuition 
deduction. as you know, the President announcQd week that
wa would be including these proposals in the Administration's 

budget for Fiscal Year 1998.

*ou«e of p«parin/che budgot, and a number of inprovem.ncs nave

{ I rarL“d:.‘'‘;br;';in;ipaX =hang. b.» ba,n Ch, .ub.UtuCion of A \ >111111. -^Iin-n-.rn i- the Pell grant for refundability of the
} tax credit . This change ensures that yenerous aid la available eU'f

/(uu/c

tax credit. Thi* change ensures that nailable
ro the neediest students and addresses compliance concerns 
associated with refundable tax credits, w. have also made 
chaugea Uiat should minimise any administrative problems created 
by the difference between tj|2!»te.;e_i:e_ars and academ . .
specifically, weTIHItedThe credit to two taxable years whilo 
increasing the maximum credit to $1500 regardless of whether the 
student enrolls half-time or full-time. In addition it is now 
Clear that the expense, paid for a atudant in . taxable year may 
be used either for Che credit or the deduction, and need not be 
subdivided into.^ns^eligible only for the creait but nob th^ 
deduction, we fe«5^fe?cha President' s proposals end uullu u eh«J 
would provide vital support for higiws*;:sducation^«hile eaeing the 

tax burden on middle-income Americano. ------—■*
In your letter, you raised four questions about specific -«pecte O 

"of these proposals Wa enclose an attachment providing answers- 
We will be sure to provide you with the full details of these 

proposals as soon as th«y are ready.
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1.0K to
your hope of being_aoi- ^

coming year and share

budget and tax cuts.
Sincerely.

Richard w. Ril«Y 
Secretary of Education

Robert E. Rubin 
s.cret=,ry o£ the Treeeury

ISnclooure
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responses to specific questions raised bv chairman archfr 
IN HIS JANUARY 22,1997 LETTER TO SECRETARY RUBIN

1. How will the federal govcnunent know if a student has a “B" averse? Will the IRS collect 
students’ report cards the same way they obtain wriueu icporu to verify other tax data?

" The Secretary of the Treasury and the Secretary of Education will issue regulations to 
implement the crcdit.i^^ieafrregulationg wwld require'erTucSlionSl insMOtifl UJ fild iw' . 
information report for each student that would assist the student and the IRS in dfitennming \ 
that the student meets the eligibility requirements for ihc uedli and calculating the amount ^ 
the credit that is potentially avaiiable.fhie IRS will not be coll^jM Jtudent transcr^its or 
student grade point averagesH HnAwt'colleges and universities WRisimply check a box on the 
infonnation rcpoit Indicating whether the student has met the B- average requiiement. The 
standards for evaluating whether a student has a B-^ragc will be established by the 
Department of Education, working with the higherfcducailon community. Tlicsc standards 
will accommodate institutions that do not use traditional grading systems.

2. Won’t these proposals contribute to educational inflation and drive up the cost of college for
all Americans?

I A- VkVu*.
'fhe possibility for tuition inflation is inherent in many types of student assistance.

\whether in the form of a scholarship or gram piogiam. or in the form of a tax credit or deduction. 
ThatconesnuhouW-nordeter us from seeking to expand the benefits Americans have realized 
from student financial aid, particularly when the increases and decreases in student aid over the 
past tlu'cc decades bavo produced little evidence of a relationship between federal aid and college 
tuition levels. In Georgia - where the HOPE scholarship idea began in 1993 -- tuition at public 
two-year colleges grew by 13% between the 1992-3 and ihe 1995-6 academic year, compared to
a natinnal average of 21%.

Educational institutions face a number of pressures that should keep tuition inflation to a .
minimum. For example, community college fees are heavily influenced by the commu^,... - 
member who takes just one course at a time. These students wc not eligible for HOPET^d even (|
with the aid of the tuition deduction, would be sensitive to price increases.Similarly, tuition 
increases ai four-year institutions will affect not only the fteshmen and sopfiomores who arc 
eligible for HOPE Scholaiships butjilao juniom and seniors who would be eligible only for the 
deduction and therefore befflOfe price sensitive.|^We also believe that the competition for 
students among post-secondary instltfifi^s will m>ke them reluctant to impose higher costs.

j. • ■ -i.

(
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u «r.rcurc to aive students “R" averages, compounding
3. WilUnis proposal put teochero under prec g
the problem of grade inflation? c

already withstand ^f
high grade

laa e>-----------------
already withstand pressure to rat^ ^

program several years ago. ^

makes it different fiom other grade pressures. ^ Scholarship
grade point average is relevant only m the sec V . . ^ influence whether a

iH a student will trfteot the smdenfs (ot thestudenf, parent.-) taxes.

, ad Schools years era divided Into semesters. If a student
:as"“ci:::«“crthtS?rfr9“6 B. .ver.*. U, th. sphn, of .997, wUl he or she 

qualify for the credit'.'

AS we have ^eady mentioned, the
is avuiluble io.» mox th^ ''“°point dllring a given calendar year, that year can

r As-ngthecreditwcmBtllyeffec^elMh^-^^^
treatment of the specific student you ha g. sophomoic), when the student paid

credit in a previous year.

o
iut-if /

y,,U. S'"!?

|,<,tlV<Jo< t-rcr^.t-rrv. .
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President William J. Clinton 
Prepared Remarks 
HOPE Scholarships 
Augusta, Georgia 
February 5,1997

[Following Dr. Bloodworth, President of Augusta State; Secretary Riley; Governor 
Miller; and student who introduces you. Other acknowledgments: Students of Augusta Technical 
Institute, and it’s President, Terry Elam Dr. Francis J. Tedesco and the students of
the Medical College of Georgia; and Dr. Shirley A.R. Lewis and the
students of Payne College. And the students and faculty of Augusta State University.]

I am not the first President to come here. George Washington visited a precursor of your 
school, the Richmond Academy, in 1791. Then, as now, it was education that brought a 
President here. In fact. President Washington sat through oral exams. I came to Georgia to 
listen, too, but I’m happy that you’re letting me do some of the talking today.

As I was flying down here on Air Force One with your Governor, my fiiend Zell Miller; 
with your Senator, Max Cleland; with my chief of staff, Erskine Bowles, who is fi-om North 
Carolina; and with Dick Riley, our Education Secretary, firom South Carolina, I couldn’t help but 
think that I love coming to a place where people don’t sjjeak with an accent.

But I know this: you speak the language of excellence here in Georgia. You speak the 
language of the future. You speak the language of education.

In his visits here as he sought comfort and convalescence in Warm Springs, Franklin 
Roosevelt was moved by the plight of good people, strong families, struggling through tough 
times. And fi'om those Georgia families, he drew the inspiration of rural electrification.

Again, in our time, as we prepare for a new century, we seek a new way to bring light to 
places that, for too long, have been in darkness. And once again, we have taken inspiration fi’om 
Georgia. The visionary education reforms and the revolutionary increase in educational 
opportunities you have pioneered are a model for the nation. The Hope Scholarship that Zell 
Miller created is changing the face of your state. And it is improving the future of our country.

Just as with rural electrification, expanding education is a big job. But once the wire is 
laid, and the lines connected, you only need to flick a switch. And then watch the light go on.
I’ve been watching the HOPE Scholarships turn on lights for years now. And even from as far 
away as Washington, we saw the light. You did the hard work — setting standards, sticking to 
them, and challenging students and teachers, administrators and parents to reach them. Now, you 
have unleashed the power of an idea whose time has come.

And the idea came from Zell Miller. It is no wonder: He is the son of a teacher, who

1



became a teacher himself, and who has devoted his public life to bringing education to every 
child of Georgia.

There are many here, in this auditorium, who would not be in school except for the HOPE 
scholarships.

I am here to thank Governor Miller, the teachers and administrators of Georgia’s state 
schools for higher education and all the students who work so hard at those schools. You have 
given America a living laboratory on how to make the opportunity of a college education 
available and affordable for students who are responsible and willing to work for it. We are 
learning from your great success.

Last year, at Princeton University, I proposed a national version of the HOPE 
Scholarships, which would put college within reach of more Americans. It would provide for a 
tax credit of $1,500 for each of two years of college tuition, enough to pay for the typical 
community college. I also proposed a tax deduction of up to $10,000 a year for all tuition after 
high school; an expanded IRA you can withdraw from tax-free for education; and the largest 
increase in Pell Grant scholarships in 20 years. This plan will give most families the ability to 
pay no taxes on money saved for college tuition.

Last night, I asked Congress to pass our national HOPE Scholarship, as part of a plan to 
make American education the envy of the world — improving it, innovating it, and making it the 
path to a better life for more and more of our people as we prepare for the 21st Century. America 
needs the HOPE Scholarship, and we need it now.

Make no mistake: Education is my Number One priority as President for the next fom 
years. I want Americans to have the best education in the world. I want an America in which 
every 8 year old is able to read; every 12 year old is able to log on to the Internet; every 18 year 
old is able to go to college, and every adult American is able to keep on learning.

This is the lesson plan I am taking to the American people: It’s a “Call
to Action for American Education,” based on these 10 principles.

First, I want us to set national standards for what every student must know to succeed in 
the 21st Century. I want every state and every school to design their courses of study to reflect 
these standards. Teachers would be trained to help students meet them. And to chart our 
students’ progress, we would develop national tests of student achievement. By 1999,1 want 
every state to test every 4th grader in reading and every 8th grader in math to make sure these 
standards are met. Every child should master the basics, and then be able to build on them.

You may not like tests. But I believe that we will all like the ultimate results of testing — 
a better quality education. We will need to work harder to lift some students to meet higher 
standards. We may find we must change teaching methods or schools. But we will know that



when students move from grade school to junior high and then to high school — they earned it.

Now, I will tell you: I would not be where I am without the help of great teachers in the 
schools I attended. And to get to where you want to go, you need the best teachers, too. So, our 
second principle is just that: Let’s work to produce the best teachers. Many of our finest 
educators have seen this need and have worked to establish national credentials for excellence in 
teaching. 400 master teachers have been certified since 1995. My budget will allovv 100,000 
more to try for this certification. That will be a big boost for education.

Third: Let’s do more to help children read. I congratulate all those here who are part of 
the Literacy in Action Program here. It is important work, and we need everyone to help. 40 
percent of 8 year olds cannot read on their own. That’s why I have called for an army of one 
million volunteers to tutors to help these children, through an initiative I call “America Reads.” 
Many of these tutors will be college students, many of them AmeriCorps volunteers. I know 
many of you work full-time or part-time while you are taking classes, but you can still do your 
part, especially if you have children at home. Read with your child every night.

Fourth: We caimot start teaching children too soon. We vwll reach more children of pre­
school age with Head Start, which my budget expands to one million children by 2002. And 
now, we need to also focus on even younger children. Scientists are discovering amazing things 
about the intellectual and emotional development of very young children This Spring the First 
Lady and I will convene a White House Conference on Early Learning and the Brain, to explore 
how parents and educators can best use these findings. And in June, the Vice President and Mrs. 
Gore will hold a family conference to discuss ways parents can help children to learn.

Now, here in Georgia, you have moved to empower parents by adopting legislation that 
allows the creation of charter schools without restricting their numbers. These schools set and 
meet the highest standards; in fact, they only survive so long as they do. That’s our fifth 
principle: Every statefshould give parents the power to choose the right public school for their 
children. The competition and innovation that are part of charter schools helps all schools. Our 
plan helps to create 3,000 charter schools by the next century. That means more choice for 
parents and better schools for kids.

Sixth: We cannot do enough to teach children good character. It should be part of every 
curriculum. Parents must teach a child right from wrong, but schools need to help, by teaching 
good citizenship, promoting order and discipline, using school uniforms if that helps, enforcing 
truancy laws, removing disruptive students from classrooms. And very important, by having 
zero tolerance for guns and drugs. Together these steps teach an important lesson.

Seventh: We must act to repair crumbling classrooms and keep our schools in good 
repair. 1 am asking for $5 billion in my budget to help communities finance $20 billion in school 
construction in the next four years.



Eighth: Let’s make the 13th and 14th years of education — at least two years of college — 
just as universal as a high school education is today. That’s where the HOPE scholarship comes 
in. More than 230,000 students have attended college in Georgia with your HOPE scholarship. 
And while enrollment has gone down elsewhere, it is up here in Georgia.

That’s the kind of progress we want to see across America with a national HOPE 
scholarship.

Ninth: People of all ages must have the chance to learn new skills. Most Americans live 
near a commxmity college. Let’s make that work for us. My G.I. Bill for Workers will take the 
confusing tangle of federal training programs and turn them into a simple skill grant that goes 
directly into an eligible workers hands. Congress should pass it, so all our workers vsdll have the 
chance to learn and earn a better life.

Tenth: We must harness the power of the Information age for our schools. Last year, I 
challenged America to connect every classroom and library to the Internet by the year 2000. And 
when we do that, every child — whether in the suburbs, or in a rural town or in a poor inner-city 
school “ will have the same access to the same universe of knowledge. That is education as an 
equalizer. We need to do it.

That’s our plan -- a Call to Action for American Education.

Education has been at the heart of America’s progress for more than 200 years. We have 
the chance now to make it our best vehicle to prepare our nation for the 21st Century. We have 
the strongest economy in the world. We have the strongest democracy. But to keep these 
blessings, to remain the global leader into the next century, we need to act now.

The students here today can say they were the first generation to benefit from the vision 
of more opportunity in higher education. And that is a good thing. But we cannot stop there.

I want your success to be repeated all across America. I want us to work together as a 
nation to make sure we have the best system of education in the world for all our people. Every 
American should have the chance to make the most of their God-given abilities. It’s in our 
power to give every American the tools, beginning with an education that can be the envy of the 
world. Let’s get to work, and do it.

Thank you and God bless you.
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Statement fnr Speech nn Coordinarion Between Treasury and fiducatinn

The Department of the Treasury and the Department of Education have worked together closely 
in developing the proposal for HOPE Scholarships. Secretary Rubin and Secretary Riley have 
assured me that they will maintain that same close working relationship in every aspect of 
implementing the proposal. The Department of Education will take the lead on educational 
matters, such as e^blishing criteria for meeting scholastic standards and input on establishing 
compatible procedures with existing academic institutional capacities and techniques. The 
Department of the Treasury will do the primary work on developing procedures for claiming a 
HOPE Scholarship through the tax system. There will be close consultation between the two 
departments on all of these matters, but collaboration will be especially close with respect to 
reasonable uses of information reports that colleges and universities will be asked to provide for 
their students.

A number of questions have been raised about information reporting and the extent to which the 
IRS will be scrutinizing colleges and universities. Tlie Treasury has committed to consultation 
with the Department of Education and the academic community prior to issuance of tax 
regulations interpreting the new law. Let me assure you that the IRS will not be interfering in the 
affairs of educational institutions. The IRS will have nq|f need to audit student transcripts or 
grades. Schools will be asked only to provide simple, straightforward information reports for 
their students once a year. They will be able to check a single box on the form indicating 
whether a student has met the required academic standards and status to qualify. The forms 
themselves will be very short, like the various existing form 1099s, and ask only for information 
schools could reasonably be expected to gather, such as a student’s name and social security 
number, amount of tuition and fees paid, and amount of federal grants administered by the 
institution. Every effort will be made to make reporting simple and flexible, and institutions will 
be given extensive opportunities to comment and plenty of lead time to establish reporting 
systems.
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UNITED STATES DEPARTMENT OF EDUCATION

OFnCE OF THE SECRETARY 
February 5, 1997

Memorandum

TO: Gene Sperling
Ken Apfel

From: Frank Holleman

Re: Hope

There was an important, but easily overlooked, statement in 
Monday's Washington Post article about the Administration's higher 
education tax proposals. The chart published in the Post was based 
on Thomas Mortenson's research and showed that students from 
families with incomes above $67,881 had dramatically improved their 
rate of obtaining a college degree since 1980, whereas students 
from families with incomes below $22,033 had held steady at about 
a 10% rate.

What the chart omitted was a statement made in the text, also 
based on Mortenson's research: "[T]he percentage of college-bound
youngsters from families with incomes of $22,000 to $67,000 has 
held steady at around 20 percent." These families (particularly 
those from $30,000 to $67,000) benefit directly from the Hope tax 
credit and the $10,000 deduction. Based on Mortenson's research, 
they obviously need help to ensure that their children stay in 
college and obtain a degree.

Attached is the issue of Mortenson's Research Letter that 
contains the census-based research on which the Post chart was 
based. The chart on the first page shows the college attainment 
rate for those between $22,033 and $67,881 -- who were omitted from 
the Post's chart. We have not duplicated his research, but the 
Post largely based the thrust of its article on his findings.

Susan Frost picked up on the statement in the Post, followed 
up with Mortenson, and obtained from him a copy of his letter.

Attachment

cc: Mike Smith
David Longanecker
Susan Frost

600 INDEPENDENCE AVE.,S.W. WASHINGTON. D.C. 20202 

Out mission is za snsur/j equal access to education and to promote educational excellence Ihroughout the Nation.
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Savage ... . • • • InequaUties
Educational Attainment by Family Income

1970 to 1994
Since 1965 the political concept of 
equahry of opportunity hat been the 
foundation of educational policy, 
particularly at the federal level, In 
postsecondaiy education and regarding 
financing higher education through 
need-based student financial aid.

As recently as die 1992 reautherizotion 
of the Higher Education Aa of1965. 
the committee r^orts of both the 
House of Representatives and the 
Senate to their respective chatnbers 
reasserted the national goalto equalize 
higher educational opportunities. Tale 
IV, containing both federal student 
financial aid and outreach (TRIO) 
progrants, targets federal investments 
on students from low and middle 
family income backgrounds.

Here, then, we update and esiend our 
previous anafytis (OPPORTVNnY, 
June 1994) cf miueatienal attainment 
by the family income backgrounds of 
Americans between the ages of 18 and 
24 using dasa from the Oaober 1994 
Current Popidadom Survey to be soon 
published by the Census Bureau .

Our update with 1994 data confirms 
our previous conclusions. The 
disparities in educational attainment 
for young adults are.'
• Huge.
• Persistent,
e Crowing, and
• Nearly as wide as these disparities

have ever been.
By age 24 a person whose family 
income falls in the top quartile is ten

Estimated Chances for a Baccalaureate Degree 
by Age 24 by Family Income Quartile 

1970 to 1994

BO —

122,033 to $41,393

Below $22,033

limes more likely to have received a 
bachelar's degree than is another 
person whose family income fatts in 
the bottom quartile. In 1979, before 
the redistribution qfhigher educational

opportunity began, the difference was 
four times, ,

We have not only failed to achieve 
equality of higher edueaiienal
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opportufuiy but itu gains matU miha 
2970s ha»e been campteufy 
,fuI9Sat and 190QS and by tiu 1990s 
we >ia« achievud gr«u«r iasajoUav 
higher educational aitainmant thanhas 
existed at any time in the last 25 years 
of reported Census data.

In a labor markat that reae^^'e* it* *>*** 
paying joba for ihoao with the higbett 
levels of educauoaal attainmeat. the 
radisliibution of higbof educational 
opportunity since 1979 also 
TMlistributes human welfue.
• Those from the highest income 

families have, ainco 1979. achiev^ 
ihe greatest success m 
baccalaureate degree atuinment.

• Those from the lowed income 
families have achieved the lead 
success in degree anaimnent.

Whereas higher education provides 
access to the best paying jobs in the 
economy, the redistribution of higbar 
educational opportunity since 1979 has 
increasingly limitad access to those 
jobs to students whom family incomes 
fall in the top quartile of the family 
mcome distribution, above about 
S68.000 in 1994.

Higher educational opportunity is a 
double-edged sword. Opportunity 
provides preparation for high incomes 
and affluent living standards. But the 
rationing of opportunity since 1979 
has also become e device of socio­
economic stratification, segregation, 
fmslrtuon, and increasingly desperate 
impoverishment for those unable to 
psiticipate and succeed in higher 
education.

Higher educational opportunity is 
Simultaneously the vehicle for socio­
economic mobility, and has become- 
thfough neglocl-the means by which 
society is fracturing, 
a The affluent are clearly succeeding

in higher education, and their 
absolute sod relative living 
standards can be expected to 
continue to thrive as they have

since the end of World War II.
• The poor are clearly fuling in 

higbm education, and their ibaolute 
and relstiva living standaida can be 
expected to emtinue to dettrionte 
as they have smee 1973.

Whereas higher education wu clearly 
Otought of as the means to soeio- 
«onomic mobility, itt rationing sii^ 
1979 hss become the meins by 
which the rich become richer and the 
poor become poorer.

Data and Analysis

TTiis analysis updates and extends a 
study originally ptqiaicd at The 
American College Testing Program, 
which is now out of print. The 
original study contains additional dau 
on high school giaduation and college 
participation by family income by 
gender and race/ ethnicity.

Mortenson, T. O.. end Wu, Z. 
(1990). High School Graduation and 
College PantcipatUm cf Young Adults 
by Family Income Badtgrounds, 1970 
to 1989. Iowa City, lA: American 
College Testing Program.

The primary source for the dau used 
in (his analysis is daU coUecied each 
year by the Bureau in the
October Current Population Survey. 
These dau ate published in a 
comprehensive sutistical mport in the 
CunentPopuIetioB Reports senee P20. 
The most recent published report is:

Bruno, R, R-. end Adams, A. (1994). 
School Enrollment-Social and 
Economic Characteristics ^Students: 
Oaober 1993. Currenl Population 
Reports. Populsiion Chsiicteristics, 
P20-479- Washington, DC: U.S. 
Govemmenl Printing Office.

Postsecondary Education 
OPPORTUNITY

P.O. Box 127 
Iowa City, Iowa 52244

issbioirsm
This research letter is published twelve 
times pu yosr. Subscriptions are S89 
for twdvc issues in the United Sutes, 
$lUelse«^iere. Subacriptione may be 
suited by check or institutional 
purchase order, mailed to the above 
address or faxed to the fax number 
below. Use the subscription order 
form on the back page of this issue.
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Thomas O. Morteoson 
Phone: (319) 3S1-4913 

Fax: (319) 351-0779 
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Mission Statement 
This research letter is fmmded on two 
fuodamenul beliefs. Fiiat, sound 
public social policy requires accurate, 
current, indqwndeat. and fccused 
information OH the human condition. 
Second, education is essential to the 
development of human potential and 
tmoutca for both private and public 
benclit. Therefore, the purpose of (his 
resmrch leuer is to iafonn those who 
formulate, fund, and administer public 
policy and piogrems about the 
condition of and influences that affect 
posueeondary education opportunity 
for Americans.

Not Copyrighted
Pemissioa is granted to make copies 
from this research letter providing 
copies are not sold and tha source is 
identified. Copies of research letter 
charts, including liiAsparencies, are 
available to subacriben in larger sizes 
at cost. Call for assistance.
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la ihij analysis we have also used 
vinpubtished datt from the October 
1994 Cnneot Population Survey. 
These dau are currently being 
prepared for publicadoa by the Census 
Bureau and will generally
available in the next few moncha.

Data deimitioos and limitatioDs arc 
important in due analysis. We focus 
on 18 to 24 year olds here. We are 
concerned about parental family 
income in this analyaia. We ace not 
interested in married young adulU, 
who have established new familiea and 
for whom income infotmation
is not available. The unmarried 18 to 
24 year olds include both dependent 
family members as well as those in 
'other marital status' including 
divorced, separated and widowed. 
This population consiats largely of 
very low young females who
•re not dependent family members.

Our analysis of the data on uoisarried 
18 to 24 year olds ad^ts a three-stage 
model of educadooBl attainment 
leading to the baehelor’a degree. First 
a person must graduale from high 
school. Second, once graduated a 
student must 'pattieipate" in college. 
Third, once in college a snidenl must 
earn a bachelor’s degree by age 24. 
The product of each of these separate 
rates reflecta the proportion of those 
24 yean old that have received a 
bachelor's degree from college.

College puticipatioQ, as collected and 
reported by the Census Bureau, 
eonsista of 18 to 24 year olds 
currently enrolled in college, plus 
those not currently in college who 
have /-ftwipUrg/t less then a bachelor's 
degree, plus those not currently in 
college who have completed a 
bachelor's degree or more from 
college.

The quartiles of family income 
reponed here have been calculated 
from the Census Buiesu's tabulations. 
Those reported in this analysis refer to 
querrilee of fefflily income collected in 
die October 1994 Current Pt^ulation 
Survey. These are quartiles of 
families of high school graduates. In 
1994 they are:
Ql: SO to S22.033
Q2
Q3
Q4

S22.033 to $41,393 
$41,393 to S67.S81 

greater than $67,881

That is, exactly one quarter of ell 
unmarried 18 to 24 yeer old high 
school graduates lived in families with 
incomes below $22,033; another 
quarter lived in families with incomes 
ofbeNveea $22,033 and $41,393, etc.

Over the twenty-five year period 
between 1970 and 1994, family 
income has been redistributed: the

Enrollment Status of Dependent FamUy Members 
18 to 24 Years Old by Family Income, 1994

In CQlles

HSC Only

In HlsH School

- - -I HS Drop-out

LT lO IB-ZO SB-30 3«-oO 80-79
10-XB 20-83 30-3B *0-80 78/-

FnmUr laoome (tOOO)
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^ st.Atua of M&le Depoxidojat T^xxxily K^ixxbera
En.roll» 34 Voara Old toy Eikxxxlly Irkoome. 1094

Kn.rolXx«iant. St.ax.v»»
1^1 Bnoh D«Kra«/'»

I J LT Baeh D««r««

Xxi Calivca 

HSO Only 

In Hlcki Bonool 

HS Drop-«»^*-

LT lO 1B-20 S9-30 aa-ao 90-T9
io>i« 20-20 ao-30 *0-00 yo/-

Fnmily Iaao«kO C*000)

n—. S'tnt.xj.a of FoxriOtle D«p«».doii.t. Fttmily MomteersJo irVeaTra OlT^V Ta.^Hy Ix.cox«e. 1994
Earollmant. St.at.ua
j^Hi Baal* DaBraa/*- 

I 1 LT Baah Svaraa

la Cellaca 

HSa only 

la Ht«K Se»*ool 

H9 Drop-out

90 -

SO ■

w
9
S

c5

LT lo is-ao 26-30 36-60 BO-TS
Z0-20 30-3* *0-*0 T*y-

Family laooTO* (BOOO)
10-1*
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afflucat &mibM hwe more of it, 
■nd ihc poomat fiMnilie* h»v« leu of 
ii. This inequality i*
renecied in the ineooB d»t« tba* 
defines family income quMtiles used in 
this soalysis.

Family Income Upp« Urniw “* 1^® 
and 1994, Constant 1994 DoUars

Quaftile
Q1-.
Q2 
Q3

1970
$27,336
S4l,S3S
S61.9S0

1994
$22,033
$41,393
$67,881

Hiih School Graduation RaUa by Family Income Quartilea 
for Unmarried Ifl to 24 Year Olds 

1970 to 1994

While median family income remained 
about flat between 1970 and 1994, the 
bouom quattile of family income grew 
significMily pooret while the top 
quartile grew significantly more 
affluent during this period. Of ihc 
two middle income quartilea, the 
second quenile grew porter while the 
chird quartile became more affluent.

Enrollment Status in 1994

The chart on page 3 nimmarizes the 
eniolUncat stetua of dependent family 
members becwoen the ages of 18 ai^ 
24 by family income ranges in 
October 1994. The charts on page 4 
break these dau down by gender.

The chans illusCrate the powerful 
relationship between family income 
and educational stanu. 
a Among thmte fram families with 

incomea of leu than $10,000 per 
year, 25.1 percent were high 
school dropouU, compar^ Ui 1.4 
percent of ihoae from families with 

greater then $75,000. 
e Those 18 to 24 still enrolled in 

high school oomprised 13.3 perc^ 
of those from families with 
incomes below $10,000, but 3.8 
percent of those from familiu with 
incomee above $75,000.

« At the other extreme, luchelor 
degree holders were 0.9 pcreeet of

141,393 to I67.BB1

-----

$22,033 to $41,303

70 •

(hose from families with incomes 
below $10,000, and 9.1 percent of 
those from funilies with incomes over 
$75,000.
e The college enrollmeni rate ranged 

from 22.8 percent of those fiom 
fafwiliett with inronyis of leu than 
$10,000, to 65.5 percent for those 
from families with incomes greater 
than $75,000.

Tbia general pattern holds for both 
end fesaales. The mein 

diffacnoe is that at every level of 
fasuly ineeme, women are farther 
«loBg in their ^ucadonal aitslnment 
than are men. The differences are

greatest in high school attrition where 
man are more likely to be dropouts 
than are women.

High School Graduation Rate 
Trcirds

The above chart shows the rates at 
which unmanied 18 to 24 year olds 
from each quartile of family income 
have graduated from high school 
between 1970 and 1994. In 1994 the 
high school gradiielion rate wu 66.6 
psrcsnt in the first quartile. 80.1 
peicani in the second. 89.4 percent in 
the third and 93.9 perwic in the top 
quartile of family income.
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At the very fi«t hurdle «h»g thepeth 
toward * baccalaureate degree ftoia 
college, the field geU aoited out. 
Those from the higbeat family incrane 
levels have the gresieat chance of 
graduating from high achool, while 
those from the lowest income 
backgrounds have the least chance.

Moreover, this baaic pattern has 
persisted without interruption for 
every one of the last twenty-five 
years. Very modest increases in high 
school graduation rates in die bottom 
quaitilc have been at least partially 
offset by modest declines in the rate 
for those from the eecood quartile of

family income.

This lack of aignificaat pngieae hes 
oeouired during a poUtieal era 
chataciecixad b> a public poUcy 
profe^g commitment to equalizing 

opportunitiee and more 
recently to increasing high achool 
gtiduatioB rates. The gains apparent 
here have been modest at best.

CoU«e Paitidpaiidn Sate Teands

The chan on this page shows die rates 
at which uBinsfTiad 18 to 24 year old 
high school graduates from the four 
family income quaitilee have

College ParticipaUon Rates by Family Income Quartilea 
for Unmarried IB to 24 Year Old fligb School Graduates

1970 to 1994

Above $67,881 /

..........\

..........t«,393 t6 t87;881

- $22,033 to $41v393

Below $22,033

in college between 1970 
and 1994. Paitieipalkm rales include 

cunenily enrolled and diose who 
wen eaiolled but have left with or 
widiout bachelor’s degrees.

In 1994 the college partkipation rate 
was 58.2 percent for those from the 
bottom quartile of family income, 68.3 
percent in the second quartile, 77.2 

in the third, and 87.8 percent 
in ibe top quartile.

The inequality in high school 
graduation rates for young adults from 
different family income backgrounds 
carries over into college paiticipalion 
as well. In fact, given that this chart 
is limited to high school graduaies, the 
disparities have been magnified at this 
the second hurdle on the path toward 

. a baocalaureate degree.

Here, some of the inequality that 
arfiimv*"*^ after rationing of higher 
educational opportunity was effectively 

beginning in 1980 was 
reversed in the 1994 dau. College 
patticipauon rates appear to have 
Hariingd slightly in ihs top quattils of 
family income, remained flat in (be 
third quartile, and increased 
substantially in the two lowest kmily 
income quartilea.

However, since rationing began is 
1979, the gains in college participation 
rates have been least among thou 
from lowest income faixulies, and 
greatest amoog those from highest 
income familiea:

rKawge in College Participetion 
Rnta between 1979 and 1994 by 
Family Income Quartilcs

Quartile Change
Ql: 4 13.6%
Q2; + 16.2%
Q3: + 16.1%
Q4: +20.5%
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EnroUment Distribution bj Type 
and Control of Institutioa

About half of sU IB lo 24 year old 
fiauly members Ibat were 

carolled in college in October 1994 
♦e» eoiolled in public 4-yesr collegea 
and universities. The balance were 
enrolled in either public 2-year 
colleges or private colleges and 
universities.

The distribution of college carollmDats 
by insiitutiooal type and control varied 
by family income levels, as shown in 
the chart on this page. Looking only 
at dependent family membeis 18 to 24 
yetis enrolled in college:
• Public 4-year colleges and 

universities enrolled as little as 
47.4 percent of those from funily 
incomes below SIO.OOO, to as 
much as 59.9 percent of those from 
family incomes of between $20,000 
and S25.000. Median family 
income was $53,046. 

e Public 2-yesr colleges carolled as 
much as 37.6 percent of those from 
families with incomes below 
$10,000 to as little as 13.4 percent 
of those from families with 
incomes of more than $75,000. 
Median family income was 
$42,909.

e Private collegea and universities 
enroUed as little as 12.4 percent of 
those from funilies with incomes 
of between $10,000 and $15,000, 
to as much as 33.1 percciot of chose 
from families with incomes greater 
than $75,000. Median family 
income was $63,095.

As ibase data suggest, the proportion 
of eoiollfflcot of d^eodsAt 18 to 24 
year olds in 2-year institutions was 
highat among atudaata from lowest 
income families, and lowest among 
snuJeots from highest income bmily 
backgrounds. Tba proportion of 
freshmen enrolled in 4-year collegea 
and universities was highest at the 
highest levels of family income, 
particularly above $50,000 per year.

Enrollment DistribuUon of Dependent Family Members 
Age 16 to 24 Years by Family Income and Institutional Type

1994

Prints

Pub 4-Tr

Pub «-Yr

IT 1010-lB 15-20 20'3S 25-30 30-36 35-40 40-50 50-75 CT 75 
Family Income ($000)

Enrollment by Attendance SUtus

In 1994 84.8 percent of all dependent 
18 to 24 year olds enrolled in college 
were enrolled on ■ full-time basis. 
This propoition rsnged from 73.4 
peiceot sniong those from fsznilies 
with inooaes of $10,000 to $15,000, 
CO a high of 89.9 peieeaC for those 
from family incomes above $75,000. 
Tboee at the extreuAS of the family 
income distribution were most likely 
to be enrolled hill-tinw. Except for 
the lowest iwfjtme range—below 
SlO.OOO-fiill-time college enrollment 
increased wilh bniily income.

Among dependent family rnembers 18 
to 24 years old:
• Males vvere enrolled full-time at a 

rate of 85.4 percent, compared to 
84.3 percent for females. 
Generally malee and females had 
similar full-time rates across 
income levels except below 
$15,000 in family iocome where 
males were more likely to be 
enrolled full-time chan females by 
about 10 pexcenuge points.

• Students in public colleges were 
enrolled full-time at a rate of 82.8 
percent, compared to 91.6 percent 
in private colleges.
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• or ihoM enrolled is public 
collegea, 71.S percem of those 
enroUed in 2'year colleges were 
aumding full-titoe, compared to 
67.8 perecal of ihoM in 4-yeer 
colleges and usivenities.

Collqce Compledoo

We have coosttuctad estimoiet of 
bachelor's degree oompledoa by age 
24 by family income quaitile for those 
who enroll in college. These 
estimates combine Current Population 
Survey dau with other data on 
graduation rates by fiunily income 
level collected in the six-year follow­
up to the 1980 cohort in High School 
and Beyond. Our enimorer of 
bachelor degree completion by ege 24 
by family income quartile for die 
years between 1970 and 1994 are 
shown in the chan on this page.

In 1994. of the uarnsnied 18 to 24 
year olds from the bottom quaitile of 
family income who enrolled in 
college, 20.8 percent are estimated to 
have completed a bachelor'a degree by 
age 24. This percentage increased to
26.7 percent in the second quartile.
41.7 percent in the third quartile, and 
96.0 percent in the top quartile of 
family income.

At (his, the final hurdle along the path 
lo a baccalaureaia degree by age 24. 
the very large disparities in 
educational progression across levels 
of family income that exist at the high 
school graduation and college 
participation level are magnified even 
further.

Baccalaureate Degree Atiainment

We have conscrucied the high achool 
graduation, college participation, and 
college completion ntss such that their 
product measures the proportion of the 
unmarried 24 year old population that 
bolds a bachelor’s degree. This is 
shown on page 1 of this issue of 
OPPORTUNITY.

By 1994 our aaalyaia indiratns that 8.0 
percent of those from the bottom 
quartile will have earned a bachelor'a 
degree by age 24. Tbia is the 
nelhcmalicsl product of the follawing;

High school giaduadoa .6661
X College perticipatioa .5820

= College ■Waintiwan .0805

Similarly, in the second quartile of 
family income, the proportion earning 
a badmlor'a dagne by ege 24 
increases to 14.6 percent. In the third 
quartile the proportion increases to 
28.8 percent. And in the top quartile 
of family income, 79.1 percent have a 
bachelor's degree by age 24.

There are different ways lo express 
the significance of these findinga.

Givn the federal aid to equalize 
higher edueehonel opportunity:
• In 1994 a atudent from the top 

quartile of family income was 
about ion times more likely to earn 
a bachelor’a degree by age 24 than 
was a atudent from the bottom 
quartile,

• In 1979, at the end of the equity 
ere and just before the beginning of 
ntioning of higher educational 
opportunity, a scudent from the top 
quaitile wea four times more likely 
to beve the degree by age 24 than 
was the student in the bottom 
quaitile.

This measures how far we have fallen 
away from the fedanl goal lo equalize 
higher educational opportunity in the 
last 15 yean.

Estimated Four~Year College Completion Rates bj Age 24 
by Family Income Quartiles for Unmarried College Students

1970 to 1994

Above 167.681 ;

60 -

841,393 to $67,861

40

$22,033 to $41,393

_____
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Below $22,033



THE WHITE HOUSE 

WASH I NGTON

January 24, 1997

MEMORANDUM FOR THE PRESIDENT 

FROM:

SUBJECT:

ERSKINE BOW^^V

Rep. Archer’s Letter to Secretary Rubin re: education tax relief

Attached is a copy of Chairman Archer’s letter to Secretary Rubin on January 22, 1997 regarding 
his concerns with our HOPE Scholarships tuition tax cuts. I have asked Gene Sperling to 
forward you responses to each of Rep. Archer’s concerns.

/

(AV'-
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n

fv CA^

CA^ VO I

cc: Secretary Rubin
Sylvia Mathews 
Gene Sperling 
John Hilley
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............ ... .....................................U.s. HOUSE OF REPRESENTATIVES
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Sincerely,

Bill Archer 
Chairman



THE WHITE HOUSE 

WASH I NGTON

January 24, 1997

MEMORANDUM FOR THE PRESIDENT 

FROM:

SUBJECT: Rep. Archer’s Letter to Secretary Rubin re: education tax relief

ERSKINE BOW^^V

Attached is a copy of Chairman Archer’s letter to Secretary Rubin on January 22, 1997 regarding 
his concerns with our HOPE Scholarships tuition tax cuts. I have asked Gene Sperling to 
forward you responses to each of Rep. Archer’s concerns.

/ r\

»< cW'- ^

VO ‘

u/Vj^ \c; c

n

CA^

cT

cc: Secretary Rubin
Sylvia Mathews 
Gene Sperling 
John Hilley
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Improve Pell Grant formula for Independent Students

Pros:

More equitable than current law
Supported by parts of higher education community
Helps some dislocated workers

Cons:

Large cost for no apparent increase in maximum grant
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15Make Pell Grants mandatory

Pros:

Remove funding uncertainty
Place program on same footing as HOPE
Send clear signal to needy students
Enthusiastic support from higher education community

Cons:

Expose Administration to charge of fiscal irresponsibility for creating a new 

entitlement program
Costs less controllable; annual rationing process has kept program costs 

down
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Include Non-degree Students

Pros:

Benefits many working people and dislocated workers 

Encourages lifelong learning

Cons:

Increases cost by perhaps $1 billion per year 

Increases gatekeeping needs
May be opposed by some segments of higher education conununity
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Use prospective income for dislocated workers

Pros:

Expand student aid benefits for dislocated workers 

Relatively easy to implement

Cons:

Increases costs
Complicates financial aid form
Other groups will seek comparable treatment (e.g. displaced homemakers, 

families with private el-sec costs)
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December 11, 1996

MEMORANDUM FOR GENE SPERLING

FROM: PAUL DIMOND 7"^'

SUBJECT: POST-SECONDARY EDUCATION VOUCHERS

CC: LAURA TYSON
BRUCE REED 
KEN APFEL 
BARRY WHITE

I hereby appeal from the public execution by you of me on this topic last evening. I
apologize if my unartful elocution leading up to your tentative decision was inadequate to
present the basic issues for decision. So, Pll try one more time.

Undisputed Facts:

• All Americans regardless of Age or working status. The more flexible, mandatory Pell 
Grant (with the three proposed modifications and increase in amount), the Hope 
Scholarship, the Education Tax Deduction and Pay-As-You-Eam student loans will - 
- if enacted in a balanced budget reconciliation agreement — guarantee for a 
generation to come that every American student, worker, and dislocated worker has 
access to a substantial federal financial "voucher" to invest in the education and 
training they choose to earn a better standard of living through learning more to 
engage in more rewarding work. This is means to achieve the fundamental legacy 
so eloquently articulated by the President: to empower every American with the key to 
unlocking the door to the greater rewards and challenges of upward mobility and 
rising middle-income living standards in the information age at the dawn of the new 
century. As a result, this is fight worth making — and winning — whether called a 
"new mandatory investment" or "a new entitlement." As you so rightly noted, that's 
the kind of fight we should relish in the context of achieving fundamental agreement 
on a framework for balanced budget.

• Dislocated and Disadvantaged Workers. Achieving this historic Presidential legacy 
through such a balanced budget reconciliation agreement will also assure a flow of 
federal funds through such individual purchasing power — "Skill Grants" if you 
please — to "unemployed and underemployed workers" in amounts that dwarf the 
comparatively small appropriated dollars that can be achieved if we secure the 
authorization and appropriation of the $2600 federal Skill Grant that was the sole 
presidential centerpiece in his proposed G.I. Bill for America's Workers. Stated



another way, the need for passing a G.I. Bill for America's Workers to provide 
"Individual Skill Grants" for dislocated and disadvantaged workers is rendered moot if 
we achieve what we are proposing in a balanced budget agreement.

Basic Tactical Issues on G.I. Bill for America's Workers:

• Whether and How Declare Victory. If we don't need an authorization and 
appropriation to achieve the President's legacy of "individual Skill Grants" for 
"unemployed and underemployed workers," then we need to decide whether and, if so, 
how we should declare victory on tins front if we achieve the balanced budget 
reconciliation. That is the only reason I suggested a Hope Skill Credit (or a 
mandatory Skill Grant) for dislocated workers — to gain support among the organized 
labor constituency and to broaden public recognition of the universal nature of the 
President's legacy. If there are more adroit ways to broaden political and popular 
support and to declare victory for the President's legacy, / will gladly defer.

• Relevance to DoL Training Appropriations. Whether or not such a mandatory 
Dislocated Worker Skill Credit or Skill Grant is added to the mandatory budget 
reconciliation, John Kasich — like most others — will quickly grasp two things: (1) 
our mandatory proposal provides post-secondary education and training vouchers for 
everyone (including dislocated and low-income workers), and (2) any other federal 
budget support for other post-secondary training is either (a) largely redundant or, 
worse, (b) will serve to continue what all parties have already agre^ is a largely 
ineffective, crazy-quilt pattern of federal categorical post-secondary education and 
training services contracted by states or localities. I can't believe t^t the President, 
Vice-President, or even the resigning Secretary of Labor will ultimately see the matter 
any other way: because these three leaders — particularly the President — initiated, 
led, and fought the fight for an individually empowering, market transformation of all 
federal assistance for post-secondary education and training.

• Relevance to achieving Balanced Budget Reconciliation Agreement. Thus, the only 
issue concerning a G.I. Bill for America's Workers is whether we should propose it 
again as part of the tactics to achieving the President's real legacy of assuring 
individual purchasing power for all Americans through the mandatory budget 
reconciliation. I don't claim to understand or know the answer to this issue, but I hope 
that your deeper understanding of the budget, media, congressional, constituency, and 
public support will enable you to do so — once you focus on this issue.

All other issues in the G.I. Bill for America's Workers — labor market exchange, labor 
market information, state-local-private sector roles, vocational education, out-of-school 
youth, School-to-Work, achieving literacy or earning a high school diploma that means 
something — can be considered and resolved once you help the President decide the prior 
and paramount issue: how best to achieve the President's historic legacy of assuring that 
every American worker, student and family has direct access to federal assistance to invest in 
the post-secondary education and training they choose. Please don't be misled by my 
unartful elocution or the self-interested, knowing or unintended obfuscation of anyone else.



HOPE Scholarships and Pell Grants

Tax credit/deduction cost $42.9 billion 1997-2002, $32.3 billion 1998-2002 (start date 
not decided).

Cost can be reduced by $1.5 billion in 1998-2002 through simplifications that are 
essential to reducing paperwork and the extreme complexity of the original proposal.

$4 billion of the cost is for refundability, which is essential to reaching poor students 
(particularly independent students now ineligible for the Pell Grant). Treasury 
concerned that refundability adds to potential for fraud.

Refundability can be eliminated if comparable benefits are provided to the poorest 
students in another way - through Pell Grants.

If refundability is eliminated and simplification is adopted, savings would total $5.5 
billion 1998-2002.

Bringing low-income independent students into Pell

• Refundability can be eliminated only if those who would have benefited are brought into 
the Pell Grant system.

• Independent students can be brought into the Pell Grant system at a cost of about $4 
billion over five years, which addresses the bulk of the refundability benefits issue.

Using “prospective income” for dislocated worker Pell Grant eligibility

• Some dislocated workers are shut out of the Pell Grant system because their prior year 
income - used to determine financial aid eligibility — is too high.

• Current law allows colleges to give dislocated workers special consideration,using 
projected current-year income to determine eligibility. But dislocated workers do not 
know that they can ask, and colleges need not cooperate.

• Requiring the use of projected current-year income for dislocated workers would cost 
roughly an additional $ 1 billion over five years.

Opening Pell to non-degree, non-certificate students

• Pell Grants are only available to students in degree or certificate programs.

• Eligibility could be expanded for other students (for example, a worker being trained how 
to use a particular computer program).



• Rough estimates suggest a cost in the range of $5 billion over five years, which is not 
affordable through Hope savings. These students are eligible for JTPA, which will, if 
more independent students are made eligible for Pell, be freed up to better serve this 
population because of the migration of the other students to Pell.

Increasing the Pell Grant maximum

• After spending $5 billion total over 1998-2002 to bring independent students into the Pell 
Grant program and to figure dislocated worker income on a current-year basis, there is 
$500 million of the savings (over five years) still available for other purposes.

• The remainiiig savings could buy an increase in the Pell Grant maximum of perhaps $35 
in FY98 with inflationary increases in the out years.

• If the “prospective income” change (costing $1 billion over five years) was not made, 
there would be a total of $1.5 billion available, which would pay for a $100 increase in 
the Pell Grant maximum (with inflation increases in the out years).

Making Pell Grants an entitlement

• The “fix” for independent students and an increase in the Pell Grant would help address 
the concerns of some in the higher education community about the Hope proposal.

• In reducing tax benefits, the fix will only be viewed as credible by the higher education 
community if the Pell Grant is turned into an entitlement, giving the program the same 
importance and permanence as Hope.

• Creating a new entitlement would be controversial and would be seen as encouraging 
higher spending over time.

• While the Pell Grant increases outlined above would be PAYGO offset by reductions in 
HOPE, the increase in mandatory spending represented by moving the current Pell Grant 
program would be offset by reducing the discretionary caps. While 0MB has supported 
the reduction of discretionary spending caps as an offset for PAYGO, CBO and the 
Budget Committees have not.



MEMORANDUM FOR 

FROM:

SUBJECT:

CC:

Decembers, 1996 

GENE SPERLING 

PAUL DIMOND ~PC

HOPE SCHOLARSHIPS, SKILL GRANTS, PELL GRANTS 
AND G.I. BILL FOR AMERICA'S WORKERS

BRUCE REED, KEN APFEL

Proposal: offer the President an option to propose in his FY98-2001 Balanced Budget that 
essential resources and good information be placed directly in the hands of individuals and families 
on the mandatory side of the budget so that students and workers of all ages are assured that they 
will be better able to invest in the post-secondary education and training they choose to get ahead 
in the new economy. In particular, I propose full exploration and presentation of an option that 
incorporates the following on the mandatory side of the budget:

• $1500 Hope Scholarship for up to two years, $10000 Education Tax Deduction and 
expanded IRA, all with the same income phase-outs

• An additional $1500 Hope Skill Credit for one year for Dislocated Workers (who cannot 
get back to work with their current skills based on a minimum of 12 weeks of job search)

• Pell Grants (with whatever maximum you deem appropriate, e.g., $3000, the median cost 
of tuition for a year at a four-year college or university), including non-degree training 
programs so long as their consumer information and gatekeeping is based not only on the 
rate of completion of the offered curriculum but also on the earnings of the student in the 
year following completion of the prescribed course-work

• Pay-As-You-Eam Student Loans (in both Direct and GSL Loans) so that students and 
workers of all ages can invest in learning new skills and repaying based on future earmngs.

L Relevance to POTUS legacy. Since the mid-term elections in 1994 and throughout the 1996 
campmgn, the President staked his aflBrmative legacy on empowering all American individuals and 
families with the tools they need to learn new skills to make a successful crossing from the old 
industrial era to a new age of discovery, knowledge and information. That is the motive for his 
"Pay-As-You-Eam" student loans, increases in Pell Grants, proposed Middle Class Bill of Rights 
(including the Education Tax Deduction, expanded IRA, and individual Skill Grants in a G.I. Bill 
for America's Workers), and the Hope Scholarship. Given the pressures on Non-Defense 
Discretionary Spending for at least the next generation, there is only one way to assure that the 
President’s legacy is built into the fabric offederal budgeting: put all of these forms of federal 
support and incentives to increase individual andfamily "education purchasing power" on the 
mandatory side of the budget.

n. Other considerations:

• Balanced Budget. I take a back seat to no one in this Administration as a deficit hawk - I



continue to urge that the President balance the budget on his watch, including proposing a' 
budget that achieves a zero deficit in FY2001. That means that the full budget implications 
of the proposal (and any alternatives) should be fully fleshed out. Then, the hard budget 
priorities and trade-oflfs can be presented to the President. I am confident that he will 
choose to include this proposal as a centerpiece of his proposed Balanced Budget. And I 
am just as confident that the President will negotiate to include this proposal as an 
essential component of any Balanced Budget agreement. But the President will have this 
opportunity only if you make sure that the option is fairly presented to him.

Constituency and Hill Politics. Adding an increased, more flexible Pell Grant and a Hope 
Skill Credit for Dislocated Workers Avill build support for the entire package (including the 
Hope Scholarship, the Education Tax Deduction, and the Expanded IRA) among student, 
higher ed, and union groups. It will make clear to all of these constituencies — and to the 
American people - that the President is serious about making sure that all Americans have 
the most important key to unlocking the door to greater opportunities as the U.S. leads 
the world into a more challenging ^ more rewarding new age of discovery, knowledge 
and information. It wiU give liberal and moderate Democrats on the Budget, Ways and 
Means, and Finance Committees (with the full support of their compatriots on the 
Authorizing Committees) something to fight for that is right at the top of the President's 
agenda. And it will make clear to Republicans that these essential tax cuts and Pell Grants 
must become an integral -- and lasting — part of a Balanced Budget agreement.

Agency Concerns. DoEd will generally support all aspects of the proposal, although they 
will express concern about making Pell Grants more flexible because the increased 
information and gate-keeping requirements on non-degree programs may raise concerns 
among the higher ed community: But we can strike a deal, first, with the community 
colleges and the proprietary schools (and, then, with four-year colleges and universities) 
that this is a very small and very fair price for making Pell Grants mandatory and enabling 
them to compete for higher amounts on the mandatory side of the budget, now and in the 
years ahead. DoL will waffle on all counts for a variety of reasons, most of which relate 
to fears of losing support for appropriations for DoL training programs: Even if this fear 
were bom out, however, it should not distract the President for one second from assuring 
that the increased purchasing power he has always fought for is assured to be placed 
directly in the hands of individuals and families, students and workers of all ages by 
including the mandatory proposal in a Balanced Budget agreement. [N.B.: Moreover, we 
can still craft an adult-only G.I. Bill for America's Workers, modelled after the Careers bill 
in the House, that includes most of the components of our proposal last year ~ One-Stop 
Shops (supplemented by the major advances DoL is making with its electronic labor 
exchange, America's Job Bank, Talent Bank, Labor Market Information and Training 
Network), area-wide Local Workforce Boards and flexible, state-local designed individual 
Skill Grants. DoEd will be submitting a separate Voc Ed bill (hopefully based on the 
principles of accountability, choice and excellence, and retaining all kids in "school" until 
graduation.) We should avoid miy provision relating to School-to-Work in order to avoid 
renewing this controversy with the Conservative Right in the House.]



Questions and Answers 

PELL GRANTS

Moving funds from middle-income HOPE recipients?

Q: The early press reports imply that in order to fund the increase in Pell Grants for low-
income students, money was shifted from the middle-class HOPE Scholarship. Is that accurate?

I was
A. Absolutely not. The “refundability” in the prior design of the HOPE Scholarship 
there to provide the credit to low-income students with little or no tax liability. That provision 
has been eliminated because those same low-income students can be better served by this 
increase and expansion of the Pell Grant. So it is essentially the same population; there is no 
shift of funds from one income category of students to another.

Need Determination Rule Change

Q: You say that many poor older students aren’t eligible for Pell Grants now. What level of
income are you talking about? Why is that the case?

A: The formula for determining a student’s need for Federal aid, under changes made in
1992, is less generous to needy students aged 24 or over than other students. The President’s 
proposal will restore equity for older students and thereby increase their eligibility for Pell 
Grants. This expansion will bring 21J^^^tudents into the program who are currently not 
eligible. They are generally students annual incomes from $10,000 to $20,000. In addition. 
891,000 students, generally with incomes between $5.000 and $20^000,^11 se^creases in their 
grants of an averaged more than $800. ------- ------------------------------------------ -

Change in Announced Pell Policy

Q: Last year, the President talked about increasing the Pell Grant maximum to $2,780 in
FY1998 and $3,120 by FY2002. Now the President proposes increasing a maximum Pell Grant 
to $3,000 in FY1998. Which programs are proposed to be cut to pay for the large increase in the 
maximum Pell Grant? How much increase will the President seek in future years?

A: The five-year budget builds in continued inflation-offset increases for spending on Pell
Grants. That’s a floor, not a ceiling. The President certainly wouldn’t want to rule out additional

1



increases in ftiture years, depending on the budget situation. Similar increases are predicted for 
other Education programs. Education is one of the President’s highest priorities.

STUDENT LOANS

Reduced Origination Fees
■A

Q. The committee and subcommittee chairmen who handle education have warned that if the 
Admimstration puts student loan changes into reconciliation, they will renew their attacks on the 
direct loan program. Are these cuts in fees paid for by imposing costs on the student loan 
industry, and do you plan for this to be in reconciliation?

A: The bank-backed guaranteed loan program is not under attack. The Secretary of
Education met with the committee leadership and told them that there would be student loan 
changes m the budget. They had heard rumors that the industry subsidies would be reduced by 
$8 or $9 billion. That figure is way off. The bank reductions will be on the order of what was 
included in Ae Republican budget plan last year. And there will be some restructuring of the 
program, to improve management and accountability.

Studenf Loan Interest Rates

Q: You say that in addition to reduced origination fees, student loan interest rates will be
reduced. Would you explain this reduction?

A: It is a one percentage point reduction during the in-schooI and deferment periods, when
banks don’t have any significant work that they have to do. This saves money for taxpayers on 
Stafford loans (where the government picks up the in-school interest), and saves money for 
borrowers on Unsubsidized and Parent loans.

Competition of Direct and Guaranteed Loans

Q: Is there any change in your policy of competition between the Direct and guaranteed loan
programs?

A: No. The budget will support allowing colleges to choose between the two loan programs,
and will propose changes to remove barriers so that the guaranteed program can try to do some of 
the innovative things that the Direct Loan Program has been able to do.



STUDENT LOANS (Continued)

Bank-Paid Fee Proposal

Q. On fees, Chairman Goodling tried to move a bill last year that would allow banks to pay 
the fees for students, but it ran into trouble from Democrats in the Senate and the Administration 
Do you think that will change?

A: The Administration’s proposal is much broader and more equitable than Chairman
Goodling’s proposal. It should be embraced by Republicans and Democrats alike.

HOPE SCHOLARSHIPS AND TUITION TAX DEDUCTION 

IRS Role of Information Collection

Q: Will the IRS be collecting transcripts to confirm the B average requirement?

A: No, the Federal government is not going to be collecting transcripts. A simple, non-
mtrusive procedure will be used to provide students and the IRS with the information they need 
to admimster the tax credit. As currently envisioned, colleges would simply check a box if the 
student has at least a B- average or the equivalent, on the same simple computer printout that 
would tell the student and the IRS how much tuition he paid, and how much Federal aid he got. 
We will continue working with the higher education community to determine the details of this 
reporting requirement to ensure as little burden as possible.

Q:

Non-Traditional Grading System

How do colleges that don’t use traditional grading systems satisfy this requirement?

A: Those colleges are accustomed to dealing with this problem for things like auto insurance
that offers discounts for good grades. The Secretary of Education will work with the higher 
education community to develop whatever standards are necessary.

Reporting Burden on Schools

Q: This reporting system sounds like it could be a burden on colleges. Is that going to be a
problem, either administratively or politically?



A: The burden will be very small compared to the $36.2 billion that will be made available 
for higher education over the next five years. A few key pieces of information — many already 
on the school’s computer system - will need to be provided. The cost will be minimal. (As a 
point of comparison, the federal government reimburses educational institutions $5 for each Pell 
Grant application it processes; these reports would be far less complicated).

i Grade Inflation

Q: Won’t this cause grade inflation?

A: This proposal is based on a successful program in Georgia, and there hasn’t been any
evidence of a grade inflation problem since that program began four years ago.

Keep in mind that professors always have a lot of pressure to raise grades - for some 
students who want to go to a top graduate school, for lower auto insurance rates, or for other 
reasons. Ultimately, professors need a grading system that is equitable for all students, not just 
those with special circumstances. Moreover, the HOPE grade requirement is only relevant for 
second-year, middle-income students.

That’s not to say that we don’t want to see an increase in grades. The purpose of the B 
requirement is to give freshmen an additional incentive to really apply themselves, because 
students who get off to a good start are most likely to finish college successfully.

Tuition Inflation

Q: Won’t colleges, especially community colleges, increase their tuition, now that so many
students will be getting this $1500 credit?

A: This is always an issue with any tax benefit or government program, so it is something to
watch for. But even with the increases and decreases in student aid over the past three decades, 
there is little evidence of a relationship between federal aid and college tuition levels. In Georgia 
- where the HOPE scholarship idea began in 1993 - tuition at public two-year colleges grew by 
13% between the 1992-3 and the 1995-6 academic year, compared to a national average of 21%.

Community college fees are heavily influenced by the community member who takes just 
one course at a time. Those students are not eligible for HOPE, so this would be a strong 
counter-weight to any inflationary pressure in that sector.

Remember also that the credit is available for only the first two years. The third- and 
fourth-year students taking advantage of the deduction would still be very sensitive to price. 
Four-year institutions don’t have different tuition levels for juniors and seniors than for freshmen



and sophomores, and that should help keep any inflationary pressure under control.

Mismatch between Academic and Tax Years

Q: Isn’t there a mismatch here between academic years and tax (calendar) years that could
cause some real confusion? Chairman Archer raised the issue of a student who has a C+ average 
in the fall of 1996*and a B+ average in the spring of 1997. Could he or she take the second 
credit?

A: We have reworked the credit so it is now very simple. If you have already taken the 
credit once, then, the second time you plan to take it, you look at your GPA at the beginning of 
that second taxable year. Students would not have to track precisely when they technically 
finished their first or second academic years.

Part-Year Attendance

Q: But if I’m starting college this fall, and I want to claim the credit next April at tax time, I
would only have gone to school for one semester. Does that cut my credit in half?

A: No. Whatever you paid for tuition and fees in 1997 would count toward your full credit
eligibility (up to $1500). You could even^ay for the spring ‘98 semester in December, so that 
you could claim that payment for the credit or deduction. (We expect that taxpayers will learn to 
take advantage of this, and that colleges may use it as a carrot to get students to pay their bills on 
time).

Q:
scale?

Distributional Effects

How would the benefits of the credit and deduction be distributed across the income

A: This is a targeted, middle-class tax cut. At a higher tuition school, the deduction would
be a benefit to any tax-paying family, even Pell Grant recipients. The value of the deduction is 
obviously greater in the higher tax brackets, but both the credit and deduction phase out 
completely at a $100,000 income level (for joint filers).

Expanded Access to Postsecondary Education

Q: The President has talked about the tax breaks as a means of increasing access to higher
education by making it available to those who currently cannot afford it. Will the tax credit and



deduction boost postsecondary enrollment? How many more students would be likely to attend 
college as a result of the tax break?

A: There is no question that the Federal government’s investments in higher education - the
post WWII G.I. Bill, student loans, Pell Grants -- have helped to boost college enrollment. We 
expect that this will also have a modest effect. But this is also a tax cut, to help middle class 
families who are struggling now to pay to send their kids to college. Just because some families 
are successfully struggling doesn’t mean they don’t deserve a break.

Shift from a Refundable to Non-Refundable Credit

Q: Refundability of HOPE was the key aspect of the proposal that offered aid to lowest
income families. Why have you eliminated it?

A: Essentially, it was a trade. The purpose of refundability is to provide a tax benefit to the
poorest y^ericans, those who don’t have enough tax liability to make use of the credit. We 
decided it would be better to serve these students through the Pell Grant program. That’s one of 
the reasons for the increased Pell Grant maximum, and particularly for the $4 billion eligibility 
change for low-income older students. They would have benefited fi-om refundability, but with 
Pell they can get even more aid, over four years of college.

Impacts of Non-Refundable Credits on Needy Students

Q: The tax credit amount is reduced by all non-taxable Federal educational grants (including
Pell grants) received by the student. Will the HOPE scholarship (and tuition tax deduction) 
really help low- and moderate- income students who have the most difficulty meeting tuition 
costs?

A: The dramatic increases - both last year and this year - in the Pell Grant program are 
designed to address the needs of low-income students. HOPE is part of a targeted, middle-class 
tax cut plan.

Timing of Tax Credit Benefits

Q: How will students be able to use a tax credit to pay for their education if they cannot get
their refund until many months after their tuition bill is due?

A: As many people do when planning how to pay their mortgages, taxpayers will be able to
adjust their withholding in anticipation of taking the credit or the deduction.



Students Who Stop and Then Resume Their Education

Q. Many students transfer after their first year (especially at community colleges) or “stop 
out” and after several years resume their academic careers at a different institution. How would 
grade and student account reporting requirements be handled for these students?

A: The school would not need old financial data to prepare its information report. Grades
and academic credits are already generally transferred from one institution to the next. (To the 
extent that any problems are raised, the Secretary of Education will work with the higher 
education community to develop workable solutions).

Duration of Keeping Student Information

Q: Individuals are generally advised to keep their tax records for at least seven years. Most
institutions do not keep account records for that long. If institutions were to provide information 
to the IRS, how long would they be required to maintain records?

A: The institutions would generally want to retain their records for student information in
much the same way they keep their tax records on employees. This may be as long as seven 
years, but it depends on the institution and its advisors.

Eligible Institutions

Q: To receive the HOPE scholarships or tax deductions, do students need to attend any
particular type of schools?

A; Eligible institutions are defined by section 481 of the Higher Education Act. Such 
institutions generally would be accredited postsecondary education institutions offering credit 
toward a bachelor’s degree, an associate’s degree, or another recognized postsecondary 
credential. They could also be proprietary institutions or postsecondary vocational institutions. 
The institution must be eligible by the Department of Education to participate in the student aid 
program under rules issued.

Changes in HEA Resulted from New Tax Proposals

Q: The tax deduction is “above the line.” That is, it is an “adjustment to income,” such as
the IRA deduction, that lowers AGI. There must be significant implications of this adjustment 
for the results of need analysis and the distribution of HEA Title IV aid. What are these effects?



As part of the President’s total package of education proposals, the Department of 
Education has already drafted legislative language to ensure that need analysis and aid eligibility 
will not change as a result of the education tax cuts.

Authority to Write Regulations

Q: Who will have responsibility for writing the regulations to implement the HOPE
Scholarship and tuition deduction propsoals?

A; The Department of Treasury will be primarily responsible for writing regulations 
concemmg tax administration, and the Department of Education will be primarily responsible for 
wnUng regulations concerning the educational issues. There will be careful coordination 
between the two Departments.

Older or Dislocated Workers

Q: How will the deduction help older workers who lost jobs or want to learn new job skills?

A: Even if they are not pursuing a degree, they can enroll in courses and the cost will be tax-
deductible. For example, they could take a course in computer programming or auto repair.

Courses for Hobbies vs. Courses for Career Development

Q: The President’s tuition tax deduction proposal provides tax relief to those who pursue
postsecondary education or training to improve their job skills. How is the IRS going to tell 
whether a course was for fun or for job improvement?

A. Our tax system is called a self-assessment system because there are many times where the 
IRS must rely on the judgement and honesty of taxpayers filling out tax returns. For example 
taxpayers are required to distinguish between deductible business expenses and non-deductible 
personal expenses. Of course, the IRS will provide guidance to taxpayers on how to distinguish 
between a course that is for job training or skill enhancement and one that is simply for fun.

Felony Drug Conviction

Q: If a student has been convicted of a drug felony, may he/she claim the tuition deduction?

A: Yes.



GPA Requirement

Q. ^ student does not have a B- average at the end of the second year for Nvhich he wants 
to claim a HOPE Scholarship credit, may he/she claim the tuition deduction instead?

A: Yes, but not the credit.

Half-Time Requirement

Q: If a student is enrolled in school less than half-time, may he/she claim either the
deduction or credit?

A. The student may not claim the credit, but may claim the deduction if the courses are 
being taken to improve or acquire job skills.

Q:

Foreign Students Not Eligible for Credit or Deduction 

May foreign students claim the HOPE Scholarship or the tuition deduction?

A: No. To be eligible, a student must first meet the eligibility requirements for Federal
student aid and must then also be a permanent resident of the United States.

Prevention of Multiple Claims for Same Student

Q. What prevents both the parent and the student from claiming the credit for the student’s 
educational expenses?

A. If the parent is claiming the student as a dependent, only the parent is permitted to claim 
the credit or the deduction. Because the credit is no longer refimdable, there is no incentive for a 
student to elect to be treated as independent.

Interaction of Credit and Deduction

Q: Can a student - or the student’s parents - choose between the tuition credit and the
tuition deduction?

A: Yes. A family can take either the credit or the deduction for tuition expenses incurred

9 ;?



during a student’s first two years of college. However, the family cannot take both for a single 
student in the same year.

Claiming the Credit and/or Deduction

Q: If a family has multiple dependent children enrolled in college, may the parents claim
more than one tuition credit?

A: Yes. The family may claim a credit for the tuition expenses of each child in the first or 
second year of college. Alternatively, they may claim a deduction for their tuition expenses 
during those years if it produces a better tax benefit for the family. The deduction, but not the 
credit, is also available for tuition expenses after the second year of college. However, the 
largest tuition deduction a family may claim in any single year is $10,000 ($5,000 for 1997 and 
1998), regardless of how many children they have enrolled in college.

New Tax Form For The Credit and Deduction

Q: Will taxpayers have to fill out a separate form to claim the tax credit or deduction? Tell
us what the form will look like.

A: There will be a separate schedule to attach to the regular tax return.

Temporary vs. Permanent Tax Breaks

Q: Are these tax benefits permanent or temporary? Do any of these spending or tax
provisions end just before the budget must be balanced?

A: No games. The tax credit and deduction are proposed to be permanent, as are the IRA
changes and the public service provision. Section 127 (employer-paid educational assistance) is 
extended through 2000.



Q:

WORK-STUDY

Number of Work-Study Jobs Created in FY1998 

How many Work-Study slots can be funded at the FY98 funding level of $857 million?

A: We estimate that the FY98 funding level would provide about 973,000 work-study
employment opportunities and would guarantee about $1 billion in student earnings..

View on Making Work-Study Earnings Non-Taxable

Q: What do you think of the Republican proposal of making Work-Study earnings
nontaxable to students? Will the Administration support the Republican proposal?

A: None of the Republican ideas for higher education tax breaks are bad ideas. We are
pleased that they agree on the need for some tax initiatives to support higher education, and look 
forward to working with both parties in Congress to determine the best way to target the benefits. 
Obviously, we feel that our plan is the best mix.

Requirement for Spending Increased Funding on Community Service Jobs

Q: Will colleges be required to spend a portion of their increased work-study funds on
reading tutors for America Reads?

A: The response of college presidents to the President’s challenge has been remarkable, so
we don’t expect to need to make it a requirement. The Secretary of Education has waived the 
required institutional match for reading tutors for pre K through elementary school children, 
which has helped to encourage colleges to sign on to the effort.



HONORS SCHOLARSHIPS 

Means Test for Honors Scholarships

Q: Is the President’s Honors Scholarships means-tested? And if not, why not?

A: The President’s Honors Scholarships are not means-tested. This program provides a one­
time, $1,000 scholarship to every high school senior finishing in the top five-percent of his or her 
graduating class. The purpose of this program is to encourage high academic performance 
among all students.

Honors vs. Byrd Scholarships

Q: How are the President’s Honors Scholarships different from Byrd Scholarships?

A: Both the proposed Presidential Honors Scholarship program and the existing Robert Byrd
Honors Scholarship program provide financial reward in recognition of the academic 
achievement of graduating high school students. Byrd Scholarships, which the Administration 
also supports, are not available to students at every high school in the country, go to a far more 
limited population, and are four-year academic scholarships.



Student Loan Forgiveness Proposal 

Beneficiaries of The New Propsoal

Q; Whom do you expect to help with your proposals for student loan forgiveness?

A: We expect to help students who enter what may become a growing number of programs
run by educational and charitable organization that essentially allow students to make their debt 
payments through work in low-paying public or community service jobs.



Q:

REPUBLICAN PROPOSALS

Republican vs. President’s Packages

How does the President’s package compare to the Republican bill just introduced?

A: As far as the higher education components, the President’s package is far more
comprehensive. The President’s tax proposals complement significant increases in Pell Grants 
and substantial reductions in borrower fees. So far, at least. Republicans have not proposed such 
increases in benefits for students receiving grants and loans. In addition, the President’s 
proposals include many components that encourage lifelong learning and attempt to help not 
only traditional college students but also all other people who try to improve their job skills or 
acquire new skills.

Permanent vs. Temporary Extension of Section 127

Q: Republicans propose extending tax exclusion for employer-provided education assistance
(Section 127) permanently. Why does the President extend it only through the year 2000?

A: Section 127 has frequently been extended for short periods, sometimes even
retrospectively. Section 127 needs to be extended for a significant length of time so that 
employers and employees can count on the exclusion. The budget extends section 127 through 
the end of the year 2000. Further extension could be considered in advance of expiration and 
evaluated as part of development of future balanced budgets.

Bob Dole Education Investment Account

Q: The Bob Dole Education Investment Account proposal seems to aim at encouraging
savings specifically for college education, whereas the President’s expanded IRA proposal seems 
to encourage people to replace IRA savings with educational investments. Wouldn’t it be better 
to encourage people to save for their retirement as well as for their children’s college education?

A: You have to look at each package as a whole and then evaluate whose plan would be more
effective in making college affordable to working families. We believe our package does the best 
job of helping the broadest class of students.



Deductibility of Student Loan Interest Payment

Q: Why doesn’t the Administration support deductibility of student loan interest as do the
Republicans and Democrats?

A: Again, there are a lot of ideas to consider. We will work with Congress to develop a 
healthy package of targeted tax cuts for higher education. We have provided a package that helps 
students while they^ are in school and allows them to reduce the debt they need to incur and leaves 
the cost of the loans they do take out.

Making Qualified State Tuition Programs Tax-Free

Q: What is the Administration’s position on the Republicans’ proposal to eliminate the
income tax on distributions from qualified state tuition plans?

A: The Small Business Job Protection Act of 1996 made it clear that distributions from state
tuition plans would be taxed as income to the student beneficiaries. In most cases students will 
not have sufficient income, even when the distributions are recognized, to have a significant tax 
liability. Furthermore, our proposals for the HOPE Scholarship and the tuition deduction would 
likely eliminate that tax liability. Because there are no income limits for qualified state tuition 
programs, if distributions were completely tax free when used not only for tuition but personal 
living expenses as well, wealthy families would be given a vehicle for deferring or avoiding tax 
entirely on large amounts of income.


