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OPTIONS FOR ENHANCING FEDERAL GUARANTEE TO ALL AMERICANS
TO INVEST IN POST-SECONDARY EDUCATION AND TRAINING THEY CHOOSE

1. Baseline Package of Federal Resources for Families and Individuals

$2900 Pell Grants —- with actual amount based on family income, savings. Difficult
or arbitrary use in practice adversely affects three groups: independent students,
dislocated workers b/c no prospective income test, and non—degree training. Also,
subject to vagaries of annual appropriations, which means that amount of grant falls
behind median tuition costs when not the highest priority of a sitting President who
can enforce his will on Congress.

Student Loans —— much more conveniently available, with more affordable
repayment, including a Pay-As—You-Eam option. [N.B.: We should take credit for all
reforms in practice — including the savings and increasing competitiveness and
convenience of GSLs —— of Direct Lending,]

Dol Training -- a hodgepodge of federal~, state— and local-contracted training
programs for dislocated and low-income workers. President in G.I. Bill for America's
Workers has already argued that this crazy—quilt of training programs doesn't work
and all of the adult training dollars should be consolidated into an individual Skill
Grant of $2600 so that dislocated and "underemployed" workers who can't find new
jobs with their current skills can invest in learning the skills they choose to find new
and more rewarding work.

2. Current Package of Proposals

$1500 refundable Hope Scholarship, $10,000 Education and Training Tax Deduction
and Expanded IRA. However, refundability of Hope Scholarship presents problems in
coordinating with Peil Grant, doesn't get cash into hands of family until year after
family spends money on tuition, and doesn't add much purchasing power for low— and
moderate income persons compared to Pell Grants; and Hope Scholarship docs not
solve limitations in Pell Grants described in 1 above.

$2600 Skill Grant in G.I. Bill for America's Workers for Underemployed and
Unemployed Workers. However, last year the House and Senate authorizing
commiitees and Confercnce Report rejected individual Skil! Grants and substituted
devolution to states of DoL adult training dollars, with each state having discretion to
use state—local contracting for training services or individual skill grants designed as
state chooses. Authorizing committees offered no federal guarantee of any kind for
enhanced purchasing power of education or training for individual families and are
unlikely to be any more supportive this year —~ unless the President finds a way to
elevate the issue in a new and major way.

3. New Proposed Package for enhancing Federal Guarantee of support for families to
invest in education and training they choose. Budget Premise=use $5.5 billion in S~—year
budget savings from eliminating refundability and simplifying Hope Scholarship; and move
all of the individual purchasing power of Pell Grants and most of DoL adult training
appropriations to mandatory side of the Budget. There is also an additional $Z billion in



budget savings from Student Loan reforms, for a total of $7.5 billion in available savings.

° Expanded and More Flexible Pell Grants:

Increase Proposed FY98 Discretionary Amount from $2900 to $3000, the
median cost per year of college). Net Budget Increase Cost = $1.5B.

Solve "Independent Student" issue. Net Cost=$3.9B

Solve "Prospective Income" issue for dislocated workers. Net Cost=$1.0B

Solve "Non-Degree" training issue. Cost=$5.0B (although this is very
uncertain b/c we don't have a handle on the extent to which this would
be used). This cost could be entirely offset by moving a portion of
JTPA training $$ to mandatory side (just as we are proposing for Pell
Grants!) Net Cost=$0

° Dislocated Worker Hope Skill Credit or Hope Skill Grant of $3,000:
The impact of this net increase in purchasing power would be limited to class
of workers actually dislocated from paying jobs by their employers whose
"prospective income" is still too high for Pell Grant and who can't find a new
job after 12 weeks of job search as certified by U.I. or One-Stop; and for most
of this limited class, net increase in cost would be a maximum of $1500 per
person. Cost=$3.5B (although this is a little indeterminate b/c interaction with
Pell Grant and Hope Scholarship is not yet entirely clear) This cost could be
entirely offset by moving JTPA training $$ for such dislocated workers to
mandatory side (just as we are proposing to do with Pell Grants!) Net Cost=0.

Total Net Budget Cost= $6.4B less Net Budget Saving of $7.5 yields
Net Budget Cost=30 or savings!

4. Pros vs. Cons

] Pro: This will guarantee for a generation to come that President's promise of federal
support for every family, worker, and student to invest in education and trajning they
choose —— not just for first two years of college, but also for all post—scco'r’fdary
lifclong learuing —- is embedded iu a balanced budget reconciliation agrecment. In so
doing, it will also implement the President's proposal for a G.I. Bill for America's -
Workers without having to seek any legislation from reluctant if not hostile
authorizing committees!

Con 1: This is a new entitlement that will explode the deficit in the out-years.
Con 2: This will require cuts elsewhere in Budget.

Con 3: This will put existing DoL training programs or POTUS~proposed Skill
Grants at risk.

Discussion: This is a fight well worth making. First, the chances for a major victory —— for
. POTUS and for all Americas —- in the context of a budget that actually balances on CBO
scoring —- are quite high if POTUS wants to fight for this priority. In fact, this proposal




would substantially enhance POTUS hand: (a) by elevating this issue to a paramount
Presidential priority and highest national visibility and (b) by building support among virtually
all D's (and, behind the scenes, at least, maybe even moderate R's who want to assure
investment in post~secondary education and training) and major constituencies (including
organized labor, entire education community, and much of enlightened business leadership)
who will join with POTUS to fight for this federal guarantee of post—-secondary education and
training in the context of balancing the budget. The President's own balanced budget
proposal, his actions in achieving a balanced budget agreement, and his commitment to
whatever Bi-Partisan Commission he may convene to deal with "longer-term" Social Security
and Medicare/Medicaid issues will make clear that the President is committed to a budget
framework that will work to achieve balance —— and not explode the deficit —— for a
generation to come. Establishing such a new balanced budget framework —— including the
federal guarantee to all American families, students and workers of resources to invest in the
post—secondary education and training they choose —— provides the substance for a powerful
Second Inaugural Address: the President's vision for empowering ordinary Americans to lead
an extraordinarily rewarding crossing to a new age of discovery and renewal.

Second, the President will be submitting a complete new budget that balances and then
bargain for a balanced budget agreement in the context of many variables that are not
included in his proposed budget (e.g., C.P.L, size of economic bonus for balancing the
budget, additional revenues within budget window from capital gains cut and further
climinations of "corporate subsidies," and other proposed restraints on growth in Medicare,
Medicaid, and SSI and Disability). Any "con" of requiring "cuts" elsewhere in our budget is,
therefore, largely irrelevant at this stage of consideration: this is the type of choice that
POTUS should have before him when he makes decisions on major presidential priorities
(which this surely is) and budget trade—offs. Bur the budget trade-offs here are not total $3

~ nor trade-offs between competing Presidential priorities; here the actual budget trade-offs

are of two different kinds: (1) refundable tax credits v. mandatory grants; and (2)mandatory
investment v. discretionary appropriations. This proposal is "budget-neutral."”

Third, the DoL discretionary appropriation for training programs is already at risk: in
our G.I. Bill proposal, the President has already led the charge in arguing that the gurrent
crazy patchwork of DOL programs with federal-state-local contracting of tramlng Is just
piain wrong-headed and that the $$ should all be consolidated into purchasing power directly
in the hands of individuals through a $2600 Skill Grant. Therefore, what's really at risk if we
don't include "skill grants" for training in our proposed mandatory package is the President's
whole proposal of individual Skill Grants before unfriendly authorizing committees. In fact,
this proposal to tie education and training together as mandatory investments actually
strengthens our hand on any negotiations on similar changes to Pell Grants and to fight for
the President’s real G.I. Bill for America's Workers if we lose with the Congress on this issue
in Budget Reconciliation and are forced back bargaining with the authorizers and
appropriators on the discretionary side! And, if the mandatory proposal succeeds in the
Budget Reconciliation, then DoL can concentrate on building the foundation for labor market
information and exchange (Job Bank, Talent Bank. Labor Market Information System,
Interactive Training Network and One-Stops) that permit job—seekers, employers looking for
workers, and job placement intermediaries to find and add their own value —— without the



need for any additional authorizing legislation at all!

[N.B.: Of course, any such consolidation through individual grants -~ like the consolidation
through devolution proposed by Congressional authorizers last year —— puts most of the
employees at DoL's ETA at risk of being "downsized": but we are in no position to argue that
is a con rather than a pro. Indeed, the VP joined in major support of the President's proposed
consolidation through individual Skill Grants as one of-his most important and visible
examples of real REGO.]

[N.B.:There is a very creative proposal for out—of-school-youth and young adults who don't
have high school diplomas or are functionally illiterate that DOL could put into play on the
authorizing side with the support of governors and mayors: a $500 federal incentive to the
State/locality for each such young person recruited to go back to a state/locally approved
provider offering learning leading to high school diploma, marketable job skills and a real job
upon completion, with another federal $500 reward to State for every such person placed in a

~ job for one year after completion. This could be modeled —— much like the School~to-Work

transitional grants —— as a challenge competition to States (and localities/school districts) that
elect to participate by putting up the rest of the $3$ for such work-based learning leading to
employment upon graduation. It is not necessary, however, to decide what if anything to
propose with respect to DoL out—of—school youth/young adult training programs in order to
decide this proposal for post—-secondary education and training. The DoL out-of-school
youth issues should be reviewed and considered in the context of the complementary proposal
from DoEd for reforming the Perkins Act through the pending reauthorization: Ken and Barry
should advise the timing and nature of any budget issues on DoL out-of-school youth and
Perkins reauthorization that need to be resolved.]

° Pro: This will assure that individual grants are provided up-front to low- and
moderate—income families, students and workers who choose to invest in education
and training without the administrative, tax policy and six— to 18 month delay in
receiving "refundable tax credit."

Con: ? [I don't think there is a "con" here, except possibly a tacit admission
that "refundability" of tax credits generally is mandatory "spending™rather than
a "tax cut" (which might huri our rhetoric, out does it really hurt the budget
scoring and budget terminology for EITC?]

° Pro: This will assure that all American families, students and workers know that they
will have federal guarantee of support not only for first two years of college, but also
for all post—secondary education and training they choose.

Con: This may dilute message of making "first two years of college" or "years
13 and 14 of schooling as universal as K-12 public schooling" by extending
federal guarantee of 'support (a) to all lifelong learning and (b) including
training for dislocated, "underemployed” workers, and low- and moderate-
income families —— as well as college education —— for "leamners" of all ages.

[Discussion: I just don't "get" this con at all. Someone else will have to put together the

arguments on this.]



HOPE/PELL Policy Options
5-year (1998-2002) estimates

($ in billions)
Tax credit/deduction: $32.3
Simplification: -1.5
Eliminate refundability: -4.0
Net Cost: 27.8
Tax savings available: 5.5

10ns for tax 1n

Pell independent student fix to
offset loss of refundability: 4.0

Pell “prospective income” accounting
change to allow more dislocated
workers to use Pell: 1.0

Increase Pell Grant maximum $35 5

Increase Pell Grant maximum $100 1.5




‘ 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 remaining 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 entltlement 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 OMB has supported
the reduction of discretionary spending caps as an offset for PAYGO, CBO and the
Budget Committees have not.



HOPE/PELL Policy Options
S-year (1998-2002) estimates

($ in billions)
Tax credit/deduction: $32.3
Simplification: -1.5
Eliminate refundability: -4.0
Net Cost: 27.8
Tax savings available: 5.5

Options for tax savings:

Pell independent student fix to
offset loss of refundability: 4.0

Pell “prospective income” accounting
change to allow more dislocated
workers to use Pell: 1.0

Increase Pell Grant maximum $35 .5

Increase Pell Grant maximlim $100 1.5




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 remaining 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 OMB has supported
the reduction of discretionary spending caps as an offset for PAYGO, CBO and the
Budget Committees have not.



Pros:

Improve Pell Grant formula for Independent Students

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

Cons:

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

e Remove funding uncertainty

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

down
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Include Non-degree Students

Pros:

* Benefits many WOrking Ipeople 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 community
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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, I'll 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 the 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 this 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, I 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 agreed 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 that 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

unartful elocution or the self-interested, knowing or unintended obfuscation of anyone else.

. the post-secondary education and training they choose. Please don't be misled by my



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 remaining 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 OMB has supported
the reduction of discretionary spending caps as an offset for PAYGO, CBO and the
Budget Committees have not.



‘ 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.
e 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 remaining 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 OMB has supported
the reduction of discretionary spending caps as an offset for PAYGO, CBO and the
Budget Committees have not.



Credit—-Simplified Parameters

‘Credit—-Current Parameters
Maximum $1500 credit per academic year for full-

time enrollment (e.g., for two semesters, or three
quarters), maximum $750 credit per academic year
for at least half-time enrollment, maximum $3000
lifetime.

Maximum $1500 credit per calendar year
(regardless of whether enrolled half-time or full-
time). Credit available twice in student’s lifetime.

Taxpayer must choose between a credit or
deduction for each academic period. Can claim both
a deduction and a credit for the same student in the
same year.

-Taxpayer who is eligible to claim the credit for a

student cannot claim a deduction for the student.

Credit available to parent if student eligible to be Same
claimed as dependent. Otherwise available to

student.

Credit is phased out for MAGI of between $80,000 | Same

and $100,000

Credit is only available for tuition paid during
taxable year for an academic period during which
the student is enrolled least half-time in a degree or

ertificate program in the taxable year or beginning
n the first three months of the next taxable year.

Credit is available for any tuition paid during taxable
year if the student is enrdlled at least half-time in a
degree or certificate program for any academic
period in current taxable year or beginning in first
three months of next taxable year (provided tuition
paid in current taxable year)

Credit is available only for tuition paid for academic
periods before completion of second post-secondary
year of education. '

J
Credit is available for any tuition paid during taxable
year in which student is enrolled in one of first two
years of post-secondary education).

Maximum credit is reduced by federal grants.

Same

Amount of credit limited to tuition and required fees
actually paid (e.g., less all grants and scholarships).

Same

Must earn B- GPA in 13th year to qualify for credit
in 14th year.

Must obtain a B- GPA for all post-secondary course
work begun in prior years

Must not have felony drug conviction

Same




‘)eduction-—Current Parameters Deduction—-Simplified Parameters

Maximum $10,000 deduction per family per year. Same

Deduction limited to tuition and required fees Same
actually paid (e.g., less all grants and scholarships).

To claim the deduction, the student must be enrolled | Deduction is available for any tuition paid during

at least half-time in a degree or certificate program | taxable year if the student is enrolled at least half-
or taking course to improve job skills. time in a degree or certificate program for any
academic period in current taxable year or beginning
in first three months of next taxable year (provided
tuition paid in current taxable year), or taking
course to improve job skills. -

Deduction available to parent if student eligible to Same
be claimed as dependent. Otherwise available to
student.

Credit is phased out for MAGI of between $80,000 | Same
and $100,000




Form 1099 HE 1999

Name of institution EIN

Taxpayer's Social Security Number

233;255 Student will have to \
supply SSN to institution

Student's Name (if different from taxpayer's)

Student's Social Security Number

1 Payments of tuition and required fees during 1999 by, or on behalf of, student from
sources other than grants or scholarships or employers for semester, etc., beginning
in 1999 or the first three months of 2000.

$ P —

2 Check box if any line 1 payments were for a semester, etc., during which student was
enrolled at least half-time in the first or second academic year of post-secondary
education that was part of a degree or certificate program.

3 Check box if student completed two academic years of post-secondary education prior
to enroliment in the first academic period covered by this 1099 HE.

L]

If the line 3 box is checked, the remainder of this form need not be completed.

4 Check box if student completed one academic year of post-secondary education prior
to enroliment in any course of instruction for which a line 1 payment was made.

N

5 Federal grants allocable to semester(s), etc., for which line 1 payments were made.

$

S

6 The lesser of line 1 or $1 500 minus line 5.

s




Instructions for Form 1099 HE

1 Payments made from the proceeds of loans are included in line 1. Payments made by -
employers are excluded to the extent they are excluded from the employee's income.
All grants and scholarships are treated as payment first for tuition and required fees,
even if nominally designated for another purpose, e.g., room and board. Exempt
Savings Bond interest is treated as a grant. '

2 Pell and SEOG grants are included in line 5. Payments for work study are not included
If a single payment from a federal grant is made for academic periods for which line 1
payments were made and other academic periods, the federal grant must be
appropriately allocated to the periods for which line 1 payments were ma‘de.

T

“Instructions-for this1099".
will have to be based
on detailed IRS guidance
regarding definition of -
terms and addressing unusual
circumstances L

- ’
- T
—

~



Page 1

Taxpayer name Taxpayer Social Security Number

Schedule HE-C Tax Credits for Higher Education

1 First student’'s name Social Security number
. Name of institution supplying 1099 HE Institution's EIN 1099 HE line 6 amount
a $_ e
b ' S
c S_ .

dEnter the sum of lines a, b, and c.
eEnter the lesser of line d or $1,500

2 Second student's name Social Security number .
Name of institution supplying 1099 HE Institution's EIN 1099 HE line 6 amount
a S .
b $__ .
c S . _
dEnter the sum of lines a, b, and c. S .
eEnter the lesser of line d or $1,500 : S_._
3 Third student's name Social Security number
Name of institution supplying 1099 HE Institution's EIN 1099 HE line 6 amount
a : $ .
b S_._
c —_— e
dEnter the sum of lines a, b, and c. _ S . _
eEnter the lesser of line d or $1,500 e
4 Fourth student's name Social Security number '
Name of institution supplying 1099 HE Institution's EIN 1099 HE line 6 amount
a S .
b ' S .
c - o
dEnter the sum of lines a, b, and c. ) $

e Enter the lesser of line d or $1,500

$ _._ _
5 Poten.ﬁit. Enter the sum of 1e, 2e, 3e, and 4e. ‘ S . .




Page 2
Schedule HE-C Tax Credits for Higher Education
Application of phase-out ratio
6 Adjusted gross income (from line xx, Form 1040) $

7 Income excluded by reason of sections 911, 931, and 933 (see instructions)
8 Modified adjusted gross income: add lines 6 and 7

if your line 8 amount is $50,000 or less ($80,000 or less for a joint return), enter the amount on line 5 on line yy of your Form 1040 and do
not complete the rest of this page. <

If your line 8 amount is $70,000 or more ($100,000 or more for a joint return), you are ineligible for any credit calculated on this Schedule
HE-C or any deduction calculated on Schedule HE-D.

9 Phase-out ratio
(@) Line 8 amount minus $50,000 (80,000 for joint returns)
(b) Divide (a) by $20,000 and enter. If greater than 1.00 no credit may be claimed.
10 Enter amount from line 5.
11 Multiply line 10 amount by line 9 (b) phase-out ratio. $
12 Allowable credit: Subtract line 11 from line 10 and enter on line yy of your Form 1040, $



Page 1 Taxpayer name _ Taxpayer Social Security Number

Schedule HE-D Deductions for Higher Education

Use this schedule for calculating allowable deductions for the payment of tuition and required fees for any period of post-secondary
education for the taxpayer, the taxpayer's Spouse, and any person claimed as a ependent by the taxpayer. Deductions are not allowed for
taxpayers with adjusted gross income of more than $100,000 on a joint return or $70,000 0n a single or head of household return.
Deductions are not allowed on the returns of married persons filing separately or for students who are non-resident aliens or certain drug
felons. No student may claim a deduction on a return if the student is claimed as a dependent on the return of any other person. No

deduction may be claimed for educational expenses of students for whom a credit may be claimed. All claims for deductions must be
Form 1099 HE(s) attached to thi

HE-C
~—-“\x-~-~-“\‘—-\\ T education——1698 HEHin,
is job/skill -
related
1 First student's name : Social Security number
Name of institution supplying 1099 HE Institution's EIN e :
a ' S .
b ' ' -
Cc T $- —
2 Second student's name Social Security number :
Name of institution supplying 1099 HE Institution's EIN e
a : . _
b ! . _‘;_ﬂs_ ——
c S _ .
3 Third student's name Social Security number
Name of institution supplying 1099 HE Institution’s EIN

a $__, —_—
b S
c 5, —_
4 Fourth student's name

Social Security number
Name of institution supplying 1099 HE Institution's EIN

a $_ |
b _ S . _
C i $_ e —
S Enter the sum of all amounts from lines 1 - 4.

6 Potential ieduction: Enter the lesser of line S amount or $10,000. . $: , ::: ‘




Page 2

Schedule HE-D Deductions for Higher Education

Application of phase-out ratio

7 Adjusted gross income (from line xx, Form 1040)
8 Income excluded by reason of sections 911, 931 » and 933 (see instructjons)

9 Modified adjusted gross income: add lines 6 and 7

If your line 9 amount is $50,000 or less ($80,000 or less for a joint return), enter the amount on line 6 on line 2z of your Form 1
page. L

not complete the rest of this

Ifyour line 9 amount is $70,
Schedule HE-D or any cred

10 Phase-out ratio

unt minus $50,000 (80,000 for joint returns) ' $

(@) Line 9 amo
(b) Divide (a) by $20,000 an
11 Enter amount from line 6.

12 Multiply fine 11 amount by line 10 (b) phase-out ratio.

000 or more ($100,000 or more for a joint return), you are ineligible for any deduction calculated o
it calculated on Schedule HE-C.

d enter. If greater than 1.00 no deduction may be claimed.

13 Allowable deduction: Subtract line 12 from line 11 ang enter on line zz of your Form 1040,

n this
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UNITED STATES DEPARTMENT OF EDUCATION
OFFICE OF THE UNDER SECRETARY

FAX TRANSMITTAL

To._JASCN GroLOnyen

ORGANIZATION:

PHONE NUMBER:

| _ 1 O
FAX NUMBER: 4S(p — 2 ¢

FROM: SUSAN FROST, Special Advisor on Budget Policy
PHONE NUMBER: 202.401.8450

‘ MESSAGE:

CONFIDENTIALITY NOTICE

THIS TRANSMISSION IS INTENDED FOR AND RESTRICTED TO THE NAMED
ADDRESSEE ONLY. IT MAY CONTAIN CONFIDENTIAL AND/OR PRIVILEGED
INFORMATION. IF YOU RECEIVE THIS TRANSMISSION IN ERROR, YOU ARE
NOTIFIED THAT YOU ARE PROHIBITED FROM READING, COPYING, OR
DISSEMINATING THE TRANSMISSION. PLEASE CALL 202.401.8450 TO
ARRANGE FOR RETURN OF ANY TRANSMISSION SENT IN ERROR. THANK
YOU.

‘ ' 51: PAGE(S) TO FOLLOW

600 INDEPENDENCE AVE.. 3.W, WASHINGTON. DG 80392

Our mizzon 12 (0 #nRLre squal aceess (o educatioa and to promote educalional excellence throughout the Nauon
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AACC ME
®

AMERICAN ASSOCIATION OF COMMUNITY COLLEGES
ASSOCIATION OF COMMUNITY COLLEGE TRUSTEES

June 10, 1996

The Honorable William Jefferson Clinton
President of the United States

1600 Pennsylvania Avenue

‘Washington, D.C. 20500

Dear President Clinton:

We write on behalf of the major national organizations representing presidents and boards of
trustees of the nation’s community colleges. Overall, our associations include some 1,100, public and
private, associate degree-granting institutions and 80 percent of all community college boards of trustees.
We wish to express our strong support for your "Hope Scholarship Tax Credit” proposal. The attached
pages list some of our members who formally endorse the plan.

If enacted, your tax credit proposal would provide an extremely valyable addition to the eXisting
federal student financial aid programs as a means of financing a college education. Community college
cducators also appreciate your recognition that it is imperative for most Americans to receive at least two
years of postsecondary education, both for their own financial well-being as well as that of the nation'’s
economic growth and stability.

The last fifteen years have seen an alarming erosion in the value of federal grant and work
assistance. We are grateful that, on July 1, the Pell Grant maximum will increase by $130 to $2,470, and we
appreciate and endorse your support for a maximum grant of $2,700 in FY 1997. The Hope Scholarship Tax
Credit proposal would augment Pell Grants and other financing vehicles now available to community college
students. It could also send a powerful signal about the priority that the federal government places on
college attendance.

We do have questions about some aspects of this proposal. These include the interaction of the tax
credit with current student aid programs, and how the proposed B standard would mesh with existing Title
IV standards of satisfactory academic progress. But we believe that these points can be worked through in.
the future.

We applaud you for your leadership in this area. We hope that you will continue to work to make
high quality community college education and training readily available to all Americans.

Sincerely,

David Pierce Ray Taylor
President, AACC President, ACCT

' Attachments

AACC, One Dupont Gircley N¥, Suite 410, Washington. DC 20030, (202) 725:0200, FAX (202) 833-2467
ACCT. 1740 “N” Street, NW, Washington, DC 20036, (202) 7754667, FAX (202) 223-1297



DEC 89 '96 ©3:20AM OFFICE OF SECRETARY

AACC Community College Presidents

P.3-8

Supporting President Clinton’s "Hope Scholarship Tax Credit" St

. David Bartley, President

Jacqueline Belcher, President

George Hoggs,
Superintendent, President

Karen Bowyer, President
Julius Brown, President
Donald W. Dryant, President
Walter Bumphus, President
John Cavan, President
John Davint, President

Pamila Fisher, Chancellor

Leonardo de la Garza, President

Mary Ellen Duncan, President
Augustine Gallego, Chancellor
Steven Jones, President
Edward Liston, President

E. Ann Mec(iee, President
Robert Messina, President
Harold Mitchell, President

Leila Gonzalez Sullivan
Interim President

Paul Thompson, President

Jen?' Sue Thoror, Fresident

Bells Whiilﬂ.n, President

Holyoke Community College

DeKalb College

Palomar College

Dyersburg State Commuuity College
George C. Wallace State Community Collcge
Carterct Community College
Brookhaven College

Southside Virginia Community College
Glendale Community College
Yosemite Community College District
Santz Fe Cowmunity College

SUNY College of Technology-Dehli
San Diego Community College District
Phillip County Commumty College
Community College of Rhode Island
Seminole Community College
Burlington County Collcge

Roanoke-Chowan Community College

Gateway Community-Technical College-Long Warfl

William Rainey Harper College

Cuyalivga Communicry College Diotrict

Central Virginia Community College

Holyoke, MA

Decatur, GA

San Marcos. CA
Dyersburg, TN
Sclmz_l. AL

Morehead City, NC

Farmers Branch, TX

Albherta, VA
Glenda.le..CA
Modesto, CA
Santa Fc, NM
Dehli, NY
San liego, CA
Helena, AR
Warwick, WI
Sanford; FL
Pemberton, NJ

Ahoskie, NC

New Haven, CT_"
Palatine, IL

Cleveland, QU

Lyuchburg, VA
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TRUSTEES

ACCT BOARD MEMBERS

Individually Supporting the Proposal

Helen M. Newsome

‘Talmage Penland
Dennis E, Christensen

Montez C. Martin, Jr.

Marsha a. Stoltman
David Mathis

Gene E. McDonald
Maureen Grady
Richard Anderson
Isobel F. Dvorsky
Linda Gallen
Jean B. Peden
Bruce A. Austin
James E. Sherrill
Linda Rosenthal
Lydia Santibanez
Jo Ann Sharp
Joan Jenstead

Willie Culpepper

William A. Conner

Ray D. Steffler

Roanoke-Chowan Community College, NC
Asheville-Buncombe Technical C.C., NC -
Central Wyoming College. WY

Trident Technical College, SC

Mercer County Community College, NJ
Mohawk Valley Community College, NY
Westmoreland Couty Community Cbllege, PA
Clark State Community College, OH
College of Lake County, IL

Chabot-Las Positas éomm. Coll. Dist., CA
Manatee Community College, FL
Mississippi Gulf Coast, C. C. Dist., MS -
Houston Community College System, TX
Centralié College, WA

Maricopa County Comm. Coll. Dist., AZ
Temple Junior College, TX

Seward County Community College, KS
Waukesha County Technical College, WI

Hawkeye Community College, IA

OTHER TRUSTEES

Sussex County Community College, NJ

Butler County Community College, PA
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OTHER TRUSTEES (continues)

Elayne Hettleman
Jimmy L. étrayhorn
Joseph C. Volk

Jack Ramsey

James R, Strickland

Josephine Elliott

John O Cunningham, Sr.

Helen B. Dowdy
Julius A. Fulmore
Nan P. Manuel

Paul Maultsby

Beth Hattawaf
Dorothy S. Baldwin
Jadie Barringer
Mark Fazzini
Talmadge Portis
Lillie J. Solocmon
Gretchen H. Kingsley
Charlie R. Linville
Eugene B. Williams
Brad W. Young
Raymond C. Siniawski
John M. Sledée

Nellie J. Fennell

Community Colleges of Baltimore, MD
Anson Community College, NC

Lehigh Carbon Community College, PA
Northest Mississippi Comm. Coll., MS
Coastal Carolina Community College, NC
Craven Community College, MD

Northeast Mississippi Comm. Coll., MS
North Carolina Assn. of Com. Colleges
Guilford Technical Community College, NC
Guilford Technical Community College, NC
Wake Technical Community College, NC
Seminole Community College, FL
McDowell Technical College, NC
Gloucester County College, NJ

Prairie State College, IL

'Hinds Community College District, MS

Halifax Community College, NC
Connecticut Community Techical College
Forsyth Technical Community College, NC
Lenoir Community College,'NC

Frederick Community College, MD
Community College of Allegheny Co.., PA

Sandhills Community College, NC

Roanoke-Chowan Community College, NC



Walter R. Stancil
James F. Strickland
Robert C. Wrenn

Ethel H. Hall

R. Henderson Scott

Jacqueline L. Holland
Jean Bond |
Louise Muse
Wallace W. Gee
Helen Euliss
Hanna C. Kutteh
Geraldine Barmnes
Jack L. Moore

Joe Underwood
Melanie Jackson
Robert Watters
Joyce Moore
Daphne Yeomaﬁs
Don H. Perry

W. Joseph Seel
Robert L. Edwards
John O. Tilson

T. C. Smith

James V. Cerra
Marlin J. Herring

virginia N. Scott
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Richmond Community College, NC

James Sprunt Community College, NC
Virginia State Board for Comm. Colleges
Alabama State Dept. of Posfsecondary Ed.
Alamance Community College, NC

Rocklanﬁ Community College, NY

Pines Technical'College, MN

Pamlico Community College, NC

Alamance Community College, NC

Alamance Community College, NC.

Mitchell Coﬁmunity College, NC
Mississippi Gulf Coast Com. Col. Dist.
Halifax Community College, NC

Sampson Community College,lNC

Northern vVirginia Community College
Mississippi Gulf Coast Comm. Col. Dist.
Pamlico Community College; NC

Pamlico Community College, NC

Wake Technical Community College, NC
Southwestern Community College, NC
Asheville-Buncombe Tech. éom. Coll., NC
Asheville-Buncombe Tech. Com. Coll., NC
Lenoir Community College, NC )
Mississippi Gulf Coast Com. Coll. Dist.
Coastal Cafolina Community College, NC

Cloucester County College, NJ
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Jaoyce ELLis
Douglag C. Johnson
J. Carroll Jones
Tpoey Holliday
‘Pdward C. Sanders .
Sarah Kittner
Jessie M. Jones

€. Louis shields
ﬁpgl B. Jones
J&#ea Morgan
ﬁﬁmy R, French

Bexnella W. Delamora
Hibert S.

Billie J. Reynolds

Stewart

Frankie F. Youny

aura J. Bohm

 &ldon E. Starnes
Claiborne T. Richardson

william S. scone
Bere Unger
Sally R. Merrifield

David E. Jordan

ik mﬁ! TP tacina

gg;a Q. Brown

o HJEkbvene Ruscsell

Rebkert L. Rugendall

McDowell Technical Communiﬁy College, NC

Martin Community College, NC

Martin Community Cellege, &c

Northeast Mississippi Community College
Westart Community Colleqe,:AR

Halifax Community CoLLaqe. NC

Edgccombe Community Collegé. NC
Coastal Carolina Gemmunity Collgge: g,
Martin Communicy College, NE '
Coastal Carolipa Gommginity @allage.. .ﬁg
Craven Community Colleqe, NC

Halifax Communqty chlege,.Hc

Polk Community College, FL

Indian River Community Cnl;éqe, FL
Halifax Community College, NC

Genesee Commuanity College, NY

Caldwel! Comm. Coll. & Tech. Imst., ®&"
Northern Virginia Community Celiege .’
Caldwell Comm. Coll. & Tech. Iast...ME
Richmond Community College, NC
Okaloosa-Wlton Communlity College, éb-:'
James Sprunt Cammmnity Collage, HC

Blinn Coldes

Haywood Community College« NC
Haywood Community Colleqe. NC

llarrisburg Area Community College. :BR. .
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W. Terry Whisnant Southside Virginia Community College

'- ‘ William H. Murray Horry-Georgetown Technical College, SC
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‘ December 8, 1996
MEMORANDUM FOR GENE SPERLING
FROM: PAUL DIMOND %4

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

CC: 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-Earn 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 earnings.

L Relevance to POTUS legacy. Since the mid-term elections in 1994 and throughout the 1996
campaign, the President staked his affirmative 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-Earn" 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 of federal budgeting: put all of these forms of federal
support and incentives to increase individual and family "education purchasing power" on the
mandatory side of the budget.

I1. Other considerations:

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



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-offs 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 1
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 will 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 and more rewarding new age of discovery, knowledge
and information. It will 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 born 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 any provision relating to School-to-Work in order to avoid
renewing this controversy with the Conservative Right in the House_]




December 5, 1996

MEMORANDUM FOR GENE SPERLING

BRUCE REED
FROM: PAUL DIMOND *£
SUBJECT: INAUGURATION ADDRESS PROPOSAL --

A $1 billion prize for discovering and producing a vaccine to
eradicate HIV/AIDS from the United States

Proposal: offer the President the opportunity to propose in his Second Inaugural Address a $7
billion dollar prize for discovering and producing a minimum of 25 million complete
immunization doses of an effective vaccine to eradicate HIV/AIDS from the United States at the
dawn of the new century. The President's HIV-AIDS Eradication Prize would be budgeted in the
year prior to the last year of the budget window so that it would be scored seriously, but the prize
would not be awarded until the FDA and CDC jointly approve an HIV/AIDS vaccine and to
purchase enough vaccine for a minimum of 25 million complete immunizations for a total reward
of $1 billion. As set forth below, this prize could be structured so that it is shared: to promote
competition to win the prize, to produce the largest number of immunizations of effective
vaccine(s) as possible at a reasonable price for the prize, and f§ to deliver the vaccine so that it
effectively eradicates the current HIV/AIDS epidemic from the United States.

This memorandum describes: (1) the background for such a propbsa.l; (2) one example of how the
terms of the prize and related activities could be structured; and (3) next steps for consideration of
a proposal by the President.

L. Background: Personal, Politics, Economics, Timing, Moral Imperative

A. Personal. Within the context of balancing the budget to speed the transition in the U.S.
from the industrial era to the greater rewards of this new age of discovery, knowledge and
information, you two have encouraged me to focus my work on proposals that put the keys to
expanding opportunity directly in the hands of individuals, families and communities so that they
can choose for themselves how best to make this historic crossing to the new economy. Examples
include: (1) the G.I. Bill For America's Workers, Education Tax Deduction, Hope Scholarship,
and Pay-As-You Earn Student Loans (to which I hope you will add Hope Skill Credits for
Dislocated Workers and Mandatory Pell Grants for low- and moderate-income students and
workers in this Budget); (2) Technology Literacy Challenge, Charter Schools, School Choice, and
good information based on High Standards to empower parents, teachers and students to choose
the learning that will best prepare the next generation for this new age; (3) EZ/EC Challenge
(Round I & 1II), CDFI Fund, CRA reform, Brownfield Expensing, and CD Venture Capital Credit
to stimulate private sector investment in private enterprise in poor rural and inner-city




neighborhoods; and (4) housing vouchers, better job and transportation linkages, and school
choice to empower individuals and families in these communities to choose where to live, work,
and go to school to become self-sufficient and upwardly mobile through jobs and learning.

Whatever my contribution to these efforts, they succeed only to the extent that you decide to tee
them up for the President to knock out of the park. 1 hope that your considerable success in
doing so gives me the credibility to inspire you to read thoroughly and to consider carefully how
best to develop and to present a different type of proposal to the President -- a dramatic symbol
of his commitment to lead the country into this new age of discovery, through a wholly
reinvented, smarter government initiative to catalyze private-sector invention, development and
production to end the scourge of the HIV/AIDS epidemic in the very near future in the U.S. (and
within a generation around the world).

As a result, please note that this is not a proposal for an old-style big government, industrial era-
Manbhattan or -NASA project (to end a conventional world war or to build a spaceship to send a
single man to the moon). This is not a proposal for an equivalent, old-style government funded
NIH research program. Instead, this is an information-age proposal (a) to stimulate fierce but
friendly competition among firms, investors, university and firm researchers throughout the world
to discover or invent, develop and produce an effective vaccine for HIV/AIDS and (b) then to
assure effective cooperation to end the HIV/AIDS epidemic. As a result, there may be
entrenched bureaucracies inside the government (e.g., at NIH and in some of the old-guard health
care policy-making establishment) and old ways of doing business (e.g., focussing HIV/AIDS
research almost exclusively on prevention and cure) that may line up against the proposal. As set
forth below, however, the good news is that the substantial advances in treating those with
HIV/AIDS has set the stage to launch this proposal for a $1 billion presidential prize.

B. Politics. Until this year the politics understandably focussed virtually all energy and
research on treating and curing those with HIV/AIDS: those already infected, their families and
friends, and their related allies wanted to ease the suffering and to prolong the life of those
otherwise sentenced to almost immediate death. As a result, today there is virtually no federal
funding for research into vaccines. With the advances in treating HIV/AIDS, however, there is a
growing willingness among the most interested and vocal constituencies to consider new ways to
develop vaccines to end the epidemic altogether -- so long as they do not compete with or
otherwise take away federal funding for continued research for treatment and cure. [N.B.: For
this reason alone, do not permit the President to attempt to launch a "new" initiative to develop an
HIV/AIDS vaccine through a traditional NIH-funded program of research that will offend these
constituencies. Moreover, such a traditional, NIH-funded research program offers no new symbol
of the possibilities in this new age of discovery and provides no real incentives for the discovery,
development and production of effective HIV/AIDS vaccine(s).]

C. Economics. Whatever the change in the underlying politics, the underlying economics
continue to work against the discovery, development and production of an effective AIDS
vaccine. First, there is virtually no money to be made: as few as 10 million complete courses of
doses of an effective vaccine could cabin if not end the epidemic of the subtype B HIV/AIDS that
predominates in the U.S. HIV/AIDS is not the type of contagious plague for which widespread



vaccination, for example, of all children or even of all persons physically capable of engaging in
sex makes any sense. And contrary to popular assumption, not even the more universal vaccines
produce much revenue: the combined revenues of the top 20 vaccines sold in the U.S. are much
less than a single ulcer drug. Contrast the lack of economic upside for an HIV/AIDS vaccine with
the substantial revenues that will be generated from drugs to treat many more millions of
HIV/AIDS victims on an on-going basis over many years (and, hopefully, many more years) to
prolong their lives.

Second, an HIV/AIDS vaccine, even more so than the common childhood immunizations (for
which the Congress has limited liability, provided a Court of Claims procedure for all suits,
created an indemnification fund),subjects the maker to the threat of financially catastrophic law-
suits unless it meets an impossible standard -- 100% effective and 100% safe from all side-effects.
Finally, in the absence of a guaranteed purchase order for the vaccine, any firm, university or
research team, or individuals discovering or inventing an HIV/AIDS vaccine expects that
governments will demand that they deliver both the vaccine and any related intellectual property
at most on a negotiated "cost-plus" arrangement. As a result, virtually all private drug
companies — and all corporate and venture capital investment — have now chosen to completely
eschew research on HIV/AIDS vaccines. And the far-away promise of a Nobel prize thirty-odd
years after the discovery of an effective HIV/AIDS vaccine is insufficient to motivate any
substantial research -- whether in private firms, university and medical centers, or government
labs. The untold story (which is only just now beginning to be reported) is that there is so little
research for an HIV/AIDS vaccine anywhere in the U.S.

Only the leadership, prestige and financial reward of a Presidential prize of $1 billion for the
successful invention/discovery, development and production of an effective HIV/AIDS vaccine in
sufficient quantities to eradicate the epidemic in the U.S. will spur private firms, corporate
investment and venture capital and academic researchers all across the country — and
throughout the world — to undertake this difficult but vital mission.

D. Timing. Both the politics and economics suggest that the time is now ripe for the
proposed $1 billion presidential prize. The advances in treatment for HIV/AIDS also provide the
President with a firm platform of substantial success on one front that enables him to propose a
bold initiative on another -- vaccination to eradicate the further spread of the disease.

There is no question, however, that the science of inventing or discovering an effective
HIV/AIDS vaccine is very difficult: there has not yet been a successful vaccine against any human
retrovirus, and the results from vaccines for animal retrovirus are mixed. In addition, there are at
least two main types and twelve subtypes of this pleomorphic retrovirus; and there is no guarantee
that an effective vaccine against one will confer immunity on any other. Nevertheless, in part
because of the increasing knowledge of the disease process and growing confidence with the
advances in treatments for HIV/AIDS, the scientific and research communities are now more
ready to accept the challenge of finding or inventing effective vaccines.

In addition, there is a growing competition within the scientific community over the best way to
do so -- the new molecular biology and bio-genetic technique of "sub-unit" vaccines (which are



theoretically "100% safe") versus traditional vaccine technologies (e.g., the "whole-killed virus"
of Salk or the "live attenuated virus" of Sabin for polio). Indeed, this competition has even gotten
down to dollars: proponents of the former claim an effective vaccine will cost $200+ million to
invent versus claims of less than $20 million to discover the latter. The point is not whose claim is
right, but that credible claims are beginning to compete at all.

An apt analogy -- popularized by the best-selling book Longitude -- may be to the prize put
forward by the English government in 1717 for developing a practicable means of navigation to
permit ship captains to determine their exact point east or west on their already easily charted
latitude: the prize stimulated a major competition between makers of clocks and watches against
an academic host of astronomers and physicists. And the competition was won by a single, self-
educated, traditional watchmaker. The genius of the economic prize is that it pays off for results,
without seeking to know or to prescribe in advance what process or method will win.

[N.B.: The subtype B virus that predominates in the U.S. is also prevalent in Europe, but
represents only 10% (and a declining share) of the world-wide epidemic. Other strains
predominate in the developing countries of Africa and Asia (and in Japan). The President's
announcement, however, could show the way for other countries to create similar prizes or to
establish joint prizes. It is also probable that the learning gained from creating an effective vaccine
against the Sub-type B HIV/AIDS virus will offer important insights into creating effective
vaccines against other strains in the pandemic of this pleomorphic virus. See discussion below.]

E. Moral Imperative. As you know, I just buried my last parent, my Mom. The loss of
my parents is the hardest and most painful thing I have ever felt or confronted in my life, but it
does fit the natural order and rhythm of birth, life and death. I don't see how I could survive the
loss of one of my children. Yet the HIV/AIDS epidemic requires just that: parents all across
America (and the world) must bury their offspring when the children should be in the prime of
their lives. That is why there will be such a huge and emotional groundswell of support if the
President announces a prize for inventing, developing and producing an effective vaccine that
will eradicate HIV/AIDS from the United States.

IL. Example of Terms of Presidential HIV-AIDS Eradication Prize and Related Activities

A. Prize. The $1 billion prize should be structured to promote competition and to reward
results for the discovery or invention, development, and production of a minimum of 25 million
complete courses of doses. To do so, the prize could be shared -- for example, 75% to the first
effective, 25% to the second effective vaccine.

The approval of the award should be both by the FDA (for effective immunity and an acceptable
level of safety given the alternative risks for the population to be vaccinated) and the CDC (for
effectiveness in ending the HIV/AIDS epidemic in the U.S. and eradicating HIV/AIDS from the
U.S.). The prize could be shared among researchers, developers and producers -- who will all
have an incentive to maximize their respective comparative advantages, to team up and to
negotiate their own terms of work, compensation, and share of any profits in the process of
seeking to win the prize.



[N.B.: My very limited understanding from game theorists and venture capitalists is that the split
nature of the prize -- 75% to the first to cross the finish line and 25% to the second -- increases
the number of competitors, the extent of collaboration, the total dollar amount of private
investment, and the likelihood and speed of success. Some consideration may need to be given to
enhancing the intellectual property rights of traditional vaccine technologies to assure that
researchers in this field can protect their rights to bargain with any development and production
partners for a share of any award.]

1t is vital that the prize be contingent on a purchase order for at least 25 million complete
courses of doses of an HIV-AIDS vaccine that will be effective in eradicating the epidemic from
the U.S.: this will guarantee a pay-off only on what matters most, real results on the ground.
[N.B.: If only 10 million doses are needed to eradicate HIV-AIDS in the U.S., the rest can be
sold, for example, to Europe.]

B. CDC AIDS Eradication Office. This office should be proposed at the same time as the
Presidential Prize. Its mission would be to begin work in parallel to plan an effective eradication
program. The creation of this office will confirm the seriousness of the President's intent to
eradicate HIV/AIDS at the dawn of the new century. Such parallel planning will also reduce by
several years the start-up time to begin and to complete the immunization program to eradicate
HIV/AIDS once an effective vaccine is approved. [N.B.: The advances in treatment also set the
stage for the CDC to develop an effective immunization program: more individuals who fear they
have contracted the virus will seek out blood tests and, if positive, immediate treatment; persons
who are HIV positive will become much more likely to notify their sexual partners; and treatment
therapies reduce viral blood levels and will likely reduce the risk of transmission. These three
factors set the stage for CDC to develop an effective immunization program. The strategy of
"surveillance and containment" that worked so well to eradicate Smallpox throughout the world
would be one possible candidate.]

C. Insurance or Indemnification Pool, plus tax incentives. The U.S. already has such a
pool for childhood vaccines -- with first redress for any aggrieved plaintiffs in the Court of Claims

and elimination of damage claims for pain and suffering. Such an approach will encourage more
firms, investors and researchers to seek the Presidential Prize -- because they won't run the risk of
losing their financial reward to the vagaries of catastrophic law suits. Exempting any profits for
the two Prize winners and for other firms directly related to the production and sale of HIV/AIDS
vaccines will also encourage more firms, researchers and investors to seek the Presidential Prize.

D. Foundation-Funded Research Fellowships. If the President decides to make such an
announcement as a part of his Second Inaugural Address, major foundations (e.g., Rockefeller,
MacArthur, Kellogg) will line up to announce funding to support 25-50 full-time research
fellowships to discover or invent effective vaccines. Such privately funded "Presidential
HIV/AIDS Eradication Scholars" will add important elite support to the Presidential Prize.




I1. Next Steps

A. Your Running with the Ball. If you think this proposal has real potential on all relevant
counts, then you will figure out -- as always -- how best to run with the ball. I offer four insights
from my limited groundwork to date.

First, Frank Raines understands and supports the proposal in all its major elements -- the power of
the Presidential Prize as a symbol and as a catalyst for real results; its economic, political, and
scientific underpinnings and moral imperative; and the need to get around those bureaucrats and
status-quo establishment types who might argue for a more traditional and but far less visionary
and effective government-funded research program. Frank also believes that the proposed
Presidential Prize as structured presents no problems for balancing the budget in the last year of
the President's Budget.

Second, Secretary Shalala has publicly stated that the time is ripe for beginning a major R&D
initiative on HIV-AIDS vaccines. But she is a long way from understanding the political,
economic, and symbolic dynamics that all support the creation of a Presidential HIV-AIDS
Eradication Prize: her initial reaction is that a Nobel Prize provides all the incentive that's
necessary to do the basic research. That's the same reaction I had 6 months ago when the issue
was first raised with me (see below); it takes a while to appreciate the actual dynamics that are at
work here. Secretary Shalala's HIV-AIDS counsellor, however, understands and supports the
concept of the Presidential Prize -- precisely because he does understand these dynamics.

Third, there is great suspicion in the various elements of the vaccine research community (drug
companies, high-tech firms, health care venture capitalists, university and medical center
researchers) about (1) the FDA's decision to refuse field trials of an admittedly imperfect vaccine
and (2) the capacity of NIH ("Not-Invented-Here") to fund and supervise vaccination research..
As a result, both the FDA and NIH may react defensively at first about any such Presidential
Prize: blow by their inertia because it is irrelevant.

Fourth, I have not thought through the potential and risks of making this a multi-lateral effort,
e.g., a joint U.S.-European Prize for the Subtype B virus, a Japan-Saudi Arabia-Kuwait-South
Africa-Israel Prize for other strains that plague Africa and Asia. If you choose to get into this
issue more deeply, you may wish to consult Tarullo and your most trusted allies at the NSC and at
State. Adding an international context to the Presidential Prize might provide an opportunity for
the new "Security Team" to gain immediate international support. Given the pleomorphic nature
of the HIV/AIDS virus and its many strains, it also makes sense to engage the rest of the world in
developing an array of vaccines that are effective in ending this horrible pandemic around the
world: it's in our self-interest to do so to prevent strains that are prevalent elsewhere from
migrating here; and it's in the interest of our moral leadership of the world in this new age of
discovery to use the Presidential Prize as a springboard to engage other countries in a larger
competition to develop effective vaccines for the HIV/AIDS virus that are, literally, decimating
the prime working-age populations in many parts of Africa and Asia.

B. Source of Background Investigation. Dr. Larry Brilliant conducted the basic




background investigation for me on a confidential basis over the last six months, age: Larry's
background is unique: in the 1970's he participated in the world's greatest vaccine triumph, the
eradication of smallpox; his book, The Management of Smallpox Eradication (UofM Press 1985)
and his subsequent discussions with me spurred my interest in the potential of an HIV-AIDS
vaccine; and since the 1980's he has been an entrepreneur in the rapidly advancing fields of digital
and telephonic networking. For the past six months, Larry has investigated what is -- and more
importantly what is not -- going on with respect to HIV-AIDS vaccine research and why. If you

" wish to review his final work product to me, I will gladly supply a copy of his heavily annotated
report that I received on December 2. The most important point of his study at this stage is that
he looked into major drug companies, start-ups, high-tech and traditional vaccine research,
venture capital investment, the AIDS constituency, the CDC, FDA, and NIH. His basic
understandings were also largely confirmed by a Rockefeller Foundation report to a conference
on an International AIDS Vaccine Initiative, August 17, 1995. 1have taken Larry's basic
proposal and restructured it slightly so that it better fits what I think will work -- inside the White
House, with the elite media and important constituencies, and with the American People -- to
build support for a truly historic Presidential HIV-AIDS Eradication Prize. Larry is available to
meet with you and to discuss his findings as you deem appropriate.

C. Media. There is a good chance that the controversy over how little research is now
going on to discover or invent an HIV-AIDS vaccine will soon break out in the elite media.
Criticism of NIH, continued controversy over the FDA decision to put a hold on field trials of an
imperfect vaccine, and reports of the pull-out of virtually all major drug companies, high-tech
firms and venture capitalists from HIV-AIDS vaccine research will soon bubble up to the front
page and prime time. The predictable reaction of the bureaucrats in the agencies and many of the
political types in the White House to such media criticism will be to propose that NIH throw a
few more federal funds into a traditional process of government-supervised, peer-juried review
research: this will miss a HUGE opportunity for the President. I hope that you will choose
instead to move now to put forward a much different, more effective, and dramatic proposal for
decision — a Presidential HIV-AIDS Eradication Prize of 31 billion, with unique reach and the
realistic promise of equally dramatic results. Such a Presidential prize will serve as a symbol at
the Second Inauguration of how the President is leading America into a new age of unlimited
possibility and unprecedented discovery that will better the lot of all mankind.

Besides, I couldn't think of leaving you two -- my two best political allies and most respected
friends in the entire Administration -- without provoking you at least once more! Whatever you
decide to do on this proposal, I've enjoyed the ride with you two for almost four full years now.
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" FROM: 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
o) aid, and grades for EACH TERM. (quarter, semester, summer) paid for by the
ﬁ’nt/taxpayer during the tax year. The taxpayer then transfers all of this
i rmation 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
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

irmation. Could Education perform these roles?

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

$1400. A $1500 credit would cover tuition and fees for about two-thirds of
‘nity college students. The lower amount might cover "average" tuition and

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

explore both options

should
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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.

T} ate of play on my proposal for Hope Skill Credits for Dislocated Workers
an andatory Pell Grants for low-and-moderate income students of all ages is as
follows:

l. 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 OMB 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.. -- Lisa Lynch will support this proposal (for much the same reasons as
Ap , 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



cated 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 bi-partisan support in
Congress for discretionary support of ETR. [Jack Donahue 1is 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 refundablility 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
d find a willing ally for this if you want to get the Secretary's active
rt. [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 1lift 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.

®
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PRESS RELEASE

For Immediate Release: Contact: Joe Lockhart
August 3, 1996 National Press Secretary
202/496-5063

EXCERPTED REMARKS OF VICE PRESIDENT AL GORE
BEFORE
THE AMERICAN FEDERATION OF TEACHERS

Cincinnat:, OH
August 3, 1996

President Clinton also understands that even with the latest technology, often a hi gh
school diploma is not enough. And the time has come to make two years of education after high
‘ school just as universal as a high school education is now.

So -- in addition to our $10,000 tax deduction for the cost of college tuition -- the
President has proposed a tax credit of $1,500 a year for the cost of going to a local community
college...so every citizen can have that opportunity.

There couldn’t be a sharper contrast to Senator Dole. What President Clinton proposed is
a tax cut -- much like the EITC -- specifically targeted at real problems for real people...a plar
that doesn’t rely on incentives that will never trickle down, but rather on opportunity and jobs
and growth that will, along with the hope of our educators and students, shoot up.

When Bob Dole unveils his economic policy on Monday...watch closely.
Bob Dole’s economic plan will blow a hole in the deficit and as Business Week said
“could raise interest rates and lower long term growth”. Candidate Dole’s economic plan leads

the retreat from balancing the budget and contradicts everything Senator Dole has said about
deficit reduction with honest numbers.

Paiv FORr 8Y THE CLNTON/ GORE '96 PRiMawy COMMITTEE, INC. ¢ CONTRIBUTIONS 10 CLINTON/ GORE '96 ARE NO'T TAX-DEDUCTIBLE.

F.O. BOxX 19300 ¢ WasHINGTON, D.C. 20036-9300 « 202 - 3311996 » Fax: 202 - 496 - 3849
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July 16, 1996

Fred J. Taylor
University of Arkansas

at Monticello
Office of the Chancellor
Post Office Box 3596
Monticello, Arkansas 71655

Dear Fred:

G4 Pnncion OV
Loy Navs

. Wi ine.: G("“ EE f‘fb

Thanks for your letter of July 3 and for your
suggestion that we require a minimum ACT or SAT
Score as a factor in our proposed college
education tax credit. You make a good case for
it, and 1’11 certainly look into your

recommendation.

Hillary and I hope you’re doing well and that

you’ll give our best to Janice.

Sincerely,

TWU

(/zﬂ @&du




OFFI&E OF THE CHANCELLOR

bUNIVERSlTY OF ARKANSAS AT MONTICELLO U \_ﬁﬁ

July 3, 1996 W

President Bill Clinton

The White House

1600 Pennsylvania Avenue
Washington, DC 20500-2000

Dear President Clinton:

I apologize for bringing such a small matter to your attention at a time when
you are so busy with national and world affairs, but I thought you would want to
know.

When I came to the University of Arkansas at Monticello, I made the same
decision regionally that you are now recommending nationally; namely, that the top
five percent of all graduates receive a $1,000. scholarship. What I discovered was that
the top five percent of graduates in southeast Arkansas were so poorly prepared
academically that they had ACT scores which placed them in remediation classes.

Unfortunately, this situation still exists in southeast Arkansas. I have just
finished surveying the top five percent of this year’s high school graduates in three
school districts, and 50 percent will have to be remediated in college. As chair of the
four-year public and private College Presidents and Chancellors Consortia in Arkansas,
I discussed this issue with them, and we urge you to add a minimum ACT or
comparable SAT score as an additional requirement to having graduated in the top
five percent; otherwise, some students with ACT scores as low as 14 will qualify. As
presidents and chancellors we are moving toward requiring a minimum ACT of 25
for any academic scholarship awarded in Arkansas.

I hope this information is helpful.
Good luck to you and Hillary. Janice and I think of you often.
Sincerely,

F
Chancellor

P.O. Box 3596, Monticello, Arkansas 71655
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UNITED STATES DEPARTMENT OF EDUCATION
OFFICE OF THE SECRETARY

FAX TRANSMITTAL

TO: Qene|§perling, National Ecgnomic Council
ORGANIZATION: _The White House

PHONE NUMBER:__456-2620

FAX NUMBER: 456-2878

FROM:_ Leslie Thornton, Deputy Chief of Staff and '
Counselor to the Secretary

‘ PHONE NUMBER:___401-3001

MESSAGE:

CONFIDENTIALITY NOTICE

THIS TRANSMISSION IS INTENDED FOR AND RESTRICTED TO THE
NAMED ADDRESSEE ONLY. IT MAY CONTAIN CONFIDENTIAL AND/OR
PRIVILEGED INFORMATION. IF YOU RECEIVE THIS TRANSMISSION IN
YOU ARE NOTIFIED THAT YOU ARE PROHIBITED FROM READING,
COPYING, OR DISSEMINATING THE TRANSMISSION. PLEASE CALL 202-
401-3000 TO ARRANGE FOR RETURN OF ANY TRANSMISSION SENT IN
ERROR. THANK YOU.

PAGE(S) TO FOLLOW

500 INDEPENDENCE AVE.. 5.W. WASHINGTON. D.C. 20202

Our misston (s to ensure equal access to education and (o promote educational excellence throughout the Mation,
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announced the Hope Scholarship Plan, a
tax-cut proposal which would make two

s of college as universal as high
Qol in this country — accessible and
e

In a time of escalating costs for post-

affiliation, consider a proposal such as
this which addresses the issue. As we
struggle to keep up with education
:  requirements imposed by global compe-
| tition; as we struggle to provide access

Last' month President Clinton

dable to all c_itizens at any time of

secondary education, it is important.
that all citizens, regardless of party .
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award was $1,138. Therefore, on an aver-
age, our student real tuition was $1,162..

d - ‘With the addition of the Hope Scholar-
zdfo > Tikip Plan tax credit, a' New York State
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OMB CONTACT: Ronald JONES

CAELVUTIVE UFFICE UF TRE PRESIDERT

OFFICE OF MANAGEMENT AND BUDGET LRM NO: 5048
Washington, D.C. 20503-0001 FILE NO: 2567
716196
LEGISLATIVE REFERRAL MEMORANDUM Total Page(s):

TO: Legislative Liaison Qfficer - See Distribution below:
FROM: James JUKES

" — (for) Assistant Director for Legislative Reference

95-3386 Legislative Assistant's Line: 385-3454
AL, P=GOV+EQOP, O=OMB, OU1=LRD, S=JONES, G=RONALD, I=E
gov -

C=US, A=TELE
jones_re@a1.ed

SUBJECT: EDUCATION Amendments to Higher Education Act on Draft Bill: Hope
Scholarship Tax Credits

DEADLINE: Noon Wednesday, July 17,1996

In accordance with OMB Circular A-19, OMB requests the views bf'your agency on the above subject before
advising on its relationship to the program of the President.

Please advise us if this item will affect direct spending or recelpts for purposes of the "Pay-As-You-Go"
provisions of Title XIil of the Omnibus Budget Reconcillation Act of 1990.

DISTRIBUTION LIST:
AGENCIES: 118-TREASURY - Richard S. Carro - 2026221146
EOP: Elena Kagan
Gene Speriing
Mark Mazur
Pauline Abernathy
Mike Cohen
Ken Apfel
Mary Casssll
Joe Minarik
Alice Shuffield
Chuck Konigsberg
-Lisa Kountoupes
Jim Murr
Barry White
Lisa Fairhall
Aromie Noe
Pat Smith
Randy Lyon
Mary Barth
Rosemary Dale
Janet Forsgren
Connie Bowers
Milo Sunderhauf
Wendy Taylor:
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RESPONSE TO LRM NO: 5048
LEGISLATIVE REFERRAL
MEMORANDUM FILE NO: 2667

‘If your response to this request for views is short (e.g., concur/no comment), we prefer that you respond by e-mail or
b{ faxing us this responge sheet.
If the response is short and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line)
to leave a message with a legislative assistant.
You may also respond by:
(1) calling the analyst/attorney's direct line (you will be connected to voice mall if the analyst does not answer); or
(2) sending us a memo or letter .
Please include the LRM number shown above, and the subject shown below.

TO: Ronald JONES  395-3386 - o K
Office of Management and Budget
Fax Number: 385-3109
Branch-Wide Line (to reach legislative assistant): 395-3454

. FROM: (Date)
’ (Name)

(Agency)

(Telephone)

SUBJECT: EDUCATION Amendments to Higher Education Act on Draft Bill: Hope-
Scholarship Tax Credits
The following is the response of our agency to your request for views on the above-captioned subject:
Concur |
No Objection
No Comment
See proposed edits on pages

Other:

FAX RETURN of pages, attached to this response sheet
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DRALT 7/16/96

STUDENT AID NEED ANALYSIS AMENDMENTS
SEC. . fa) CALCULATION QF AVAILADLE INGOME.--(1) Section
475 of the Highexr £ducation AcL uf 1965 (20 U.5.C. 1001 st ged..

hereinafter in this section referred Lu as "the Act") is

amended- -
(A) by amending subsection (c) (1) (A) to read as
follows:
“(A) the sum ot--
%" (1) Federal income taxes;
"(1I) the amount ©f any tax credit taken
undex wmmwﬂ&wm—h

minus the refundable portion of euch credit, it any; and

"(II17) the product of any tax deduction taken

under [insert name of Aok, ;nﬁ[g; IRC gita] multiplied by the
marginal income tax rate of the taxpayer foite]l;"; and

(B) by amending subsection (g) (2) (A) to read as
followe:
»(A) the sum of--

"(I) Feaeral income taxes;

" (11) the amount of any tax credit taken by
the student (if his or her parent is not allowed a deduction for
the student uPder gection 151 of the Inte;nal Revenue Code) under

ingert nam E X , minus the

refundable portion of such credit, if any; and

“(III) the product of any tax deduction taken
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by the student (if hio or her parent is not allowed a deduction
Efor the aﬁudent under section 151 of the Intarnal Revenus Code)
unde: flasert pape of Mok, and/or TRC oite]l multipliad by the
marginal luacowme tax rate of the taxpayer l[oitel,".
(2) Seclion 476(k) (1) (A) (i) of the Act is amcnded to
reaa as follows:
"{(A) the sum of--

»(I) Federal income Laxes;

"(LL) the amount ©of any tax credll Laken
under [inmert name of HOPE Scoholarship 8ot and/ox IRC cdtel,
minus the refundable portion or such credit, if any; and

*(II1) the product of any tax deduction taken
under [insert name of Act, and/or IRC cital multiplied by the
marginal incéme tax rate of the taxpayer [gifel;".

(3) 8ection 477(b) (1) (A) of the Act is amended to read
as follows: |
"(A) the sum of--

" (I) Fedaral income taxes;

"(II) the amount of any tax credit taken
under [insert name of HOPE Scholarabip act snd/ox IRC ci'tal' ,.
minus the refundable portion of such credit, if any; and

"(III) the product of any tax deduction taken
undey lingg;;_n.mg_gj_bgi4_pgﬂ[o; IRC cite] multiplied by the

marginal income tax rate of the taxpayer [gitel]l,".

(b) DEFINITIONS.--Section 480 of the Act is amended--

(1) in subsection (a) (2)--

(A) by striking out "and nc portion" and
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inserting in lieu thereof "no portien'; end

(8) by insertiny lmwediately after " (42 U.8.C.

12571 et seg.)." the following: “aud uv portion of any tax
credit taken under [ingezt namg of WOPE Scboluzwhip act and/ox
IRC citel, " |

(2) in subsection (D)--
(A) in paragraph (13), by striking out "and” at
the end thereof; |
(B) by redesignating paragraph (14) as paragraph
(15); and
(C) by inserting immediately after paragrapn (13)
the following new paragraph:
“(1¢) any tax deduction taken under linggrt nama of
Act and/ogx JRC gital; and";
(3) in subsection (e)--
(A) in paragraph (3), by scrikiﬁg out “and" at
the end thereof; T
(B) in paragraph (4), by striking out the period
at the end thereof and inserting in lieuv thereof a semicolon and
"and"; and
(¢) by adding at the end thereof the following
new paragraph:
n(5) any tax credit taken under {insert pame of HOPE
Scholazrghip act and/or IRC gitel; and";
(4) in subsection (j), by adding at the end thereof
the following new paragraph:

"(4) Notwithstanding paragraph (1), a tax credit taken
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under PR Schol a r C oit shall

not be treatad as esLiwated financial asesistanco fer purposes of

section «17(3).".
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DRAEL //16/96
Saction-by-section aialysis for need analysisc provieion:

Section . Section of the bill would make a saexies of
conforming changes to the calculation of a postsecondary
student'’'s need for assistance uuder Title IV of the Highor
education Act of 1965 (HEA). These amendments would: 1) reduce
the discretionary income (“available lucowe") for all threc
catagories of students by the amount of any nonrefundable portion
of the HOPE Scholarship tax credlt oI reducLion vf tax resulting
from the use of the HOPE Scholarship tax deduction; 2) exclude
the HOPE Scholarship tax credit from the definliion of "total
income" and the determinaticn of estimated financial assistance,
and include the credit in the definicion of "excludable income";
and 3) include che value of the deduction in the definition of
suntaxed income and benefite." These changeg are intendsd Lo
ensure that a student’s future eligibility for Title IV, HEA
assistance is not affected by his or her family’s use of the HOPE
Scholarship tax benefit.

By way of background, need (other than for Pell Grants) is
generally calculated as the student’'s cost oI attendance minus
the expected family contribution (EFC) , minus other estimated
non-Title IV HEA financial assistance. The income and asset
information used in this calculation is typically the information
for the calendar year that prscedes the start of the academic
year or award year {(July l-June 30) for which the assistance is
sought .

The statutory formula used in this calculation is in section
475, 476, ar 477 of the HEA, dépending on whether the student is
a dependent student, and independent student with dependents, oY
an independenr student without dependents (other than a spouse) .

If the srndant. is a dependant student, the EFC is a
combination of the calculation of the Parent Contributien (PC)
and the Student Contribution (SC). The overall PC consists of
the parents’' contribution from income and the parents’
contribution £rom assers. Tn determining the contribution from
jncome, the family’ financial resources are divided between
mandatory (e.g. taxes and living expenses) and discretionary
expenditures. Postsecondary education expenses are considered
diescretionary expenditures of family income eince no State
mandates education beyond the secondary level. A portion of
discretionary income, calculated using marginal aseessments of
22%-47%, is then considered to be available for postsecondary
education exXpengco. '

Assets are trecated cimilarly. A portien (including the net
value of the family's principal place of raesidence) is exempt
from assessment; the remaindor ig subject to an asaessmant that
ranges from 2.64% to 5.64%, depending on the level of the
paren. ‘s discretionary income. Likewise, the full amaunt of the
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jncoma &and assets are nor included in the SC.

of S5O0% of the student’s discretionary income
hic or har net agaats.

is an independent student, under need
and assets of the student (and his or her
erented morc like the income and assets of

the parente of a dependent student (particularly if the

independent student

Las dependents othcr than a epouvsa). In

general, the depandent student is expected to contribute a
greater proporiioun ul lis or her income and asocto towards
financing his or her postsecondary education, the independent
student without dependeuts (other than a spouse) is cxpcoted to
contribute a somewhat smaller share, and the independent student

with dependents 1is expacted Lo cuntribute the least (but roughly

the same share as the parents of a dependent student) among these

three catsgories of

students.
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trolled foreign corporation ("CFC") rule
U.S. shareholders of CFCs are treated as
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Internal Revenue Code,
receiving an annual distribution of
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over (five or seven) years.
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OMB CONTACT: Ronald JONES

—EYECUTIVEUFFICE OF THE PRESIDENT NG 4971
GFFICE OF MANAGEMENT AND BUDGET LRM NO: 497
Washington, D.C. 2050;@0001 FILE NO: 2567
7/9/86 "
LEGISLATIVE REFERRAL MEMORANDUM Total Page(s): /3

TO: Legislative Liaison Officer - See Distribution below;,
FROM: James JUKES (| .
'495-3388  Legislative Assistant's Line: 395-3454
C=US, A=TELEMAIL, P=GOV+EOP, 0=OMB, OU1=LRD, S=JONES, G=RONALD, I=E
jones_re@a1.gop.gov

..

(fér) Assistant Director for Législa'tivé Reference”

SUBJECT: TREASURY and EDUCATION Specs on Draft Bill: Hope Scholarghip Tax Credits

LY
c X

!

DEADLINE: Wednesday, July 10,1996

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above subject before
advising on its relatio_nship to the program of the President.

Ploasge advise us if this Item will affect direct spending or recalpts for purposes of the "Pay-As-You-Go"
provisions of Titie Xl of the Omnibus Budget Reconcillation Act of 1980.

DISTRIBUTION LIST:
AGENCIES; 30-EDUCATION - Jack Kristy - 2024018313
118-TREASURY - Richard S. Carro - 2026221146
EOP: Elena Kagan
Mark Mazur _
'l;aurl‘ine lébehrnathy (¢3327) ;
ichael Cohen To28 .
ALice Shuffld (67028 | ,
uck Konigsberg , . _ )
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RESPONSE TO LRM NO: 4971
LEGISLATIVE REFERRAL
MEMORANDUM FILE NO:. 2567

‘our responss to this request for views is short (e.g., concur/no comment), we prefer that you respond by e-mail or

by faxing us this response sheet.
If ¥he response is short and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line)

to leave @ message with a legislative assistant.

You may also respond by: .
1g calling the analysVattorney's direct line (you will be connected to voice maii if the analyst does not answer), or

2) sending us a memo or letter
Please include the LRM number shown above, and the subject shown below.

TO: Ronald JONES 395-3386
Office of Management and Budget
Fax Number; 395-3109
Branch-Wide Line (to reach legisiative assistant). 385-3454

‘ FROM: (Date)
(Name)

{Agency)

(Telephone)

SUBJECT: TREASURY and EDUCATION Specs on Draft Bill: Hope Scholarship Tax Credits

The following is the response of our agency to your request for views on the above-captioned subject:
Concur

No Objection

No Comment

See proposed edits on pages

Other:

LT

FAX RETURN of pages, attached to this response sheet
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TUITION TAX CREDIT SPECIFICATIONS

L. Allowance of & credit:
In the vase uf wi lodividual, there is allowed as 8 credit agalnst the tax imposed by this

“subtite for the taxable year an amount of crediteble higher education expenses paid by the
taxpayer during the taxable year.

11. Maximum credit amount:
(a) The amount allowed as a ciedit for u wxable yous (under paragraph I) with respect 10 an

postsecondary student shall not exceed:

(1) For each academic term with respect to which creditable higher education expenses
are paid, an amount equal to--
(A) In the case of an postsecondary student enrolled full-time;
(i) for an acadcmic scmcester, $750, or
(i) for an academic quarter, $500; ..
(B) [n the case of an postsecondary student enrolled at Jeast half-time:
(i) for an academic seruester. $375. or
(i) for an acedemic quarter, $250; or .
(C) In the cose of a student enrolled for an acadomic term other than & scmester or
quarter, & appropriate fraction of $1500;
(2) Reduced by the amount of any scholarship, grant, or other tuition assistance provided
by the United States government that is exempted from income waxation by section 117
or by any lew of the United States received for or allocable to such ecademic year or
other term.
(3) The dollar amounts specified io subparagraph (1) will be adjusted for taxable years
beginning after 1997 by the cost of living adjustment determined under section 1(f)(3)
(substituting "calendar year 1996" for "calendar year 1992" in subparsgraph (B) thereof).

(b) Limitation based on modificd adjusted gross income--

(1) The amount allowed as a credit (after application of paragraph (8)) shall be reduced
(but not below zero) by the amount that bears the same ratio to the credit as
(A) Thc caceds vf--
(i) the taxpayer's modified adjusted gross income for such taxable year, over
(i1) $50,000 (870,000 in the case of a joint return), bears 1o
(B) $20.000. _
(2) The term "modified adjusted gross income" meens the adjusted gross income of the
taxpayer for the taxable year detcrmined —
(A) without regard to sections 911, 931, and 933,
(B) before the application of the tuition deduction, and
(C) after the epplication of sections 86, 135, 219, and 469.
(3) The income phase-outs will be adjusted for taxable years beginning afier 1995 by the
coot of living adjustment determined under section 1(f)(3) (subatituting “calendar year
1998" for "calendar year 1992" in subparagraph (B) thereof), rounded down to the
neerest $5,000, )
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I11. Creditable higher education expenses--
(2) The term meanc mition and fees charged by an institution of higher education and
required for the enrollment or attendance of:
(1) the taxpayer,
(2) the taxpayer's spouse, or
(3) any dependent of the taxpayer for whom the taxpayer is allowed a deduction under
section 151, : :
as an postsecondary student at such institution, This does not include expenses for courses
or other cducation involving sports, games, or hobbies, ualess such expouscs we purt of 4
degrec program. E
(b) Ihe term “posusecondary swudent" means a student who
(1) meets the requirements of section 484(a)(1) of the Higher Education Acl of 1965 (20
U.S.C. 1091(a)(1)), as in effect op the date of enactment of this section,
(2) iz enrolled at least half-time for the relevant academic term,
(3) is enrolled in one of the first two academic years of postsccondary education (based
on full-time enroliment), or the substantial equivalent thereof, and '
(4) has not been convicted of & Federal or State otfense consisting of the possession or
distribution of a controlled substance before or during the relevant academic term.
(2) The term "institution of higher education” means an institution that
(1) is described in section 48] of the Higher Education Act of 1965 (20 U.S.C. 1088),
as in effect on the date of the epactment of this section, and
(2) is eligible to participate in programs under tile IV of such Act.

[V. Special rules:
(2) No double benefit. ‘
(1) No credit is allowed with respect to creditable higher educatlon expenses of a student
for an academic term if the taxpayer claims e deduction for any creditable higher
education expenses of the student for such academic term.
(2) Na credit is Allowed ta any individual With respect to whom a deduction usder
section 151 is allowable to another taxpayer for & taxable year beginning in the calendar
year i which such individual's taxsble yoar begisy.
(b) Limitation on taxsble year credit.--
(1) A credit is allowed for any taxable year only to the extent the creditable higher
education expenses are in connection with enrollment at an institution of higher
education during the taxable year.
(@) The forcgoing rulc docs not apply to creditable highcr cducation cxpenscs paid
during a taxable yea if such expenses are in connection with an academic term
beginning during such taxable year, or during the 1st 3 months of the next taxable year.
(c) Adjustment for certain scholarships. etc. The amount of creditable highes education
expenses otherwise taken into account with respect to an pomsecondary student shall be
reduced (before the application of subsestion (_) [maximum credit amount]) by the sum of
(1) amounts received with respect to such student for the laxable year as--
(A) a qualified scholarship with under saction 117 is not includable in fross income,
(B) an educational assistance allowance under chapter 30, 31, 32, 34, or 35 of title

-2
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- . 38, U.S. Code, and
(C) n payment (nther than o gifl, bequest. devise o inheritance within the meaning of
section 102(a)) for educational expenses, or acributable 10 enroliment at an institution
of ligher edusation, that is exempt from income toxation by any law of the United
States, and
(2) the amount excludsblc under section 135 for the taxable yeaf.
(4) Girade-point requirement.— No credit is allowed for creditable higher education
expenscs in connection with enrollment after the first academic year of postsecondary
cducation (bascd on full-timo enollment), or the cubstantial equivalent thereof, unless the
postsecondary student obtained a gradc point average of &t lcast 2.75 on 4-point scale, or
met & substantially similar measure of achievement, for such academic year.
(e) Enrollment status: '
(1) A student is enrolled full-time if the student is carrying &t least the normal full-time
work load for the course of study the student is pursuing, as determined by the
institution of higher education. .
(2) a student is enrolied half-ume if the student s carrying ut Jeast vue-Julf the normal
full-time work load for the course of study the student is pursuing, as determined by the

institution of higher education,

V. No Credit for married individuals filing separate returns..-If a taxpayer is a married
individusl (within the meaning of sectivn 7703), tiis section shall apply only if the
taxpayer and the taxpayer's spouse file 2 joint retarn for the taxable year.

. VI. Non-resident aliens.--If the taxpayer ar the student is 8 nonresident alien individual for
any portion of the taxeble year, this section shall apply only if such individual is treated as
a resident alien of the United States for purposes of this chapter by reason of an elestion
under subsection (g) or (h) of section 6103.

V1{. Taxpayer identification aumber required.--No credit is allowed to a taxpayer with respect
to an postsecondary student unjess the taxpayer includes the name, 8g¢ and axpayer
identification aumber of the postsccondary studeat on the tax return for the taxable year.

VIII. Recapture of tax credits.--
(s) 1f creditable higher education expenses with respect to which 2 credit was claimed
under this section in a prior taxable year are refunded or otherwise reduced, or the
taxpayer’s maximum crodit amouat for such prior yoar is reduced, the taxpayer’s tax under
this chapter for the taxable year shall be increased by the excess of the credit the taxpayer
claimed in such prior taxable year over the credit the taxpayer would huve been entitled 1o

if such refund or reduction occurred in such prior taxable year.
IX. Regulations.--The Secretary may prescribe such ragulations as may be necessary oOr

appropriate to carry out this section, including regulations requiring recordkeeping and
information reporting. ’

® '
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: ‘ X. Extension of procedures applicable to mathematical or clerical errors.--Section 6213(g)(2)
(defining mathamatical or clerieal error) will be amended by adding the following new

paragraph:

2 failure to provide Information on retumns required by subparagraph _ [TIN requirement]
or by regulations provided under subparagraph __ [information reporting and record
keeping requirements) of section __ (ruition tax credir).

X1. Dffcctive date: The amendments mads by this section aball apply to paymeats wade afles
December 31, 1996,

®
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HOPE SCHOLARSHIP TAX CREDIT
CURRENT LAW

Taxpayers generally may not deduct the expenses of higher education and
treining. ‘LUhere are, however, special circumstances in which deductions for higher
education expenses are allowed. or in which the payment of higher cducation
expenses by others is excluded from income.

Higher education expenses may be deductible, but only if the taxpayer
jtemnizes, and only to the extent that the expenses, along with other miscellaneous
itemized deductions, exceed two percent of adjusted gross income (AGI). A
deduction for educational purposes is allowed only if the education maintains or
improves a skill required in the individual’s employmeat or other trade or businass, or
is required by the individual's employer, or by law or regulation for the individual to
rewin his or her current job.

The interest from qualified U.S. sevings bonds is excluded from a taxpayer’s
gross income to the extent the proceeds of the bonds are used to pay qualified
educational expenses. To be qualificd, the savings bonds must be purchased after
December 31, 1989, Ly u pernsun who Lus stmined (e uge of 24. Qualified
educational expenses consist of tuition and fees for enrollment of the taxpayer, the
taxpayer's spouse, or the taxpayer's dependent at a public or non-profit institution of
higher edueation, Including rwa-year colleges and vocational schools.

REASONS FOR CHANGLE

A tax credit for higher education expenses combines needed tax relict with
preparation for new economic imperatives. -The expenses of higher education place a
significant burden on many middle-class families. Grants and subsidized loans are
availablo to studcnts from low- and modersic-income familles: high-income families
can afford the cost of higher education. The combination of Federal grants and &
refundable tax credit will create a Federal guarantee of 8 minimum amount of
assistance with higher education expenses.

Well educatad workers are essential to an economy experiencing technological
change and facing global competition. The Administration believes that reducing the
after-1ax cost of education for individuals and families eacourages investment in
education and training while lowering tax burdens for middle-income axpayers.

PROPOSAL

A mxpayer would Le alluwed 8 refwdable credit against Federal income tax
for creditable higher education expenses paid during the taxable year for the education
of the taxpayer, the taxpayer's spouse, ot the taxpayer’s dependents. ‘Lhe credit
would be available for a student’s first two years of postsecondary education
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(assuming full-dme enroilment), or the subswnual cyuivalent. A credit would be
available only for education in connection with degree or certificate programs.

Crediwble higher education expenses would he dafined as tuition and fees
cliarged by an instimtion of highcr cducation that are directly related o 2
postsecondary snident’s course of study (c.g., regisuation fees, laboratory fecs, and
extra charges for particular courses). Charges and expenses associated with meals,
Indging. studens activities. athletics, health care, transportation, books and similar
personal, living or family expenses wanld not he included. The expenses of education
involving sports, games, or hobbiss would oot be creditable higher education expanses
unless the education is required as part of a degree program.

A credit for creditable higher education expensss would be available the year
the expenses are paid, suhject to the requirement that the education commence or
continue during that year or during the first three months of the next year. Creditable
higher education expenscs paid with the procceds of a Joan ganorslly will be eligible
for the credit (rather than repayment of the loun itsel). If a studcns or the taxpayer
received 8 refund (or reimbursement through insurance) of mition and fess for which
s credit had been claimed in & prior year, the axpsyer would be required to recaprure
the excess prior-year's credit as an addition 10 1ax in the current taxable year.

The maximum credit fur u full-time student would be $750 per scmester, $500
per quarter, or an appropriate portion of $1500 for:any other academic terw, 1educed
by any fedaral cducational grants, such as Pell Grants, received. ‘L'he maximum
credit for postsecondary smdents that are sorolled at least half time would be half that
allowed for postsecondary students earolled full-time. Thus, for axample, 2
maximum credit of $1500 (before taking federal cducction grants iato account) would
be availabie for the average college freshmap or sophowuie. Educationa] institutions
generally would determine what constitutes full-lime or balf-time enrollment for
individnal programs. Beginning in 1997, the maximum credit amount would be
jndexed for inflation. "

The maximum credit amouin would be pbased out ratably for taxpayers with
modified AGI between $50,000 and $70,000 ($70,000 and $90,000 fur juiut syerarns).
Modified AGI would include taxable Social Securiry benefits and amounts otberwise
excluded with respact to incoma earned abroad (or incomse from Puerto Rico or U.S.
possessions), and would be determined before the ‘deduction far deductihle higher
educaulon expeuscs contained in this proposal. Beplnning in 2000, the income phase-

ous range would be indexed for infladon.

Amonnts taken info account as creditable higher education expenses would not
jnclude expenses covered by educatinnal astisance that is not required to be included
in the gross incoms of either the student or the wxpayer claiming the credit. Thus.
to1al mition and reyuised fees would be reduced by scholarship or fellowship grants
excludsble from gross income under section 117 of dx Internal Revenuc Code (cven
if the grants are used 1o pay expenses other than creditable higher education expeties)

P.8/13%
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and any educational assistance received as veterans’ benefits. In addition, creditable
higher education expenses would be reduced by the interest from qualified U.S.
savings bonds that is excluded from a taxpayer's gross income for the taxable year.
However, no reduction would be required for a gift, bequest, devise, or inheritaace
within the meaning of section 102(a).

A postsecondary student would be one who is enrolled or accepted for

enrollment in & degree, certificate, or other program (including a program of study

abroad approve for credit by the institution at which such student is enrolled) lcading
to 8 recognized educational credential &t an eligible institution. The student must
pursue a course of study on at least a half-time basis, must not have been convicted of
a Federal or state offense consisting of the possession or distribution of cerain drugs,
and cannot be a nonresident alien. In addition, s taxpayer would not be entitled to 2
credit for a student’s second year unless the student obtained a GPA of at least 2.75
on 4-point scale, or met a substantially similar measure of achievement, for the first
year. This provision would allow institutions that do not use a 4-point grading scale
to retain their own system while still allowing their students to qualify for the credit:
these institutions need only determine what measure under the system they use most
closely approximates a B- GPA.

An "instirudon of higher education” is defined by reference to section 481 of
the Higher Education Act. Such institutions generally would be an accredited
postsecondary educational institution offering credit toward a bachelor’s degree, an
associate’s degree, or another recognized postsecondary credential. It could also be a
proprietary instimation or postsecondary vocatiopa! .instirution. The institution must
have entered into an agreement with the Department of Education to participate in the

student loan program.

This proposal would not affect deductions claimed under any other section of
the Code, except that if a student's creditable higher cducation expenses for an
academic term are deducted under another section of the Code (including the proposed
deduction for deductible higher education expenses) no credit would be available for
ths same academic term under this provision. If a taxpayer is eligible to ¢laim either
the credit or the deduction for higher education expenscs with regard to a single
student for a particular academic term, the taxpsyer may choose berween the credit
and the deduction, but may not claim both. In addition, a taxpayer may claim the
credit for some students and the deduction for others. A postsecondary student would
not be entitled to claim a credit under this provision if that student could be claimed

as a dependent of another taxpayer. :

The propostl grants the Secretary of the Treasury suthority to issue regulations
under this section. For example, when an institutions academic year is divided into
termns other than SCMEsLErs OF QUArters, such regulations would provide rules.to
determine the maximum credit amount, whether a-student is enrolled in the first two
years of postsecondary education, and when u student must meet the GPA
requirement. In addition, the Secretary would have authority 1o issue regulations
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providing appropriate rules for record Keeping and informaton reporting. These
regulations would be coordinated with regulations issued by the Deparmment of
Education, &s appropriate.

The proposal would be effective for taxable years beginning after 1996.
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DRAFPT SPECIFICATIONE
POR ADJUSTING STUDENT PINANCIAL AID NEED ANALYZIS
TO REFLECT HOPBR S8CHOLARSEIP ANOUNTS

Soatents

1. Sumary of current need analysis provisions
2. Explanation of nesd for amendments

3. Legislative Specificatione



A postsecondary student’s "need" for assistance under Title IV of
the Higher Education Act of 1965 (HEA) is generally calculated as
the student’s cost of attendance minus the expected family
contribution (EFC), minus other estimated non-Title IV HEA
financial assistance. (Federal Pell Grants, however, operate
under 8lightly different award rules, 8¢ the amount of an
individual Pell Grant is generally the difference betwaen the
maximum award and the EFC.) The income and arger information
used in this calculation is typically the information for the
calendar vear that precedes the start of the academic year or
award year (July l1-June 30) for which the assistance is sought.

The statutory formula used in this calculation is in section 475,
476, or 477 of the HBEA, depending nn whethey the student is a
dependent student, and independant student with dependents, or an
independent student withanr dependents (other than a spouce).

If the student s 3 dependent student, the EFC is & combination
of the calculation of the Parent Contribution (PC) and the
Studant Conrributien (8C). The overall PC consicto of the
pareats’ contribution £rom income and the parents’ contribution
from arspta. Tn determining the contribution from incomc, the
family’ £financial resources are divided between mandatory (e.g.
raxas Aand living expenges) and digcretionary cxpenditures.
Postsecondary educaticon expenses are considered discrstionary
expenditures of family income gince no Statc mandatees education
beyond the gecondary !evel. A portion of discrecionary income,
calculated using marginal accecomcnta of 22%-47%, is then
considered to be available for postsecondary education expenses.

Assets are treated eimilarly. A portion (including the net value
of the family’c principal place of yresidence) is exempl Lrom
asgessment; the remainder is subject to an agsessment that ranges
from 2.64% to 5.64%, depending on the level of Llw pateut’s
discretionary income. Likewise, the full amount of the dependent
etudent’s income and assets are not included lu Lhe 8C. The 5C
is comprised of 50% of the student’s discretionary income plus
35% pereent of his o her net assets.

If the student is an indeépeudunl siudent, under need analysis the
income and assets of the student (and his or her spouse, if any)
are treated more llke Lle income and assets of the parents ot a
dependent student (particularly if the independent student has
dependents oilher than a spouse). In general, the dependent
student is expected to contribute a greater proportion of his or
her iucume und assets towards financing his or her postsecondary
education, the independent student without dependents (other than
e wpoune) la expected to contribute a somewhat smaller share, and
the independent student with dependents is expected to contribute

1
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the least (but roughly the same share as the parentr nf a
dependent student) among these three categories of students.

4. EXvlanation of need for amerndmsnts

The purposs of the amendmentes descrihad helow is te ensure that a
etudent’s future eligibility for Title IV, KEA assistance is not
affected by his or her family’s use of the HOPE Scholarchip tax
deduction or credit. To do otherwise would appear to give a
benefit with one hand, while taking it back with theo other.

It is also importanr to note that al]l of the amendments described.

balow are necessary to accomplish this purpose. To enact only
eome of thaza amendments may result in tho uncven availability of
student aid to potential recipients of the HOPE Scholarships.

A lagislative Spegifioationg
eAdiups discretdonary jngomc for amcunt of cax Czudli: Amend
each of the sectione 475(¢) (1) (R), 476 (b) (1) (A) (i), and

477(b) (1) (A) of the Higher Bducation Act of 1965 (HEA) (20 U.S.C.

108700(¢c) (1) (A), 1087pp(b) (1) (A) (i), and 1087qgqg(b) (1) (A)) to read
ag followe: “the gum of rederal income Laxww anid the amount of
any credit availsble under [insert name of HOPE Scheolarship act
and/or IRC oitc), minus the refundable pusiion of guch credit, if
any;". e
o ) itd . Amsnd
cection 480 (a) (2) of the HEA Ly adding references to the HOPE
Scholarship tax credit to the paragraph describing items not
included in the definillou of “total incomer for titlie IV, HEA
need analysis purposes. o -

e i X
ustaxed dncone gud bengfirs. Amend section 480(e) of the HEA by

aading & new paragraph (5) that would add to the definition of
"excludable lucomet the refunded portion of a HOPE scholarship
tax credit. '

L ."4 I' .
sgsLimatgqd financipl ageiptance. Amend soctfon 480(3) og the HEA

by adding a new paragraph (4) similar to section 480(5) (3).

0Ln:lnds_;h:_xalns_gz_;ng_dsdns;iea_in;:g:.nsfininipn of untaxed
dncome and penetitg. Add a new paragraph (14) to section 480 (b)

of the HER (redesignate current paragraph (14), which is a catch-
all provision).
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TJune 28, 1996

‘ MEMORANDUM TO: Maureen Mclaughlin
Patricia smith

FROM: Clarissa Potter
RE: Isgues memo on Hope Scholarships

Attached i{s ry final draft of the memorandum for the evening.
This should be distributed to the principles.
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DRAFT

‘ MEMORANDUM
TO: Secretary Riley
Scerctary Rubin
Laura Tyson
Jacob Lew
FROM: [Working Group on HOPE Scholarship Tax Credit]
RE: Issues Raised by the HOPE Scholarship Tax Credit Proposal

DATE: June 26, 1996

SUMMARY

This memorandum briefly describes the President’s legislative proposal for the tuition

tax credit and then discusses the most important and difficult issues that need to be resolved
1o prepare a draft of the proposal. These issues are (1) coordinating the credit with grant
programs, (2) implomenting the B gradc-point average (QPA) eqyuirement for the second
year of the credit, (3) providing for compliance with the rules for claiming the credit, and

‘ (4) paying for a freestanding bill. Prelsminary options are listed for each issue, and the pros
and cons of each alternative are reviewed. The memorandum also lists additional
considerations that must be taken into account when drafting the legislation. Finally, the las
seation of the memorandum addresses the pros and cons of climinating the refund featuie of
the tax credit.

THE TUITION TAX CREDIT PROPOSAL

The President's proposal would provide a refundable tax credit for tuition for the first
two years of post-secondary education. The Treasury Department provided a revenue
cstimate based on the following desciiption, and assumed that the legislation would include
adequate compliance measures. The maximum eredit would be $1500 per year for a full-
time srdent and $750 per year for a half-time student. The credit would be available for
tuition and required fees, and a student could claim the credit for the lesser of $1500 (or
$750 for a half-time student) and tuition and fees actually paid. In determining the amount
of the credit, tuition would be reduccd by the amount of any uusi-federal grants or

scholarships, and the available credit itself would be reduced by any Pell Grant or other
[ederal grant or scholarship. The credit would be indexed for inflation.

To qualify for the ¢credit, a student cannot have been convicted of certain drug-related
felonies and must be enrolled in a degree or certificate program at an zccredited college,

. 7pm June 25, 1996 - 1-
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umversuy, or other postsecondary insritution that is eligible for Department of Education

student aid programs. A second year’s credit would be available only if the student eamned a
grade point average of B or higher for the first yzar.

The credit (like the deduction) would be phased out tor married taxpayers with
adjusted gross incomes between $80,000 and $100,000 (850,000 and $70,000 for indivicual
filers). If the student is a dependent under existing tax rules (i.e., if a parent could claim the
child as a dcpendent for tax purposes), the credit would have to be ¢laimed by the parents,
who would be subject to the income phase-out ranges. The phase-out ranges would be
indexed for inflation.

For the first two years a student attends college, a taxpayer could claim either the
tuition credit or the $10,000 tuition deduction provided in the President's budget, hut not
both. Because the tultion tax credit would be available on a per-student basis, taxpayers with
more than one eligible student could clain e than ore credit.  The tuition deduction, by
contrast, is limited to $10,000 (85,000 in 1997 and 1998) per householé, regardless of the
number of eligible students in the household. The twition deduction, as proposed in the
hudget, would be available for students who do not qualify for the credit. such as students
who are not in their 13th or 14th years of education or who do not meet the GPA
requirement. :

Although descriptions of the proposal have not made it entirely clear, drafting the
proposal will highlight the fact that the credit will be available only upon filing a tax retum.
Thus, the credit will not be available until after students’ tuivon bills are due.

. MAJOR ISSUES

(1)  Coordination with Grant Programs

Coordination with non-federal grants. The revenue estimate assumed that tuition for which
the credit could be claimed would be reduced by non-federal scholarships and gran:s
provided by states, institutions and others. This is the same approach taken by the $:0,000
tuition deduction proposed in the budget. Thus, if the amount of tuition paid by a full-time
student, after taking into account non-federal aid, was less than $1300, the student’s credit
waould be limited to the lower tiition amount. This would reduce or eliminate the credit
available fo some students, especially students attending .a community college or other 2-year
institution wherc tuition is lowcr. Ceonacquently, non federal sources may be discouraged
from continuing to provide grants &t their current levels. The original description of the
proposal stated, however, that we intended to coordinate the tuition tax credit with other,
non-federal programs, such as Georgia's HOPE scholarship program, that are intended to
cover the same tuition expenses. The issue is how the tax credit proposal can be crafted to
achieve the desired coordination without substituting for other sources of aid.

Lption 1: Follow the proposal as estimated--subtract all non-federal scholdarships and graints
from tuition, and encourage those states that provide grants for tuition in full to shift from

‘ 7pm June 235, 1996 2.
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providing tuirion assistance to paying for other costs of attendance and for tuition beyond the
‘ first two postsecondary years.
Pios:
® If non-federal assistance programs continued at the current level, students would get
help with additional tuition or other costs of ariendance.
® Additional federal assistance provided by the proposal ¢ould not be characterized as
providing students with income maintenance.

Cons:

® States and institutions are likely to reduce icir assistance, since students could
recejve aid through the tax credit. (This would not affect the revenue estimate, which
assumed a certain amount of reduction.) '

® Would result in states revising politically popular tuition assistance programs so their
students can be eligible for the tax credit.

e If nun-fedesal grants were shiftcd to costs other than tuition, books and equipment,
the grants would be taxable to the student. Changing the taxability of this assistance
would increase the esthinated cost of the proposal.

® Payments for non-tuition expenses might be characterized as income maintenance,
which could raise political concerns. -

Option 2: Do not reduce tuition expenses by non- fcdcral scholarships and grants for
purposes of calculating the tuition ax credit.

Pros:

e Students could use the total assistance 10 pay not only tujtion, books and equipment,

. but also other costs of attendance
® The tuiton tax credit would not have primacy over other wition assistance programs
$0 the programs would Ue Tess susceptible to characterization as incomc maintenance.

Cons:

® Tncreases the estimated cost of the proposal.

® States and institutions may reduce their assistance somewhat even ‘with the exclusion.

® Students in states that support cducation with free or low-cost tuition would get no
additional assistance, while students in states that support education with high levels
of tuition and student aid would benetit,

e Students could get total aid in excess of their total costs.

ms, The revenue estimate assumed that the amount of
the credit available would be reduced by the amount of any federal educational grant, such as
a Pell Grant. ' , .
Option: Treat federal education grants like non-federal assistance: instead of reducing the
available credit by the amount of the federal grants, apply the amount to reduce the tuition
for which a credit can be claimed.

Pros:

‘ 7pm June 25, 1996 «3-
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® Provides additional aid to low-income siudents (who are most likely to receive Pell
Grants or other federal aid),
e Is consistent with thc way foderal grants are treated in the tuition deduction proposal.

Cons:
® Increases the estimated cost of the proposal.
® Only helps students whose twition exceeds the credit amount.

dinati i1 Wi - | grants: The option

would allocate grant money between wilivn il non-luition expenscs for purposes of
calculating the tuition tax credit to reflect the fact that most federal ard non-federal aid is
intended to assist with all the costs of higher education. Education grants would be prorated
according to the portion estimated to represent tuition and the portion estimated o represent
other expenses. Because the actual portions going to tuition and non-tuition expenses are
unknowin, the prusation would Le made on the basis of the type of institution the student
attends--the more expensive the type of institution, the greater the pordon of the education
grant allocated to tuition expenses, Then, only the portion allocated to tuition would be
taken into account for purposes of calculating the amount of the tax credit.

Pros:

® Adjusts for the fact that education grants pay for ruition as well as living costs.

® Addresses criticisin that proposal assumes all education grants pay for tuition.

Cons:
® Increases the estimated cost of the proposal.
. ® Makes calculating the credit even more complex.

e Creates inconsistent tax treatment of education grants: it would treat amounts......
allocated w living expeuses for purposes of the credit as tition expcnscs for purposcs
of exclusion from income.

® Because we do not know what portion of assistance actually covers tuition, the
proration formula would have to be based on estimates, and would not reflect the
actual use of the assistance. '

® Highlights the problcm that a portion of cduention grants should be currently taxable
but is not being reported.

(2)  GPA Requiremens

The proposal requires that a student achieve a B grade-point average or better to be eligible
for the second year of the tax credit. In making the proposal we recognized thial 1equising
students to satisfy a GPA requirement raises a host of administrative issues. But the
requirement was included because of revenue concerns and to emphasize the President's
theme of responsibility, opportunity, and encouraging students to meet high standards. The
issue is how this requirement should be implemented. (Note: students who do not satisfy this
requirement would still Le eligible for the tuition deduction.)

‘ 7pm June 25, 1996 -4 -
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QOptign 1: As was done for the revenue estimate, define a B GPA as a 2.75 GPA, based on
‘ a 4-point scale. (Alternatively, a B could be defined as 3.0 average--this would reduce costs,

but would withdraw the credit from some students. The Department of Education estimaices
that 15% of full-time, second-year students have GPAs between 2.75 and 3.0.) Require
schools that do not use a 4-point grading scale to establish by some other method whether 2
student’s performance is equivalent [0 2 2.75 GPA.

Pros:

e Reflects assumptions made in revenue esiimate.

Cons:

o Will attract significant criticism from the higher education community because of
federal intrusion into internal acadenic issucs, and would impose. ¢ Fnificant
additiona! burdens on schools.

o If schools are required to report grades to a federal agency significant privacy
coniteins mMay arise. Requiring such reporting may violate the Family Education
Rights and Privacy Act and other privacy laws.

® Does not insure that studeits have a uniform minimum level of achievement: schools
grade differently, and would react to the GPA requirement differenty.

e May not accommodate schools that use aliernatve icasures of performance, such as

pass/fail systems, or that do not provide grades. .

Option 2: Do not piuvide a definition of a B GPA and rely on students 10 eveluate whether
they meet this requirement.

Pros:
‘ e Imposes no additional purdens on schools.
e Creates no privacy concems.

Cons:

e Lacks uniformity.

e Without additional guidance students could be uncertain about whether they qualify.
Could lead students not entitled to the second year's credit 10 claim it anyway- Might
dJissuade deserving students from claiming the credit.

e Could increase the estimated cost of the proposal.

) Providing for Effective Compliance

The revenue cslimate assumes gdequate measures o insure compliance. We need W protect
against the ind of fraud and abusc that the other refundable credit, the EITC, has been
subject to. In addition, since the proposal requires students to satisfy a number of
requirements before they can quaiify for the credit, we must engure that studanis have

enough information to be able to claim the correct credit.

‘The proposcd statutory language for the mirion deduéﬁon does not address informauon
reporting in detail. The draft provides that “{t]he Secretary may prescribe such regulations

‘ 7pm June 25, 1996 -5
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as may be necessary or appropriate to carry out this section, including regulations requiring
. record keeping and information reporting.”

. Draft the tax credit legislation in a manner consistent with the proposed tuition
deduction legislation. Thus, the legislation would give a general grant of authority to the
Treasury Department to issue regulations, but would not address specifics.

Pros:
e Consistent with draft of wition deduction legislation, so should not draw too much
attention to the issuc during the legislative process.

Cons:

e Unless the IRS promptly issues detailed regulations requiring information reporting,
there will be no assurance of compliance. The less detailed the information required,
the less protection there will be against fraud and abuse.

® Students may be unable to determine the amount of the credit they can claim unless
the IRS issues regulations specifying informatior:. to be provided by schools.

e It is likely that any information reporting regulations would be strongly opposed by
the higher education community on the grounds that the regulations would create
significant burdens, and impose substantial new costs, without providing a direct
benefit to the schools.

® A failure to provide record keeping and information reporting regulations could
subject to the Administration to substantial criticism for allowing the tax system {0 be
abused (as was the case for the EITC).

‘ e If the Joint Committee on Taxation believes that the draft legislation does not provide
the Treasury Department with adequate authority to issue information reporting and
record keeping regulations, or that the IRS will delay issuing the regulations, it may
significantly increase the estimated cost of the proposal. -

e The IRS would receive personal information regarding students, perhaps cven for
those who do not claim the credit: this is a problem because of the current level of
concern about privacy and the improper release ‘of personal information.

® The Department of Education or the IRS would: have to integrate additional data from
other departments on federal aid, drug felony convictions, etc. $O that the IRS could
use the data in conjunction with its gencral taxpayer database.

® The regulations may raise untunded mandate and Paperwork Reductiont Act issues,
and would likely be inconsistent with the goal of the Paperwork Reduction Act 10
minimize burdens on the public.

‘ 5
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QOption 2: Provide for no grant of authority to the Treasury Department to issue inforimation
reporting or record keeping rules. Instead, require (or encourage) schools to make
‘ information available 10 students regarding their eligibility for the credit when the students
request the information. May be possible to perform some compliance checks through the
Education Department’s student-based systems.
Pros:
® Imposes less additional expense or administrative burden on schools and taxpayers
than the previous option.
® Reduces complaints from higher education comimunity and taxpayer groups about
administrative burdens and complexity.
® Does not raise concems about security of personal information.
® Less likely than Option | to raise unfunded mandate or Paperwork Reduction Act
issues.

Cons: '

® May significantly increase the estimated cost of'the proposal. The estimate prepared
by Treasury assumed information reporting to ensure compliance.

¢ Students may have trouble obtaining the information necessary to claim the correct
credit.

& Will subject tuition tax credit to significant criticism for being susceptible to fraud, as
was the EITC.

® Any attempt to control fraud and abuse will require IRS to engage in costly and time-
consuming face-to-face audits. Similar audits proved to be useless in recovering

. improper EITCs.

(4) Payi ing Bill

If we were to introduce a freestanding bill, what would we use to pay for the credit and the
deduction? (The revenue offsets identified in the June*4 announcement cover only the
incremental cost of adding the credit to the existing deduction proposal. The bulk of the total
cost is covered by revenue savings in the entire budget.)

ADDITIONAL FACTORS TO CONSIDER
IN DEVELOPING TIMELINE FOR DRAFTING

(1) tati ‘ cati mmunit

We held an informational meeting with representatives from the major higher
education groups and explained that we were beginning to develop the details of the
proposal. The representatives indicated that they had'not yet had an opportunity to meet
among themselves and discuss their views on the proposal and formulate questions and
comments for our consideration. Although we cautioned them that we did not know the

‘ 7pm June 28, 1996 -7-
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timetable for further development. they will be displeased if details are developed without
‘ consulting with them and giving them a chance to comment.

(2)  Consuliation with the IRS

We have consulted with the IRS on a preliminary basis about the compliance and
administration issues associated with the proposal. The most important concems are
discussed in issue #3 above. However, many of other issues remain to be discussed with the
IRS. We have no clear picture yet of the potentially significant administrative costs of
develuping new infonnation malching systerns and processing addidonal inforiation vn
forms. Moreover, there is no provision for these costs in the current IRS budget.

3) inati igibility/Financial Need for the Federal Student Aid

The tuition tax credit must be coordinated with the standards for determining eligibility for
financial aid programs. Eligibility tor financial aid programs (grants, loans and work-study)
authorized by Title IV of the Higher Education Act (HEA) is inversely related to income—
students from lower income families are typically eligible for larger awards. Under the
current interpretation of the HEA, the wition ax credit would decrease future Title IV
eligibility by increasing discretionary income. Thus, changes in the formula for determining
Tile IV eligibility under he HEA would have o be made in conneelion wilh the enaclment
of the tuition tax credit and deduction to prevent substitution of tax benefits for federal
financial assistance.

‘ (4)  Complexity

Drafting the twition tax credit legisiation will raise many issues of complexity. We
believe that the legislative draft should use Higher Education Act definitions of terms
wherever feasible, such as determining full- or part-time enroliment status and defining
eligible institutions and programs. Assuming that we use these definitions, we will need to
develop rules (o address differences between academic _y"ears and calendar years, variations in
students’ enrollment patterns and other issues relating to the amount and timing of the tuition
tax credit 3 1axpayer can claim. While we will pursue the goal of providing the credit to
taxpayers in a simple and timely manner, some complexity will be required to implement the
proposal within the limits of the revenue estimate.

(5)  Additional Issues

A thorough study will have to be made of other federal statutes that may need to be
amended to coordinate with the tuition tax credit. To date, we have identified the need to
review Privacy Act implications of providing stuident academic records 1o the IRS and
potential problems under the unfunded mancate legislation were state colleges and
universities to bc rcquired to provide information repo:i_xing. We would also want 10 review
how the tuition tax credit would interact with federal educational programs not administered

‘ 7pm June 25, 1956 -%-
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by the Department of Education, like the National Health Service Corps scholtrship
program, the National Service educational benefit, the Public Health Servize and various
militwy scholarship programs. '

ELIMINATE REFUNDABILITY FEATURE OF TAX CREDIT

The tax credit proposal includes refundability to emphasize the guarantee notion that is
central to the proposal. Because a guarantee is provided through a combination of grants and
the tax credit, most Jow-income persons who would benefit from a refundable ax credit may
not receive a credit under thiy proposal becauso they receive other grant aid. For example,
the average Pell Grant for an academic year is now almost 31,600 and is projected to
increase to $1,950 in 2002. Some students who arc eligible for Pell Giants do not apply or
receive them, thus they might receive a tax credit under this proposal. It would make sense
to encourage these students to utilize Pell Grants rather. than tax credits because they would
recaive Pell Grauts at the time they enrolled in school rather than after they had already paid
their tuition. This would, however, increase Pell Grant costs.

Tn light of these considerations, it may be worth reconsidering whether to provide a
refund of the tuition tax credit. Eliminating the refund feature would reduce the concerns
about fraud and abuse that have arisen in the context of in the carned income tax credit,
which is also refundable. Eliminating the refund might reduce the need for burdensome tax
information reporting and record keeping requircments. In addition, it would reduce.the
estimated cost of proposal.

‘ On the other hand, making the credit non-refundable could spark criticism that the
proposal does not help the poorest students, even though these students would receive Pell
Grants. Many peoplc fucus on the credil portion of the proposal withour facusing similar

attention to the Pell Grant program. In addition, removing the refund feature would be
inconsistent with the President's imtral proposal, and might dilule the message that the
President’s education package is intended 1o serve low-income families as well as middle-
income families.

. 7pm June 25, 1996 _9-
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Developments

PREPAID TUTTION PLANS get a boost
fron the Treasury

doudble by 2010, lifting the four year tad
at a public college o $§107,908 and at 3
pnivate college (o $225.467. saya T. Rowe
Price Associates, a Baltimore inveetment
company. To help protect parents, some
states offer prepaid twgton plans. and others
are studying the ideg. Whils details vary
from state to state, parents typically maks
advance payments (0 & fund that (nvests the
money and sgrees o help pmtm them
against rlltn‘ tuition costa.

Many tax
such as whon investors might owe taxes.
Lately. some advisers {eared the IRS was
mul 10 take 8 position that would

pamhrlty of thess plans. Relax,

ficials now say. New Treasury regy-

uuonl designed to WX dedt mmm
linked to derivatives say that, in the case of
prepaid tuition plans, o tax will be owed
untl money is vithdrawn,

officials also are working
- I~ with the Senate Pinance Committes on ¢
megsyre o Rely clarfy Ae sulpect.

rrunzm DEDUCTIONS ruse alighty
on 1934 tax
Total mmlud deductions rose oaly

interest and medical deductions feil. Utln(
the new (KS dats. Research Instituts of
America, s New York-bised tax publisher,
once again has calculated average deduc
tions for each major category.

An annual reminder: These are nuw
averages. notmlndlmdmu
considers avarage dedue-

, tons are b on wud gross income.
| Medical deductions have been omitted since
few people have enough to qualily: :
[neome Taxes Gi» [nteremt

(=008)
$ W40 2.815 1.2 5,14
$ w0 31387 - 1,5~ 5467
$ - BB 440 1,718 8. 348
§ 7100 6.280 38 .%8
$ 10000 9,773 - J40: 10288
$ 200-500 2.008 37 1Ne
" m’l.“ . “l“ . m ’I“
$ 1.000+ 15888 1943 QMW

College costs prodably will more than '

Questons remain unciear. |

has enllected more than $795,500 from an

MANY CRARITIES FRET over bow (0
comply With record-ieeping rules.

“There 1s a lot of confusion” among
smail charition about the proper wording
when dacknowledging conwributions. says
Victoria B. Rjorklund. a New York lawyer at
Simpeon Thacher & Bartlett. [RS Commis-
sivner Marguret Milner Richardson agrees
and VOWE 10 heip. “We probably have tn do
more” 0 educate tax-exempt groups on
this lssue, Ms. Ricbardson says. “It's beenu
real prodiem for smaller charities. We need
{0 get out some kind of model statement.”

More IRS guidance would be ‘‘wonder-
ful.” says Ellen McCreery. 1 certified pudiic
acoountant In Washington, The law says
that {f you donate §230 or more, the charity is
suppused L0 ackpowledge your gift, report if
you got anything in return, such as a meal.
and estimate its value. Canceled checks
aren‘t enough.

T & domor gives moré than $75 and
pets somsthing in retwrm, the charity
mmust say $0 i wniting und also must say
A0 Much cax 't bededucted.
TAX-AMNESTY UPDATE: Rhode Lsiand

amnesty that runs through June 28. Pay:
ment have ranged from 87T cents (0 §74,141.
New Jersey. whoze amnesty ended June 1.
raked in 8360 million.

TAX-EXEMPT RONDS and hinds draw
growing numbers of investors, new IRS
statistics show, A record 5.1 mililon tndinid-
unl LAY returns reported tax-exempt Interest
for 1994, up 8.4% from 190%; says the Public
Securities Associgtion, a.New Yorx-based
trade group. Nearly twn-thirds had taxabdle
incomes under §75.000. 5

SECOND THOUGHTS :More people are’
flling amended income-taxsreturns. An IRS
report projects 2,227,000 FOrm 1040X returns
will be filed this year. That would be up
slightly from en estimated 2,159.000 last
yearand 2.141.000 In 19%4. ¢

A TREASURY PLAN {5 designed to en-
courage more spall-busidess Lavestment.

A provision in the 1983 tax law says
{nvestors typically owe tix on only half of
capilal guins on sales of certain qualified
small-business stock heid for more than five
years. There are numerous restrictions. Fog,
exampie, the break sppiies only to stock?
originally issued after Au( 10, 1993, and
investors must have purchued the stock at
lisoriginal issue.

A proposed new ﬁusury regulation an-
swers some questions about how to interpret
the law. The new rule would allow ceruain
redemptions without mpa;dlzlnz favorable
capital-gains tax treatment. The Treasury

I S these reguiations are proposed (0 be
effective when puhlishad in final form.
A senior Treasury official adds: '/t is
expected that once the wordmg ts fing:
lized in respomse to public commemt, the
relisf will generaily be avuﬂabk retroac-

tively.

.. -

BRIEFS: Membership in the American
Bar Asswcisliun tax section gnrank to about
21.800 as of March from nearly 24.000 three
years earlier. but rncmbernrup is up slightly
from 20.940 & year ago +.. Slgn of the
iimes? ~“Tax Tales. za.me resembling
pin-the-tall-on-the-donkey, was created by
California grehitect Christopher Colvin as a
reinluder of CLInton s 1983 tax increases. (n)-
tially priced at 815. it recently was selling in
8 Washington D.C. store for only $2.93.

—Tom HERMAN
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c-2 {No. 118)

foreign tax authorities would quletly aceept a radical
change in US. t3x policy. such as a switeh to o
consumption tax system. ‘1 wonder how violeqt their
reaction would be,” he sald, noting that several treaty
. partners embraced the arm’s-length principle only
after an extensive campaign by the United States,

Quigley said a change to a consumption tax could
effectively nullify the current U.S. tax treaty network.
causing damage not only to competent autherity pro-
cedures, but related processes, such 38 advance pric-
ing agreements.

The attorney 2aid problems addressing double tax-
ation disputes could greatly increase under a con-
sumption tax. For example. a Japanese manufacturer
of televisions sells a product through a US. affiljate-
distributor with a wholesale price of $300 and a retail
price of $500, Quigley said, Undar the current system,
the Japanese parent would pay taxes to the Japanese
government on the $300 in income from the related.
party transaction and the US. affiliate would pay
taxes on the §200 profit from the retail sale.

However, under & comsumption tax, the United
States would expect the US. affiliate to pay taxes on
the entire $500 retail price. Quigley said.

Problems would arise if the Japanese government
expected the Japamese parent to pay taxes on the
$300. regacrdless of what the U.S. a(llliate was paying
the United States. he said. Quigley questioned whether
Japan wauld accept the Japanese parent not paying
any taxes on the transaction. :

The competent authority process would be ham-
strung in dealing with that type of conflict. Quigley
added. When I1.S. competent authority officials asked
the taxpayer what is the income that is subject to
double taxation. the U.S. afflliate conesivably could
say zero, he said.

Newlon sald the competent authority process till
would be a viable route for both governments to
Jecide how to split the taxable (ncome.—

— By Mttchel J. Tropin

Tax Lagisiation

TREASURY PUSH FOR BILL ON STATE TUITION
PLANS HELPS LIFT TAX CLOUD, EXPERTS SAY

The Treasury Departmeat’s recent anncuncement it
will seek legislation clarifying the taz treatmest of
state-sponsored prepaid tuition pians is an important
step toward offering needed tax guidance and heads
off some tentative adverss rulings Internal Revenue
Service officials had developed in the area, industry
sources told BNA June 14.

“This will open the door for other states” to begin
programs in addition to the mne that alteady bave
such plans. said Sheldon Steinbach, general counsel for
the American Council on Education, who added that
13 more states have plans under consideration. “Life.
ing the cloud over the tax treatment of these plans
will make them mueh more attractive” to investors.

“We deflaitely need congressional action. It’s im.
portant we deal with this,” said wiillam Montjoy. the
executive director of Florida's prepaid tuition pro-
gram. “We don’t want to think everything is fine and
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then three or four years later have another issue
cropféng up.”

Although the typas of programs vary, the plans
generally arc created by states to allow participants
to save for the cost of a college education for them.
seives or their children. The participants make ad-
vance payments to the stile in return for a3 guarantee
that their tutyre tuition costs will remain stable.

Week’s Dovelopments

Treasury aggounced June 11 it would begin working
With Congress to develop legislation clarifying the
way prepaid tuitiom plans are treated for tax pur-
poses, the same day that IRS said ic Revenue Proce.
dure 96-34 it would sot be istuing advance rulin or
determinations in the area (113 DTR G-|, 6/12/398).

One day later the Semate Finance Committee ap-
proved legislation clarifying the tax treatment of both
the entities administering the programs and the plan
participants (114 DTR CG-1, G-5, L-8, 6/13/96)

And in another related development, program advo-
cates said they were pleased IRS gave them comfort
on a troubling issue wheo it announced that prepaid
tuition plans are not subject ta regulations under
Section. 1376 related to original issue discount debt
lostruments with contingent payments (113 DTR G-2,
L-2, 6/12/%8).

“S0 many good things have come together this
week,” taid Barbara Jennings. the axecutive director
of the Ohio Tuition Trust Authority. Jennings said her
agency has spent years trying to get clarification on
the tax-issues surrounding the programs, having first
requested a ruling from (RS on those issues in 1990.

RS’ failure to answor those questions had left the
Oblo plan and others in limbo, and “that 1iMbO Status
had really left a eloud over the programs.” said
Jennings, who also chairs the College Savings Plan
Network. a national organization representing prepaid
tuition programs.

IRS officials mcnux' had told some of the states
{avolved that they had developed tentative adverse

itions on the tax {ssues surrounding the plans. said
oward Leveason, 2 partner in the Washington office
of Ernst. & Young. Levenson said the decisions were,
however, extremely preliminary and the officials
wers willing to discuss them further with the states.

Thus Rev. Proc. 96-34, the Treagyry announcement,
and Finance's action are “developments that all have
to be regarded as positive” for the state plans. Leven.
son said.

? Finence Cammittee Bilf

The Finance Committes’s bill, meanwhile, would
clarify that the trusts set up by states to hold the funds
contriduted by participants are tax-exempt and par-
ticipants may defer lgayiag tax on the value of their
conu'llbutlou ustil the beneficiary begins attending

A Treasury spokesman said the department has not
lssued a:formal position on the legislation. The spokes-
man aocted the bill clears up some of the tax issues
surrounding the tuition plans. but does net clarify

bel
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whether the arrangements provided for usder the
plans should be regarded as debt instruments ot ser-
viee contracts under the tax law. ;

Although several ladustry officials said they were
pleased by the week's developments. some sald they
were skeptical about Treasury’s amnouncement, par-
tcularly because it came in the roiddle of a presiden-
tial election campaign.

“This is another eclection-year ploy,” 3aid onme
lobbyist.

“They had to respond to the issye, given the amouat
of press it had received,” said & practitiooer in Wash-
Ington who requested anonymity. “It dawnad an them
it would be a great thing to get out in front on it in an
election year.,”]

— By Joan Prude

U.S. Buaget

HOUSE PANELS COMPLETE ACTION ON PIRST
RECONCILIATION 8iLL; SENATE DELAYED

The first fiseal 1997 budget reconciliation bill,
which consists of Medicaid and welfare reform, is
moving through the House commiltees according to
the schedule set out by the budget resolution
(RConRes 178), but the process could be deiayed by at
least a week in the Senate.

The Senate cleared the conference agroement or the
budget resolution June 13, a day after the House
narrowly passed the maasure (115 DTR G-7, 8/14/98).

With less thap two moanths left before the August
recess. lawmakers will be scrambling to send the
reconciliation bills, as well as the 13 appropriations
hills. to the president. Congress plans to recess for a
month starting in carly August, return in September,
and adjourn in early October for the rest of the year.

The House Commerce Committee 2 Medic.
atd bill late June 13 meeling its savings target of 372
billion recommended fn the budget resolution throngh
changes io that program over six years. The budget
resplution instmicts authorizing committees b the
House to submit Medicaid and welfare reconciliation
bills by Juae 13.

The House committees on Ways and Means, Eco-
nomic and Educational Opportuaities, and Agriculture
have passed their portions of the welfare reconeill.
aton bill, resching the total savings target of 333
billion over six years outiined in the budget resalutioa.

The budget resolution instructs committees to sub-
mit legisiation, ar reconciliation bills. that would im-
plement changes in mandatory ing and revenues
to reach aggregate targets outlined ia the report. The
budget resolution itself is not binding and it not eo-
acted into law.

The House Budget Committes testatively plans to
hold a markup of the Medicaid and wellare package
early in the week of June 17. The package wonld then
be sent to the House Rules Committee, which will set
the rules for {laor dehate, and to the House chamber
for a vote. possibly around the last wesk of June.
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Senate Fingnoe To Act By Last Weeit of June

The Seaate Finance Committee wiit not begla mark-
ing.up the welfare and Medicaid reconcillation bills
uatil the last week of June. according to a committee
aide. The budget resolution. however, instructs the
committee to submit the legislation by June 31.

The budget committees cannot make substantive
changes to the reconciliation bills, but stiteh together
the. separate pieces of the bills and send them to the
Rules Commuttee in the House. or directly to the floor
in the Senate.

Under this years budget strategy, the first recon-
ciliation bill will include Medieaid and welfare ro-
form, the second would include Medicare reform, and
the thira bill would include tax cuts.

If authorixing committees fail to meet the recom-
mended savingy targets under the budget resoiution.
the budget committees could becomne involved in writ-
log legislation to produce the required avmg During
lagt year's hodget reconciliation process, the House
Agriculture Committes defeated legislation that
would produce the necessary savings. prompting GOP
leaders asd budget committee staff to insert the bill
anyway lnoto the reconcliiation package that was sent
to the president O

— By Vandana Mathur

i
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U.8. 8TILL UNCERTAIN IF SOUTH AFRICAN
TAX WILL AE CREDITED TOWARD U.S. TAX

The United States still has not determined whethar
4 tax that South Africa imposes vn multinationals wili
be credited toward US. tax, a Treasury Department
official told BNA in a Juoe 13 interview,

The tax, called the Secondary Tax on Companies. is
4 revenue ralser and is imposed on companies operat-
Ing ia South Africa. The tax is responsible for slowing
tax tresty negotiations becguss Treasury aand US.
compaties would have preferred to see it eliminated
(33 DTR G-1, 2/20/68).

‘Although elimination is unlikely, the STC has been
reduced to a 12.5 percent tax on corporate income
from 2% t since it was first introduced (51 DTR
G-2, 3/15/%8).

Whether the STC could be credited toward USS. tax
18 still under deliberation. the Treasury otficial said.

“We still have aot determined whether the STC is a
probiem,” the officlal said. el

A US.South Afriea tax treaty signed in 1947 was
terminated eight years ago in accordance with the
Comprebensive Anti-Apartheid Act of 1986. The two
countries began renegotiating a tax treaty in 1094 (108
DTR J.1. 6/8/94).

The Treasury official said the two countries need to
hold another round of talks. the date of which is yet to
be determined.O]
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June 14, 1996

MEMO TO: LESLIE THORNTON
FRANK HOLLEMAN
DAVID FRANK

LC IR

FROM: Terry Peterson

Attached is a short op-ed that Bill Friday would be happy to submit.

Bill is a former chancellor of the North Carolina university system and is considéred one of the
foremost leaders in higher education. This op-ed is relative to Gene Sperling’s request for some-
respected higher ed people to sign on to the President’s proposals.

[ am sure that, should we want him to mention specific programs, M. Friday probably would do

‘ so.

Please advise me as soon as possible because Bill likes to get things done expeditiously.

Attachment

€00 INDEPENDENCE AVE.. 5.w;, WASHINGTON, D.C. 20202

Our mission is to ensure equal access 1o education and o Promote educationat excellence throughout the Natton.
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As a8 World War II veteran | benefited greatly from the G.LBill. That federal
assistance grant gave me access 1o university study and the opportunity to qualify myself
to be & useful, productive citizen,

The success of the G.1. Bl leaves little doubt as to the critical role such federal
financial assistance must play to insure the natior_l's.l:'unuc. We must provide the nation
the power of its developed human resources through the education of itg youth who are
willing to work and study and the retraining of older citjzens.

Most new jobs and positions to be created early in the next century in our country
will require at 8 minjmum at least two years of conﬁnunity college experience. It is
unwise in the extreme not to prepare fog this economic and educatjonal reality. Itis still
true that our nation's greatest resource is its people, cspecially its youth, It necessarily
follows that the natjon's economic security, its future :globa] competitiveness and its well
being as a moral force in the world will depend upo;ajaccess to greater learning and aceeas
to retraining throughout a lifetime for thousands moref of our citizens.

President Clinton's Proposals not only build on the established critical role of
federal financial assistance; they provide & yet sn'ong;r set of important options intended
to help citizens of all ages, regardiess of circumstance, to get some post high school
expetience to qualify themselves for constructive citizenship.

The President's options Wwill protect and enhance aceess to and opportunity for
higher education for those Americans willing and quﬁiiﬁed t0 seize it. He deserves our

strong support,
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(Update as of 6/14/96)
IDAT E EVENT/ MEDIA/PRESS/OP-EDS CONSTITUENCY PAPER DISTRIBUTION/ POTENTIAL
SPEAKER SUPPORT/OUTREACH OTHER FORUMS/UPCOMING
EVENTS
6 ~496- Riley News Conlerence {covered by Rilcy Briefed Higher Education

ABC, NBC, CBS, CNBC, Fox
News, USA Today, Washington
Posy, AP, New York Times, News
House/JimLehrer, ED papers).

Secretarial at ACE/30
Association CEO's; distributed
WH 16-pager

6 /196

Responded to follow-up calls from
non-aending media from
Columbus Monthly Magazine,
Newark Star-Ledger, WWL-
AM/New Orleans bk radio, New
Orleans Times-Picayuae editarial
board, Adlants Joural-Constitution.

POTUS Princeton
Specch/Riley’s Press Staterment
put on listserv (25 higher ed &
el/sec. assoc.); Ed's broadeast
system offered five cuts from
Princetan speech, 1o auts from
Riley press conference; more
than 200 radio stations
pationwide broadcast the radio
spots.

G/ /96

Rifey Interview/CNBC{business)

/96

WH 16 pager to govt. relations
reps. of the major cducation
associations

/6=

Riley [nterview/CNBG(Equal
Time)

(=Y%)

Community College Trustees Meeting,
Greenshoro N.C./Riley videotape

Draft Op-Ed for Mayor/Governors
sent to Marcia Hale

| &N/

American Bar Associnion/Riley speech
(covered by C-Span)

ANY1303S 40 321440 WIe2:18 S6. PT NNL

vs2°d



DATTE EVENT/ MEDIA/PRESS/OP-EDS CONSTITUENCY PAPER DISTRIBUTION/ POTENTIAL
SPEAKER SUPPORT/OUTREACH OTHER FORUMS/UPCOMING
EVENTS
¢/10/ ¢ Released/Community College 100 media markets received
Presidents Letver Comamvnity Coflege Presidents
letter; more than 400 daily and
Working on suppont from student weehly newspapers in
associations, ACE (higher ed groups) | hometowns of endorsers recv.d
NEA, AFT (Susan Frost)
Working on CEOs (Mike Cohen)
~
6/17/36 | President’s Aanapolis Group Meeting Riley Op-Ed to be placed
(90 libera] ans college pres). /Riley
remarks Radio laterviews to be set up for
Riley, Konin, Smith, Longanecker”
June/july Community College
Presidents (o submit op-eds.
¢/24/96- | College Democrats of America National
Conferencc/Deputy Secretary Kunin
6/22/96= | DGA (Education Forum)/Riley
6/22-2=5 National PTA/First Lady; Riley *
8/30-7/D Education Commission of the
States Annual Convention
Deaver, CO (audicnce 3,000-
3500)
6/30-7°/=5 | NEA Anaual Convention/POTUS

v1 NNL
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Financial Aid Admipistrators/?

DAE EVENT/ MEDIJA/PRESS/OP-EDS CONSTITUENCY PAPER DISTRIBUTION/ POTENTIAL
SPEAKER SUPPORT/OUTREACLH OTHER FORUMS/UPCOMING
EVENTS
7731 NAACP, Charlotte, North
Carolina
77 137 National Association of Studeat

7/ 211y | National Association of College and
University Business Officers (1500-2000)
(Mingeapolis, MN)/Asst. Sec,
Longanecker
772125 United States Student Association (400
student leaders)/Asst. Sec.
Longanecker.
8/ 14 -] Amenican Federation of
L Teachews, Cincinaati, Ohio
(audience 4,000)
B/ 8/ Georgia Association of Colleges
(Georgia™s 60 college presidents)/Asst.
' Sec. Longanecker
8/ 1114 National Utban League 1996
National Convention, New
Orleans -
L_

——
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. Pennsylvania Auditor General Hafer Reveals Ii vitior] Account Program ' Crisis"; Tteasurer Failed To Disclose IRS Deoision,
Hafer Says '

HARRISBURG, Pa,, June 11 /PRNewswire/ -- The IRS has decided to slap the
state's Account Program with a 34 percent tax that threatens the
program's survival, but Treasurer Catherine Baker Knolil has withheld that news
from parents whe have invested in the program, Auditar General Barbara Hafer
disclosed today.

Hafer released a May 20 letter from Knoll 1o Sen, Arlen Specter in which Knoll
declares that the TAP program faces “an immediare cfisis” because of the tax

ruling.

Said Hafer, "If there's a crisis =- and I agyee that there is -« the parents
who have invested $50 million in this program have a right to know it. That is
why I am releating this letter.”

Hafer called for legisiation to require full disciosure by the TAP program,
and called for Knoll to stop prometing, the TAP program. *[t's unconscionable
that the Treasurer is continuing to publicly encourage parents to join the
program, while privately telling legislators the program is in crisis,” Hafer
said, '

According to Knoll's letter to Specter, “the IRS has advised the Pennsylvania
Treasury ... it intends to i5sue the niling" and TAP's return on investment
"will be taxed at the corporaie rate of 34 percent.” That will force TAP to
either raise its prices "to a levcl beyond the reach of most families,” or '
“assume an unacceptable level of {investment risk,” Xnoll told Specter.

In fact, TAP's own actuary belicves the IRS ruling would put the TAP fund in
an "actuarial deficit pasition,” according to another document released by
Hafer.

But wesks after writing the letter to Specter, Xnoll still has not made any
pulilic announcement of the IRS decision of {ts potential impact, while'
conrinuing to eacourage new participants, Hafer noted.

— Knoll's previous public comments on the issuc contrast sharply with her lencr
1o Specter and with the astuary’s comments. In an interview in January of this
year (before the IRS revealed its decision), Knoll assured the Associated Press
that “the [RS may go against us, but we have the extra dollars in the Euitiori
Ascount Program to cover it."

"Now we know," said Hafer: "That's not truc. The dollars aren't there. And
we have a crisis."

Kafer said Knoll's handling of the {RS ruling "is just the latest in a
long-running pattern of the failing to adequately disclose viwl information o
the thousands of parents who have trusted her to safeguard thair children's
college-education funds.

have enrolled in TAP have been kept too much in the dark not only about its tax
implications but alsc about its investment results and true costs,” Hafersald,
She reieased the TAP audit to document her charges. She noted it covers the
peried from the inception of the program to June 30, 1994, and said she is
immediately launching a new audit to update the findings.

. " An audit we have been conducting of the T AP program shows that families who

TAP, administered by the state Treasury, i3 dosigned to help families save for
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college. A [ultion-prapayment program, it is advertised as enabling
participants 1o "[ock in a price today to pay for tomorrow's fuition” Irs
solvency is dependent upon generating 3 sufficient investment return on the
money it recetves from parents. The Treasury recently reported that TAP has
enrollcd more than 15,500 children and has assets of mare than $50 million.

The program began taking in money in 1993. It will make its first
payments in 1997.

" The audit faults the TAP program for:

-- Failing to adequately disclose that even without the latest IRS ruling, TAP
accounts could have been subject to a capital gains tax of up to 28 percent when
the money is withdrawn. “I believe most families would be shocked o discover
that they were going to owe capital gains,” said Hafer, “because it isn't
adequately disclosed in the TAP brochure — even though Treasury's computers
already are programmed to generate the IRS 1099 forms."

-- Failing to adequately disclose that when paronts buy fuitiod credits they
are charged a “premium"” over current fuition d‘osts During the andit period, the
premium ranged from 2 to 52 percent, degending upon the scheol chosen. "If TAP
must charge a premium, it should make that clear 1o parents and tell them
exactly what the mackup is for each school,” Hafer said.

- Failing to routinely provide participants with such basic investment
informarion as the makeup of its investment portfolio and annual return.

*The Jack of disclasure that has marked this program from its inception right
through today is ind=fensible,” Hafer said. "I am calling for legisiation to
force the Treasurer to provide the full disclosure that she has solong
resisted [ believe that TAP, as a publicly operated program, should be a model
of opeaness and accountability.”

"And ] am calhng for Catherine Baker Knoll to immediatoly suspend all TAP
promoncnal activities. The Commonwealth of Pennsylvania ghould not be
encouraging parents to put their college savings in a program facing actuarial
insolveney.”

The audit also disclosed numerous instances of mismanagement by Treasury
during TAP's start-up period, including the waste of more than $100,000.

“The tragedy is," said Hafer, "that it m.ight have been possible o prevent
this crisis if the Treasurer had publicly disclosed the potential scnousness of
the problem early on.

“Instead, the program is on the brink of actuarial insoclvency and the
Treasurer has yet to even acknowledge to the public that a crisis exists.™

/EDITORS' ADVISORY: Halec's news conference will be gvailable via satellite
from 3:00 p.m. to 3:15 p.m.. Coordinates are: Galaxy 4, Transponder 5
Horizomtal, Channel 5, Audic 6.2/6.8. Audio actualities wul be Ml..lablc
beginning at 1:00 p.m, by calling 800-647-4883,

Audit copies and related information can be obtained by calling the
Communications Office/

ICONTACT: Bob Gentzel or Steve Schell of the Pennsylvania Auditor
General's Office, 717-787-1381, or 717-787-4486, ot e-mail,
agnew@prolog net /

11:00 EDT
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Remarks By N
Auditor General Barbara Hafer -
Regarding The
Tuition Account Program
| June 11, 1996

Giood morning. As you know, my office hax been conducting an audit of the Treasury, as
part of our statutory duties. We have been auditing Treaswry’s basic uperations and, through
pertormance audits, louking at some of its more impottant prograuns to see whether they are
living up to expectations -- to see how they are performing.

One of the programs we have examined is the Tuition Account Program, or TAP. This is
a progeam that allows parents --and others --ta buy college tuition credits roday, with a guarantee
that childeen can use those credits when they go to college in the future -- no matter how much
wuition costs go up between now and thea.

It is a wonderful idea. But to succeed, TAP's earnings on investments have to go up
faster than tuition rates.  One of the issues that has hung over TAP from its inception, and
theoughout the time we were auditing it, was: How would the IRS take its bite out of these
investments? And how big a bite they would take? T

Some of you have reported on that issue; for years now, the stories have expluined that
the Treasury was awaiting s decision from the IRS.

‘That has changed. The IRS has noti lied the Teensury. But neither you not the purents
who havc invested in TAP have been tokd.

The IRS has notified Treasury that it intends to tax the Tuition Account Program's
income on investment at a ratc of 34 percent -- the corporate rate.

Treasury reccived notice of this decision several weeks ago. [t is a decision that the
Treasurer hersclf says threatens the suzvival of the program. But the Treasury has withheld that
news (rom you -- and from the thousands of purents who have invested in TAP.

Today, { am rcleasing a lctter, dated May 20, from Treasurer Catherine Baker Kuoll ta
Scn. Arlen Specter. Tn it, the Treasurer declares that the TAP program faces, quote, “an
immediate erisis” because af the tax decision.

IL there's a crisis -~ and [ agree that there is -- (he parents who have invosted fity million
dollars in this program have a right to know it. Thatis why [ am teleasing this letter.
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[ ulso am calling for legislation to require (ull disclosure by the TAP program. And [ wn
\ calling for the Treasurer to immediately stop promoting the TAP program. [t’s unconscionable
furd

- that the Treasurer is continuing to publicly encourage parents to join the program, while privately
] L€ telling legislators the program is in erisis.
Brseds =

o( W "f'f_ - Let me quote from Treasurer Knoll's letter to Sen. Specter: “The IRS has advised the
— Pennsylvania Treasury ... it intends to issue the ruling” and TAP “will be taxed at the corporate

rate of 34 percent."”

What will that mean for TAP? tlere’s what Catherine Baker Knoll says: It will force
TAP to either raise its prices “to a level beyond the reach of most families,” or “assume an
unacceprable level of investatent risk.”

TAP's actuary puts it more bluntly. Tmst & Young says the [RS ruling would put the
TAP fund in an “uctuarial deficit position.” You have that docurent.

Morte than theee weeks have gone by since Treasurer Knoll wrotc her letter to Senator
Specter. But the Treasurer still has not made any public announcement of the (RS decision or its
potential impact. And they are continuing to recruit new participants.

. Itis striking to ma how different Catherine Baker Knoll’s comments to Senator Specter
arc from het public comments. In an interview in January of this yeat, (beforc the [RS revealed
its decision) she assured the Associated Press that, quote, “the [RS may go against us, but we
have the extra dollars in the Tuition Account Program to cover it.” Unquote.

Now we know. That's not true. The dollars aren’t there. And we have a crisis.

Unfortunately, the Treasury’s handling of the IRS ruling is just the latest in a long-
running pattetn of failing o disclose vital information to the thousands of parents wha have
- trusted her to safeguard their children's college-education funds. e
The audit we have been conducting of the TAP program shows that families who have
enrolled in TAP have been kept too much in the dark - not only about its tax implications but
also about its investment results and true costs.

The audit has now been completed and we are providing you with a copy. Please note
that this audit covers the period from the inception of the program (o June 30, 1994, We are
launching a new audit to obtain current information on the financial status of the tund. Thatis
more important than ever, in light of the adversc IRS ruling. :

‘This audit faults the TAP program for:
. -- Failing to clenrly and fully disclose that even without this latest IRS ruling, TAP

account holders could have been subject to a capital gains tax of up to 28 percent when the
money is withdrawn. 1 think most families would be shocked to discaver that they were going
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to owe capital gnins. Because it's glossed over in the TAP brochure < even though we have
lcarned that Treasury’s computers slready urc programumned to praduce the IRS 1099 forms,
Compage the Lax disclosure in Pennsylvania’s brochure with Ohio's.

-~ The audit also is critical of Treusury for failing to adequatcly disclose that when
parents buy TAP tuition credits, they are charged a “premium™ over current twition costs and that
those premiums can vary widely from schaol te school. During the audit period.

the premium ranged from 2 to S2 percent, depending upon the school chosen. If I'AD must
charge a premium, it should make that clear to parents, and tell them exactly what the markup is
for cach school.

-~ In addition, TAL’ does not routincly ptovide participants with sueh basic investment
information as the makeup of its investment portfolio and annual retum -- information you
would get rautincly from any mutual fund. Treasury’s response? Ag long ay the law docsn’t
force them to disclose, they won’t.

There is a pattern here: A pattern of non-disclosure. The lick of disclosure that has
marked this program from its inception right through today is indetensible. That is why [ am
calling for legislation (. force the Treasurer to provide the (ull disclostye that she has so long

' tesisted. I believe that TAP, as a publicly operated progran, should be a model of openness and
. accountabilily, ’

And [ am calling for Catherine Baker Knoll to suspend all TAP promotional activitics
and suspend work on their million-dollar marketing plan. ‘[“lgg_ggunngr_l_wcultlgf Penasyivania
should Ret-be-cacouraging parents ta put their colloge savings in a program tacing actuarial

insolveggy.

As you read our audit, you will sce that it also discloses numerous instances of
mismanagement by Trcasury during TAP's start-up peried, including the waste ot more than
$100,000.

The tragedy is that this erisis might have been preventuble if the Treasurer had publicly
disclosed the potential setiousness of the problem early an.

Instead, the program is on the brink of netuarial insolvency and the Treasurer has yet to
even acknowledge to the public that the crisis exits. '

Hih
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Commonweulth of Pennsyivania
Oflee of the Trensurer
Harrisburg

CATHLRINE LIAKED kKNGLL 17180.
YRNCasulin

May 20, 1896

The Honorable Arlen Specier
Uniled States Senate

$30 Hant Senata Building
Washington. DC 20510-3802

Dear Senator Specter:

| am writing to call your sttention to an immediazcbrisis threatening the 8bility of Pennsyivania
families to save tor collcge through the Pennsylvania Tullion Account Program,

Recently, the IRS nas adviged the Pennsyivania Treasury and other siales that it intenas to issue tax
fulings. These rulings could fo e the Pennsylvania Tultion Account Program, ang other prepaid and coliege
. savings programs. to Pay tax on ths investment raturn earned by the fung,

The IRS has indicated that the Pennsyivania Tyition Account Program Fung will be taxed a! the"
carporats rate of 34%. Should thig happen, Pennsylvania wil either need to increase ths prices of the Tultion
Credits to 3 level bayond the regen of most famliles. of to assume an unacceptable levai of investment rigk in
the TAP Fund.

l am proud to administer the Pennsyivania Tuitian Ageount Program In which more than 15,600
Pennsylvania children have been enrolied, Thetr families have purchaseg $50 million in prepaid tuition
cradits, Fourleen states Currently opergte prepaid tultion or college savings programs gnd many others have
approved or drafted legisiation 1o create programs. Neerty 500,000 familigs will be affected by an IRS ruling of
this nalure, '

May 21, and Wednesday. May 22, in an effert to save TAP gng similar programs from an unfaverable IRS,
gccision.  This delegation of Collage Savings Plan Network reprasentatives will meet with congrassiona)
‘eddere and Treasury Depantmaent officials during thess twe days. | strongly urge you to assign s
fepresentative from your staff to Mmeet with the CSPN delegation. | a5k you to join me In 18king action to
Prevent the IRS from trying to dostroy prepaid ang college savings programs in this country. -

The costs of conlinuing education are $O3nnY and becoming inereasingly out of reach for mainstream
America. The Pennsylvania Tultian Account Program was Created to help families afford to seng their children

0 soileye,

| greatly appreciate sl the Support you have given our:program In the past. Pennsyivania familics
‘ Faw need your continued Suppont more than ever. ‘

" Rospectiully yours,
Cx *
CATHERINE BAKER KNOLL
Treasurar




08/13/98 14:12 202 456 7132 WHITE HOUSE/NEC

Treasury, IRS To Study State-Sponsored Plan.s

WASHINGTON (Dow Jones)--The Treasury and the Internal Revenue Service
announced they are studying state-sponsored prepaid plans and will work
with Congress to develop legislation clarifying tax treatment of the plans.

In addition, the IRS does not plan to issue private rulings on state-sponsored

prepaid plans, which encourage parents to save for their children's
education, while the agency studies them.

At least 12 states offer such plans, and other states are considering them.
Although terms vary, the typical plan allows residents to purchase a contract to
save for college. The contract can be redeermed for Eitioﬂ of credits, or the

payment on the contract can be linked to the change in the price of college.

If a beneficiary of the contract does not attend a covered post-secondary
institution, many of the plans return to the purchaser the initial purchase

- price of the contract.

(END) DOW JONES NEWS 06-11-96

11:30 AM

. <0- 1130 AMEDT 06-11-96

:SUBJECT: TAX GS USA
Copyright (¢) 1996 Dow Jones and Company, Inc.
Received by NewsEDGE/LAN: 6/11/96 11:31 AM
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OFFICE OF PUBLIC AFFAIRS ¢ 1500 PENNSYLVANIA AVENUE, N.W. ¢ WASHINGTON, D.C. ¢ 20220 ¢ (202) 622-2960

FOR IMMEDIATE RELEASE Contact: Rebecca Lowenthal
June 11, 1996 (202) 622-2960

TREASURY TO WORK WITH CONGRESS ON PREPAID TUITION PLANS

The U.S. Treasury Department and the Internal Revenue Service are studying state-
sponsored prepaid tuition plans and intend to work with Congress 10 develop legislation
clarifying the tax treatment of these plans 1o encourage parents to save for their children’s

education.
The President’s budget for fiscal year 1997 alrcgady includes a provision allowing [RAs
‘ to invest in state-sponsored prepaid tuition plans. -

At least [2 states currently sponsor plans designed to help residents save for the cost
of higher education. Other states have passed or are considcring legislation creating similar
plans. Although the terms of the plans vary, the typical plan allows residents io purchase a
contract to save for college. The contract can be redeemed for tuition or credits, or the
payment on the contract can be linked to the change in the price of college. If the beneficiary
of the contract does not attend a covered post-secondary institulion. many of the plans return
to the purchaser the initial purchase price of the contract. ’

Treasury also announced that final Treasury regulations issued June 11 that address the
treatment of certain financial instruments will not apply to contracts issued pursuant to a state-
sponsored prepaid tuition plan. In addition, pursuant to: Revenue Procedure 96-34, also issued
today, the IRS will not issue private rulings on state-sponsored prepaid wition plans while
they are being studied.

«30-
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" 08/11/98 TUE 09:50 FAX 2026224353 IRS MEDIA RELATIONS

PART 111
Administrative, Procedural, and Miscellaneous
26 CFR 601.20l: Rulings and determination letters

(Also Part I, §§ 61, 115, 163, 1275, 2501, 7701; 1.61-7, 1.163-7,
1.1275-4, 25.2501-1, 301.7701-2) | -

Rev. Proc. 96=34

SECTION 1. PURPOSE

This revenus précedure amplifies Reyi Proc. 96-3, 1996-1
I.R.B. 82, which sets forth areas of the Inteznal Revenue Code
under the jurisdiction of the Associate Chief Counsel (Domesfic)
in_which the Internal Revenue Service will not issue advance

rulinés or determination letters.

.. SECTION 2. BACKGROUND

Rev. Proc 96-3, section S, lists'specifié areas in whieh
rulings Sr éetermination loetters will not be igsued bacause the
areas are under extensive stﬁdy. This revenue procadure adds a3
subparagraph for state-cteatﬁd'prepaid tuition plans.

SECTION 3. PROCEDURE |

Rev. Proc. 96-3 is amplified by adding to section 5 the

follewing: Section 115.--Income of states, municipalities, etc.

~-The results of transactions pur#uant to a plan or arrangement

@do11
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created by state statute a primary objective of which is to

enable participants to pay for the costs of a post-secondary

education for themselves or a designated beneficilary, including:

(1) whether the plan oI arrang;mqpt,,itsal!, is an entity

sebarate from a state and, if so, how the plan or arfangemen; is

treated for federal tax purposes; and (i;) whether'ahy.contract

under the plan or arrangement is-a debt instrument and, if so,
how interest or original issue discount attributable to the
contract is treated for federal tax purposes. (Also
§§ 61, 163, }275. 2501 and 7701)
SECT;ON 4. EFFECTIVE DATE

This reveﬁue procedure applies to all ruling requests,
including any ﬁeﬂding in the Natianai Office on June 11, 1996.
SECTION 5. EFFECT ON OTHER REVENUE PROCEDURES

Rev. Proc. 96-3 is amplified.

Tha principal.author of this revenue procedure is Craig
Wojay of thé.Office of Assistant Chief Counsel (Financial

Institutions and Products). For further information regarding

this revenue procedure, contact Mr. ﬁojay at (202) 522~3§20 (not

a toll-free number).
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1800 M Street, N.W.

Washington, D.C. 20036-5869 Mor gan, I:JGWiS
202467700 &Bockius vie

Fax: 202-467-7176 COUNSELORS AT LAW

Sheldon S. Cohen
202-467-7300

June 7, 1996

The President

The White House

1600 Pennsylvania Avenue, N.W.
Washington, D. C. 20500

Dear Mr. President:

I was sorely disappointed to see your suggestion for an educational tax credit for college. This act is
purely a political preemptive strike and has nothing at all to do with the making of good tax policy nor
budget policy.

Most politicians, including you, are talking about making our Tax Code simpler. Your suggestion would
make it more complicated. In order to put in the restriction on the deduction or credit, as you described,
you will need several pages of statute, a number of pages of regulation and elaborate forms. In addition,
I am sure your advisors told you that the most efficient way to help with college education is either by
student loans or scholarships. Putting the onus on the IRS to administer what is an educational program
and not a tax idea is wasteful. Picture if you will, a highly trained revenue agent awaiting student report
cards to determine entitlement to the tax credit. The same agent could be spending his time closing up
corporate tax loopholes.

Right now in times of prosperity, we do not need to reduce taxes. If you are ever going to move to
balancing the budget, it is in times of prosperity.

I would send this letter to the newspaper, but I do not want to embarrass you publicly. I have written
Bob Dole in the same vein for proposing a charitable tax credit and pandering to the public with the Tax
Code as bait. '

You are out in front; while I know your political advisors tell you to do this sort of thing, I would hope
you can be above this type of action.

Keep doing the healthy good government things that you are so good at. Please stop pandering to the
worst in us.

Sincerely,

=90~

Sheldon S. Cohen

cc: The Honorable Robert E. Rubin
The Honorable Laura D’Andrea Tyson
The Honorable Margaret M. Richardson
The Honorable Leslie B. Samuels
The Honorable Donald Lubick
\.irﬁe Honorable Gene Sperling

Philadelphia Washington New York Los Angeles Miami Harrisburg Princeton London Brussels Frankfurt Tokyo
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WASHINGTON

June 8, 1996

MEMORANDUM FOR THE PRESIDENT

FROM:

HELENHOWELL?!/L

SUBJECT: Recent Information Items

{We are forwarding the following recent information items:

AW

®
\¢

o
g
..

Panetta memo on Defense Bill mark-up. The House Appropriations Committee
marked-up the bill on June 5. It totals $245.7 billion ($11.2 billion over the Budget,
and $2.9 billion over FY 1996). In combination with defense funding in other bills,
total defense funding would exceed your request by $12 billion. Most of the
increases above the request are for advancing the pace of modernization activities in
procurement accounts, R & D, and strategic sealift programs. The bill also would
terminate the proposed Dual Use Application Program. Prior to the mark-up, Rivlin
objected to the increase in funding over your request, noted other concerns about the
bill, and indicated that your senior advisers would recommend that you veto a
Defense Bill that did not address these concerns.

Panetta memo on Agriculture Appropriations Bill mark-up. The House
Appropriations Committee marked-up the bill on June 6. It totals $12.8 billion ($1.1
billion below the request and FY 1996). Cuts in discretionary programs were
moderated by mandatory savings provisions of $.5 billion, and actual discretionary
spending is about $13.4 billion. Prior to the mark-up, Rivlin noted that the
Administration had serious concerns that had to be addressed, including reductions in
several mandatory conservation programs, the WIC and food stamp programs, rural
housing, and rural water and wastewater loans and grants. The Committee provided
increases to some of the mandatory conservation programs that had been cut by the
Subcommittee, and overturned a cut of $98 million in Farm Bill market transition
payments that had been included by the Subcommittee.

Sperling, Reed and McHugh memo on media coverage of your announcement of
America’s HOPE scholarships at the Princeton commencement. The coverage was
overwhelmingly positive and included: network news coverage on all 4 major
networks; 2 consecutive days of NY Times articles; 3 Washinton Post articles; 2 NI
Star-Ledger articles; front-page stories in these papers as well as the_St. Louis
Dispatch, Chicago Tribune, Minneapolis Star-Tribune, and Baltimore Sun; and 2
consecutive days of USA Today articles. In addition, pictures of you at the
commencement were featured in numerous papers.

g



™E SASIDENT ¥AS SEEM
G 16 -
THE WHITE HOUSE
WASHINGTON

9BJM 6! PQ1 8T

June 6, 1996

MEMORANDUM FOR THE PRESIDENT

FROM:

SUBJECT:

THE VICE PRESIDENT
GENE SPERLING
BRUCE REED

LORRIE McHUGH

Media Coverage of the America’s HOPE Scholarships Announcement

Your announcement of America’s HOPE Scholarships at the Princeton University commencement
received enormous press coverage throughout the nation in the two days following the event --
with the overwhelming majority of the coverage being extremely positive. Attached is a
summary of the news coverage, a sampling of nationwide clips, and a page of the best quotes.

HIGHLIGHTS:

Network News Coverage on all 4 Major Networks -- Including a lead story on ABC
World News Tonight followed by a profile of the Georgia HOPE Scholarships program.

2 Consecutive days of USA Today Articles -- Including the charts we provided on
the cost of average community college tuition in each state and the increases in

costs of college tuition as a percentage of family income.

2 Consecutive days of New York Times Articles Including a Front-Page Article
and a Mostly Supportive Editorial.

3 Washington Post Articles Including a Front-Page Article and an Editorial.
2 New Jersey Star-Ledger Articles Including a Front-Page Article.

Front-Page Articles:

- Washington Post, - New York Times,
- New Jersey Star-Ledger, - Minneapolis Star-Tribune,
- St. Louis Dispatch, - Baltimore Sun,

- Chicago Tribune,

Pictures of the President at the Princeton commencement:

- Los Angeles Times, - Washington Times,

- Atlanta Journal Constitution, -  New Jersey Star-Ledger
- St. Louis Dispatch, - Hartford Courant,

- Richmond Times-Dispaich, -  Baltimore Sun,

- Miami Herald, - Chicago Tribune,

- Louisiana Times-Picayune, -  Asbury Park Press.
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TREASURY TO WORK WITH CONGRESS TO FACILITATE
STATE-SPONSORED PREPAID TUITION PROGRAMS

The IRS and Treasury are studying state-sponsored prepaid tuition plans. Accordingly,
final Treasury regulations issued today that address the treatment of certain financial instruments
do not apply to contracts issued pursuant to a state-sponsored prepaid tvition plan. Tn addition,
pursuant to a published revenue proccdure, the IRS wiil not issue private rulings on state-
sponsored prepaid tuition plans while they are being studied.

The President’s budget for fiscal year 1997 included a provision allowing IRA’S to invest
in state-sponsored prepaid tuition plans designed to help clarify the treatment of these plans.
Treasury intends to work with Congress to develop legisiation further clarifying the tax treatment
of state-sponsored prepaid tuition plans to encourage parents to save for their children’s
education.

Background

At least 12 states currently sponsor plans designed to help residents save for the cost of
higher education. Other states have passed or are considering lcgislation creating similar plans.
Although the terms of the plans vary, the typical plan allows residents to purchase a contract to
save for college. The contract can be redeemed for tuition or credits, or the payment on the
contract can be linked to the change in the price of college. If the beneficiary of the contract does
not attend a covered post-secondary institution, many of the plans return to the purchaser the
initial purchase price of the contract.

G \FORREST\PREPAID3.FRS



THE WHITE HOUSE

Office of the Press Secretary
(Princeton, New Jersey)

For Immediate Release June 4, 1996

PRESS BRIEFING
BY
MIKE MCCURRY, GENE SPERLING
BRUCE REED, AND GOVERNOR ZELL MILLER

Princeton University
Princeton, New Jersey

10:10 A.M. EDT

MR. MCCURRY: Good morning, everybody. 1It's a
pleasure to welcome you to the Chancellor Green Association where
many, many, many nights I poured a beer right at that bar, back
in the drinking days. What I'd like to do is have Gene Sperling
and Bruce Reed, who you know well, tell you a little bit about
the President's scholarship program. And then we're delighted to
have with us Governor Zell Miller. The President invited
Governor Miller to come with us today, given the importance that
the Georgia HOPE Scholarship program played as an inspiration to
the President's policymakers as we crafted the proposal that the
President will announce today. He can tell you a little bit
about the Georgia experience. Gene and Bruce can tell you more
specifically about the proposal the President will make in his
remarks this morning.

Gene, you want to start? We have the dynamic duo,
and then the Governor.

MR. SPERLING: This was an idea that we started
working on in October-November of '95. As we went into the
balanced budget negotiations, we put it off for a while,
obviously, to focus on the negotiations. But it's something that
the President has wanted to do for a while.

The goal is that as we have now come to have a
universal standard that every American should seek K through 12,
12 years of education, we wanted to stress the notion that 14
years of education, two years of college, should be considered
the universal norm -- the minimum that people need in order to do
well in -the new economy. And so what we did was add to the
President's $10,000 education deduction a $1,500 refundable tax
credit for families up to $100,000.

The $1,500 refundable tax credit is available to any
student in their first year, and then, in order to get it in your

MORE



‘ second year, the student has to have received a B average in
their first year. If they're a part-time student or half-time
student, then whatever point the hit one year they would need to
show that they have maintained a B average. That would be
technically probably a B-minus average; it was scored at 2.75.

So that is the core proposal. It does -- the way
that it -- I think that we tried to put the cost of it fairly
clear there. The credit ends up being $25.1 billion, but just to
give you a very quick walk-through, just because I know it gets
confusing -- our $10,000 deduction, the number you've seen
before, was $41.2 billion. That was the seven-year number, from
Fiscal Year '96 to 2002.

Obviously, Fiscal Year '96 is practically gone, so
now all of the budget issues are being -- by both us and the
Republicans -- are being scored from Fiscal Year '97 to 2002.

S0 our costs over six years would have been $35
billion for the $10,000 education deduction. By adding the -- by
limiting the income cap from $120,000 to $100,000, that saved
$6.5 billion. And then there is another $10.7 billion that is
saved just because the credit is more attractive, so families
with kids in their first two years will choose -- most families

‘ will choose the credit over the deduction. That still left the
total costing $43 billion over six, or $42.9 billion over six, or
$7.9 billion more than was in our balanced budget.

And so the savings you see on the foreign source
sale income, the radio auction and the international departure
fee are the three paid-fors that come to $7.9 billion. This was
absolutely critical to us that anything that we put forward have
specific paid-fors so that we stay within the balanced budget
context for the year -- by the year 2002.

MR. REED: Before we take any questions, why don't
we give Governor Miller a chance to speak, because he needs to go
out to the ceremony.

GOVERNOR MILLER: 1I'll only take a minute, but I'm
very pleased to be here as the President announces this very bold
and this very far-reaching program. And I'm here to tell you
that such a program will work because I have seen it work in a
remarkable way in the state of Georgia where we have a HOPE
Sscholarship plan of our own. I think it's only fair since I
borrowed the President's name of his birthplace for my program
that now he is being able to take it back.

You know, we live in a time where it is more
important for our students to get a college education than ever
before. But we also live in a time where it's never been harder
for families to pay for that education. Georgia parents, like
parents all over this country, wanted their children to be able

MORE



to go to college, but they could not afford it until we had a
HOPE Scholarship.

Now, in Georgia, to give you an idea, Georgia is the
10th largest state in the United States, but our university
system is the fourth largest university system in the United
states. We have record enrollments in our public colleges and
record enrollments in our private colleges. We are being able
because of this kind of scholarship to provide a skill and an
educated work force. And that's what needed in these days and
what will be needed for the 21st century.

I think it's a great program, and I applaud the
President. And I applaud Gene and Bruce and all of those who
worked on it because it is something, ladies and gentlemen, that
will work. 1It's something that can make a difference in the
lives of our citizen all over this country. 1I've seen it work in
Georgia. I've seen more than -- soon we will have 200,000
students who have received the HOPE Scholarship. Many of those
could not have gone to college without it.

Q Governor, could you tell us how long the
program has been in effect there?

GOVERNOR MILLER: In Georgia it has been in effect
since 1993. We have had three full school years.

Q How much, Governor, did it increase college
attendance?

GOVERNOR MILLER: It almost doubled it in some
places. In some places it tripled it. In south Georgia, only
about nine percent of our high school graduates were going on to
college. Now, in south Georgia, an area that's as big as a lot
of states, nearly 25 percent are going on to the next two years
or more of higher education.

Q How did you pay for it?

GOVERNOR MILLER: How did we pay for it? 1In Georgia
we paid for it with a lottery. We put in a lottery and used the
lottery proceeds to fund three programs: a pre-kindergarten
program for four-year olds, this HOPE Scholarship program that
The LA Times has called the most far-reaching in the nation, and
then the third thing that we used lottery money for is technology
in the classroom.

Q So you didn't have to -- (inaudible.)

GOVERNOR MILLER: No, we did not.

Another thing that it has done, it's enabled us to
keep in Georgia our students. Instead of them going off to

college somewhere else, they're staying in Georgia.

MORE



Q How much is the scholarship?

GOVERNOR MILLER: In Georgia it is the cost of
tuition, plus a book allowance, plus the fees.

Q At a Georgia school?

GOVERNOR MILLER: At a Georgia public school, at a
Georgia public college. 1If they decide to go to a private
college, then we give them $3,000 on their --

Q Governor, was this also an election-year
proposal in Georgia?

GOVERNOR MILLER: What?
Q Was it an election-year proposal in Georgia?
GOVERNOR MILLER: Yes, it was.

Q -- at national level will you be glad to have
the federal government take this over for you?

GOVERNOR MILLER: I am delighted that President
Clinton wants to make this national in scope. I couldn't be more
pleased.

Q what happens to your program, does it fade out
or what?

GOVERNOR MILLER: No, it won't fade out, it will.
just enabled some Georgia students who cannot now take the
benefit of our HOPE Scholarship program because they don't have a
B average when they finish high school to be able to go the first
vear of college and show that they can get a B average the
freshman year in college.

Q Could Georgia students get both benefits?
GOVERNOR MILLER: Possibly, yes.

Q You said in some areas nine percent attendance
went up to 25 percent.

GOVERNOR MILLER: Went up to about 23.5 percent.
Q I thought you had said --
GOVERNOR MILLER: Well, in north Georgia, which

includes the Atlanta area and our more populated area, there was
a tremendous increase, I think about a 40 percent increase.

MORE



. Q what I mean is, what about the 76 percent who
still are not going on? I mean, is your goal, is it President
Clinton's goal to get everybody to do two more years?

GOVERNOR MILLER: I think that would be the goal
because I think all the studies show that the jobs that are going
to be created in the future are going to require two years beyond
high school in some kind of higher education. I applaud it.

It's a very bold and far-reaching move.

Q why did the materials that you handed out not
have the income cap on it? It doesn't have anything about
$100,000 ceiling.

MR. SPERLING: My mistake. I mean, we just were --

Q -~ you didn't just decide that for this
morning?

MR. SPERLING: Yes. We were explicitly mentioning
the $100,000 lowering on the deduction because we were trying to
explain -- make very clear to explain the savings. But this
harmonizes the IRA and the deduction and the credit; they all
phase out at $100,000 -- $50,000 to $70,000 for an individual
filer.

I just wanted to make a couple of things clear. The
$1,500 is applied towards any school you go your first two years,
so it -- somebody at Princeton could apply; somebody at a
community college. What we wanted to do is the national average
for community colleges is $1,200; at $1,500, that's $300 over,
you're essentially saying to every state -- what we'd like to do
is challenge every state to do what George has done, which is to
use this to help them do something as bold as what George has
done. But it at least says to every state, if you provide your
tuition within $300 of the national average, you could say to
every person in your state that they can go to their first year
of community college for free, tuition-wise free, and free for
the second year if they maintain a B average in the first year.

So it can be applied towards public -- first-year,
four-year public school, but we wanted to set a minimum that
you're guaranteed at an average community college of having that
tuition. And part of the reason it's important for families, as
one of the charts we have in there show that the cost of college
for a family has gone from nine percent in 1979 to 14 percent,
'94, So it's becoming an increasing burden on families.

our goal is the hope that states would supplement it
and would use this extra help. In terms of the question to
Governor Miller, the limit is on what you get from the federal
government. We'd like states to supplement it and make their
programs more ambitious.
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i Q Do all of these three payment methods -- the
Spectrum sales, the sale source benefits and the -- those all
require legislation, right?

MR. SPERLING: Oh, yes. These are new proposals
that are not in our current balanced budget proposal. So we're
not double dipping or double counting.

Q what is the auction -- who pays that money?

MR. SPERLING: I'm going to have to a little later
get back -- I have OMB right now getting us more details on that.
I apologize, I am not a particular expert on the details of
auction, Spectrum auctions.

Q Is there a tax on cell phones or anything like
that?

MR. SPERLING: We've got a lot here. Why don't I
get some paper from OMB for you.

Q Oon the new tax for departure'-- on the new
departure tax, why should travelers have to pay new tax to
support community college education?

MR. SPERLING: If you're serious about a balanced
budget, if you're serious about keeping kind of fiscal integrity,
you have to make priority choices. You have to -- there is no
gain without a little pain somewhere.

Now, this is a kind of classic user fee. Right now
people are able to use our public airports. These are people who
are traveling abroad. They tend -- as Bruce is saying, it's
below the international average. It tends to be higher income.
So I think when you're making these types of choices, you want to
be serious. You never like to do any of these things. You do
them so that you can do more important things like promote
education and still be in balance.

Q That these can conventionally -- that these
airport departure fees have been used to pay for airports and
runway upkeep and maintenance and unrelated measures?

MR. REED: It's general revenue.

MR. SPERLING: Money is fungible. You can --

Q The question was whether in the history of the
United States airline departure fees, they're generally used for
a related purpose. And it's an answerable question.

MR. SPERLING: That is true, but when you are --
but, Todd, when you are talking about balancing the budget, the
funds that come in -- it is not -- you appropriate money from
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appropriations. So I am saying that the money is fungible. I
will get you the -- I will try to get exact background on whether
there has ever been, but I do want to say, money is fungible and

Q -- restoration of the sales tax -- I mean, the
departure tax that has now expired?

MR. SPERLING: It's a restoration, but -- no -- but
this then increases for international from six to 16.

Q The three measures that you have listed only
deal with the extra, what, $7-point-something billion necessary
to cover this. Were there other measures for the remaining $35-
plus for any --

MR. SPERLING: Yes, let me just try -- I was trying
to explain it before. The $35 billion was part of the balanced
budget plan that was scored by CBO. So when we added this
program -- one of the reasons why we were held up last night was
it's the -- the complicated thing was Treasury figuring out what
the interactions were going to be.

so the big question was, how much was this going to
lower the deduction. Because for the average family making
$50,000 and sending their kid to school at $3,000 average
tuition, the $1,500 tax credit is by three or four times more
generous than the tax deduction. So as all those families choose
the tax credit, they aren't using the tax deduction. So the cost
of our tax deduction went down by $10.7 billion. Then we lowered
the income cap from $120,000 to $100,000. That was $6.6 billion
-- or $6.5 billion. sSo when you add those together, you get
about $17.2 billion. Then you add -- that leaves you $7.9
billion under budget. So we had to come up with that to stay in
balance.

Q Are there other identifiable -- easily
identifiable offsets for the original tax deduction?

MR. SPERLING: No. I mean, it's just part of the
overall balance. It was just a part of the overall balanced
budget plan that CBO scored.

Q There's a report in the Wall Street Journal
today that as of last night there was still a bitter fight in the
white House over this proposal and that there was --

MR. SPERLING: We are so good -- we put this whole
thing together at 2:00 a.m. No, we -- this was a proposal we
were doing, everybody had agreed on. There was some uncertainty
because we wanted to be very committed to making sure we had
enough to pay for. You know, there was some -- as we were
running the numbers, we had to figure out exactly which paid-
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fors that we wanted to use. But everybody was very, very
committed to the idea that we would pay for anything --

MR. REED: Gene was going to be up late anyway.
(Laughter.)

Q Gene, is the tax credit limited to the amount
of the tuition? Suppose you live in california, you only get
$363, is that right?

MR. SPERLING: 1It's limited to the amount of the
tuition. But that's for community college. For the people at
UCLA, at Southern Cal, all of them would get the full $1,500.
It's what -- it covers up to the amount of tuition for that year,
but not more than tuition.

Q How come you define drug-free in here as
freedom from felony drug convictions?

MR. REED: That's the standard that's applied for
other federal financial aid. 1It's also the standard in the
Georgia program and the Arkansas program.

Q Do you have any evidence that tuition costs are
an impediment to people going to community college?

MR. SPERLING: Well, I mean, there's no question
that anything that has a price that's higher is going to be --
there's going to be some price sensitivity to that. I think that
you see this in several ways. One, we want to lower the burden
on families for doing the right thing, sending their kids to
school. As we said, it's now 14 percent of their income.
Secondly, I think the cost of tuition, what it does for a lot of
people is it makes it difficult to engage in a full-time study or
a half-time study. So I think there is a lot of evidence to say
that as the costs are high, people have to work more, and it's
harder for them to focus on their study.

When we did the $10,000 deduction, we found that
there was some number of several hundred thousand more who would
come. But it's always difficult because, unlike people buying a
car, this is something they buy a little bit at a time. But
there's certainly reason to believe -- but what there is a lot of
evidence on is that a lot of times people don't even understand
the current financial aid structure. And what Gary Orr feels --
he's at Harvard now, he used to be at University of Chicago --
said was that people's misperceptions about the burdens of
college was as much a -- their misperceptions about how much it
was going to cost them or financial aid was a big obstacle.

So one of the important things about having the
President of the United States go out and say this is not only
the tax credit, but when you give the message that there's
guaranteed access and you communicate that message, that itself,
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based on a lot of the literature, would do a lot of good in
getting people to go to college.

Q Why wouldn't this cause a lot of states to
raise their tuition -- I mean, their average tuition of a
community college to $1,500 since you're going to -- that's the
cap?

MR. SPERLING: There's a theory -- since one for a
public school -- the public schools are usually over $1,500. A
lot of the community colleges are right around that amount. A
lot of the community colleges have a large number of part-time
students, so they have a whole group of consumers who would not
necessarily be getting this credit who would be watching the
cost.

Also, our hope is that as we publicize the state-by
-state charts and people see that the average cost is $1,200 that
there might be a certain public pressure the other way on
citizens ask why a community college in their state is so much
above the national norm. For 33 states the students there would
have the tuition free, essentially free. And I think our hope is
that the citizens of the other states will ask why they're not
closer to the national average as well.

Q Was there any thought given or look at the
effect that this corporate tax increase or the removal of this
exemption on corporations would have on exports? Because as I
read the fact sheet, it looks like this tax break was given to
companies to encourage exports. And now you're taking it away
from them.

MR. SPERLING: Well, it was both Larry Summers and
Les Samuels' strong feeling that this was much more in the area
of an inappropriate loophole or a shelter. There is still -- it
does not get rid of the whole benefit, it lowers it to half. And
their feeling was that there was inappropriate use of the foreign
tax credits to not pay U.S. income. So this was something that,
as I said, both Larry summers and Les Samuels thought was very
good policy. Both of them are enormously sensitive to the issues
of tax incentives for exports.

Q Ccould you explain that procedure, how that
works --

Q In addition to the whole program together, all
of these tax initiatives equal about $107.6 billion, is that
right? If you take everything that is in his balanced budget
proposal plus what he's offering here?

MR. SPERLING: My memory is that because we'd added

a few things in the last proposal, such as the expensing, that
the gross number was $117 billion. This would be adding about $8
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billion to that. So I'd say the overall gross total over seven
years would be $125 billion now.

The Middle Class Bill of Rights, however, the three
core ones were $107 billion under our scoring and a little less
under CBO. That was under seven years -- and I'm sorry, we're
all going through the same thing you are, trying to change all
the numbers to six years. It's not easy.

Q Gene, at what point would it become more
advantageous for a family -- at what income level, to take the
deduction instead of the credit?

MR. SPERLING: The circumstances =-- it's not as
clear of an issue because the thing =-- this is an interesting
point. The $10,000 deduction, that's the family limit for the
deduction. But the credit if you have three children who are all
in their first year or doing =-- you can get at the same time. So
a family, even an upper-income family -- let me just give you an
example. If you have a child that was at $10,000 and you were in
the 28 percent bracket, you might say this doesn't matter to me.
But if you had one child who was at Princeton and borrowing all
$10,000, and your next child starts their first year, you can't
deduct that. You've already maxed out at that $10,000. But if
your child would get $1,500, if they've got a B average, they'd
.get the $1,500. 8So even for the families in the $70,000, $80,000
range that have two children, it could benefit.

But the general question is, i1f you had just one
child, it would be a family that was making between -- depending
on their deductions -- but $60,000 and $90,000 that had around
$6,000 of tuition might generally prefer the deduction. So
pretty much somebody sending their kid to private school
probably, near the upper cap, would prefer the deduction.

Q Could you double-check on initial
participation, the only requirement is being accepted at an
accredited college?

MR. SPERLING: We had a lot of discussion about this
and I'll tell you why the President decided this. The President
felt that if you were saying that for the country as a whole it
is good for economic growth for everybody to go 13th and 14th
year, that you don't -- that while you can understand in Georgia
where you are offering such a generous benefit, four years
tuition, why they have to have some limitations, but what he
wanted to say is part -- when you go from -- when the country
went from 10th grade to 12th grade they were saying to everybody,
no matter what kind of a student you are, no matter who you are,
you should go to 12th grade. So the President wanted to say to
everybody, you should try a year of college.

But because he wanted to have the responsibility
message in there, he wanted to be, while we give everybody a
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‘ chance, everybody gets a chance, he felt that the second year you
would have to earn. Now, somebody who doesn't earn it still gets
the tax deduction, they're still eligible for Pell Grants. But
for this specific credit it was an incentive to get everybody to
go that first year, but also an incentive to perform.

That really goes, I think, to the heart of the
speech a lot. The President is laying out his alternative, his
growth strategy. He is saying this is what his strategy for
growing the economy is, this is what he would like to do in the
future. And he is saying that going to 13th and 14th grade,
making that a minimum, is not just good for a personal family's
fortunes, it is good for the economic growth of the country, and
that the combination of maintaining a deficit reduction and a
balanced budget path and a serious effort to get more people
having the higher skills -- because when the country as a whole
has more collective skills, that means that companies that have
higher value-added production are more likely to locate here
because they can find the workers they need. So it's not only
good for families, it's good for growth for the whole country.

Q You may have already answered this, but after
the Middle Class Bill of Rights, what happened to actual
legislation of the $10,000 tax deduction?

. MR. SPERLING: We sent that up, it has been included
in our balanced budget that was voted on. It also was included
in the -- when Daschle had their own version it was also
included.

Q At the time of the Middle Class Bill of Rights
were there actual legislation sent to the Hill?

MR. SPERLING: The President first proposed, as you
remember, on December 15, 1994, in an Oval Office address.
shortly after that, my recollection was that Senator Daschle and
Congressman Gephardt did put up legislation on it, and then they
repeated that legislation in their balanced budget proposals, as
well as ours that was voted on in the Senate.

That, by the way, I believe -- when they proposed it
I believe it did have the $100,000 cap. So while we're changing
ours from $120,000 to $100,000, we're being consistent with how
the congressional Democrats had proposed our --

Q Is there any evidence that one or two years of
additional college raises incomes?

MR. SPERLING: I think that's a very important part
of this speech. There's a chart from the Census Bureau in your
packet, on page 13 and 14, which spells out exactly how much of a
difference this makes. And just so you know, the Census Bureau
estimated that for a high school graduate, average lifetime
incomes are about $800,000. For someone who goes on and gets
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‘ some college, it's upwards of $1 million. For a college graduate
it's even more than that.

So we think this is very important to raising
incomes over the long-term.

I just wanted to say, in addition to the Census,
right behind that are the citations from the academic studies
that show five to 15 percent per year, even for community college
in the increase in earnings for higher education.

Q -- talk about community college, this credit is
eligible for any tuition? It could be private or anything?

MR. SPERLING: Yes. Absolutely, it is for
everybody. It was priced, though, to ensure a minimum.

Q You talk about wanting to lower the burden on
families that are doing the right thing. Why not provide this
type of tax cut to families who send their kids to K through 12
who are trying to prepare to go on? And the second thing, why
shouldn't the Republicans view this as just an election-year
gimmick?

MR. SPERLING: Well, the President has been devoted
to education his whole life. And the other thing that you can
see is that he had a program very similar to this in Arkansas
that is described. So I think his bona fides and credentials on
dedication to this are really without question. And the fact is
we would have proposed this probably in the fall of '95 had we
not gotten into the balanced budget negotiations.

What was your first question?

Q -- try to help middle income families put their
kids through school, why not help parents who have kids K through
12?

MR. SPERLING: 1It's pretty rare that you hear a tax
cut proposal that doesn't sound nice. All these things would be
good. It's just like why not buy --

MR. REED: That's not the question he's asking.
Q Why grades 13 and 14 and not K through 127

MR. SPERLING: Why do we not provide a federal tax
incentive for K through 12? The President feels that from the
federal level, using the tax code to encourage higher education,
that is where the evidence -- that is where the dramatic evidence
is that there is higher earnings for the country, higher earnings
for families. And when you're -- we inherited a bad situation
and we have to be very targeted and very limited in the tax
incentives that we give because we have to pay for everyone. And
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. I'll tell you, it was not easy coming up even with the extra $8
billion when things are as tight as they are now.

So it's just a matter of prioritization. The
President is making higher education a key priority in his
economic growth agenda.

Q Why shouldn't we believe that all of this is
simply the result of all the talk among Dole's advisors that he's
going to come forward with another tax cut and that Clinton is
simply trying to preempt Dole?

MR. MCCURRY: Because the White House has absolutely
no idea what proposals, if any, Senator Dole will make. We
remain committed to expanding college opportunities. We've been
working on this for some time, as you just heard from your
briefers. And the President believes this is a good idea.

The last question.

Q I just wanted to clarify the definition of
refundable tax credit. That is a deduction from taxes owed,
right, so that if you owe less than $1,500, you get back the

remainder?

‘ MR. SPERLING: I mean, that's right. I mean, just
generally, a deduction -- you get to deduct $2,000 from the
amount of income that is subject. So if you were going to have
$30,000 taxed at 15 percent and you had a $2,000 deduction, you'd
have $28,000. So you'd save $300. But when you have a $1,500
credit, you actually take $1,500 -- you figure your tax bill an
then you just minus $1,500. If you only owed $1,000 in taxes and
you had a $1,500 refundable credit, just like you get a refund or
-- I just got a refund from the IRS -- you would get a $500
refund on that credit.

MR. MCCURRY: Okay, I need to let these guys go. Do
yo have any other subjects?

Q Even though we don't know exactly what Dole's
going to propose, assuming that perhaps he proposes an across-
the- board rate cut, why is this targeted approach, in your
minds, superior to that? Are there other investments people
could make, particularly if they had money back in their pockets?

MR. SPERLING: I think it goes back to
prioritization. Anything we do has to be paid for, it has to be
paid for. We already have $175 billion in Medicare and Medicaid
saving. We have serious welfare savings. We have a very serious
discretionary savings. We have pushed very hard. Anything we do
comes with some pain in terms of spending cuts or raising
revenues. So if you're committed to balancing the budget, you've
got to make those tough choices. And so, for us, this is the
choice that the President made. Higher education is key to
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economic growth, and that's worth the priority. And that's where
he's coming cown.

MR. MCCURRY: The other obvious point is that an
across-the-board tax cut would cost hundreds of billions of
dollars. The only way to pay for that -- because the President
believes you have to pay for these proposals as you go -- would
be huge cuts in Medicare and other social insurance programs that
are necessary for the American people.

If Senator Dole is coming forward now in favor of
across-the-board tax cut that could cost hundreds of billions of
dollars, he will most likely also have to propose devastating
cuts in Medicare and other programs, or diviserating our national
defense, because we would assume that he would be consistent with
his solid record of supporting pay-as-you-go tax cuts.

Q Can you explain these high-paying programs?

MR. MCCURRY: If we can get some additional
information on that.

Is there any other subjects that we need to cover
this morning?

Q Can you say a few words about the Japanese
destroyer?

MR. MCCURRY: The Presicdent overnight got a written
report on the incident involving the shootdown of the A-6. He
was gratified to hear that the pilots were safely returned to the
Intrepid and he accepts the gracious expression of regret by the
Japanese government.

Q Wasn't it the Independence?

MR. MCCURRY: Oh, I'm sorry -- the Independence.
The Intrepid was involved in the last encounter with the
Japanese. (Laughter.)

Q The President accepts what, the gracious --

MR. MCCURRY: The gracious expression of regret
extended by the Japanese government.

Any other subjects? Okay. We'll be around after
the speech.

THE PRESS: Thank you.

END 10:45 A.M. EDT
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MEMORANDUM FOR

FROM:

RE: Tuition tax proposal

There is wide agreement among your economic team and White House staff that the concept
of making two years of college as expected as 11th and 12th grade is an important and
powerful concept. Yet there are serious concerns and some disagreement over what policy
best delivers this message. This memo has four sections:

Section I. Responses to Basic Timing and Idea
Section II.  Five General Options
Section III.  General Concerns

Section IV.  Pro and Con on Each Option

SECTION I. RESPONSES TO BASIC TIMING AND IDEA: While the majority of this
memo will deal with the specific options and the pros and cons of each, it is important to
note that among your economic and education team and political advisors in the White House,
there is still some basic disagreements as to the overall approach.

Differences: Need to Take Risks to Offer a New Bold Idea: Some of your advisors
believe that it is important to go forward with some idea of free 13th and 14th grade
because it represents an idea and second term agenda that is bolder and stronger than
any of your existing proposals, and therefore, would make more clear what your
overall agenda is for the second term. Those who feel strongest about this need, feel
strongly that you should push forward on a free 13th and 14th grade proposal, with the
understanding that all ideas have problems that have to be ironed out and that such
details should not hamper us going forward with the program. Others feel, there is not
a basic need for such a new proposal, and that any new proposal will receive
considerable scrutiny during the long campaign months, and that we should be
relatively risk—adverse in offering new ideas where all of the mechanics have not been
worked out. Clearly, many feel the answer to this issue lies in our ability to iron out
the tough spots that will be discussed below.



Agreement: Completely Paid for and Balance in the Year 2002: One issue where
there is near unanimous agreement is the notion that any extra costs must be

specifically and clearly paid for in a way that makes clear we are still in balance in
the year 2002.

Differences: Perception of Starting a Bidding War: While all agree that this new
proposal is consistent with your targeted education tax strategy, some are concerned
that even if we pay for this tax cut, the timing will lead many to claim that we have
started the bidding war and that this will hurt our overall credibility. For some of your
top economic advisors, this concern is very strong and would argue against doing a
proposal even if most of the details could be worked out. Others feel that it is
important to make such a proposal now, because if you wait, you may later be seen as
reacting to a large across—-the—board tax cut proposal.

Difference: Concern About the Message of "Free:" Secretary Reich and Secretary
Riley agree with those who feel that the notion that "free” 13th and 14th grade tuition
is central to making this a bold idea that will receive considerable attention.

Secretary Kantor and others are concerned that despite the attractiveness of the notion
of "free" 13th and 14th grade, the concept of "free" goes against the message of
responsibility and opportunity, and of no more something for nothing. The response
to this concern could be that if it is only tuition that is free, and students and families
still have to take responsibility for room, board, transportation and books.



SECTION 11, FIVE GENERAL OPTIONS
. OPTION 1: Repackage Policies and Proposals As Guaranteed Access Accounts

This option would show that our existing policies and proposals together provide every
American a guaranteed access to college and more. We could describe these benefits as
"Individual Education Accounts” or "Individual Learning Accounts." They would guarantee
every American $7,000 (or some equivalent amount) for their first two years through a
combination of policies:

Increased Pell Grants

Increased work study

$10,000 tuition deduction

Loans —- with pay—as-you can repayment

Skill Grants

Expanded IRAs to save tax-free for education and training

OPTION 1A: Option 1 With Sweetener: e.g., Pre-Paid Tuition Savings Option

Under this option, we would give the package in Option 1 a new bite by adding a relatively
inexpensive sweetener. For example, we could expand subsidized loans or the Treasury could
encourage pre—paid tuition savings plans.

‘ NOTE ON PACKAGING AS "ACCOUNTS": All of the following options could be
packaged as part of an Individual Learning/Education Account which include all of the
benefits we offer. These options below could be seen as Education Accounts that

eGuarantee free tuition at an average community college
eGuarantee $6000-7000 a year in overall financing
eallow people to save for education

epay back on income—contingent basis

NOTE ON PELL GRANTS: Any of the options below and above could include our
announcing what we have already budgeted for the increase in Pell Grant awards in
our 7 year balance budgets. This would make clear that our plan does help lower —
income students (now, some will say that most Pell Grant recipients do not benefit
from our additional credit) and will help get a sounder validator reaction from the
higher education community.



OPTION 2: Tax Credit for 13th and 14th Grade Combined with $10,000
Deduction

° $1,500 for 13th and 14th Grade Full-Time
' $750 for 13th and 14th Grade Part-Time
° $10,000 Deduction (yet only at 15% bracket)

$1500, Full-Time: Full-time students in degree programs would be guaranteed $1,500 for
tuition from either a refundable tax credit or a Pell Grant. In other words, if someone had a
$1,500 Pell Grant they would not get a tax credit, and if they received a $1,000 Pell Grant
they would get a $500 tax credit. This ensures that every young person is guaranteed a "free
tuition" at an average priced community college. It would be enough to cover the average
tuition for community colleges in 34 states, which include 67% of community college
students.

Up To $750, Part-Time: Part-time students in a degree program could get a credit of up to
$750 per year for four years for up to half-time enrollment.

$10,000 Deduction (15% Limit): About 70% of taxpayers are in the 15% brackets. Under
our current proposal, a family in the 28% bracket could get a $2800 tax cut. Under this
option, the deduction would be taken in the 15% bracket, so the most a family could receive
would be $1,500 (15% of $10,000).

OPTION 2B: Same as Option 2 But Without The $750 Credit for Part-Time
Students

QPTION 2C: Same as Option 2 But The Credit Would Be Available to Students
in Non-Degree Programs. This would cost about $1 billion more per
year.

OPTION 3: Ensure Free College Tuition by Offering to Match 75% of Tuition

for Community College (up to $1000-$1500)

This option could have the same general benefits as Option 2, but the credit would
take a different form, and would vary based on each state's tuition. The residents of each
state would be eligible for a tax credit worth 75% of tuition if the state agreed to pay the
other 25% —- up to $1200. For example, a state with a $1000 tuition, would have to agree
to pay $250 for everyone in their state to be eligible for a $750 refundable tax credit.



OPTION 4: Give a Set National Credit Directly to Eligible Students Regardless of the

‘ Costs of Tuition in Their State
Under this model, a credit equal to the national average community college tuition would be
given to each student directly —— regardless of the tuition costs in their state. Therefore, each
full-time student would receive a $1200 or $1500 tax credit —— enough for full-time tuition
at an average community college. If the state were high—priced, the $1200 or $1500 amount
would not be enough for "free"community college, but that would be the fault of the state.
For states that subsidized more than the national average —— so that community college
tuition was only $900 ~- the student could keep the difference and apply the rest ($300 if the
credit were $1,200) for books, room and board.

OPTION 5: Expand Pell Grants To Guarantee All Students a Minimum of $1200-
$1500. This option would offer an expanded Pell Grant approach in which all
students would receive a minimum benefit to go to college, while poorer
students could receive more. This proposal would implement this on the outlay
side and not as a new tax cut proposal.



SECTION II. GENERAL CONCERNS: There are a few major concerns and questions that

have to considered as we look at each of the options below or craft new options?

1. Costs: As there is a strong feeling that any proposal we put forward should be specifically
paid for and solidly within a balanced budget plan for 2002, cost matters and offsets are
critical. Therefore, as we consider each proposal we have to do a cost-benefit calculation for
each new benefit or population covered in light of the difficulty of finding the necessary
offset. This is compounded by the fact that the Administration already has supported new
proposals such as the adoption tax credit and Kassebaum-Kennedy that add costs. Some of
these proposals have become law and we have to account for them. Others are current
proposal and we could limit what we are calling for:(for example, we could trigger off or
limit the years of the Section 127 extension even though our preference is to extend it
permanently.) Some feel that if we are offering a new benefit, we should very clearly show
how it does cost more funds and how we going to pay for it, so that no one can accuse us of
playing a shell game.

Current Cost Estimates:

° $1,500 for 13th and 14th Grade Full-Time
° $750 for 13th and 14th Grade Part-Time
e $10,000 Deduction (yet only at 15% bracket)

Current Income Limits: (FY97-2002) $46.1 (FY2002) $11.8
Lower Income Limits: (FY97-2002) $38.5 (FY2002) $9.9
$80,000-$100,000 Joint

$50,000-$70000 Individual

Current $10,000 Deduction (FY96-2002) $41.2 (FY2002) $8.0

If Payment is made in the current fiscal year —- through immediate voucher, it will
increase the costs $7-8 billion over FY97-2002, but only marginally in FY2002

Note: The numbers appear to be working out better than expected because of the savings
from limiting the $10,000 deduction to 15% for all filers.

Note: The main reason why the numbers are lower than our current proposal, is that our
current proposal is a seven year estimate and the new proposal are six years.



2. Can We Say It Is “Free'? One of the main features of the proposal is the promise of
"free 13th and 14th grade." We need a claim that is clear and yet does not overstate our case
and leave us vulnerable to later critiques. First, that means making clear that we are speaking
of tuition —- not all costs including room and board. Second, it means ensuring that we are
clear that the promise is "free tuition at the average community college” or "free tuition for
states that are near the national average" or allows every state to offer free tuition for 13th
and 14th grade." If we simply say we "promise every student free 13th grade and 14th grade"
—= it likely that the media will spend considerable time trying to find any conceivable hole in
that promise.

State Control of Tuition and State Variation: One of the reasons it is difficult to
ensure "free tuition for everyone" is that community college tuition varies by state and
is controlled by state legislatures. The cost of community college averages close to
$5000-$6000 a year. State legislatures subsidize the majority of those costs, and the
rest ($1200 on average) is paid for by tuition. Therefore, while our proposal is
indexed for CPI, it is still in the hands of each state legislature to determine how
much they will subsidize education and therefore how much they will charge for
tuition, and therefore, whether or not our credit does or doesn't ensure that tuition is
"free."

° Every student could be guaranteed free tuition art an average community
college: A $1,500 credit would ensure that 67% of full-time community
college students would get free tuition at the average community college in
their state. We have analyzed two figures: $1200, the national average
community college tuition, and $1500, an amount that ensures free tuition for
67% of students and 34 states. 59% of students in community college pay less
than $1200 and 81% of students pay less than $1600.

° We could state that we are proposing a credit that allows every state to offer
"free tuition;" By showing that we are paying for a credit that is above the
national average ($1500), we can state that we are making it possible for every
state to offer free tuition for community college and that if it is not free, the
finger should point to the state legislature. Option 3 is an attempt to tie the
funding specifically to a state match to make full-time community college
education free.



3.

The Issue of States Raising Their Tuition In Response to the Credit.

The single hardest problem in the "free 13th and 14th grade proposal” is the problem of
states' raising tuition.

States Above the Average: If states charge tuition above the national average -— for
example $2000 -~ some would argue that a guarantee of $1500 would cause them to
raise tuition under the premise that students now owe only $500 and could certainly
pay more. The opposing argument, would be that if the President of the United States
highlighted that states that were above the $1200 national average were denying their
students free education, state legislatures would feel political pressure to not push up
their costs. Some at CEA would reply that as the spotlight wore off, states would
gradually raise tuition or find other ways —— such as lab fees - to raise costs.

States Below the National Average: While the behavior in states above the average

is subject to some dispute —— though most economists would argue prices would rise -
— everyone agrees that states below the "award amount” would have a strong incentive
to raise costs. In other words, if Montana charges $800 for full-time tuition, and we
guarantee a full credit up to $1500, most believe that Montana would have a strong
incentive to raise tuition to $1500. This may be the toughest conceptual problem with
our proposal.

Possible Solutions:

° Tuition Index Controls or Maintenance of Effort: Requiring states not to
raise tuition above CPI or to maintain their current level of subsidy would
punish states like California who have significantly subsidized community
college education. Everyone on your economic team opposes this.

° State Match Requirement: One could look for a state—match requirement that
ensures free 13th and 14th grade conditioned on states doing their part.

° Consumer Pressure: One could also give funds directly to consumers and let
them use extra funds for room and books (Option 4). This would create strong
political pressure not to raise tuition.

° Funds Must Supplement State Education Spending, Not Supplant It: We
could acknowledge that states that subsidized education beyond the national
average, might choose to change their tuition, but only if the additional revenue
from the difference between their current tuition and the credit is used to
supplement other forms of scholarship funds for education in their state.



4. Who would benefit? Another key issue —— directly related to the cost constraint
~~ is who would benefit from each proposal. All of the proposals would clearly
help those who go to two years of full-time college. For many going to community
college, it would mean "free tuition,” for those going to more expensive colleges
it would mean a $1500 downpayment. The question as we go through is the people
who don't fit into those categories: older workers, working single parents etc.

The options include -~ if we can afford it —— a $750 credit for half time students for
to ensure that this proposal includes as many people as possible. The Labor
Department has suggested that the credit apply to students in non-degree technical
schools. This would costs as much as $1 billion more a year. The credit would not
cover the following:

° attending a non-degree program, such as some technical and vocational
schools

° attending a degree program less than half-time (or perhaps less than full
time)

° who have already had two years of post-secondary school and are

honest about it (students could get the credit if the school considers
them a freshman or sophomore)

Nevertheless, these students and workers would still benefit from our proposal even
though they may not qualify for the credit. A/l of these students would be eligible for the
$10,000 tax deduction for an unlimited number of years, with the exception of those taking
classes less than part-time that are not related to their career. Many would also be eligible
for Pell Grants (which now average $1,600), Skill Grants (up to $2600) to pursue training in
the program of their choice, student loans, work-study, or a combination of them. They or
their families would also be eligible to save tax—free for their education under your IRA
proposal.

5. Administration and Implementation: Most advisors believe it is important for the tax
credit to be seen as immediately tangible for people going to school. Therefore, Treasury
Department is devising ideas for how to allow the funds to g0 immediately and directly to the
school so that the proposal is not seen as telling people to borrow for 12 months and then
later get tax relief for tuition. Delivering the credit when tuition is due rather than when
taxes are filed would make tuition seem more free, might encourage even more students to
enroll, and would reduce the IRS's involvement with the credit. It could be done by sending
the student or the school a voucher-like check for tuition. One problem is that as this
voucher approach is developed in more detail, Republicans may seek to portray it as a
spending program -~ especially since they already portray refundable EITC credits as outlays.
Furthermore, it would increase the overall costs of the program by $7 billion over 6-7 years.
One option is to suggest administration ideas and make clear that we will work with state
officials and colleges to devise a system that works best for everyone.



Pros and Cons on Specific Options.

Option 1:

Pros:

Repackage Policies and Proposals As Guaranteed Access Accounts

® Shows consistency by staying with the Middle Class Bill of Rights proposals

" ® Highlights the impressive proposals we have

Cons:

® College access is now guaranteed and we should stress that

® Does not leave us open to "bidding" war critiques

® Speeches and paid media can help get this message out

® Unlikely to get news. The press will ask what proposals are new and if it is
not significant, it is unlikely to get major bounce.

® Without new proposal showing "free 13th and 14th grade,” we will not get
the news hook that would allow us to get the message out that all college

access is guaranteed.

® Does not set out a bold enough new vision of our major goals for the second
term.

Comments On Option 1a -~ Option 1 with a Sweetener: If there is a less expensive
"sweetener" it would have to be something of news value. Perhaps, a strong move on
clarifying and encouraging state pre—paid tuition savings plans would have that kind of

bounce.
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Option 2: Tax Credit for 13th and 14th Grade Combined with $10,000 Deduction

‘ $1500 for 13th and 14th Grade Full-Time
$750 for 13th and 14th Grade Part-Time
$10,000 Deduction (yet only at 15% bracket)

Pros:

Cons:

® Allows for claim that we are providing "free 13th and 14th grade" for
average and above average community colleges.

® Keeps the $10,000 deduction from Middle Class Bill of Rights, and reduces
the costs by limiting the deduction to 15% —- even for those in the 28%
bracket.

® $750 half-time credit ensures that young parents as well as older workers
switching jobs can take advantage of the new tax credit. Along with the
$10,000 deduction, skill grants, IRAs, and Pell Grants, this would provide a
strong life-long learning program.

® There is strong argument to assume that states with lower than average
tuition would raise their tuition for full-time students to $1500 and half-time
students to $750. Thus many follow-up stories on the proposal may be on the
likelihood of tuition being raised.

® If only full-time students were covered, part-time students may pressure the
state and the schools not to raise tuition because it might affect their costs. If
part-time students receive a credit, there may be very little incentive for below
average tuition states to raise tuition to $1500.

® One-third of community college students —— who are in 16 states — would

not get "free tuition" and some might contest our "free" claim, even though we
called it "free tuition at an average priced community college."

11



Option 2 b: Option 2 without the credit for part-time students.

Pros:

Cons:

Pros:

Cons:

® Reduces the expense
® Lecads to more constraint on state legislatures to not raise tuition

@ Older Americans would still be eligible for $10,000 deduction, skill grants,
IRAs and Pell Grants

® Encourages more people to go full-time, which is highly correlated with
successfully graduating

® The main attraction of the new proposal —- the tax credit ~— would not
reach many part-time students and people going to school while working.

® Would not be as strong in appealing to our message of helping working

parents and worker anxiety.

Same as Option 2 But The Credit Would Be Available to Students in Non-
Degree Programs.

® More inclusive and deals more with helping existing workers get new skills
and earn more income.

® Covers students out of high school going to vocational schools with one year
length.

® Would cost about $1 billion more per year than Option 2. No official
estimate yet.

12



Pros:

Cons:

Pros:

Cons:

Ensure Free College Tuition by Offering to Match 75% of Tuition for
Community College (up to $1000-$1500)

® Allows Administration to claim that we have done our part to make tuition
free for 2 years of community college, and puts the burden on states if it does
not happen.

® Gives states more incentive to keep tuition down. With no state match, a
state that charges $1000 has a strong incentive to simply raise tuition. Under
this proposal, the state would now get $750 per full-time student if it chipped
in $250. If it raises tuition to $1500, its students would get $1125, but the state
would have to pay another $375 —- an additional $125. So while there would
still be an incentive to raise tuition, it would be modified.

® Would lead tax credit to be different in every state and would increase
complexity.

® Makes it seem less like a tax credit, though could still be described as a
state—specific tax credit

Give a Set National Credit Directly to Eligible Students Regardless of the
Costs of Tuition in Their State

® Can be described as allowing the $1500 to be used for room, board and
books for states that subsidize beyond the national average.

® If a student in an $800 state believes he or she will have $700 in cash, they
will apply political pressure to their state officials not to raise tuition.

® Some might find it unseemly for students to get a check they use for outside
expenses simply for going to community college.

13



Pros:

Cons:

Expand Pell Grants To Guarantee All Students a Minimum of $1200-
$1500. This option does not include a new tax proposal.

® Builds off an existing program and would be easy to deliver directly to
schools.

® Simple and clear idea: everyone gets at least $1500 and poorer students get
more.

® Defeats the whole purpose of proposing a targeted tax cut for education.

® Changes Pell Grant to a middle class entitlement.

14



‘ OPTION 1:

OPTIONS FOR EDUCATION PROPOSAL

Guaranteed Access Accounts or Plans with Possible New Proposals

Stress the importance of every American achieving at least two years of higher education —-
13th and 14th grade —- and stress that because of the President's policies every American has
guaranteed access to $6000 (or more?) of grants and loans.

This option would be designed to communicate that today everyone does have guaranteed access
to higher education, and that the President's vision was to take down more barriers and have more
people gain higher educations. We could describe these benefits as "Individual Education
Accounts” or "Individual Learning Accounts."

We could also seek more of a one-stop shopping approach where all American could come to
one place and get their package of guaranteed access at one place. The current elements would

include:

Announce 7 Year Increases in Pell Grants

Announce 7 Year Increased work study (in budget plan)
$10,000 tuition deduction

Loans -- with pay-as-you can repayment

Skill Grants '

Expanded IRAs to save tax-free for education and training
National Service -~ Americorps Grants

OPTION 1B: Need for New Hook: In order to draw attention to the entire package,

something new could be offered:

e Savings Plans: In addition to the IRA,

Pre-Paid Tuition Savings Option: Treasury could offer clarification that made
clear that IRS would allow state-pre-paid tuition. We could also propose that
savings in these plans not be counted as income for federal aid eligibility and call
for schools and states to do the same.

New Education Savings Bonds: These already exist, yet we could make them
cligible for training.

e Interest deductibility: Make interest on loans deductible. This is highly popular.
Republicans had a small option like this in one of their balanced budget proposals in
response to our $10,000 deduction.

e $1000 Credit as Part of Guaranteed Access Plan: The message would still be
guaranteed 13th and 14th grade, yet the package would be one that did not emphasize
"free” tuition. Rather it would be guaranteed access that includes $1000 minimum grant
that can be used for any purpose in ones first two years.



. QPTION 2: Tax Credit for 13th and 14th Grade Combined with $10,000 Deduction

° $1,500 for 13th and 14th Grade Full-Time
° $750 for 13th and 14th Grade Part~Time
° $10,000 Deduction (yet only at 15% bracket)

$1500, Full-Time: Full-time students in degree programs would be guaranteed $1,500
for tuition from either a refundable tax credit or a Pell Grant. In other words, if someone
had a $1,500 Pell Grant they would not get a tax credit, and if they received a $1,000 Pell
Grant they would get a $500 tax credit. This ensures that every young person is
guaranteed a "free tuition” at an average priced community college. It would be enough
to cover the average tuition for community colleges in 34 states, which include 67% of
community college students.

Up To $750, Part-Time: Part-time students in a degree program could get a credit of
up to $750 per year for four years for up to half-time enrollment.

$10,000 Deduction (15% Limit): About 70% of taxpayers are in the 15% brackets.
Under our current proposal, a family in the 28% bracket could get a $2800 tax cut.
Under this option, the deduction would be taken in the 15% bracket, so the most a family
could receive would be $1,500 (15% of $10,000).

Note: Option 2 could also be presented as part of a larger "guranteed access” plan that
. presented our other options and Pell Grant increases over seven years.

OPTION 2B Same as Option 2 But The Credit Would Be Available to Students in Non-
Degree Programs. This would include certificate and technical training programs. Some are
concerned about proprietorship fraud and losing focus on 13th and 14th grade; others feel this
meets the lifelong learning goals better by helping people do any career training enhancement.
Such people are eligible for the $10,000 deduction in any regard.

OPTION 2C: Includes Benefits in 2 or 2A, Yet would Give Tuition Check Directly To
Students: Under this model, a credit equal to the national average community college tuition
would be given to each student directly —- regardless of the tuition costs in their state. Therefore,
cach full-time student would receive a $1200 or $1500 tax credit —— enough for full-time tuition
at an average community college. If the state were high-priced, the $1200 or $1500 amount
would not be enough for "free”community college, but that would be the fault of the state. For
states that subsidized more than the national average —- so that community college tuition was
only $900 -~ the student could keep the difference and apply the rest (3300 if the credit were
$1,200) for books, room and board. The proposal is designed to give the student funds directly
to create political pressure that would avoid having the state raise tuition —— as that would
directly take funds from students pockets.



$900 half-time

$10,000 at 15% Limit

$Non-Degree Students Included

B Average with 90 % attendance Requirement
Limitation on Participating States to Raise tuition

' OPTION 2D: $1800 Credit Full Time

$1800 Credit -~ 90% Goal: This option is more generous than the other Options 2,
because of the $1800 credit —~ which is designed to ensure that community college is
free for 90% of eligible students.

B Average Requirement and 90% Attendance: It lowers the costs, however, by limiting
the pool of participants through a "B"average requirement. Depending on how "B" is
defined, 43-62% of college students had a B average in high school according to the
latest —— albeit -~ outdated data. Others support the "B" average for its responsibility
message and because it links the proposal to the Georgia Hope Model. Some have
suggested that we specifically link our proposal to the Georgia model, even though this
is a tax credit and Georgia's is a scholarship program. There could

* Second Chance Options: States could offer students a second chance if they
got a B average in their freshman year or if they passed —- at anytime —- a high
‘ standards graduation exam as the President called for in the NGA speech.

Tuition Increase Limitation: This plan also includes a limit on how much tuition could
be raised. It could be a high limit 8-10%, just to ensure that no state is rushing to jack
up tuition prices.



.02
JUN-@4-1996 @7:58 E %]

. MEMORANDUM FOR GENE SPERLING

FROM: Lisa Lynch

DATE: June 3, 1996

RE: More data on why education matters more
CC. Pauline Abernathy

In addition to the wage gains associated with a college degree, completing a college degree means
that: '

1) A college graduate is 43 percent more likely to be working in a job with-a pension plan
than a high sc¢ 1993-Gthe-m T L NP s e et

‘ 3.)  High school graduates are more than twice as likeiy to be unemployed than college
graduates. The unemployment rate for high school graduates in 1995 was 5.8% and only 2.6%
for college graduates.

4) High school graduates are more than three times as likely as college graduates io be poor.
In 1994 (the most recent year data are available) 10.6% of high school graduates over the age of
25 were in poverty while only 3.3% of college graduates were in poverty (I bet a lot of these are
grad students!). '

7 S.) Since the early 1980s, high skill jobs are growing the fastest. Jobs requiring high skill
levels grew by 32% over the period 1984-1994 while jobs requiring low skill levels grew by only
7%. -

Source: Based on data from the Bureau of Labor Statistics; various years, Current Population
Survey.
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Economic Returns to Education and Training

Empirical studies indicate that each additional year of formal schooling is associated with a
5 1o 15 percent increase in annual earnings later in life. [Economic Report of the President
1096, page 196; and David Card, “Earnings, Schooling, And Ability Revisited,” Research
in Labor Lconomics, Vol. 14, 1995 ]

This earnings benefit is not limited to education at four-year colleges; it also accrues from
attendance at community colleges. [Thomas Kane and Cecilia Rouse, “Labor Market
Returns to Two- and Four-Year College, American Economic Review, Vol. 85, No. 3,
1995.]

The wage premium for better-educated workers has expanded dramatically over the past
fifteen years. In 1979, full-time male workers aged 25 and over with at least a bachelor’s
degree earned on average 49 percent more per year than comparable workers with only a
high school degree. By 1993, the difference had nearly doubled, to 89 percent.
[Economic Report of the President 1996, page 191 ]

Economists have long argued over whether education causes higher earnings, or whether
those with better earnings prospects -- for example, because of greater innate ability --
simply consume more education. Recent analyses of compulsory schooling laws (which
force students to consume more education regardless of their innate ability) and wage
differentials between twins (who should have similar levels of innate ability) strongly
suggest that schooling actually leads to higher earnings. [Joshua Angrist and Alan
Krueger, “Does Compulsory School Attendance Affect Schooling and Earnings?”
Quarierly Journal of Economics, November 1991; Orley Ashenfelter and Alan Krueger,
“Estimates of the Economic Return to Schooling from a New Sample of Twins,”
American lsiconomic Review, December 1994.]

Job displacement studies show that better-educated workers are less likely to lose their
jobs than less-educated workers, although this advantage has declined over time. If
better-educated workers do lose their jobs, they are more likely to find new jobs (which
are more likely to be full-time), and they tend to suffer smaller proportional earnings losses
than less-educated workers. [Henry S. Farber, “The Changing Face of Job Loss in the
United States, 1981-1993,” Department of Economics, Princeton University, March 12,
1996.]

Training workers also has significant payoffs. According to academic research conducted
by Lisa Lynch before she became Chief Economist at the Labor Department, a year of
either on-the-job training or formal training for workers raises wages by about as much as
a year of college education. [Lisa Lynch, “Private Sector Training and the Earnings of
Young Workers,” American L-iconomic Review, Vol. 82, No. 1, 1992 ]




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

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

International evidence reveals that, all else equal, those nations with the highest school
enrollment ratess tend to enjoy the most robust growth. [N. Gregory Mankiw, David
Romer, and David Weil, “A Contribution to the Empirics of Economic Growth,”
Quarterly Journal of Economics, Volume 107, May 1992.]




¢ Administration has no| this proposal since repeal in FY 1991

oposal: OMB
c80

EPARTMENT OF TRANSPORTATION
oposal: Sell Union Station, Wash., D.C.
Receipts oMB 0
CBO 1/ [s} 0 0 0

sscription:
fer for sale Washington, D.C.'s Union Station terminal and mall owned by DOT. Sale would include a tovenant that would ensure the

ation's continued preservation as a landmark and monument. in addition, new owners would be required to ensure
ntinued use as a rail passenger facility. Senate Amtrak authorization bill transfers ownership to Amtrak

New proposal, CBO has not scored.
epartment of Transportation

sderal Aviation Administration

-oposal; Increases Intemational Departure Tax

Receipts oMB 337.5 354 372 391 410

CBO L] - - ~ -

escription of proposal. The President's FY 97 Budget assumes that the currently expired aviation excise taxes, including the $6 per passenger

ternational departure tax, will be reinstated in August, 1996. This offset proposal would increase the per passenger tax from $6 to $16.

surce of proposal: West Wing

pposition to this proposal is expected to come from foreign govemments, foreign air carriers, and domestic air carriers with international routes.

yderal Employee Parking

-oposal: Change Commercial Parking Rates
oM8 100 100 100 100 100
cBO 100 100 100 100 100

1is proposal would require federal agencies to charge commercial equivalent parking rates for parking spaces in federal tacilities. In short, federally

ibsidized parking would be eliminated. Using OMB as an example, the monthly parking rate would escalate from $26 to $150.
e rationale behind such a proposal includes the following: 1) it diverts traffic to mass transit, 2) it is favored by environmentalists, and 3) it is supported
¢ D.C. government. This proposal represents a variation of the Administration's proposal to allow federal agencies to charge commercial equivalent

>

?_;D

at no cost. This proposal is not the same as saie of Union Station air rights, as included in various reconciliation bills.

431
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100
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T ‘ POTENTIAL OFFSETS .

(dollars In millions)

At~ 1997 1998 1999 2000 2001
Receipts Receipts Receipts Receipts Receipts

DEPARTMENT OR AGENCY:

Federal Communications Commission
Proposal: Auction DARS spectrum
Receipts OMB 0 0 0 2,100 0
CcBO 0 _ 0 0 2,100 0

The President's FY 97 Budget contains $38.98 in spectrum auction revenues. These revenues are broken down as follows (as scored by CBO):
$19.28B for non-broadcast spectrum, $17B for analog broadcast spectrum, and $0.7B for vanity "888" phone numbers.

These proposals are added on to the spectrum auctions authorized by OBRA '93. The FCC will not finish auctions authorized in '93 until 1999, at the
earliest. In addition, the House version of the repeal of the gas tax has an offset of 35 Mhz revenue that the FCC would be required to auction in 1998. &
‘—“

Another option, scored above, would be to auction 25 Mhz of spectrum currently reserved for digital audio radio services (DARS) for subscription
based wireless services. The FCC had originally allocated 50 Mhz for DARS, which would provide 4 channels of a national, subscription-based radio
service. Due to interference problems with Canada, DARS would be allocated 2 channels instead of 4, freeing up 25 Mhz for auction. The revenues
tor auctioning 25 Mhz of spectrum are estimated at $2.18 by CBO and OMB. These auctions could be done in any year. evenue is shown in
2000 since the FCC will be very busy with auction zast proposals in the 1997 budget unti at least 1999.

We also reviewed proposals to free up additional Federal agency spectrum, but we do not believe this is practical at this time. OBRA '93 required 235 Mhz of
Federal spectrum to be tumned over to the FCC for auction. This spectrum has not yet been auctioned. In addition, the $19.2B non-broadcast

spectrum proposal requires another 20 Mhz of Federal spectrum to be turned over to the FCC. The reduction in the amount of Federal spectrum has
caused the state and local public safety community as well as many Federal agencies that rely heavily on spectrum use (such as the Army, Navy, Air

Force, FAA, and Justice) to voice strenuous objections.

Immigration and Naturalization Service
Proposal: Border Crossing Fee Reciepts OMB 34 34 34 34 34
CBO * - -

In the context of the 1996 President's Budget, the Administration proposed legislation which would have allowed the establishment of a "local option” border crossing fee at land ports-of entry. Th
used to enhance buildings, roads and infrastructure and hire additional staffing. The receipts were also expected to cover the cost of collecting the fees.
This proposal was not included in the 1997 President's Budget however.

The $34M of receipts shown above represents a "local option” border crossing fee, but with all receipts being used to offset the deficit, rather than being used to offset INS costs.

To our knowledge, CBO has not scored the Administration's local option proposal.
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‘he Administration . proposed this proposal since repeal in FY 1991. ‘

‘roposal: omB
CBO

JEPARTMENT OF TRANSPORTATION
»roposal: Sell Union Station, Wash., D.C.
Receipts OMB 0
cBO 1/ 0 0 0

description:
Yfer for sale Washington, D.C.'s Union Station terminal and mall owned by DOT. Sale would include a covenant that would ensure the
itation's continued preservation as a landmark and monument. In addition, new owners would be required to ensure

sontinued use as a rail passenger facility. Senate Amtrak authorization bill transfers ownership to
i/ New proposal, CBO has not scored.
Department of Transportation

“ederal Aviation Administration

>roposal: Increase Intemational Departure Tax

Receipts OMB 3375 354 372 391

CBO - * * *

Description of proposal: The President's FY 97 Budget assumes that the currently expired aviation excise taxes, including the $6 per passén er

nternational departure tax, will be reinstated in August, 1996. This offset proposal would increase the per passenger tax from $6 to $16.

Source of proposal: West Wing

Opposition to this proposal is expected to come from foreign governments, foreign air carriers, and domestic air carriers with international routes.

Federal Employee Parking

Proposal: Change Commercial Parking Rates
oMB 100 100 100 100
CBO 100 100 100 100

This proposal would require federal agencies to charge commercial equivalent parking rates for parking spaces in federal facilities. In short, federally

subsidized parking would be eliminated. Using OMB as an example, the monthly parking rate would escalate from $26 to $150.
The rationale behind such a proposal includes the following: 1) it diverts traffic to mass transit, 2) it is favored by environmentalists, and 3) it is supported

C.P A m e & AL el e mda = vimeinbimm af bha Adeainictrabian'e nranncal ta allnw fadaral ananciae tn rharma commercial eauivalent

Amtrak at no cost. This proposal is not the same as sale of Union Station air rights, as included in ve
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W hy attend college?

A college degree can provide your child
with many opportunities In life. A college edu-
cation can mean:

V¥ Greater Knowledge

A college education will increass your child's
abliity to understand developments in sci-
ence and in society, to think abstrocty and
crfically, to express thoughts clearly in
speach ond in writing, and to make wise
decisions. These skills ore useful both on ond
off the job.

V¥ Groater Potontial

A college education can help increass your
child’s understanding of the community, the
Nation, and the world—as he or she explores
inferests. discovers new areas of knowledge.
considers lifelong goals, and becomes @
responsible citizen.

¥ More Job Opportunities

The world is changing rapidly. Many Jobs rely
on new technology and dlready require
more brain power than muscle power, In -
your child’s working life, more and more jobs
will require oducation beyond high school.
With a coliege education, your chiid will have
more jobs from which to choose.

¥V More Money

A person who oftends college generally
earns more than a person who does not.

For example, In 1992, a person with a college
degree from a four-yeor coliege earned
approximately $11,000 more in that year than
a person who did not go to college. With o
college education. your child can earn
higher pay.

Some of these benefits of college may not
be obvious to your child. Even though he or she .
has to make the final decision to attend collegs.
you can help in the decision-making process by
learning about all aspects of college yourseif
and sharing what you learn with your child.
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’ MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE;

FOR THE RECORD, I AM DAVID LONGANECKER, ASSISTANT SECRETARY FOR
POSTSECONDARY EDUCATION, AND I AM ACCOMPANIED THIS MORNING BY LEO
KORNFELD, SENIOR ADVISOR TO THE SECRETARY OF EDUCATION FOR DIRECT
LENDING. ' "

I HAVE SUBMITTED A COMPLETE TEXT OF MY REMARKS FOR THE RECORD.
BEING RESPECTFUL OF THE LIMITS ON YOUR TIME I WILL SUMMARIZE THOSE
REMARKS IN A MORE BRIEF OPENING STATEMENT BEFORE YOU THIS MORNING.

IT IS, AGAIN, A PLEASURE TO APPEAR BEFORE YOU TODAY TO SHARE WITH
YOU THE ADMINISTRATION’S REQUEST FPFOR T[FUNDS FOR FEDERAL
POSTSECONDARY EDUCATION PROGRAMS FOR FISCAL YEAR 1997.

THE BUDGET REQUEST THAT WE PRESENT TO YOU.-TODAY REFLECTS PRESIDENT
CLINTON’S STRONG BELIEF THAT IT IS IN THIS COUNTRY’'S BEST INTEREST
TO INVEST IN THE CONTINUED EDUCATION AND DEVELOPMENT OF OUR RICHEST
RESOURCE, OUR PEOPLE. IT IS A RUDGET REQUEST THAT IS WHOLLY
CONSISTENT WITH THE DEPARTMENT OF EDUCATION’S MISSION "TO ENSURE
EQUAL ACCESS TO EDUCATION AND PROMOTE EDUCATIONAL EXCELLENCE." . IT
IS A BUDGET REQUEST THAT EMBODIES THE PRESIDENT'S LONG STANDING
CONVICTION THAT THE FEDERAL GOVERNMENT HAS A RESPONSIBILITY TO
ASSURE EDUCATTONAL OPPORTUNITY, BUT THAT WITH THAT OPPORTUNITY
COMES RESPONSIBILITY ON THE PART OF THE RECIPIENTS. AND, OF

. COURSE, IT IS PART OF AN OVERALL BUDGET THAT RFCOGNIZES THE NEED
FOR BALANCING THE FEDERAL BUDGET, BUT ALSO RECOGNIZES THAT THIS
COUNTRY, TO REMAIN GREAT, MUST CONTINUE TO MAKE STRATEGIC
INVESTMENTS.

THE BUDGET WE PROPOSE FOR POSTSECONDARY EDUCATION REFLECTS:

L SOME AREAS WE BELIEVE ARE SO IMPORTANT TO THIS COUNTRY THAT
THEY WARRANT INCREASED FEDERAI COMMITMENT.

L4 A NUMBER OF AREAS WHERE WE BELIEVE THE FEDERAL ROLE IS CLEARLY
ESTABLISHED AND EFFECTIVE, AND SHOULD BE SUSTAINED.

L AND A FEW TARGETED AREAS WHERE WE BELIEVE IT WOULD RE PRUDENT,
GIVEN THE FINANCIAL CONSTRAINTS UNDER WHICH WE ARE ALL
OPERATING, TO REDUCE OR ELIMINATE FEDERAL INVOLVEMENT.

THERE ARE FIVE SPECIFIC INITIATIVES FOR INCREASED FUNDING IN THIS
BUDGET.

WE BELIEVE THAT THE PELL GRANT MAXIMUM SHOULD BE INCREASED TO

$2700. THAT IS CONSISTENT WITH OUR REQUEST LAST YEAR. AS THE

FOUNDATION PROGRAM FOR NOT ONLY FEDERAL BUT ALL STUDENT

FINANCIAL AID, WE MUST ASSURE THAT EDUCATIONAL OPPORTUNITY FOR

THE MOST NEEDY STIMENTS IS RETAINED THROUGH CONTINUED AND
. INCREASED SUPPORT FOR TIE PELL GRANT PROGRAM.

CONSISTENT WITH THE THEME OF PROVIDING OPPORTUNITY WITH
RESPONSIRTLITY, THE PRESIDENT ALSO PROPOSES AN INCREASE IN
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CWS. WE WILL PROPOSE AN INCREASE OF 10 PERCENT PER YEAR FOR
THE NEXT FIVE YEARS, TO ALLOW THIS PROGRAM TO GROW TO THE
POINT WHERE IT WILL SERVE 1 MILLION STUDENTS BY THE YEAR 2000.

AND WE ARE PROPOSING A NEW PRESIDENTIAL HONORS

~ SCHOLARSHIP OF $1000 FCR THE TOP FIVE PERCENT OF EVERY
HIGH SCHOOL GRADUATING CLASS. THIS WOULD REINFORCE BOTH
OUR STRONG PUSH FOR ENCOURAGING STUDENTS TO ACHIEVE TO
HIGHER STANDARDS AND OUR BELIEF THAT HIGH SCHOLASTIC
ACHIEVEMENT SHOULD BE REWARDED.

THOUGH NOT IN OUR BUDGET REQUEST, A THIRD PIECE OF THIS
THEME IS THE $10,000 TAX DEDUCTION WE PROPOSE FOR
EDUCATIONAL EXPENSES.

WE ARE ALSO PROPOSING AN & PERCENT INCREASE FOR THE TRIO
PROGRAM BECAUSE EVALUATIONS OF THE PROGRAM HAVE SHOWN IT TO BE
QUITE SUCCESSFUL IN ENCOURAGING COLLEGE PERSISTENCE -- SO IT
ADDRESSES BOTH ACCESS AND QUALITY.

AND FINALLY, WE PROPOSE A MODEST INCREASE IN THE FIPSE
PROGRAM, BECAUSE IT HAS PROVEN SO . SUCCESSFUL IN PROMOTING
INNOVATION AND IMPROVEMENT IN POSTSECONDARY EDUCATION.-

WE HAVE PROPOSED SUSTAINED FEDERAL COMMITMENT TO MOST OF OUR OTHER
PROGRAMS, INCLUDING THE DIRECT LOAN PROGRAM, CAMPUS-BASED PROGRAMS
OTHER THAN CWS, THE TITLE III-- DEVELOPING INSTITULIIONS PROGRAMS,
INTERNATIONAL EDUCATION PROGRAMS, AND GRADUATE EDUCATION. WE
BELIEVE THAT THESE PROGRAMS HAVE PROVEN TO BE IMPORTANT AND
WORTHWHILE FEDERAL INVESTMENTS, AND SHOULD BE CONTINUED. IN SOME
CASES, OUR POSITIONS HAVE CHANGED FROM PREVIOUS YEARS. 1IN PART,
THIS IS BECAUSE WE HAVE LISTENED TO YOU, THE CONGRESS, FOR EXAMPLE
WITH RESPECT TO DIRECT LOANS, WHICH WE BELIEVE SHOULD OPERATE IN
COMPETITION WITH THE OLD PROGRAM, RATHER THAN AN ALL. AND NONE
POSITION, WIIICH WE PROPOSED LAST YEAR. IN OTHERS, WE HAVE CHANGED
BECAUSE MORE KNOWLEDGE ABOUT THE PROGRAM HAS CONVINCED US OF THEIR
VALUE -- FOR EXAMPLE, GRADUALE EDUCATION. -- COMMITMENT TO THOSE
IN THE PIPELINE -- AND COMMITMENT TO CONTINUING A CADRE OF HIGHLY
EDUCATED INDIVIDUALS, AND ONE REFLECTIVE OF OUR WHOLE POPULATION,
NOT JUST THE MOST ADVANTAGED. '

WE HAVE ALSO PROPOSED SOME TARGETED BUDGET REDUCTIONS. IN THE AREA
OF STUDENT TOANS, WE PROPOSE A NUMBER OF CHANGES IN THE PROGRAMS
THAT WILL RESULT IN CONSIDERABLF COST SAVINGS. THESE CHANGES,
TOGETHER WITH THE EXPECTED DECLINE IN INTEREST RATES, SHOULD RESULT
IN A SUBSTANTIAL REDUCTION 1IN THE COST OF THESE PROGRAMS.

AND WE PROPOSE TO ELIMINATE SOME PROGRAM REDUNDANCIES AND
ARFEAS WHERE THE PROGRAMS SERVE AN IMPORTANT NEED BUT HAVE
NEVER GARNERED THE CRITICAL MASS NECESSARY TO SUSTAIN TRUE
DPROGRAM VTTALITY. IN THIS BUDGET WE ARE NOT REQUESTING FUNDS
FOR EICHT PROGRAMS THAT ARE CURRENTLY FUNDED. COMBINED WITH

P. 04/05
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THE 12 PROGRAMS ELIMINATED OVER THE PAST TWO YEARS, THESE
TARGETED REDUCTIONS WOULD TRIM OUR OVERALL INVENTORY IN A WAY
THAT ASSURES THAT FEDERAL DOLLARS ARE BEING WISELY AND
EFFICIENTLY SPENT.

OF COURSE, WE WILL DO THE BEST JOB PO3SSIBLE TO BE GOOD STEWARDS OF
THESE FUNDS THROUGH OUR EFFORTS 10 1IMPROVE THE MANAGEMENT OF THE
FEDERAL POSTSECONDARY PROGRAMS. WE ARE AN ACTIVE PART OF THE
ADMINISTRATION'’S OVERALL EFFORT TO REDUCE THE SIZE OF GOVERNMENT
AND THE BURDENS THAT PARTICIPATING IN FEDERAL PROGRAMS CAUSES FOR
OUR CUSTOMERS/THE SCHOOLS AND STUDENTS THEY SERVE. BUT WE INTEND
TO MAINTAIN HIGH LEVELS OF PERFORMANCE AS WE SEEK TO REDUCE THE
SIZE AND INTRUSIVENESS OF OUR ADMINISTRATIVE ACTIVITIES.

AGAIN, THANK YOU FOR THE OPPORTUNITY TO APPEAR REFORE YOU THIS
MORNING. MR. KORNFELD AND I WOULD BE HAPPY TO RESPOND TO ANY
QUESTIONS THAT YOU MIGHT HAVE.

P. 05/05
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ANOTE TO PARENTS

It's never too early o think about college—
cbout the benefits of a college education and
about ways to put college within reach aca-
demically and financiglly. Throughout their
school years. students moke academic and
other decisions that affect whether they will be
eligible to enter coilege. You—working with
others—can help your child make these deci-
sions wisely.

This resource book is designed to help you
with that process. It will help you work with your
child ond with your child’s teachers and guid-
ance counselors, to ensure that he or she has
the option of going fo college. it will help your
child to prepare academically for the rigors of
college. and it will halp you to plan financially for
the costs of a college education. A good
academic record on your child’s part and sound
financial planning on your part will help ensure a
menu of opportunitios when the time comes to
decide about college. Although this book wus
wriften primarily as a long-term planning guide
for parents, guidance counsslors and teachers
will also find it useful and Informative.

This book will help you to

— Sot high expectations for your child'’s
future; '

— Know what college options are
avaiiable;

— Plan your finances with college in mind;
and

— Know what financial assistance your
child may be eligible o receive.

To ensure that today’s students will be able
to live, work, ond compete in the 21st century,
the U.S. Department of Education and the
Nation's govearnors set a direction for the nation
by establishing six national education goals. In
1994, Congress passed the Goats 2000 Educate
AmericQa Act. which incorporated the six goals

ogreed upon by the governors and added two
additional goals. In brief, the goals state that by
the year 2000

V. All children in America will start schoo!
" ready to learn;

¥ The high school gradugtion rate will
increase to at least 90 percent:

V¥ All children will be competent in at least
English, mathematics, sclence. foreign
languages. civics and government,
economics, arts, history, and geography:

¥ The Nation's teaching force will have
access 10 programs for the continued
improvement of their professional skills:

¥. American students will be first in the world

. inmathematics and sciencoe achieve-
“'ment;

¥ Adult Americans will be literate ond have

tha skills necessary to compete in @ world
‘economy;

¥ Every school in America will be free of

drugs. violenca. ond the unauthorized
- presence of firearms and alcohol; and

¥ Every school will promote parterships
that will increase parental involvement
and participation.

As we turn from o “Nation at Risk” to @
“Nation on the Move” we must assure that our
children and youth cre prepared to meet the
challenge of the world economy, the obligation
of civic responsibility, and e responsibility of
attaining the national education goals.

Attaining the national education gogis
depends greatly on the efforts of the entire
community, but especially you. the parents of
our children. In helping your child succeed in
high school and aim for college, you're aiso
helping our Nation produce informed citizens
and a compaetitive work force for the next
decade and beyond.

Richard W. Riley
U.S. Secrotary of Education

it



“JUN-01-86 SAT 17:15

P.07/13

REPARING YOUR CHILD
FOR COLLEGE

YVYVYY
\ A A A 4
\A A A4
TG

B AAA

- [ Sl

VNN

L e N
v X - ¥
o’ ¥

v A Resource Book
for Parents

Second Edition




\ Y

__ JNfOI-SB SAT 17:15

P.06/13

@ s

the dream because you don't know where to tur for financial help.

We belicye in rewarding excellence and hard work. This is why President Clinton has' called for
the creation of 2 new Presidential Honor's Scholarship of $1,000 for the top S percent of all
gradusting students in every high school in America.

We also belicve that thc maximum Pell Grant program should go up during ¢ach of the next five
years to ultimately reach $3,120. And it makes good sense to me to rapidly expand our college
work-study program to help millions of young people get ahead in life.

I encourage Congress to see the merit and enact into law President Clinton’s nuition tax
deduction, which would allow middle-class families to deduct up 10 $10,000 a year for college
wition and other costs. This is a sensible proposal that will make an immediate difference for
thousands of Amencan familics. :

To those wha say we cannot afford to help this generation of young pcople -- I say look at our
record of success and look down the road. We are on the brink of change —~ at the gateway of a
new time. This is absolutely the wrong time to cut our investment in education at all levels ~ and

‘ the wrong time for Congress to be so out of touch with the American people.

THE CHALLENGE TO COME TOGETHER AS AMERICANS

The story of America in this century -- as [ close now - is the story of giving cach new generation
of Americans the opportuniity to advance themsclves through education. We are a people who
believe in education, whe know its value. And this [ know for sure: We did not become the
world's greatest superpower. the most productive nation in the world, on a foundation of
ignorance. ' '

As we cross this new frontier of knowledge, we nced to recognize that the success and freedom
of being an American —~ in this day and age -- is the freedom of excellence -~ the ability to be

. highly educated and highly trained -- to negotiate 3 complex economic environment to become
productive and responsible citizens. '

1 urge every citizen in this great country 10 remember that we are raising our children not as
Republicans, Democrats or Independents, but as Amencans -- the future of our country. [fwe
want to enlarge the civic fife of this nation, lct us re-invigorate our people’s love of leaming and
put the “public” back into public education.

Improving education, caring for our children, keeping teenagers out of harm's way, and building
our sense of community is a day-to-day civic rask. What you put in, you get out -- that is the
secret of success for American education. Just that.

Public education is one of the great essential building blocks of our democracy - the public space



JUN-01-96 SAT 17:14 P.05/13

12

/ college education. That’s the American middle class

Today, two-thirds of all student financial aid dollars in this country come from my department. I
am pleased to tell you that we have cut the student loan default rate in half. and we are collecting
On many more defaulted loans, saving taxpaycrs wiillions of dgijars,

Yet qespite this good progress, we face difficulties reaffirming this national commitment to
opening the doors to higher education even wider.

1 remain perplexed, just about baffled, by the thinking of some in the Congress who want to cut
student loans -- who don’t seem to remember that they got their chance to go to college with the
help of the American taxpayer. This is why we have spent the last year fighting to keep the new
Congress from cutting $10 billion from our student loan program.

I also once again urge the Congress to preserve and expand our “direct lending program” which

has the support of America’s higher education community. This is no time to cave into the special

interests, who don't like the competition and who are up in arms because their profit margin is

dwindling. Students will always win with healthy competition, and that is the right way to help
. Amenica’s colleges and universities. -

As we 100k t0 the future we need to create 2 new sense of shared respoasibility in finding new
ways to finance American higher education. This needs to be 2 broad effort working on many
fronts.

Our elementary and sscondary schools must do a much better job of preparing students for
college level work. As standards go up, colleges will be able to shift resources away from
remedial courses.

State leaders must look down the road. In nine out of the last teq years, state budgets have
declined in their commitment to higher education. This year, | see new evidence that many
Governors are elready thinking ahead.

They are increasing funding for higher education and supporting creative financing mechanisms,
including: the ereation of pre-paid college tuition programs; education IRAs; and tax credits for
full-time students. I support these creative new injtiatives.

[ urge our colleges and universitics to use their ingenuity to hold the line on the cost of going 1o
college. We are already pricing too many young people -- smart students, who are just poor -
out of an education. And we have too many middle class families already stretched to the limi.

.For our part, [ want to speak directly 1o every high school student in America today and make this
promise. If you do your share, we will do ours. Every deserving student who works hard can get
needed financial help to pay the twition at a two- or four-year public college through a
combination of loans, grants, and work study options. If you want to g0 to coilege, don't give up
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KEEPING THE DOORS TO COLLEGE WIDE
Keeping the doors to college wide open is our sevéruh great challenge.

Today, our nation's system of colleges and universities represents the brightest gemstone in
America’s educational and economic crown. It is the cavy of the world. For mare than fity
years, we have made access t0 higher education part of the American Dream.

lies. Students have taken on a larger share of the cost of their education. Four out of five
ents work today. And too many parents are trying to make ends meet while trying to save for
' their children's college education in the future.

‘tcday. the burden of paying for college is being placed more and more on students and their
d

' In the last twenty years, forty million Americans have used a federal student foan to pay for their



"JUN-01-96 SAT 17:14 P.03/13

K Fmbaggoed~ Veoy
= C ST

~

UNITED STATES DEPARTMENT OF EDUCATION

PLUBLIC AFFAIRS

Richard W. Riley
U.S. Secretary of Education

Third Annual
State of American Educarion Address
St. Louis, Missoun
Wednesday, February 28, 1996

EDUCATION: THE GATEWAY TO AMERICA'S FUTURE
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L’auline,

To yet starcted, I'm gending som¢ of the rcaicent marevial I had ip
my filee and oificc cn what we have keen up to in higher education
cver the last thvee years. Allached urae:

The pagee from tecretary Riley’s Fabruary 28 "Staite of
rducarion” speerh regarding Lis challenge to keep the doors to
college opan.

The introduction page(si ro the domument Prepdsing Your Chil
For Collega, which incidently Maureen McLaughlin firec
aullivted when she worked in the ehop that preparcs this pub.

‘The abbreviated introductory comments T made (ol the full
text for the record) before the House appropriations Committee
iu our FY 97 Budget Hearing.

We're very proud of what the Prexident has accomplished for higher
wducallon eand appreciate the opportunity ts work with YOu tO tall
tha storvy. I hope this stuff helps you get started. Manresn and

I

(2nd others, if we need them) will halp howsver we can.

I can be reached al:

office (202)70g-5547
home (703)50G6-9GC04
pager 1(300)710-4667/

FPlaace let uo know how wc can help.

Dave

P, 02/13
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CLAIM ON HOPE SCHOLARSHIPS WON’T INCREASE ENROLLMENT AND
WILL MOSTLY HELP THOSE ALREADY PLANNING TO GO TO COLLEGE

"Money spent on the Clinton educational credit would mostly end up lining the pockets
of students planning to further their education anyway. It will subsidize activities -- in
this case, college education -- that many people would have undertaken without the
sweetener."

THE FACTS:

1. HOPE SCHOLARSHIPS WILL HELP INCREASE ENROLLMENT BY REDUCING
FINANCIAL BARRIERS TO HIGHER EDUCATION. THE PRESIDENT’S MESSAGE IS
CLEAR: COSTS SHOULD NOT BE A BARRIER TO EDUCATION.

Tuition Help For Middle Class Families. Over the past 15 years, the cost of tuition at public
colleges has increased from 9% of the typical family’s income to 14%. Government is not
going to tell schools they must lower their costs or never raise their tuitions again. But what
we can do is provide middle-class families with a $1,500 tax cut to help make sure that costs
is not a barriers to 14 years of education.

Greater Awareness of Tuition Assistance. 100 million Americans file tax forms, but only 10
million Americans -- half of all college students -- apply for federal financial aid. Now, every

Jamily will know that a $1,500 tax credit and a $10,000 tax deduction is available for college.

. EXPERTS AND THE GEORGIA EXPERIENCE POINT TO ENROLLMENT INCREASES.

David Pierce, Director of the American Association of Community Colleges. "Chances are
this type of initiative will cause students to enroll in universities, I tend to think there is an
overall benefit to all students at all institutions." {[US4 Today, June 6, 1996]

Georgia’s experience suggests the President’s HOPE Scholarships will encourage many
more people to go to college who may not have previously gone. Since the start of the
Georgia HOPE Scholarship program in 1993, enrollment in Georgia’s technical and adult
education institutions has increased 24 percent -- more than double the rate in the previous
three years.

PRESIDENT CLINTON’S NEW HOPE SCHOLARSHIPS TAX CUT BUILDS ON HIS
COMPREHENSIVE COLLEGE-ACCESS STRATEGY TO HELP OPEN THE DOORS TO
COLLEGE TO ANY AMERICAN WHO WANTS TO GO.

The $1,500 HOPE tax cut will pay on average $300 more than the full cost of tuition and fees at
the nation’s community colleges.

$10,000 Tax Deduction for All Education and Training. $10,000 tax deduction for tuition for
college, graduate school, community college, certified training and technical programs -- this
encourages lifetime investment in higher education.

Pell Grant Scholarship Increases for Lower-Income Students: President Clinton’s balanced
budget will increase Pell Grants each year. The maximum Pell Grant award will increase by
33% from fiscal 1995 to fiscal 2002.



CLAIM ON AMERICA’S HOPE SCHOLARSHIPS

WILL GIVE STATES AND SCHOOLS INCENTIVE TO RAISE TUITIONS

IM: "The American Association of State Colleges and Universities said it is ‘very likely over time’
that some schools, or the state officials who regulate their prices, would raise tuition to that amount
to capitalize on new federal money. [Washington Post, June 8, 1996]"

THE FACTS:

1.

PRESIDENT CLINTON PUT FORTH A STRONG CHALLENGE TO THE
NATION THAT WE SHOULD DO ALL WE CAN TO ADDRESS THE
PROBLEM OF RISING COLLEGE TUITIONS.

¢ The President’s $1,500 HOPE Scholarship Tax Cut will pay on average $300
more than the full cost of tuition and fees at the nation’s community colleges.

WITH THE AVERAGE COMMUNITY COLLEGE BEING "FREE," STATES
WILL BE UNDER ENORMOUS PRESSURE TO KEEP TUITIONS DOWN.

» In 33 states where current average tuition is less than the $1,500 tax credit, it is
highly unlikely that state elected officials -- who would be held accountable to the
~ people in their states -- would see it in their best interest to raise tuitions so as
eliminate "free" 13th and 14th grades in their state.

+ In states where the average tuition is greater than the $1,500 tax credit, the pressure
will be on state officials to explain why community college in their states is not
"free" as it will be most other states.

BECAUSE NOT ALL STUDENTS WILL RECEIVE THE TAX CREDIT, STATE
LEGISLATURES AND SCHOOLS WILL FACE PRESSURE TO KEEP
TUITIONS DOWN.

» Students who register for individual courses and are not full-time or part-time
enrollees would be disproportionately impacted by tuition increases. While the tax
credit is targeted at the middle-class, that should not be an excuse for tuitions to be
increased even greater on higher income Americans.

STATES WOULD ALSO FACE PRESSURE TO KEEP THE COSTS OF
PUBLIC FOUR-YEAR COLLEGES DOWN -- OR FACE LOSING STUDENTS
TO COMPETING COLLEGES.

AS THE TAX CUT IS IMPLEMENTED, THE EDUCATION AND TREASURY
DEPARTMENTS WILL WORK WITH MEMBERS OF CONGRESS,
GOVERNORS, AND COLLEGE PRESIDENTS TO DISCOURAGE STATES
AND INSTITUTIONS FROM RAISING THEIR TUITIONS SOLELY TO TRY
TO TAKE ADVANTAGE OF THE NEW FEDERAL DOLLARS.

» This tax cut is meant to help students and families pay for college and we will work
diligently with states to carry out the vision of the program: to make 2 years of
college as universal as high school.




CLAIM ON AMERICA’S HOPE SCHOLARSHIPS WOULD CAUSE GRADE INFLATION

CLAIM:

THE FACTS:

"The fear, echoed by officials in other departments, is that community college teachers all
over the country would feel responsible for students losing out on a college education if they
don’t give B grades or higher." [Source: Washington Post, 6/5/96]

1.

STUDENTS MUST EARN A "B" DURING THEIR FIRST YEAR IN ORDER
TO GET THE HOPE TAX CUT THEIR SECOND YEAR BECAUSE
PRESIDENT CLINTON BELIEVES:

(1) We should work to remove financial barriers and open the doors of college to
all students who meet the academic requirements for enrollment. That is why
President Clinton’s $1,500 tax credit is available for all first-year college students.

(2) We should reward responsibility by extending the HOPE tax cut for a second
year to students who make the grade. In order to receive the tax credit for their
second year, students are required to have a "B" average their first year.

JUST AS STUDENTS WILL HAVE TO PROVE THEIR RESPONSIBILITY BY
MAKING THE GRADE, PRESIDENT CLINTON CALLS ON ALL
PROFESSORS AND TEACHERS TO ACT RESPONSIBLY AND MAKE SURE
THAT THEIR STUDENTS EARN THEIR GRADES.

» President Clinton challenges all teachers and professors to continue to make sure
their students earn their grades and not change their ways because of this tax cut.

SO FAR, IN GEORGIA, THERE IS LITTLE IF ANY EVIDENCE OF GRADE
INFLATION.

» In fact, 57% of first year students did not maintain a B average in their freshman
year and lost their scholarships.



CLAIM THAT EXPANDING PELL GRANTS WOULD BE SIMPLER AND MORE
EFFECTIVE THAN PROVIDING A TAX CREDIT

CLAIM: Wouldn't it be better to just expand the Pell Grant program than further complicate
' the tax code with another tax credit?

THE FACTS:

1. THE $1,500 TAX CREDIT IS BETTER SUITED TO MAKING 14 YEARS OF
SCHOOL THE STANDARD FOR ALL AMERICANS. Providing tuition assistance
through the tax code is better suited than a spending program such as Pell Grant program:

. Emphasizes that it is a guarantee for every American -- and not just those who seek
it out. While about 20 million Americans enroll in a post-secondary education
program each year, less than 10 million apply for federal financial aid. By contrast,
over 100 million Americans already file an income tax return each year.

. Every American that fills out a tax return will know that a $1,500 tax credit and a
$10,000 deduction is available for college tuition.

. Puts the promotion of higher education in line with the promotion of home
ownership and charities that are given favorable treatment by the tax code.

. Gives families the same incentives to invest in education that the tax code gives
corporations to investment in plant and equipment. The President supports
permanent extension of Section 127 to give corporations incentives to invest in

‘ education of their workers.

2. PELL GRANTS SERVE A DIFFERENT PURPOSE. Rather than making a universal
guarantee of a fixed amount of assistance, Pell Grants provide students with grants of varying
amounts based on their resources and their expenses. Pell Grants provide needy students with
up to $2470 to cover not just tuition, but also room, board, books, transportation, and child
care.

. Expanding Pell Grants to make them universal would funamentally change the
program and would dilute its purpose of providing broader assistance to a targeted
group of students.



