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MEMORANDUM FOR THE DIRECTOR
DEPUTY DIRECTOR

FROM: Charles Kieffer
SUBJECT: FY 1997 VA/HUD Appropriations Bill -- Update

On September 20th, the Conference Report was filed for the
FY 1997 VA/HUD bill. House and Senate floor action is expected
on Tuesday, September 24th and/or Wednesday. Of the thirteen
appropriations bills, it is expected to be the seventh and
perhaps final freestanding bill (depending on the outcome of
Foreign Operations discussions).

The Conference Report includes slightly over half of our
$200 million of tentative addbacks for this bill. The $200
million list of addbacks was not sent to the Congress. On
Monday, we will need to make decisions on which of the addbacks
not funded (Office of Consumer Affairs, Boston Harbor, etc.) we
want to pursue as well as perhaps others (Community Development
Financial Institutions, other EPA, etc.).

The requested $100 million supplemental for VA Compensation
and Pension is in this bill. VA is pressing for House and Senate
action no later than mid-day Wednesday so that the October direct
deposit payments can be made on time.

Highlights of the Conference Report follow (all levels are
preliminary and based on Committee scoring):

(BA in millions by OMB scoring)

FY 1996 FY 97 Pres Bud FY 97 House FY 97 Senate Conference
$64.0 $67.3 $63.8 $64.5 $64.4

o The bill totals $64.4 billion, $2.8 billion below the
request, $.6 billion above the House and $.4 billion (+1%)
above FY 1996. Most of the increase above the House is used
for funding National Service.

o The bill includes modified versions of the three health
provisions added on the Senate floor.

- The Senate spina bifida language was approved, but the
effective date is postponed from January 1997 until
October 1997, unless Congress authorizes the program in
the meantime. The spina bifida provision is offset by
the Gardner case reform. The provision creates a new
VA mandatory program for providing health care and



vocational training and rehabilitation to children
conceived by Vietnam veterans after their tour in
Vietnam began.

The mental health provision requires that health
insurance providers include increased coverage for the
cost of mental health services. The provision modifies
the Senate provision to increase from 26 to 51 the
number of employees a small business would have to
employ to be subject to the provision. The effective
date is January 1998. Based on the 1998 effective
date, no offset is provided.

There was also agreement on the maternity benefits (48

- hour minimum stay) provision, with a January 1998

effective date. Based on the 1998 effective date, no
offset is provided.

National Service is funded at $403 million, $143 million
below the request, $403 million above the House and the same
as FY 1996. '

CDFI is funded at $45 million, $80 million below the request
and the same as FY 1996.

EPA is funded at $6.7 billion, $.3 billion below the
request, higher than either the House or Senate bill and $.2
billion (+3%) above FY 1996.

The bill is generally free of the environmental riders
contained in the FY 1996 legislation.

EPA Program and Management is funded at $1.7 billion,
$.2 billion below the request and roughly a freeze at -
the FY 1996 level. However, within the total, there is
a general reduction of $121 million in order to finance
over forty earmarked projects. Within the total:
Climate Change receives $84 million, $58 million below
the request and roughly a freeze at the FY 1996 level;
the Montreal Protocol receives $12 million, $7 million
below the request and a freeze at the FY 1996 level;
the Environmental Technology Initiative receives $10
million, $62 million below the request and a freeze at
the FY 1996 level; and, GLOBE is not funded (cut by $1
million from request).

Superfund is funded at $1.4 billion, the same as the
request and $83 million (+6%) above FY 1996. The $861
million House contingency fund is dropped. $100
million of the total is fenced until September 1, 1997.

The Brownfields program is fully funded at $37 million,
$25 million above FY 1996.



- State and tribal assistance grants (safe and clean
water) is funded at $2.9 billion, slightly above the
request and .1 billion (+2%) above FY 1996. Safe
Drinking Water receives $1.275 billion and Clean Water
$625 million.

- The earmark for Boston Harbor is only $40 million, $60
million below the request. $50 million is approved for
water projects along the Texas/Mexico border (the
colonias). There is also about $140 million for
earmarked water projects in Boston and Bristol Mass.,
New Orleans, Mojave, Chicago, Oregon, South Carolina,
New Mexico and many other locations.

- $60 million is provided for part of the multi-year
construction of Research Triangle Park, North Carolina,
with language allowing for a total multi-year
construction cost of $232 million.

CEQ is funded at $2.44 million, the same as the request,
$186,000 above the House and $286,000 above FY 1996 (+13%).

OSTP is funded at $4.9 million, the same as the request, the
House and $.1 million below FY 1996.

The FEMA Disaster Relief account is funded at the $1.32
billion, $1 billion above the request and $.2 billion above
the House. The language that would have delayed the
availability of the funds until September 30, 1997 was
dropped. The $1 billion increase restores the funds
rescinded in the FY 1996 Omnibus bill.

NASA is funded at $13.7 billion, $1.0 billion below the
request and $.2 billion below FY 1996 (-1%). Space Station
($2.1 billion) and Space Shuttle are fully funded.
Requested transfer authority, subject to the approval of
OMB, is provided. The House cut of $220 million from the
Mission to Planet Earth program was dropped. Our $900
million fixed assets proposals (TDRS and the New Millenium
program) are not funded. The GLOBE program is terminated.
NASA is given buyout authority.

HUD is funded at $19.5 billion, $2.2 billion below the
request and $1.3 billion (-6%) below FY 1996.

- CDBG is funded at $4.6 billion, the same as the request
and FY 1996. The House language which delayed the
obligation of $300 million until September 30, 1997 was
dropped. The Economic Development Initiative is not
funded. The Youthbuild program is funded at $30
million, $10 million below the request.



HOPWA is funded at $196 million, the requested level
and $25 million more than the House or Senate levels.
The extra $25 million is to be derived from HUD
recaptures, which should be more than adequate to cover
this level of funding.

Homeless programs are funded at $823 million, $.3
billion below the request and below resources available
for FY 1996 (-27%).

Establishes a new $40 million demonstration to test
ways to restructure FHA's high-cost multifamily
properties. The demonstration limits the use of
tenant-based assistance to 10 percent. This is not a
high enough threshold to permit adequate testing of
alternatives. Still seeking a fix.

Extends various one-time FY 1996 savings reforms into
FY 1997. These provisions provide flexibility to
continue HUD's initiative to demolish old, poorly-
maintained public housing and replace it with a
combination of portable vouchers and new low-rise
housing. The extended savings reforms include limits
on HUD's annual rent inflation adjustment for high-cost
rental units and a three month delay in reissuing
turnover vouchers ( the latter not favored by the
Administration).

Establishes a new and more rational account structure
for HUD. It will separate the $10 billion Annual
Contribution account into three separate accounts.
This should promote better understanding of the HUD
budget and improve accountability.

Provides $350 million in incentives to owners to
preserve low-income properties, even though the
Administration requested zero for these subsidies,
preferring other means to protect tenants.

Earmarks $60 million in self-sufficiency grants for
residents of public housing, including up to $5 million
for the moving-to-work demonstration created in FY 1996
appropriations.

Restores HUD's S&E funding to the higher Senate level

of $977 million, $10 million below the request and $15
million (+1%) above FY 1996. HUD was not given buyout
authority.

HOME is funded at $1.4 billion, the same as the request
and and FY 1996. Neither the House or Senate approved
the proposed $150 million HOME bonus program.



- Drug elimination grants are funded at $290 million, the
same as the request and FY 1996.

The bill includes the requested increase to $20 billion in
FY 1996 GNMA commitments.

VA Medical Care is funded at $17.0 billion, the same as the
request and $.4 billion (+3%) above FY 1996.

VA Operations are funded at $828 million, $16 million below
the request and $21 million (-4%) below FY 1996. VA is not
given buyout authority.

The bill does not fund our request for a new VA Brevard
County (FL) hospital but like the House, includes funds for
a clinic. The bill includes $32 million in requested funds
for the Travis AFB (CA) hospital but delays the release of
the funds until January 1, 1998, unless otherwise
authorized. About ten unrequested VA construction projects
are funded Maryland, Kansas, Tennessee, Oregon, Florida, New
York and others.

The Office on Consumer Affairs is terminated.

NSF is funded at $3.3 billion, $50 million below the request
and $55 million (+2%) above FY 1996.

The House (Obey) language concerning Supercomputer
procurement was dropped.
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September 10, 1986

More Programs; Lower Resuits, Highor Costs

Dear Republican Colleague: 4 )

During the past few montha, Presidant Clinton has unvelied a flurry of new education
proposals. None of these proposals deal with tough qusstions in reforming education ike: Why
have reuding scores slipped significantly:since Clinton has been in offica? Why aren't children

leaming to read correclly In the classroom the first time? And why are-eollage costs continuing to

- skyrocket? i

President Clinton knowe the Ametcan pecple are concerned about these fundamental
lesues, So Instead of working to Improve education and kesp eollege costy from increasing so
quickly, he just praposes new programs, more spending, and a bigger RS to administer ail the

targeted tax broaks he wants (o Greats, all at a cost to ther Ameriean taxpayer‘of aver $53 billion’
over the next six years,

Al this from the same man that ddclared, just last January: mmmmm

On tho following pages, for your use, ara descriptions of the President's newaat inltiatives,
and honest responeee to thuse initintives;, Should yau require anything more, pieasae call Hans
Meeder or Mark Eckard of the Committas gtaff at x6-8010.,

e et e et mAyrewEmtmn B e et s o PP e bamans

BILL. ODLING
Chalrman
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lesua: On August 27, 1006, Prasidant Clin&on proposed a “National
Iiteraey Inltiative” 1o reduce illiigracy. The proposal would provide §1.75 billion

In funding for afler-achool tutors and for helping non-reading parenta to read to
their children, and §1 billion for increased AmeriCorps programs on literacy.

Responas:

» Duplication: This literacy proposal dupiicates exlating federal programs, and.

doea nothing to address the ireal problem with iliteracy — Ineffective
appreaches to teaching reading. '

» Almady, the Faderal govamment cirrently spands over §7 billion for the

‘Title | program, which le designed to provide In-school tutaring agsigtance to

low-income and educstionally disadvantaged chiidren.

= The President'a proposal weuld alee spend $300 million en a program to
coach parants with low reading wkilla on how to teach their children te

read. Yet, in 1886, Clinton;prapesed o da-fund-a very similar family Iteracy

program, Even Stan, thal helps parents and children allke learn to read
together and break the bonde of inter-gensraticnal liliteracy. .

= By placing all the emphasis on tutors and pre-school programs, the new

proposal seems-lo disregard the abllity of teachers, armed with tha right toals

and a hatlc academic cuniculum, to improve reading achlevement.

« Loworing the Bar: The goal of being abie to read Independently.by the and - .

of third grade is an incredibly low etandard. With good eurrieulum and
instruction, chlidren should be abls to-read Indspendefitly by the end of firt
grade, if not earlior.

v Sleight of Hand: Just as with the rise In teen drug use under his watch, the
President )a ualng this Initlative to divart attention from the faot that reading
test scores want down from 1892 (o 1904.

*  By.trying40-him-30,000 “mading. specialiste’ In.the AmerCozps program, -

President Glinton Is simply tying to find a useful purpose for his pet program

that g0 fa:r. has little to show for its cfforts.

Ultimately, the Prosident's proposai doss nothing 1o addrean tha raal
chellenge, reforming curriculum and teaching practices 6o that chifdren
loam to read correctly the fire} time, rom their teachers.

a3
PAEsL. 2

@003
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Technoloay Literagy Challengo Fund:

Issue: President Clinton proposed a $2 billien technology initiative in hia
‘= 18987 budge! request. The Initiallve would be phased in ever a five-yesr pariod,
with the firet "instaliment”'of $250 million requested for FY 1807. Tha purposse of
the fund is ‘to provide reeources for the Implementation of atatewide strategles
designed to enable all achools to integrale technology fully into school curricula,”
However;spacific activities that would take place as part of this initlative have
nat been defined by the Adminiatration,

.Responaes:

* When it comes to'echeol technology, President Clinton loves lo talk but has
dons very little to heip echadis enterng the Information age.

. w |n fact, ha.actually takes credit far doing things In which he has had no
involvement. In February's State of the Union nddrees, the Prestdent
claimad 10 be working with ‘California to help wire achools to the Intemet,

in ract; the Dapartment of Education had done nothing. It was entirely a
State and private cffort. '

e The V. &. Deparimant of Education sstimates that the Title VI (formerly -- -
Chapter 2) block grantsupports batwean $60.to $80 million annually on ..
education technology. However, fresident Clinten preposed termination
of this funding:program far technalegy In his 1907 budget.
¢

= The Presldent'’s Technology Literacy Challenge Fund is yst anothar

- expensive, duplicative program whase goals and activitiea have not been
cleady Identifisd, When asked.in appropriations hearnings before the Labor, .. -
HH3, Bducation Appropriations Subcommiitae how much the Fedormal
government currontly spends on educational technology, the Searstary of. - . -
Education respended that “the Department doea not have data to
document the amount of this spending” and could not explain how tha.
proposed new funds would be coordinated with exisling programs.

* (n addition, it Is not clear thore s a noed for Fedem! involvement in this area.
In many cases. such as tha resent Internet connection of schaols across
California,.tha private sectac.can provide iechnology.msaurces to schools
much mare efficlently than the Federal government can.
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lasus: In June 1986, President Clinton announced a naw federal program o
spend $6 billlon to-help districtspay for echool bullding repaire-and new construction,
Under the four-yeat achool construction program, schodl districts couki apply for
federal subsidies to offaet up to 50 parcent of the cost of financing new construction
or renovation. The administration proposes to finance the program with procaads
from federal gavernmantaucﬁons of communications liceneas, which 8o far have
raiaed 520 billion for the treasury.

'Reaponn:

« First, President Clinton nesds to explain this Statament {rom a Department of

Education budgst beok in 1086 I which ho epposed & school construction
and rencovatioh pregram:

« Whylisthe Prasida‘;'\t changing his-poattion now during this election saason? 18
he simply trying to divort attention frem poor studsnt academic parformance?
Mgeny groat Americans attanded achool in laes than ideal ssttings and sl
receivad excellant academic proparation. 1f Mr. Clinton Is trying to blame falling

_ _raadingy.scores and increasing Hdrug-use on schop! buildings, he seriously
underastimates the inteliigance of the American peopla.

« States cornmit about $3.6 wion avery yeai for this purpoes. Much of this funding
s nend-basad and better targetad than a federal program could be. President
Clinton wanis to put decisions about locs! aehool construction prejects in the
hands of YWashingion bursaucrats. '

. Undert this pioposal, existing foderal prevalling wage iawa wauld apply to local L
scnmmmmdmmmm.mxmwmmmd..muw drive the :
cout of thase projscts up by 15 percent. But most of the increased coets would
gtiil ba paid by local taxpayers. That's no bargaini

By Ithlvlng Waahington In this local lssus, the President's propoeal could
ultimately saddie taxpayers with the full responsibliity of paying for up to 2120
billjenin projacted renovation and construction costs, according to GAQ.
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[saue; InJune 1688 at Princeton unlyersity, the Presidant announced

. his now plan for making college mofe affordable called "HD_PE-Soholamhlpu.'
Tha plan allows tamilies to take advartage-of one of tho following options: @
$1500 12X cfadit for collage tultion for the 1et year. followed by & $1500 tax credit
for the 2nd year only it 8 student maintained a B average and avolded a
conviction for use of Hlugal drups; OR a {ax deduction for tution expensas of up
{o $10,000. Eithsr option would be.gradually phased out for individuats making
wetwesn $50,000 and $70,000, and for couples filing Jointly with incomes

petween $80,000 and $100,000. The totml HOPE acholarahip proposnl costs
$42.9 bllllon over the noxt aix yoars.

Rospanae:

o - This propoasi ignores two majar probloms — academic proparation of ,
gtudents ontering collage, and vising costs of higher education. ’
. \\# . ]

» AtlB time whan wa afé ‘encouraging colleges 10 reverse history and lower
their prices-rather than Incraase them, it dossn't make sense to offer a tax
credit that has the potential of ancouraging collagoes that charge loes than
$1500 to charge mere in order to capture the full banefit of the tax

credit. We.already have an olaborate system In place for providing financial
assistanco to thosa who quallfy.

+ ‘Thia proposal doas not éncoul?age more low-income atudents to entall in
college. Instead, it unwisely uses taxpayer funda to subsidize a tax credit for

middie- and high-income studonts who would attend college without the tBx
Ofadu- A R T s .

« The proposal also aets the gom) of having svery Man studantgote -
~ gctoal for 14 yerrs, Inswead of 12. if 42 yoars of school dops not ensure a

ptrong academic background, why should wa think two more yoars of
education will make any difference?

—h—— .t . eadeav-w pommiy o v Smals s - Gtnn -
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Presidential Henors Scholaréhlpa:

|ssue: President Clinton proposed a new program In his 1887 budget

- which watia provide a ohe-yaar $1,000-scholarship-to the top 5 percent of

graduating high school senlors. The Administration clalms that this schelarship
will "motivate highracademic achlevement in every high scheol in the Nafion® and
has requested $130 million for this new progrmm in 1607.

Rospbn-e:

= Thia program duplicates othar Federal financial ald programs alroady
- available, Bt & time when we are irying to vonbolidate duplicative programs.

» Por oxampie, the Byrd Honpra Schotarship program, funded at $20 million in
Fiscal Yaar 1988, already pravides scholarships of 31,600 & yaar 1o students
- who have demanstrated outstanding academic achlevement.

« Fusthermore, many racipierits of the Presidential Honore Schelarehlpe would
corne from upperdncome famllles, who already recelve merit-based ald from
other seurces. In this time of a shrinking Federal budget, we ¢annot afferd

. to divert aur scarce education resources from nesd-hased student ald.
'Moet students realize that the reward of high academle achievemaont lo
jeaming ahd buliding a feundation for futureloaming. It is doubtful that the
$1,000 scholamship will motivats students moro than thay would be otherwise.

! , . .

» When he.came into office, the Presidont proposed slimination of savoral
smali scholsrehip programs. In his 1886 budget, the President ergued
againet funding for @ one-year scholurship program which wauld help

. students pay for college If they achleved a ceraln academic leval in high
school. The 1866 budget atatad, In view of the sighificant level of

a7
PRGE 4

-

resources avallable to postascondary students, the Administration does -~

not recommend funding for srmall cutegorical programs.”

o Likawisa, in justitying shiminatien of ansther small acholarship program, the
Prosident's 1607 budget stated that "the Administration’s priority I to provide
gignificant support io the broader Fedaral student financlal aid programs
autherized under Title 1V of the Higher Education Act [such as Pell Grants

...and student loans] sather.than x.o.suppona-muu.cawgodul.pmmmf

Y

o007
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READING THE FINE PRINT
ON DIRECT CLINTON LOANS

Republicans arc being attecked on the issue of srudent loans. These anu_ks puggest 'that the
Republican Congress has somehow out id to students. The facts aro otherwise, but entail details
about student Joan policy sometimes difficult to raise in a campeign. To set the record str'a.lgh! and
avoid being put on the defcnsive, candidates peed to know the fine print of whut C!.mton bhas
spported in studont loans. Inaccurats artacks on Republicand ecd to be responded to, simply and
" accurately. ' :

The Student Loas Lssue; Framing the Issuc

Democrats are succoeding in framing the studcat loan Lssue ' so & o put all Republicans on the
defensive. They say: “Republicans want {0 cul student loans, The lssus needs to be reframed:
Ropublicans have not cut the availability o bencfits of smdent loans. 1n fact, during the Republican
eontrolled 104th Congress, more studes and families reficd upon and recoived federal student loans
than ever before,

Millions of students and. their families and college financial aid officials across the country agree
with the Republicans: that federal srudent loans are best administered by the private scctor
where studenis can reap the benefits of private sector competition for borrowers.

Candidate's Package

The attachad information package sets forth the facts and shou!ld be uzed as & basis for coﬁntorins
mislaformaon and false cleims being put out by Democratic candidates.

Background...c.cc.ccecsnvnsananes

........................................ Paged
Leglslative HLEBEOTY corveurravesconcarctmtasstanssasssisnsemssm pommashosasassispmesananss Page 4
Top Ten Things About the
Clinton Loan Pragram. e eraressasss ; Page S
mth ve. Fact.....cccceehed PP PRI T T P A 1 srasnise Pesseser see ununc.-‘\b‘-n . . Pﬂsc 9
Historical Rackground on the
Federal Student Loan Frogram . waePage 11
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BACKGROUND

a3 approved & program proposed by the Cllmon Adininigteation on!lod the Foderal
gh:?mphm gfoa:un (FPDS?.P). \Ehich give the U.S. Departrent of Education suthodty to
underteks a program under which feders! cducation loans were m'ode directly to students from the
Federal Treasury. The new program affected neither the eligibility eritene nor benefits Iavu!h?lc
for foderal student loans. Rather its lons fnnovarion waa & new delivery mochanism for disbursing
loans which centralizes more control in Washington and costs soveral lnndred million dollars to
create computer capabllitics already presemt in statcs aod iv the privata sector,

In its first year, Congress authorized the Department of Bducation to make g3 much 88 5% of student
losne through this pilot program, growing 1o 50% by the third year. Schoale c_ould apply to
pesticipata in FDSLP or remaia with the traditional guaranteed program, under which the fedeml
mmmmt—suwd loans we made through private lenders under the same terms and conditions.

While some proponents of the new direct loan program claimod that the FDSLP would resuls In
considerable savings to taxpayers, subssquent independent analyscs by Loth the Coopgreasiongl
Resenrch Service and the Congressional Rudges Office (CBO) revealed that not to be thecasa In
fact, CBO concluded thet direct londing under the FDSLP was gubstantially more expensive than
ths guaranteed student loan program. Meanwhile, others bogan to question the government's ebility -
to administer this program, especially with rogard to collection.

Along with budgetary concermns, many in Congress began to. daubt the wisdom of cresting anothor
federal bureaucracy within the Department of Education 10.administer the FDSLP. Asa roguly, &
bipartigan effort within the Congress emerged during the 1995 budget debate to cap the growth of
the dircct loan program. :

Despite public comments to the contrary by proponants of direct loaos, there are no Republican
proposals thar would inhibit students access Lo Joans or increase the cost of student loans for
borrowears. Candidates sliould nota that the House passed version of the Balunced Budget bill in
1995 included a reduction in the borrower interest gubsidios on studont loans. Thesc provisions
would have increased borrower costs during the in-schodl peried, but were part of an overall
package that would have balanced the budget and led to lower overall interost rates on all loans,
including student loans, had it bean cnasted. On balance, ‘bormowars would have bencfited from
enactmant of guch Balanced budget legielation. In fact, thelam major cxpansion of fcdernl srudent

loan eligibility oocurred during the Bush Administration with the eaacunent of the Higher Education
. Amendments of 1992,

By anempting 1o curtail the growth of an untested and patentally budget busting direct government
loan program, Congress has tried to strengthen and stabilize federal srudont loun programs, thus
ensuring theis integrity and aveilability for futwe generations of studont borrowen. Federal
Iswmakers are not considering irnposing limits on the availability of loans for higher educszion, nor
were any such limitations made pan of the Balanced Budget Act which the Pregident vetoed. The
President's suggestions (o the conirary ate nut simply untiue, thicy also foster upwarTanted anxiety
among swdents and their families.
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* Legislative History

Responding to mounting presures to balance the budger, various proposals were made to reform
entitlerent spending on student loans and other arcas. n Fall 1994, thon Office of Management and
Budget Director Alico Riviin proposed eliminating the surrent practice of allowing students o carry
their subsidized federal logns “interest gree” while in school. An carly, nop-binding budgetary
resolution adopted by the House In 1995 contained this samo racompendation. Various other, more
modost proposals to reduce subsidies on studem loans were considered throughout the budget
debstes. Ultimasely, though, the Congross agreed upop savings to balance the budget which
preserved all existing loan benefits for students, The Balanced budget plan, vetoed by tha President,
would have instead saved $4.95 billian from reforms in the sdministration of the student loan
prograra, mainly by requiring private sector providers of student loans to bear mare finandial risk
and reducing fees paid wo them, Savings (S1.6 billion) were aso schieved by curtailing the size of
the cosdy new direc, govermmans loan program. Wide access 1o loans for swdents attending aligible
schools 4cToss the country ws preserved and loan volume was slated to increase by 50 percent over
the scven-year period. Tax Code provisions of the same Balanced Budgat bill would bave reingtated
a student bensflt that was lost in 1986—once sgain making it possible 10 deduct & portiop of the
intcrest paid an studant joans. Separawe appropristions legislation that was later approved by
Congress snd ensoted into law included the largest one-year ingrease in the maximwn Pell Grant
(up $140 10 52,470), the muainstay program of financidl giamt assistance bonefiting low-income
students and families, :
1 o

}
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TOP TEN THINGS THEY AREN'T TELLING YOU
ABOUT THE CLINTON LOAN PROGRAM

{, CLINTON'S DIRECT LOANS BURT STUDENTS

That's right, hurt srudents!! Fora President who talks about federal tax cmd.its and federally
subsidized college scholprships w lower the costs of higher education, the Pre.ﬂde.n_l'n own loan
program is scoually more expensive for students. Swdems:who take out 8 diroct loan, arc not
eligible for many of the money-saving progrars offored by hundreds of private landers. A student
with $17,125 in loans, can save close T0 $1,800 in financing costs through private sector reppyment
programs. The Clinton Direcl Loan program 18 needlessly increasing the cost of college for .
milions of students! '

3. CLINTON'S DIRECT LOANS ARE MORE COSTLY TO
TAXPAYERS

The Clinten Administrezion cenvinced Congress o pass ths Direct Loan program by promising that
it would save taxpeyers millions of gollars. Three yews lue, direst lending experiense
demonstrates just how false thess claims were. Both the nonpartisan Congrossiopal Research
Service and he Congressional Budget Offios -- each with hs own independom analysis — concluded
that divect lending offered no savings to the Americag people! The CBO concluded. in fact, thet
abolishing the Direct Loan program would save the government 1.5 bilfion. “With tbat kind
of savlngs, the government could afford to write a $100 check to each of the country's 15 million
college students. ' :

3. THE GOVERNMENT HAS A PITIABLE RECORD AT LOAN
COLLECTION

The last time Congress placed the responsibility of collecting student loans in the hands of the
governmext it was ¢ disastert In fact, loan collection was sa nisnenaged and enforcement of rulss
%0 |ax, undar the Federally Insured Student Loan program that Congress abolished the program in
favor of private sector loan collection. In the ond, this program collscied only 20 cents on ovely
doller loaned. Tradirionally, the government is much better at giving out money than it is at
collecting i1. Can we expect bester of today's Department of Education? Doubtful. Just this past
gpring for example, the Departmsnt expericnced 8 procegsing backlog of close so one million
financial aid applications, creating anxicty aboul 1he avaliabllity of student sid for hundreds of
thousands of familics. Consider the cxpericnoc of our ncighbors to the nonth.  The Canadian
govemment did such sn abysinal job at collecting student loans, it recently asked private lendors to
tako over this responzibility. ;
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4. STUDENT LOANS ARE PLENTIFUL

Despite Democrats drumbenat of warmings that Republuans ais slashing student loan funds, the fact
is thar there have been no such cuts. On the concrary, thanks 1o Republicsn offorts that began under
the Bugh Adminigtration, snd ocontinued under the Republican controllcd 104th (?ongu:ss, student
|oana are svailable to more students toddy than at asy other rime in our nation’s history. And while
President Clinton promised To increase gram moncys for higher education, it was in fact the
Republican controlled Congreas that has rsised Pell Grant lovels to theis historic high.

s, THE CLINTON LOAN _PROGRAM IS LIKELY TO DRIVE UFP
DEFAULTS - ' :

Another misloeding promisc of the Direct Loen program was its pladge 1o decrease student default
cates. By allowing students to pay off their loans as 8 percantege of their gross monthly incames -
and, not incldantly, forgiving the lon if it i6 ot paid off in 25 years ~ the Clinton Admindstration
reasoned that such ease of peyments would dramatically decrcase dofoults, The nonpartisan
Cangressional Research Service (CRS) however, concluded that such & plan could Ukely incresse
defaults. A CRS report said that direct lending is ulargaly \rrelevant as a means of reduciag’ default
rates and costs and that ths program “may well increase default costs." Moreover, whare tho privase
gector administered loan progsam requires haldes 10 sssumé 2% rigk in defsulted loans and must
meet government collections siandards to receive amy rddmbursement. The government assumes
100% of the tisk under direct lending regeréless of the querterly of collection operstions. With $58
billion of losns made to datg, even the Two percant diffcremie] adds sigaificant costs par year o
the American taxpayers.

6. THE CLINTON LOAN PROGRAM IS A HAVEN FOR TRADE
SCHOOLS ' -

In & shemeless sffort to increase loan volumo under the'v;Dirut Loan program, the Education
Department has opened:the progrem w & high pcreentage o&t‘ trade (or proprictary) schouls, which
traditionally huve highcr dofhult rates than regionally sccredited colleges and universidss. Of the
more than 500 schools which have signed up for the third year of direct lending, a full 60% are
proprietary schools such as Bjor's Huirstyling Acedemy; Suncoest School of Massage: Academy
of Heeling Ans, Massage & Facial Skin Care’ Divers Asademy of the Eastern Seaboard; Modem
Weclding School; end Northwest Nannies Institute and Oklshoma Horseshosing School. The high

concentration of trads schools in the program is i direct confligt with Congrees’ mandace 10 keep
the mix of schools balanced,
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Technological advances and Industry-wide coopcraton among private logn pasticipants have lcdlco
deamatic improvements and cfficicncies in the delivary of private funds to students, The emtire

cessing and disbursement of student loan funds has been standardized and sueamlined, virtually
elimineting tho noed for paperwock. Not only is .application information dhered vie cemputer
networks, but funds are also delivered electronically. Some direct lending schools, bowever, have
reponied problems. The Ohio State University newspaper rejorted over the swmmer that students
g1 OSU, Ball State and Shswnes State, ail institutions participating in direct lending were
experiencing delays beesupe, as ons fnsncial sid oficial sald, “the progran doesn’t work well with
large amounts of lean recards.” : '

6. COMPETITION WITHIN THE LOAN INDUSTRY WILL
CONTINUE TO BENEFIT STUDENTS

Competition among privaie londers, gumranty agencies, joan holders and servicers bas made
shopping for a student loen & buyers market over the past few years. Many industry parucipants
with tie ebility and desiro to teview responsible borrower behevior, are offtring barrowers an siray
of discount programs fur on-time payments, cuts and rebates of loan originadon feas, a varicty of
repsytnent programs, and higher etandards of custamer gervice, This compction, which will
continue with or without direct lending, moans chesper student loans end beuer service to the
gtudent borrower. B '

9. THE CLINTON LOAN PROGRAM HAS GROWN MOSTLY
THROUGH INDUCEMENTS

The Direct Loan progrem has not grown to more than 37% of loan volume in tho past three years
pacanse schools view it @5 a-betler prugram. But rather because the Clinton Admipisteation is
gctually paylog schools ™0 participate in the program? In the first two yoars of the program, for
each student borrower Tecciving a loan through the direct lending program, tho Departmeat of
Education has paid out the schools 510 per loan to induce them to particifiate in ditect lending.
Congress has not authorized the payment of this subsidy for the 1996-97 school year which will help
level the playing field between the two programs. One hat 1o wonder whether colleges will be
forced to increass tultion to pay for thelr expensive investrient in direct lending or whether in the
absence of the Educatioh Dupartment’s bribes, direct loan ifstltutions will remain in the program.
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10, CLINTON LOANS ARE CREATING A MASSIVE NEW FEDERAL
BUREAUCRACY _- \

The Clinton Direct Loan progmam i nat cheaper for students and Is more expenslve for
taxpayers. It alao edds to the gavernment's overall bosrowing burden, increass taxpayers’
risk and likely lacreates default Fates., Yer despite ail of thess shortcomings, the Bducntion
Department is mobilizing a huge new federal bursaucracy 1o manage this burgeoning program. The
Department hag alresdy added 200 new employees t ils rankg and is committed to spending aver
$800 millien on loan servicing for loans already made, a number that increases dramatically cach
. year the program is in place. And again, this bureaucratic behemoth offers no discernible beaeflt
to cither students or the Amerlcan public.

R

L0
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THE FEDERAL STUDENT LOAN PROGRAM

HISTORY

Today, student loans repregent the largest and most imponant source of student financial ald in
America. Withaut question, the studeat loan program has openad the doors of educational
opportunity to wmillions of Americuns whao eould not otberwise have pursued it. The public-priveic
" partnership has kept pace with surging demand, delivaring more that $200 biltion in student loans
since the program's inception. The Guaranteed Srudent Loan Program (GSLP), now called the
Federal Family Education Lean Program (FFELP), was created in 1965 in eonjunction with the

Higher Bducation Act of the 6ame year.

The OSLP was originally designed to assiet middle-incoma families caught in & cash-fiow pinch
cccasioned by college costa.  While recognizing the imporiance of investing in hyman capltdl
through educstion, fedeval polisy makers opted for 8 public-privare paymership — rather than 8
centrally administered and financed government program -- to deliver student loans.

As the program cvolved, privaie scetor lenders, Sallle Mas knd p number of non-profit secondary
wmarketa provided tho capital for ths GSLP; principelly state agency guarantors and e few non-profit
backed and processed loan guarunteey; suhouls belped students gain access 10 the loan progrum, and
the federal govermnment Teinsured gusrantors, sudbsidized interest rates and exercised legislative and
regulatory sutbority aver tbe programn.

The program has grown exponenually in volumc and scope over the yeers. In 1572, for cxampls,
Congress extended fSnancial aid to swdems altending proprietary for-profit trade and technieal
schools, opening a vast naw use for student loans. As the program gr=w, tha federal govaigacnt
abandoned its failed atterpt to manage the program directly in states that lacked a guarantor. The
Federally Insured Swdent Loan program (FISL) was serapped in favor of @ decentralized nerwork
of guarantors. ;

In 1978, the GSLP was cxpanded to include cvery smudene by temoving a'needs test fom GSl.
oligibility. Then, in the face of surging demand and program costs, Congress in 1931 reinstated the
need test and creatsd two lass costly, unsubsidized lusn prugrams, one for independent students
(SLS), and one for parenta of depondent studems (PLUS). - The 1992 amendments to the Higher
Bducslion Act greatly expanded acocss 1o middls income families through an unsubsidized loasn
program that Js available to any swdent regwdiess of need, Improved sccountabilty measures
including suicter uvansight of trade schools, were also (ntroducod that have helped cut default rates
in half, from 22.4 porcont to 11.6 percent.

Omalbus budge: legisiation in 1993 added increased risk and reduced fzes the governmernt paid to
the private sector. Mushiuf the savings from thcse changes (54.3 villion) were plowed into reducing
tho Iban fcs srudems pay and capping borrower internst rates st lower lovols under both the
guarantced program and tho newly-csiablished direct goverament loan program. With the Higher
Educstion Act due to ba reautharized again in 1997, further restructuring of the guerantesd loan
program is anticipated to assure cven greater sscouatsbility and cost officlencies for the waxpayer
while maintaining wide acosss 1o loan funds for America's students.

b
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MYTH VS. FACT

NO CUTS TO FEDERAL STUDENT LOAN PROGRAMS
(DESPITE WHAT YOU'VE HEARD)

MYTH1

wSrudens are bertor off (widcr the direct loan program] ...and the cauntry ks better off because we'ro
going 1o have more people going 10 school.” President Clinton (Associated Press, September 11,
1995) : i

FACT L: How arc swdonts *baner off” ﬁy hsving to pay more for their colicge education? By
conseripting students into the direct lending program, the President is denying them consumor
choices and forcing them to forego the meney-saving programs thoy othsrwise would have besn

cligible for under the guaranteed loan program. A swudent with $17,000 in fisderal loans could save

as much as $1,800 through privets loan ropaymem plans. How docs raising the cost of collage for
millions of students translats mto "more people [will be] geirg school?®
! % :

"y
&

MYTH2

~Congress is ...culting almast every {mporsant program re hsip quallfied studerts go fo collsge.”
Richard Riley. U.S. Secresary of Education, Media General, September 10, 1995

FACT 2: Notyue, In facy, this Congross increased the size of Pell Grants to their highest Jovels in

history. While Congress has arempred to cap the growth of the Direct Loan program et pilot lovels,

student loans would bave remainad availsble to all students in the lower cost gusrauteed laan

program. There have been no cuts in federal student loan programs. Republicens have no intontian

nior taken any action to limiting the availability of loan funds for studenta rnd their families. '
4

MXYTH3

(Republican budgs! cwts arv] “going to coms (argely our"i of studenss' pocksts. It will certainly
reduce the probabdility of students completing college.” Michaa! Smith, US. Undersecrsary of
Educatian, Boston Glabe, Seprember {2, 1995, ‘

FACT 8: What Is coming out of students’ pockets &re the extra financing costs which the Direct
Loan program is imposing on them. Students in direct lending miss out on potenial savings of
hundreds, even thousands, of dollars in borrowing costs that ars availeble through privaie leaders

as repayment incentive. If amything, the gusranteed loan program makes sollege roore affordable
and is mare likely to help students complese college. -
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MXTH ¢

(Republican budge! proposaly) "retsed the rate of nterest for every parsnt trying to borrow to send
their child to school. [I]r] cost the studant himself or herself move for thos student leon.” U.S.
Senator Edward Kennedy, CBS Sunday Morming, September 27, 1995 _

FACT 4: Wrong again, The interest vate on federal srudent loans is identical (currently 8.25%),
whether or not that loan is through the Direct Loan program or the gusrameed loan prograrc.
However, once bomowers enter repsymant, the privats loan program offcrs an arcay of monsy-
gaving benefits thet reduce interest rutea and credit loan origination fees. Savings for studepte

the bank-based ProgTRM €an amount to sometimes thousands of dollers, depending on how
much they borrawed.

MYTR S

[The Direct Loon program] "is betier for students, bstrer for the schools, and, believe it or not, it
costs the repayers less money.” Presidani Clinton, Illinois State University, Scptember 11, 1995
i f
FACT S: Dont belicve it.; The Direct Loan progrem 15 more expensive for students, provides funds
to schools on a par with private industry loan dclivery systcns, and cofts LAaspaAySrs Mmore money,
not less. According to the Congressional Budget Office, direct Jending at its logislated target lovels
will cost the American people a8 pdditiong] $1.5 bilion gver the next seven years.
ks

MYIH 6

"Perhaps the mast impariar feanure of the Dirsct Loan program is that you can new pay back your
loans as a psreeniage of the income of Ure job you have when you leave collsge. " Presidsnt Clinion,
[llinots State University, Seprember 11, 1995

Q13

p. 013

FACT 6; Ifthat is the "most impartsnt™ feature, it siill falls short of the guarantead loan program.

Under the bank-based program, student borrowers not onlyhave the option of repaying thels loans
as a percentage of their grose monthly income, but borrowers have much moro flexibility in
determining what that percentage should be than they do in the Direst Loan incomc-contingent
repryment plan. ' -
' ]
) ]

i0
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DRAFT September 24, 1996
(House)
HR. 1720 - Government-Sponsored Enterprise Privatization Act of 1996

(Rep. McKeon (R) CA)

The Administration has concerns about the substitute for HLR. 1720 in its current form, It should
be modified to meet Administration concems prior to consideration in the House. This bill would
make no significant improvement in education and job training programs. It is not a substitute for
considered reform of Federal education and training programs along the lines of the President’s
G.I1. Bill for America’s Workers.

o - - -

H.R. 1720 would affect receipts; therefore, it is subject to the pay-as-you-go requirement of the
Omnibus Budget Reconciliation Act of 1990. OMB's scoring estimate of the bill is under
development.

' EEE R EEE.
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(Do Not Distribute Qutside Executive Office of the President)

This draft position was developed by LRD (Connie Bowers/Anna Briatico) in consultation with
HR (Barry White/Pat Smith/Kathy Stack/Aromie Noe). The Departments of Education (Hansen)
and Treasury (Dorsey) agree with this position.

HR. 1720 was reported by the House Education and Economic Opportunities Committee on
June 22, 1995. Subsequently, the text of HR. 1720 was included in HR. 1617, the CAREERS
Act. Because of the uncertain future of the conference report on HR. 1617, an amended version
of HR. 1720 will be considered by the House. Based on the Jatest available text of the substitute
amendment, H.R. 1720 contains the following provisions.

Higher Educati . HR. 1720 would repeal more than 40 programs
authorized under the Higher Education Act of 1965 that did not receive appropriations in
FY 1996.

Museums and Libraries. The bill would provide for the establishment of an Institute of
Museum and Library Services, consolidating the functions of the Institute of Museum
Services, the Library Services and Construction Act, Title II of the Higher Education Act,
and Part F of the Technology for Education Act.

National Institute for Literacy. HR_ 1720 would reauthorize appropriations for the
National Institute for Literacy for FYs 1997 through 2002. It would also make a variety
of modifications in the underlying authority for the Institute.

al DI : ation Act and Adult Educa
Act. The authorization of appropriations for programs under the Perkins Act and the
Adult Education Basic State Grant program would be extended for one year, through
FY 1997.

Sallie Mae and Connie Lee Privatization. ELR. 1720 would privatize Sallie Mae, which
buys student loans from banks and other holders in the secondary market, and Connie Lee,
which insures bond financing for renovating and building higher education facilities. The
Administration proposed legislation to privatize Sallie Mae and Connie Lee that is similar
to the provisions in HR. 1720.

“35.15" Rule. HR. 1720 would delay the implementation of ED’s current "85-15" rule,
but would not change the substance of the rule. Under the current "85-15" rule in the
Higher Education Act, proprietary schools receiving more than 85 percent of their
revenues from Federal student aid programs are ineligible to continue participating in these
programs. The bill would prevent the Secretary of Education from using certain types of
financial information in determining an institution’s eligibility.

Pay-As-You-Go-Seoring

3749
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OMB (Smith) advises that H.R. 1720 would affect receipts; therefore, it would be subject to the
pay-as-you go requirements of the Omnibus Budget Reconciliation Act of 1990. OM®B’s review
of this bill has not been completed.

LEGISLATIVE REFERENCE DIVISION DRAFT
September 23, 1996 - 7:15 pm

a4/49



SEPTEMBER 16, 1996

MEMORANDUM FOR JOHN HILLEY

FROM: ANDY BLOCKER W

RE: CAREERS/SALLIE MAE PRIVATIZATION UPDATE

CC: JANET MURGUIA

FYI, Senator Kassebaum has chosen not to remove her hold on a stand alone Sallie
Mae privatization bill, todepEas=e¥pested. Instead she is still moving toward getting a
full Careers bill. Late Iast week she reportedly offered Senator Kennedy a
compromise that would come close to meeting two of our five major demands (see
attached letter). Her offer would remove the repeal of School-to-Work and provide
skill grants for dislocated workers. These two demands, along with our insistence on
local control, are our most politically salient issues.

The President is planning on briefly mentioning the Careers bill in his speech
tomorrow in Deroit, Ml. There is concern that if the President is too harsh in his
rhetoric, Senator Kassebaum will proclaim that she has met our major demands and
complain that the President doesn't really want a bill and is simply playing politics.

Secretary Reich is calling Senator Kennedy tonight to see if it would hurt his position
for the President to go on the attack. If Senator Kennedy feels as if he can keep
Kassebaum from going to the floor with her new, more reasonable proposal, the
President will probably go on the attack tomorrow.



THE WHITE HOUSE

WASHINGTON

May 20, 1996 ,

Dear Madam Chair:

I am writing to express my views on the job training and
education reform legislation now in conference. I appreciate the
-Conferees’ efforts to address at least some of the key principles
included in my G.I. Bill for America's Workers proposal. I
believe we all recognize the importance of reforming, )
streamlining, and consolidating job training and education
programs.

However, I cannot accept a conference bill that does not
create a world class workforce development system that is built
on a firm foundation of individual opportunity, strong
accountability for results, and clear pathways for youth from
school to work. This legislation must: authorize spending for a
new system at no less than the levels proposed in my FY 1997
Budget; arm dislocated workers with sufficient information and
purchasing power, through skill grants, to choose the training
that is right for them; preserve national funding for school-to-'
work infrastructure building grants; ensure accountability to
taxpayers by establishing high standards for program quality and
clear accountability; and provide that education authorities are
responsible for education resources at the State and local
levels, and that those resources are targeted within the State.
The attachment to this letter details these and other essential
priorities pertaining to this legislation.

I believe we share the common goal of creating a job
training and education system that equips all Americans to
prosper in a global economy. I urge the Conferees to craft an
acceptable bipartisan bill by meeting these concerns and fully
incorporating my G.I. Bill.

Sincerely,

The Honorable Nancy Landon Kassebaum
Chairman

Committee on Labor and Human Resources
United States Senate

Washington, D.C. 20510
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MEMORANDUM FOR JOHN HILLEY

FROM: ANDY BLOCKER
RE: CAREERS/SALLIE MAE PRIVATIZATION UPDATE
cC: JANET MURGUIA

FYI1, Senator Kassebaum has chosen not to remove her hold on a stand alone Sallie
Mae privatization bill, teigEEs=e; Bd. Instead she is still moving toward getting a
full Careers bill. Late Iast week she reportedly offered Senator Kennedy a
compromise that would come close to meeting two of our five major demands (see
attached letter). Her offer would remove the repeal of School-to-Work and provide
skill grants for dislocated workers. These two demands, along with our insistence on
local control, are our most politically salient issues.

The President is planning on briefly mentioning the Careers bill in his speech
tomorrow in Deroit, Ml. There is concern that if the President is too harsh in his
rhetoric, Senator Kassebaum will proclaim that she has met our major demands and
complain that the President doesn't really want a bill and is simply playing politics.

Secretary Reich is calling Senator Kennedy tonight to see if it would hurt his position
for the President to go on the attack. If Senator Kennedy feels as if he can keep
Kassebaum from going to the floor with her new, more reasonable proposal, the
President will probably go on the attack tomorrow.



THE WHITE HOUSE

WASHINGTON

May 20, 1996

Dear Madam Chair:

I am writing to express my views on the job training and
education reform legislation now in conference. I appreciate the
Conferees’ efforts to address at least some of the key principles
included in my G.I. Bill for America’s Workers proposal. I
believe we all recognize the importance of reforming, )
streamlining, and consolidating job training and education
programs.

However, I cannot accept a conference bill that does not
create a world class workforce development system that is built
on a firm foundation of individual opportunity, strong
accountability for results, and clear pathways for youth from
school to work. This legislation must: authorize spending for a
new system at no less than the levels proposed in my FY 1997
Budget; arm dislocated workers with sufficient information and
purchasing power, through skill grants, to choose the training
that is right for them; preserve national funding for school-to-
work infrastructure building grants; ensure accountability to
taxpayers by establishing high standards for program quality and
clear accountability; and provide that education authorities are
responsible for education resources at the State and local
levels, and that those resources are targeted within the State.
The attachment to this letter details these and other essential
priorities pertaining to this legislation.

I believe we share the common goal of creating a job
training and education system that equips all Americans to
prosper in a global economy. I urge the Conferees to craft an
acceptable bipartisan bill by meeting these concerns and fully
incorporating my G.I. Bill.

Sincerely,

R it

¢

The Honorable Nancy Landon Kassebaum
Chairman

Committee on Labor and Human Resources
United States Senate

Washington, D.C. 20510
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MEMORANDUM FOR JOHN HILLEY

FROM: ANDY BLOCKER
RE: CAREERS/SALLIE MAE PRIVATIZATION UPDATE
CC: JANET MURGUIA

FYIl, Senator Kassebaum has chosen not to remove her hold on a stand alone Sallie
Mae privatization bill, b= 88, Instead she is still moving toward getting a
full Careers bill. Late last week she reportedly offered Senator Kennedy a
compromise that would come close to meeting two of our five major demands (see
attached letter). Her offer would remove the repeal of School-to-Work and provide
skill grants for dislocated workers. These two demands, along with our insistence on
local control, are our most politically salient issues.

The President is planning on briefly mentioning the Careers bill in his speech
tomorrow in Deroit, MIl. There is concern that if the President is too harsh in his
rhetoric, Senator Kassebaum will proclaim that she has met our major demands and
complain that the President doesn't really want a bill and is simply playing politics.

Secretary Reich is calling Senator Kennedy tonight to see if it would hurt his position
for the President to go on the attack. If Senator Kennedy feels as if he can keep
Kassebaum from going to the floor with her new, more reasonable proposal, the
President will probably go on the attack tomorrow.



THE WHITE HOUSE

WASHINGTON

May 20, 1996 l

Dear Madam Chair:

I am writing to express my views on the job training and
education reform legislation now in conference. I appreciate the
-Conferees’ efforts to address at least some of the key principles
included in my G.I. Bill for America’s Workers proposal. I
believe we all recognize the importance of reforming, )
streamlining, and consolidating job training and education
programs.

However, I cannot accept a conference bill that does not
create a world class workforce development system that is built
on a firm foundation of individual opportunity, strong
accountability for results, and clear pathways for youth from
school to work. This legislation must: authorize spending for a
new system at no less than the levels proposed in my FY 1997
Budget; arm dislocated workers with sufficient information and
purchasing power, through skill grants, to choose the training
that is right for them; preserve national funding for school-to-
work infrastructure building grants; ensure accountability to
taxpayers by establishing high standards for program quality and
clear accountability; and provide that education authorities are
responsible for education resources at the State and local
levels, and that those resources are targeted within the State.
The attachment to this letter details these and other essential
priorities pertaining to this legislation.

I believe we share the common goal of creating a job
training and education system that equips all Americans to
prosper in a global economy. I urge the Conferees to craft an
acceptable bipartisan bill by meeting these concerns and fully
incorporating my G.I. Bill.

Sincerely,

.

The Honorable Nancy Landon Kassebaunm
Chairman

Committee on Labor and Human Resources
United states Senate

Washington, D.C. 20510



SEPTEMBER 16, 1996

MEMORANDUM FOR JOHN HILLEY

FROM: ANDY BLOCKER :
RE: SALLIE MAE PRIVATIZATION UPDATE
CC: JANET MURGUIA

As you know, Sallie Mae's negotiations with the Department of Education have been
completed. Sallie Mae has agreed to the Department of Education's non-
discriminatory language concerning secondary market loans (attached). Sallie Mae
has also agreed to drop language exempting them from loan fees (see below).

Loan Fees

Under the 1993 Omnibus Budget Reconciliation Act, Sallie Mae is instructed to pay a
three-tenths of one percent fee for every loan they hold. However, Sallie has been
securitizing loans and claiming that the fee can only be charged on loans that they
hold. The Department of Education disagrees and has taken Sallie Mae to court
arguing that Congress never intended for Sallie Mae to be able to circumvent the fee
for loans by securitizing them. (The Department lost the first case and the appeal is
pending.) The language which was dropped from the proposal would have preempted
the courts decision on the appeal and allowed Sallie Mae to continue to securitize
loans without paying the fee.

Prospects

Senator Kassebaum had hoped that Sallie Mae privatization would be the engine that
drove her Careers bill through the Senate. However, that seems very unlikely at this
time. Reportedly, she will release her hold on any stand alone action on Sallie Mae
privatization today if she cannot reach a compromise with Senator Kennedy on the
Careers bill.

In the House, Chairman Goodling has been working on a Careers 'Lite' which would
contain both Sallie Mae and Connie Lee privatization along with reauthorization of
adult and vocational education programs. However, the bill is also reported to have
some other more controversial provisions which would definitely hold it up in the
Senate. Once Goodling either removes the controversial language from Careers 'Lite’
or allows Sallie Mae and Connie Lee privatization to move as a stand alone bill, Sallie
Mae privatization should be able to move through both chambers rather quickly.



SALLIE MAR

1030 Thomas Jelfarsan Steat, N W.
Wastingan, O C. 200073871
202.X59-H00

TIMOTHY G, GREENS
Exatittiva Vice Precident
Genaral Counse] . :

Septamber 12, l9l§6

The Honoruble Dr. David A. Longanccker
Assistant Secretary for Postsecondary Education
U.S. Department of Education

Room 4082, ROB-3

GO0 Indcpendence Avenue, SW

Washinmgron, DC 2(202

Desr Dr. Longanecker:

As I diesusged with Maurcen McLaughlin, this lerter supplements Larry Hough’s September
10 lemier 10 you relating to the privatization of Sallis Mae. Please be advised that, as part of the
overall resalution of all outsianding Administration issuas described in Lamry®s letrer, Sallic Mae
can agree i the statutory language on noa-discrimination set forth In the swachment to this Jetter.
Also, we can accept the changes to the privatization lepislation negotiated by the Dcpartment of the
Treasury and Sallic Mac that were incorporated in the proposed amendment to H.R. 3845 drafted by
Senator Jeffords (Senator Jefford's amendment was labeled “SIG96.394" by Scnate legislative
counscl),

Inndesotand thic resolves all Administration issuss an Sallie Mae’s priveqzation.

Arttachment

ce: Treasury Departmont
ATTN: The Honorable John D). Hawke, Jr.
The HonorableDarcy Bradbury
Education Depatuicnt
ATIN: The Honorable Maureen McLaughlin

£00'd BEBY ¢+¢¢ 7OZ:14L ' LLCTRWLAY DZfSO (NHL} 96 .Z1- 'd3S
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On page 42. insert immediately after line 21 the fallowving:

"(£)  MOMDISCRIMIMATION.--8ecrion 621(2) of the Bigher
Educacion Ack of 196% (20 U.§,C. 1071(&)) 18 amended by adding at
the end thereof rhe following new paragraph:

*r [3)

(B} Do secondary market depcribeq in subparagraph (B) that holda
loang made, insured, or quaranteed upder this part ghall engage
directly or {indizaectly in any pattern or practice that Tesulty in
a denial of a berrower's access to loans undar this part because
of che porrower's race. eex, eslor, religion. natianal oiigin.
age, handicappea élatus, jagome, attendance ar a partiocular
aligidble ins:itution wirhin the area marved by the gacondary
market, 1eng:h of the borrowsz’s educntional Program, or the
boxrrowar'p accdamic ysar in school. ]
#/(B) Subparagrapn (A) eball apply cos-

"‘(i} tha Student Loan Harketlug Asagriacion
(and if che Aseeciarion is privatized under geckion 440, any
succesaur en:;by funerioning as a secondary market, including che
Kolding cunpany deserikbad in euch gection);

“(1%) an ageacy of any State functlonaus as
A fecondary markaet;

. "{ii{) any nonprofit private agency
tunctioninq in Aany State asm a accondary market; and
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SEPTEMBER 16, 1996

MEMORANDUM FOR JOHN HILLEY

FROM: ANDY BLOCKER *
RE: SALLIE MAE PRIVATIZATION UPDATE
CC: JANET MURGUIA

As you know, Sallie Mae's negotiations with the Department of Education have been
completed. Sallie Mae has agreed to the Department of Education's non-
discriminatory language concerning secondary market loans (attached). Sallie Mae
has also agreed to drop language exempting them from loan fees (see below).

Loan Fees

Under the 1993 Omnibus Budget Reconciliation Act, Sallie Mae is instructed to pay a
three-tenths of one percent fee for every loan they hold. However, Sallie has been
securitizing loans and claiming that the fee can only be charged on loans that they
hold. The Department of Education disagrees and has taken Sallie Mae to court
arguing that Congress never intended for Sallie Mae to be able to circumvent the fee
for loans by securitizing them. (The Department lost the first case and the appeal is
pending.) The language which was dropped from the proposal would have preempted
the courts decision on the appeal and allowed Sallie Mae to continue to securitize
loans without paying the fee.

Prospects

Senator Kassebaum had hoped that Sallie Mae privatization would be the engine that
drove her Careers bill through the Senate. However, that seems very unlikely at this
time. Reportedly, she will release her hold on any stand alone action on Sallie Mae
privatization today if she cannot reach a compromise with Senator Kennedy on the
Careers bill.

In the House, Chairman Goodling has been working on a Careers 'Lite' which would
contain both Sallie Mae and Connie Lee privatization along with reauthorization of
adult and vocational education programs. However, the bill is also reported to have
some other more controversial provisions which would definitely hold it up in the
Senate. Once Goodling either removes the controversial language from Careers ‘Lite'
or allows Sallie Mae and Connie Lee privatization to move as a stand alone bill, Sallie
Mae privatization should be able to move through both chambers rather quickly.



SALLIE MAER

1050 Thomas Jelferaon Strent. N W.
Waatinguen, O C. 200073871
202.-343 5000

TIMOTHY G, QAEANE
Exaeutiva Vice Precident ’
Goraral Counsal . :

Septamber 12, 19\§6

The Honomble Dr. David A. Longanccker
Assistant Secretary for Postsecondary Edueation
U.S. Department of Education

Room 4082, ROB-3

600 Independence Avenue, SW

Washimgron, DC 20202

Desr Dr. Longanecker:

As I diecussed with Maurcen McLaughlin, this larer supplements Larry Hough’s September
10 letter 10 you Felating to the privatizstion of Sallis Mae. Pleasc be advised that, as part of the
overall resalution of all outsianding Administration issues described in Lamry’s letter, Sallic Mac
can agree to the statutory language on non-discrimination set forth In the guachment 10 this [etter.
Also, we can accept the changes to the privatization legislation negotiated by the Department of the
Treasury and Sallic Mac that were incorporated in the propased amendment to H.R. 3845 drafted by
Senator Jeffords (Senator Jefford's amendmenr was labeled “SIG96.394" by Scnate legislative
counscl).

I vndetstand thic rasolves all Administration issuss on Sallie Mas's privavzation.

Afttachment

cc: Treasury Dapartmont
ATTN: The Honorable John D). Hawke, Jr.
The HonorableDarcy Bradbury
Education Depactuicnt
ATTN: The Honorable Maureen McLaughlin
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On page 42. fneertc immediately arter line 21 the fallowing:

*(£)  MOMDISCRIMZNATION.--8cccion 621 (2) of the Higher
Education Act of 1568 (20 V.5,C. 2071(a)) 18 amended hy adding at
the end thereof che follewing new paragraph:

*r(3)

(B} No secondary maxrkac demcyibed in suhparngznph (B) that Lolda
loang made, insured, or Auaranteed upder this paxt ghall engage
directly or indizectly in any pattern or practice that results ip
a denial of a berrower's access o loans undar this part because
of che porrowes’'s race. aox, eslor, religion,. natiopal oiigin.
age, handicapped slLatus, jagome, accendance ar a psrticular
eligidle in"sr.itution within the area saxved by the sacondary
market, Iength ©f the barrowsr’s cducational program, or the
boxrowar’'s acodamic year in school. .
B/ (B) Subparagraph () ehnll apply cosa

"*(i) the Student Loan Markellng Asacciation
(nnd if che Aspociarion is privatized under eeckion 440, any
suaaeaau:j__em::.!:y funerioning as a secondary market, ineluding che
Rolding C;npany Gescri®ded in cuch gection); :
' “(18) an ageacy of any State functioning as
a nncm;dary markoety '

. "(1ii) any nenprofit privata agency
tunctioning in any ftate aa a sccondary market; and
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Government-Sponsored Enterprise Privatization Act
H.R. 1720

Committee on Economic & Educational Opportunities
H.Rept. 104-153
Introduced by Mr. McKeon on May 25, 1995

Floor Situation:

The House is scheduled to consider H.R. 1720 on Tuesday, September 24, 1996, under suspension
of the rules. It is debatable for 40 minutes, may only be amended by the manager, and requires a
two-thirds majority vote for passage.

Highlights:

H.R. 1720 privatizes the Student Loan Marketing Association (Sallie Mae) and the College Con-
struction Loan Insurance Association (Connie Lee), which are both government-sponsored enter-
prises (GSEs). The bill consolidates several existing federal library programs and combines them
with the Institute of Museum Services into a new Institute of Museum and Library Services, and
authorizes funding to carry out the program. Finally, the bill extends a number of existing national
education programs and repeals over 40 existing education programs. Mr. McKeon is expected to
offer an amendment in the nature of a substitute to the bill. The provisions of the anticipated substi-
tute are described within this report. The bill is considered non-controversial.

Background:

Government Sponsored Enterprises

Government-sponsored enterprises (GSEs) are privately owned corporations, operated for private
profit, governed mostly by stockholder-elected boards of directors. The major difference between
most GSEs and private corporations is that they are chartered by the federal government to carry
out a specific public policy mission. The federal backing generally includes a number of special
privileges, such as exemptions from federal, state, and local income taxes and Securities and Ex-
change (SEC) registration requirements in addition to federal support to gain preferential borrowing
terms. Their economic purpose is to efficiently provide or expand a service which is not readily
accessible in the free market. While there is no explicit federal guarantee of a GSE, there is a general
presumption that the federal government would not let the agencies fail, thus providing an “implied”
guarantee to private creditors and investors.

The Student Loan Marketing Association (Sallie Mae) is a GSE in the classic model. It was estab-
lished in 1972 to create a secondary market for federally-guaranteed student loans that would ex-
pand the student lending market by allowing banks, regardless of where they were located, to re-
plenish their lendable funds rather than service the long-term commitment of student loans. In

HRC Legislative Digest Vol. XXV, #26, September 20, 1996 John Boehner, Chairman



from state and Joca] income taxes, (2) the use of the Federal Reserve as 3 fiscal agent, (3) eligibility
ion’s obligations for purchase by depository financia] institutions, and (4) the ability

On the other hand, the College Construction Loan Insurance Association (Connie Lee)is a GSE for
only one reason: it was established using federal seed money with a specific public policy goal.
Connie Lee is not federally-chartereq and does not enjoy many of the typical privileges enjoyed by
other GSEs. It was established to insure low-quality loans made to colleges to assist with the

construction of on-campus buildings. Congress created Connie Lee in 1986 because deterioration

John Boehner, Chairman HRC Legisiative Digest Vol. XXV, #26, September 20, 199¢

John Boehner, Lnauman




5

Proprietary Institutions. The bill prevents the Department of Education from retroactively en-
forcing the 85/15 rule—which prohibits institutions from receiving more than 85 percent of their
funding from federal education assistance—on proprietary institutions. Specifically, the bill requires
the department to use only recent financial information (compiled since May 1, 1994) when deter-
mining compliance.

Museums and Libraries

The bill establishes an Institute of Museum and Library Services within the National Foundation on
the Arts and the Humanities, authorizes $150 million for libraries, $28.7 million for museums in FY
1997, and such sums as may be necessary for fiscal years 1998-2002. The new institute will consoli-
date several federal library programs and the Institute of Museum Services. It will have a director,
two deputy directors, and separate governing boards for libraries and museums.

Distribution of Funds. Of the funds appropriated for libraries at the national level, 91.5 percent
will be distributed to the states under a two-part formula. All states will receive an initial allotment
of $340,000 and a second allotment based on the state’s population. The remaining 8.5 percent will
be used at the national level for administrative expenses and special grants.

Ninety percent of the funds appropriated for museums will be distributed by way of grants, con-
tracts, and cooperative agreements with museums throughout the country as under current law. The
remaining 10 percent may be used for national administrative expenses.

Extension and Repeal of Education Programs

The bill reauthorizes a number of adult education and literacy programs through FY 1997. Ex-
tended programs include the National Literacy Act of 1991 (PL. 102-73), the Adult Education Act,
and the Carl D. Perkins Vocational and Applied Technology Education Act (P.L. 101-392).

The bill also repeals over 40 unfunded programs of the Higher Education Act including State
Postsecondary Review Entities (SPREs). Bill sponsors argue that the programs are redundant,
unfunded, and no longer necessary.

Costs/Committee Action:

CBO estimates that enactment of HR. 1720, as reported by the Economic & Educational Opportu-
nities Committee, will result in savings of $7 million in FY 1996, $23 million in FY 1997, $123
million in FY 1998, $127 million in FY 1999, and $27 million in FY 2000. The bill affects direct
spending, so pay-as-you-go procedures apply. A CBO estimate of the substitute was unavailable.

The Economic & Educational Opportunities Committee ordered the bill reported by voice vote on
June 22, 1995. '
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Dear Mr. Prusident: .
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