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No. of Pages (including transmittal sheet 

COMMENTS:

HEA TITLE IV = = PEACE CORPS ISSUES

Attached is a memo from the Peace Corps addressing issues they raised about 

the HEA Title IV reauthorization and the impact on Peace Corps volunteers. In 

the attached, they suggest:

(1) Language be added in the sectional analysis for Sec. 433(a)(3) stating that 

Peace Corps volunteers are eligible for student loan interest deferment (just 

as volunteers under the Community Service Act and VISTA.
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(2) Adding language to various sections of the bill to specifiy (i.e., overcome 

ambiguities in current interpretation of regulations) that Peace Corps 

volunteers be characterized explicitly as having ^^economic hardship’* for 

purposes of deferment of student loan obligations.

Please review the material and respond. (I understand that Peace Corps has 

discussed this with you directly as well.) Thanks.

cc: Kathy Stack
Aromie Noe 

Diana Fortuna 

Barry White 

Cheryl Anderson
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PEACE CORPS
DIRECTOR

February 2,1998

Memorandum

TO: Conatance J. Bowers
Office of Management and

FROM: Nancy H. Hendry ^

General Counsel 
Peace Corps ^ O

RE: Draft Bill on Higher Education Act Keauthorlzatlon

Thank you for die opportunity to comment on the Draft Bill on Higher 
Education Act Roauthorization now under consideration by your office.

community Service

The proposed bill promotes community service by assuring that those who 
answer dve coU to service, and as a result wperlenre econnmic hardship, wl 1 
not have to pay interest on their student loans, whether those loans are 
subsidLonl or unsubsidlzed, for up to three years of their aervioe. As draftee . 
the bill does not clearly and unambiguously make the student loan interest 
subsidies being proposed for community service available to Peace Corps 
Volunteers.

In a meeting on July 31,1997, offldols of the Department of Education (DOE 
specifically advised the Peace Corps that it would be included in the definit m 
of community service for purposes of this legislation. Unfortunately, the 
various discussion sections make no mmtion of Peace Corps Volunteers, 
although specific mention is made of persons serving as VISTA Volunteer: 
and persons receiving tuition assistance or loan forgiveness imder the 
National and Community Services Act. Our concern is that the bill U not 
sutfidently dear that ser^oe as a Peace Corps Volunteer qualifies for the 
interest benefits that the proposed legislation provides h>r other commurUt' 
service volunteers.

1990 K STRCtT. N .W. WASHINGTON. D.C. 30526
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We request thflt the dLscussion Bection accompanying Section 433(a)(3) of tht 
bill Jtate that:

PartlcipantG receiving tuition auistance or loan forgiveneaa under th< 
National and Community Services Act of 1990 are eligible for thia 
deferment, as are VISTA volunteers under Title 1 of the Domestic 
Volunteer Service Act of 1973 and volvntcen under the Peace Corps 
Ad.

££ Ic Hardship

The most common concern expressed to recruiters by persons interested in 
the Peace Corps is their ability to defer repayment of student loans while 
serving as Volunteers. Desirable candidates drop out during the applicatior 
process or after receiving an invitation to enter the Peace Corps because of 
uncertainty about obtaining a deferment of their student loans. This has be n 
an ongoing and frustrating problem for the Peace Corps since 1992, whim tli; 
categorical deferment of student loan obligations for Peace Corps service wa 
subsumed into a new "economic hardship" deferment category. To the exb nt 
that the new community service interest beneHt also requires "economic 
hardship,” the Peace Corps is concerned that there be no ambiguity about 
whether Peace Corps Volunteers, who live aTTK^conomic level ot the 
communities they serve, satisfy the '^economic hardship" criterion.

Until 1992, the Higher Education Art categorically deferred, for up to three 
years, repayment of both principal and interest associated with the student 
loans of borrowers serving as Volunteers under die Peace Corps Act. In 199 I, 
the Act was changed to substitute an economic hardship deferment to be 
granted pursuant to regulations to be promulgated by the Secretary. The 
legislative history of the amendments demonstrates that Congress Intendec 
that Peace Corps Volunteers would continue to receive a deferment.^ 
Although the regulation promulgated by DOE provides such a deferment, 
other DOE publications are ambiguous on this question Thus far, we hav< 
been unsuccessful in persuading DOE to clarify that Peace Corps service fall: 
within the economic hardship deferment category. As a result, the Peace 
Corps cannot assure an individual who has outstanding student loans that 
or she will be free of repayment obligations during nervice. Indeed, many 
lenders refuse to accept Peace Corps service as constituting economic 
hardship and, because of uncertainly inherent in the economic hardship 
deferment process, many potential volunteers choose to drop out of the 
application process.

iSee the attached memorandum of ^ril 17,1997 fiom Steven Schwinn, Assistant General 
Counsel Peaca Corps, to Sonja Cuda of the HKnoia Student Asaistuvee Commission and the 
accompanying relevant pages from Uie Congfesstonal Record.

7gpe attached DOE materials published on the internet and elsewhere.
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The most direct way to address this concern would be to revise the statutory 
sections setting forth the various federally insured student loan programs b) 
adding, wherever needed, the following language:

Service as a full-time volunteer under the Peace Corps Act shall, for a 
period not to exceed three years, be deemed economic hardship for 
purposes of deferment of repayment of principal and Interest and for 
purposes of payment by the S^etary of interest subsidies.

An unambiguous deferment of student loan obligations for Peace Corps 
service would appropriately recognize die service that Peace Corps 
Volunteers provide to their country. It would also enhance the agency's 
ability to fulfill an important administration goal; to recruit a diverse corps o 
meet the President's call for 10,000 Volunteers by the year 2000.

Attachmen

OdiJ S<^

y



Constance J. Bowers 
02/03/98 02:39:48 PM f

,

Record Type: Record

To: See the distribution list at the bottom of this message

cc: Daniel J. Chenok/OMB/EOP, Daniel I. Werfel/OMB/EOP
Subject: PEACE CORPS issue in HEA

I ann advised that ED has agreed to accommodate the Peace Corps concern about deferment of 
student loan interest during period of service, by making an administrative change, rather than 
changing the bill, provided that ED/PC/OMB can all agree on the specifics within the next two days. 
. I understand that Maureen M. is working with Kathy on this.
The crux of the issue is that PC feels that the economic hardship deferment is too difficult for 
Peace Corps volunteers to get. An administrative fix would be to somehow require that the lender 
shall automatically give a deferment to Peace Corps volunteers.

Message Sent To:

Kathryn B. Stack/OMB/EOP 
S. A. Noe/OMB/EOP 
Wayne Upshaw/OMB/EOP 
Barry White/OMB/EOP 
Cheryl C. Anderson/OMB/EOP 
Diana Fortuna/OPD/EOP 
Janet R. Forsgren/OMB/EOP 
Robert M. Shireman/OPD/EOP



^Kathryn B. Stack
02/03/98 02:31:35 PM

Record Type: Record

To: Constance J. Bowers/OMB/EOP

cc: See the distribution list at the bottom of this message
Subject: Re: ED responses to CNS issues AND PEACE CORPS ^

I am supportive of ED's position on the income tax provision (putting it in HEA seems very odd), 
but will defer to others.

On the CNCS desire to single out Americorps for service deferments, I believe this is the same 
concern Peace Corps raised. Per Maureen McLaughlin, the Secretary and Terry Peterson spoke 
directly with the head of Peace Corps and promised to try to work out an acceptable solution. ED 
staff want to avoid a specific statutory exclusion for particular categories of borrowers, preferring 
to set generic criteria for when students should get deferments for community service. In the 92 
statute and the regs that followed, there was a policy decision to shift away from specific 
deferments for particular constituencies. ED sees a slippery slope if the door is reopened for Peace 
Corps and Americorps.

The compromise ED hopes to work out with Peace Corps- but wants 0MB involvement - is to agree 
to provide either (1) a letter to Peace Corps members and lenders indicating they are eligible for 
deferments based on economic hardship or (2) if that is too weak, then a regulation that would do 
the same thing. Before agreeing to do this, ED is trying to get info from Peace Corps on what 
stipends they pay volunteers, to be certain that they really would qualify for deferments under the 
existing rules.

Wayne/Barry/Dan - If you in agreement that an administrative solution is preferable to a legislative 
fix , ED would like our help in working out what commitment can be made to Peace Corps. ED 
expects to meet on this Wednesday morning, and would want us to participate by phone. I am 
assuming that whatever gets worked out for Peace Corps might also apply to Americorps, 
depending on the amounts paid to volunteers. We may need help from the Labor Branch on this.

Message Copied To:

diana fortuna/opd/eop 
robert m. shireman/opd/eop 
barry white/omb/eop 
wayne upshaw/omb/eop 
s. a. noe/omb/eop 
larry r. matlack/omb/eop 
janet r. forsgren/omb/eop 
daniel j. chenok/omb/eop 
daniel i. werfel/omb/eop
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Paggil

Commanity Service lean deferment for unrubsidieed I..-.

ras mendmem would add a new paragraph (7) to section 428H(e) of the Act that 
would require the Secretary to pay the interest that accrues on an unsubsidized loan while th

Jton^ple community service qua% for deferments of their loans under the
SX ^^l™ «8(bXlXMXiii) of the Act “Economic hardship is

m section 435(o) of the Act on the basis of income and debt to income ratio Durinc 
penods of economic hardshin. interest is not nalH h„ ,1,. 1__ ________Ti«3 Z T *’• •’S' on subsidized loans but
XX 7 '0“» ■">*» *n.endment would provide ’simUar

s«vice". the borrower must be working in a no.i..-'- that is Tarenf of a local government, mtUS "Xor
EXT™* or > fodoral agency. That service must also addres^ ahuX
XdX th^ P™”»rily bmefit the community at laiie
(and not membership of a paiucular organization, such as a labor featemal orreHoin.,.*
orga^non). Examples of service which would be eligible include such fields as healfe care
XtiX «'“«'io». weliare. social services, transponation. ho^X

gh r ood improvement, public safety, crime prevention and control recreation mml 
d^elopment, »d immunity improvements. Participmrts recei^X^^nESemtan 

f^veness under fee National mrd Community Services Act of 1990 are elrZiEtto
as are VISTA volunteers under Title 1 of fee Domestic Volunte^ Ser^ce Act of
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Page

^/98 Technical draSing assiatance [payment of interest on Unsub. loans for community

Page 27 [O:\SIG\S1G9S9.400], line 16. strike out the paragraph designation “(5)” and 

insert in lieu thereof the subparagraph designation “(B)”.

Page 27, line 19, add at the end thereof close quotation marks and “and”.

Page 27, insert immediately after line 19 the follotving (and renumber accordingly):

“(3) in subsection (e)-

“(A) in paragraph (3), by striking out ‘No’ and inserting in lieu thereof 

‘Except as provided in paragraph (7), no’; and

“(B) by adding at the end thereof the following new paragraph;

payment of interest for roMMUNTTY SERVrrF -(A) Xhe
Secretary shall assume the responsibility to pay. and shaU pay, the interest on a loan made

under this section that accrues while the borrower is receiving a deferment under section

428(b)(l)(m)(iii) for such loan while performing community service.

“ ‘(B) A borrower is performing community service for purposes of
subparagraph (A) if-

“‘(i) the borrower is employed by-

“‘(I) a State or a subdivision thereof;

“‘(n) a local government;

“‘(in) an Indian tribe;

“‘(IV) a public or private nonprofit organization; or 

“‘(V) a Federal agency; and
(ii) the employment consists of providing services that address 

human, educational, environmental or public safety needs and primarily benefit the community

at large (and not the membership of a panicular organization, such as a labor, ftatemal, or 

religious organization). ’. ”.
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r

Page 1 fO:\SIG\SIG98.385J, insert immediately after line 2 the following (and renumber 

accordingly);

“NO ACCRUAL OF INTEREST FOR COMMUNITY SERVICE 

“SEC. 451. Section 455(f) is amended—

“(1) in paragraph (1)(B), by striking out ‘Unsubsidized Stafford Loan,’ and 

inserting in lieu thereof the following; ‘Unsubsidized Stafford Loan (except as provided in 

paragraph (5)),’; and

“(2) by adding at the end thereof the following new paragraph;

“‘(5) NO ACCRUAL OF INTEREST FOR COMMUNITY SERVICB.-TA’I No 

interest shall accrue on a loan made under this section while the borrower is receiving a deferment 

under paragraph (2)(C) for such loan while performing community service.

“‘(B) A borrower is performing community service for purposes of

subparagraph (A) if-

“‘(i) the borrower is employed by—

“‘(I) a State or a subdivision thereof;

“‘(II) a local government;

“‘(III) an Indian tribe;

“‘(TV) a public or private nonprofit organization; or 

“‘(V) a Federal agency; and

“‘(ii) the employment consists of providing services that address 

human, educational, environmental or public safety needs and primarily benefit the community 

at large (and not the membership of a particular organization, such as a labor, fraternal, or 

religious organization), ’. ”.
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LRM ID: CJB206
EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 
Washington, D.C. 20503-0001

Thursday, April 16, 1998

LEGISLATIVE REFERRAL MEMORANDUM

TO:

FROM:
0MB CONTACT: 

SUBJECT:

DEADLINE:

.egislative LiaiMn Officer - See Distribution beiow
l^^^. Forsgren'ilm^A^stanrDirector for Legislative Reference 

Constance J. Bowers
PHONE: (202)396-3803 FAX: (202)395-6148 

Statement of Administration Policy on HR6 Higher Education Amendments 
of 199j

11:00 a.m. Monday, April 20, 1998

In accordance with OMB^OUlar A-19, 0MB requests the views of 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 receipts for purposes of the "Pay-As-You-Go" provisions of Title 
Xlll of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS:
DISTRIBUTION LIST

AGENCIES:
16-ArchTrans Barriers Compliance Board - Kathleen Roy Johnson - (202) 272-5434 
25-COMMERCE - Michael A, Levitt - (202) 482-3151
24-Corporation for Natl and Community Service - Gene Sofer - (202) 606-5000
30- EDUCATION - Jack Kristy - (202) 401-8313
31- Equal Employment Opportunity Comm. - Claire Gonzales - (202) 663-4900
51- General Services Administration - Wiiliam R. Ratchford - (202) 601-0663
52- HHS - Sondra S. Wailace - (202) 690-7760 
54-HUD - Jeff Lischer - (202) 708-1793 
59-INTERIOR - Jane Lyder - (202) 208-4371
61- JUSTICE - Andrew Fois - (202) 514-2141
62- LABOR - Robert A. Shapiro - (202) 219-8201 
88-Office of Government Ethics - Jane Ley - (202) 208-8022 
92-Office of Personnel Management - Harry Wolf • (202) 606-1424 
103-Peace Corps - Nancy H. Hendry - (202) 606-3114
114-STATE - Paul Rademacher - (202) 647-4463
110-Social Security Administration - Judy Chesser - (202) 358-6030
118-TREASURY - Richard S, Carro - (202) 622-0650
123-US Information Agency - Ronna Freiberg - (202) 619-6828
129-VETERANS AFFAIRS - John H. Thompson - (202) 273-6666
71-National Council on Disability - Andrew Imparato - (202) 272-2112

EOP:

9/1 -d •f ‘3QVa:N0dd VmiM ‘Q - ^6T:0X 08:II 866I-iI-HdV



Kathryn B. Stack 
S. A. Noe 
Timothy A. Rosado 
Leslie S. Mustain 
Wayne Upshaw 
Barry White 
Barbara Chow 
Sandra Yamin 
Maureen H. Walsh 
Robert M. Shireman 
Michael Cohen 
Jonathan H. Schnur 
Broderick Johnson 
Alice E. Shuffield 
Kate P. Donovan 
Diana Fortuna 
Thomas A. Kalil 
Daniel J. Chenok 
Daniel I. Werfel 
Susan M. Carr 
Robert G. Damus 
William P. Marshall 
Raymond P. Kogut 
Edward M. Rea 
Pamula L. Simms 
Justin D. Sullivan 
Winifred Y. Chang 
Jamas C. Murr 
Janet R. Forsgren 
Jonathan D. BreuI
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LRM ID: CJB206 SUBJECT; 
Amendments of 1998

Statement of Administration Policy on HR6 Higher Education

RESPONSE TO 
LEGISLATIVE REFERRAL 

MEMORANDUM

If your response to this request for views Is short (e.g., concur/no comment), we prefer that you respond by 
e-mall or by faxing us this response 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 mail If the analyst does not 

answer); or
(2) sanding us a memo or letter

Please include the LRM number shown above, and the subject shown below.

TO:

FROM:

Constance J. Bowers Phone: 395-3803 Fax: 395-6148 
Office of Management and Budget
Branch-Wide Line (to reach legislative assistant): 395-7362

(Date)

(Name)

(Agency)

(Telephone)

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

9/£'d T ‘aaVQ:W0dd VNnm 'Q - Z6i:01 Oe::n 866T-iT-ddV
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DRAFF - NOT FOR RELEASE

April ,1998 
(House Rules)

H.R. 6 - Higher Education Amendments of 1998 
(Rep. McKeon (R) CA and 3 others)

rhe Administration is strongly committed to working with Congress to reauthorize the Higher 
Education Act (HEA) this year and is very encouraged that H. R. 6, as reported by the House 
Committee on Education and the Workforce, reflects many of the Administration^sjiroposals.
The President’s senior advisers, however, would recommend that the Presidpflfv^o^,R. 6 if it is 

presented to him with following features:

• A repeal of the funding authority for the National Board for Professional Teaching 
Standards.

• A change to the student loan interest-rate structure that does not minimize budget cost 
and that does not reduce student costs, provides excessive profits to lenders, and fails to 
move toward a market-based rate setting mechanism.

• An amendment that would incorproate the text of H.R. 3330, Anti-Discrimination in 
College Admissions Act of 1998.

National Board for Profes.sional Teaching Standards. The Administration strongly objects to the 
elimination of funding for the National Board for Professional Teaching Standards. The National 
Board has rigorous standai'ds for teachers and a tough certification process. More than half of 
States offer incentives to teachers seeking Board certification. Upgrading our teaching corps by 
raising teaching standards is desperately needed. This is not the time to eliminate the Board’s 

funding.

gtudent Loan Interest Rates. The Administration cannot accept either the $2.7 billion in 
unwarranted taxpayer subsidies to lenders, or the budget sequester it would trigger in the absence 
of a funding offset. Statutorily set lender subsidies arc not necessary to ensure FFEL access, and 
they ignore promising market-based mechanisms for addressing concerns expressed by the lender 
community.

A budget sequester would raise student loan origination fees - which are already too high - and 
reduce Federal mandatory spending across-lhe-board. Vital programs such as vocational 
rehabilitation, foster care and adoption assistance, and Medicare should not have to bear the cost 
of lender subsidies.

H.R. 3330. The Administration understands that H.R. 3330 may be offered as an amendment 
during House consideration of H.R. 6. The Administration is vehemently opposed to H.R. 3330,

9A'd T ‘aava:wodd VNnm 'Q - J6i:0X 0S:iI 866I-iI-ddV



DRAFT
which would cut off Federal funds, or otherwise prohibit participation in, any HEA program 
(including the student financial aid programs) for public and private institutions of higher 
education that take into account race, sex, color, ethnicity, or national origin in connection with 
admissions. Jrl.R. 3330 fails to honor our national history of a limited Federal role in education 
or our national imperative to eradicate the consequences of discrimination in postsccondary 
education.

n
i

Nb- tv(

In addition, there are other significant issues in lI.R. 6 that the Administration will seek to 
improve during further Congressional consideration.

• H.R. 6 fails to make adequate performance-based reforms to encourage and reward 
efficient service delivery by guaranty agencies. In addition. Section 458 funding 
provisions are highly objectionable. By diverting $220 million in administrative funding 
to guaranty agencies, the provisions would directly threaten the Department’s ability to 
manage effectively $50 billion in annual Federal student aid, thereby undermining basic 
operations and the modernization of student aid computer systems.

• The bill does not include changes necessary to implement the President’s proposal ^

allow individuals with student loans to serve their communities for up to three years 
without accruing interest on their loans. Under current law, this deferment is available to 
individuals with subsidized loans, but not to those with unsiibsidi/ed loans. This 
proposal is part of the President’s call to action to encourage all Americans to serve their 
communities. H.R. 6 also fails to exclude from taxation any loan balances that arc 
forgiven after the maximum number of years of repayment, contingent on the individual’s 
working for a certain period oftime in community service. [ These are important 
incentives that will enable Americans to serve in activities that are critical to States and

^ local communities across the country. ]

Although the Administration appreciates the bill’s strong support for the Pell Grant 
program and other discretionary programs, the proposed authorization levels are simply 
unrealistic in the current budget environment. Tlic Administration prefers aligning the 
authorization levels with the Budget[insert correct title ]

Act.

While the Admhiistration shares the goal of adopting a performance-based organization 
(PBO) for the administration of the student aid programs, H.R. 6 fails to incorporate 
fimdamcntal components of the Administration’s model legislation for PBOs. That 
model was carefully crafted to provide significantly more personnel management and 
procurement flexibility than H R. 6 provides, while ensuring PBOs’ aceountability for the 
exercise of that flexibility.

The Minority Science and Engineering Improvement Program may raise issues involving 
race-based classifications under the Supreme Court’s Adarand decision. The

9/S'd 'f ‘3QVa:W0^d VMM ’a - ^6i:0i os:IT 866T-iI-ddV



DRAFT
Administration looks for forward to working with Congress to articulate congressional 
findings of past hann in order to avoid these issues.

• The Administration opposes Title X of H.R. 6, which would amend the Age
Discrimination in Employment Act to permit institutions of higher education to offer 
retirement incentive plans that are targeted to younger faculty and are not available to 
older faculty. Such an arbitrary age-based discrimination is inconsistent witli the 
funadamental principle of the Act to prohibit age discrimination in employment.

fhe Administration looks forward to working with Congress to resolve these and otlier issues, 
such as those articulated in a more detailed letter from Secretary Riley on, as Congress 
works to reauthorize the Higher Education Act.

Pay-As-You-Go Scoring

[ H.R. 6 would affect direct spending and receipts; therefore, it is subject to the pay-as-you-go 
requirements of the Omnibus Budget Reconciliation Act of 1990. 0MB estimates that the net 
ctTcct of H.R. 6 is____ _________________ - J specific language and estimates to be inserted.

**********

9/9'd •f ‘aava:wo^d VNIUM 'Q - 09:iT 866T-iT-adV
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EXECUTIVE OFFICE OF THE PRESIDENT 
Office of Management and Budget 

Legislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20503

Facsimile Transmission

Sender's FAX Number (202) 395-6148 
Sender's Phone Number (202) 395-3803

TO: AGENCY: FAX Phone Recipient's Phone
DIANA FORTUNA WH

He « ■!< >|i >)<

FROM: Connie J. Bowers

DATE: Wed Feb 4, 1998 6:42pm

No. of Pages (including transmittal sheet):

COMMENTS:

NATIONAL/COMMUNITY SERVICE DRAFT TRANSMITTAL MATERIAL

Attached is the latest draft of the transmittal message and fact sheet that 

incorporates OMB edits. Please indicate any changes you wish to make, and 

return to me asap.

Thanks.
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TO THE CONGRESS OF THE UNITED STATES;

^ f” pleased to transmit today for your immediate consideration and enactment the 
National and Community Service Amendments Act of 1998", This legislative pix,posaT extends 

^id raends national service law, including the National and Community Service Act of 1990 and 
e omoBtio Vol^teer Service Act of 1973, It builds upon tlie lung, biparUsan tradition of service 

m our country, which was renewed in 1993 when I signed the National ^ Community Service 
Trust Act creating the Corporation for National and Community Serslce.

Sendee to one’s community Is an integral pan of what it means to be an American. The 
Hresidents Summit for America’s Future held in Philadelphia last April reinforced the role of 
progrtans suppoiied by the Corporation for National Service as key vehicles to provide young 
people ^th the rewtrces to maximize their potential and give back to their communities. Cftiaen 
service Is al w at the heart of our eflorts to prepare America for the 21st century, as we work to 
gu^tee all Americans the opportunity to make the most of their own lives and to help those in

My Administration's most important contribution to citizen service is AmeriCorps the 
national service prograrn that already has given more than 100,000 young AmericHns the ' 
opportunity to serve tlieir country. By tying opportunity to responsibility, we have given them 
the chance to serve and. In return, earn money for a cnllege education. In community after 
cor^unity, j^eriCorps members have proven that service can help us meet our most pressine 
social n^ds. For example, in Simpson County, Kentucky, AmeriCorps members helped 2nd 
gradere jump three grade levels in reading. In Boys and Girls Clubs all across the country 
^eriCorps members are mentors for at-risk young people. Habitat For Humanity relics upon 
^enCoxps members to bring in more volunteers and build more houses. In communities beset 
ny noons, tornadoes, and hurricanes, AmeriCorps members have helped to rebuild homes and 
rertore hope. AmeriCorps members are mobilizing thousands of college students from more than

IndepOTdent evaliators have reviewed AmeriCorps, National Senior Service Corps 
pro^ams, and Lcom and Service Amci lut programs and have concluded that national service 
yie ds a positive return on investment. The legislation that I am transmitting builds on our 
cxpcnciws with national service to date and Improves the national service program in lour wavs- 
(l) codii^ agreements with Congress and others to reduce costs and streamline national

partnerships with traditional volunteer organizaiionsi (3) increasing 
^eriems to swve national service programs; and (4) expanding opportunities for

Since the en^tment of the National and Community Service Trust Act in 1993. and 
SSSfto 'Vdmimsiration has worked with constructive critics of natinnal

Md improve the program, This legislation continues that

" substitute for the contributions made by the miUiona of
^cxiCBM Who volunteer tlieir tune to wortiiy causes every year. Rather, as leaders of volunteer 
OrganizatlOl^ have told m« many times, national service has proven thot the presence of full-time 
tr^ed service participants enhances tremendously the effectiveness of volunteers. This legislation 
strengthens the p^ership between the national service programs and traditional volui Sr

wdifies the National Service Scholarship program honoring exemplary service by
AmeriCorps Chrdkugc Scholaiships. dimuBKich ^ 

national service partiapmts can access education awards. The bill also authorizes conaressionai 
appropriations to the Pomts of Light Foundation tluough ihc year 2002, ^
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Ijovemors, Consistent with oiir goal of turning power back to the people, 1 promised that we would 
accelwate tteprocMS of devolution as the newly^icated State CommiKsions axpandwl iheir 
capacities. This bill mlfllls that promise in a variety of >vays, including authority to enter into 
Service Collaboration Agreements with Governors to provide a means for ccordinatina the 
planning and administration of national service programs in a State,

The changes proposed in this legislation provide opportunities for Americans to serve.
By reducing the cost pw AmeriCorps member, this legiBlation allows each dollar invested in the 
program to go further. This legislation broadens the age and income guidelines for National 
Senior Service Corps participants, expanding ihe pool of older Americans who can peifonn 
results-oriented service in their communities. It simplifies the administration of Learn and Serve 
America, so States and communities will more easily be able to provide upporliuiiLies for 
students to learn through service in their schools and neighborhoods,

On January 19th, I had the opportunity to honor the memory of Dr. Martin Luther King, 
Jr. by engaging In service oil tlie huBday commemorating his birth. I joined sixty-five 
AmeriCorps members and more tiian 300 community volunteers in repairing and re painting 
CwdoroHigh School in the Shaw neighborhood of Washington, DC. I hirty-one years ago Dr. 
King came to that very neighborhood and urged the people tiiere to engage in citizen seriuoe to 
lebuUJ ihcir Uves and their community and their futurc. ihat is what toose national service 
participants, and the thousands more who were participating in similar projects across the 
country, were doing ~ honoring the legacy of Dr. King and answering tne nicest calling of 
citizenship in this country.

., ^ important, each of the more than 500,000 participants in the programs of the
National bemor Service Corps and 750,000 participants in programs supported by Leam and 
Serve America, and every AmeriCoips member answers that highest calling of citizenship when 
they make and fulfill a commitment to service in their communities. This legislation builds on 
the successes of these programs and improves them for The fimire.

I urge the Congress to give this 1egi<slAfinn prompt emd favorable consideration.

THE WHITE HOUSE
WILLIAM J. CLINTON
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NATIONAL AND COMMUNITY SERVICE AMENDMENTS ACT OF 1998
SUMMARY OF PROPOSED BILL

PURPOSE

The National and Commiini»y Service Amendments Act of 1998 will extend and amend tmtional nervlcc 
legislation, Including the National and Community Service Act of 1990 and the Domestic Volunteer 
Service Aot of 1972, to ftirtbor the Corporation’s mission.

The legislation would reautlioriie the major national service programs for fiscal years 1998 through 
2002. These programs include:

• AmeriCorps, indudiuR (1) AmcriCorps* State, wh ich provides grants to State Connnissions on 
National and Community Service appointed by Governors; AmeriCorps^National, which provides 
direct grants to national organizations; (2) AmertCorpc^VJSTA (Volunteerc in Service to America);
and (3) AmeriCorps’NCCC (National Civilian Community Corps).

• Loam and Serve America, including Elemcirtary and Secondary Education, Coramuniiy-Bas€d, and 
Higher Education programs.

“ The National Senior Service Corps, Including the Retired and Senior Volunteer Program, the Foster 
Grandparent Program, and the Senior Companion Program.

• The Points of Light Foundation.
• Demonstration, training and technical assistance, evaluations, and other support sarvicea necessary to 

provide for the infrastructure and quality improvement necessary to enable national service programs 
to be of highest possible quality.

summary of specific PRQPosat s tn THF. HflJ.

Consistent with the State-Federal partnership through which national service has operated since 1993 
and the recommendations of the Vice President’s National Performance Review, a new oudiority - 
Service Collaboration Agreements - will provide a means for devolving the plnnnmg and adminifitretion 
of the Corporation’s national service programs in a State. The authority will be used selectively and 
voluntarily, end tailored to the ciroumstaaces of those States wishing to paitlcipaic. Service agreements 
will be made with Governors and will Incorporate performance goals and indicators,

Changes affecting AmeriCorps^State and National include:

• Explicit authority for making AmeriCorps grants to Federal agencies is removed.
• Recruiting, training, and supervising unpaid volunteer# by AmeriCoips members is made an explicit 

priority.
» The Corporation’s average budgeted costs per AmeriCorps member is reduced; the ceiling is S 16,000 

for prognunt funded in fiEoal year 1998 and $ 15,000 (wyusvod for inflation) tlicieaftei. Waivers of 
matching requirements are authorized.

• AmoriCorps Leaders arc brouglit under Federal workers compensation and tort claims liability laws 
“ Enhanced waiver authority is provided to allow the Corporation to test innovative approaches to

national service.
t nf ^
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• The rnlnimun] amount of AmeriCoips fornnxia grant Amds per State i.s inerensDH S4 50,000 to 
$300,000. The minimum grant for State Commission administration is inoreasod from $125,000 to 
$200,000, and matching retiuircmente are reduced.

• The ‘'education-awani-only" approach is expanded by authorizing the Ufie of Stibtitle C funds for this
purpose.

Changes afTectlng the Ameri(.:ortM*'NCC'C program include;
• Response to natural disasters is added ftS a purpo.se of NCCC.
• A non-residential summer program is authorized.
• The minimum age for AmeriCorps*NCCC memhershirt is raised from 16 to 18 (except for summer 

programs).
• The alternative cash benefit for AmeriCorps^NCCC liicmbcrs is eliminated.

Changes affecting llic Naliun^l Service Trust Include:
• Expanding the definitions of eligible institutions of higher education and qualified student loams.
• Clarifying the relationship between the education award and other student fmancial aid.
• Clarifying that no more than two fuli'time education awards or their equivalent in part-time 

education awards may be earned.
• Authoriring use of the National Servlra Trust for schol«r;hipk honoring examplarj* earvice by high 

school studetiu,
• Permitting the use of Trust funds for purposes related to admiiristcring Aniei iCorfis members' 

accounts.

Changes affecting AmeriCorps^VISTA include.
• 1 he purpose is clarified to emplmsize promoting sustainable activities in communities.
• Members are eligible for family and medical leave benefits.
• Cost'Shariiig with sponsoring organizations is explicitly encouraged.
• Service by an indivirlnnl is limited to three years, with an education award avoi,table for no more than 

two years of service.

Changes affecting Learn and Serve America include;
• Funds available fbr capacity building activities under I. earn and Serve America SchoohBaseil 

programs are iticrxased Irom 10-15 percent i:o a maxlmuin of 2.5 percent of funds distributed by 
formula.

■ Funds diab'ibution for clcm,entarv and secondary education programs to States is (‘stahlished at 70 
percent via formula and 30 percent cn a competitive basis, TKie minimum grant amount per Slate is 
increased to .$100,000, and StW®i are required to distribute funds oonipetitively.

• State Commissions on National and Community Service and State Higher Education Boards, in 
partnership with institution.? of higher education, aie added as eligible applicants fbr Learn and Serve 
America Higlier Education programs.

• Scrvice-leanilng U designated a fundi^imental purpofc of Higher Education programs
• Authority for supporting multi-State programs, demomtrations, and activities to improve the quality 

of servioe-lcjming programs is addei
• States are given explicit autlroriiy to dosienHle a .thiglfs Stnte eiitiiy to adminiiter Learn and Serve 

America school-basod and communjiy-based programs in the Stiste.

Pofc 3 M' V
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Changes aifecHng the Natinnal Reninr Kervir#. r.nrpft ini:liiHe;
• The impeet of senior service within communities is emphasized.
• The minimum ago for Senior Corps participantj is made uniform seross all three Senior Corps 

programs at 55 years.
• The ability lo provide incentives for a Leaders program under the Retired and Senior Volunteer 

Program is added; meeting community needs is added as a purpose; and a 45-day period for review 
of certain RSVP grants Is eliminated.

• For the Foster Grandparent Program, authority for Leaders is included; eligibility is raised to 150 
percent of the poverty level; Up to 10 percent of Federal funds may be used to support individuals 
who exceed income eligibility; and ftinding for programc of nationni Eignificanoe ie eimpiified.

• The changes in the Senior Companion Program are comparable to those provided for the Foster 
Grandparent Program. Eligibility is raised to 150 percent of the poverty level; up to 10 purcunl of 
federal fiinds may be used to support individuals who exceed income eligibility, and funding for 
programs of national Significance is simplified.

Changes affecting all streams of national service programs include;
• Authorities for supplemental and outreach grants for individuals with di.<!ahllilies is extended to ;ill 

AmcriCorps, Learn and Serve America, and National Senior Service Corps programs.
• Training and technical assistanoe ouihorhicE are also CKtandod to all programs supported by the 

Corporation.

Administrative and technical changes include:
• Clarifying the role of the Corporation’s appointed representaiives to State Commissions; revising 

participant hearing and grievance procedures; and permitting a Member of the Board of Directors to 
serve until a replacement is appointed.

• Repeal of various redundant or obsolete authorities, including the VISTA T.Tteriicy Gorps; certain 
Special Volunteer Programs; end Challenge Grants for National Service Programs under the National 
and Community Service Trust Act,

• Removal of a requirement limiting the ute of AmoriCorps* VISTA members to support Senior Corps 
progTAms, and icmoval of a ivduudum rnquimment mandating « minimum number of 
AmeriCorps*vlSTA service years.

Appropriations earmarked for the Points of Light Foundation are reauthorized for five years. The
Points of Light Foundation has worked closely with the Corporation on several joint initiatives, including
co-sponsorship of the Presidents’ Summit for America’s Future In Philadelphia.

Authority for appropriations is provided os followG,-
• For fiscal years 1998-20Q?., such sums as are necessary.

P*£A 3 uf )
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EXECUTIVE OFFICE OF THE PRESIDENT 
Office of Mauageineut and Budget 

Legislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20S03

V3RGE^VT

Facsimile Transmission

Sender’s FAX Number (202) 395-6148 
Sender's Phone Number (202) 395-3803

TO: AGENCY: FAX Phone Recipient's Phone

LORI TEMPLEMAN ED

KAREN DORSEV TREASURY

DIANA FORTUNA WH

if * ■)< * 4c *

FROM: Connie J. Bowers

DATE: Tuc Feb 17, 1998 11:18am
No. of Pages (including transmittal sheet):l^3^

COMMENTS;

FFEL = = COMMUNITY SERVICE INTEREST DEFERMENT

OMB staff had problems with the revised language that Treasury/ED sent 

over on Friday. Attached is a markup of two possible ways of changing the 

language, per discussions between Dan Chenok and Diana Fortuna.
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Since this language must be finalized today, please let me know ASAP your 

reaction. (I believe that Cathy Livingston @ Treasury and Brian Siegel @ ED 

were involved in this.)

cc: Dan Chenok
Aromie Noe 

Wayne Upshaw 

Barry White



I'or the statute, WB would lecQinmcnd inscrung the ^ (^[/d\Jl

ULr.rr~(
(7) PAYMENT OF INTEREST FOR COMMUNITY SERVlCE^^(^l/he \

sbaU assume the responsibiHiy to pay and shaJl pay the intciast on a loan mad?under ihJa section ^ 
that acciucs while the bonower is receiving a drfenncnt under section 428(b)(l)(mXlii) for such 
loan while performing community servica. ^ ^

(B) A boirower is peiformlog Mjmmuaiiy service for purposes of subparsgrspli 
(A) if the boirowtr is employed by

PJJ J

(i) A State or a subdivision thaseof 
(u) a local goveroment 
(iiO on Indian tribe;
(iv) a public oi private nonprofit organlzatioi:^ 
(V) a Fedefai agency.

V dV"J
and the erapleymant consiats of providing aervleca that addics^us^ huuuu, wUucarional, 
anvironmeataj or public safety needs and primarily benefit the community at large (arid not the 
membership of a paiticuUr organiaation, such as a labor, fraternal or religious creanizstion).

S/S ‘d •0 ‘Sd3ffi08:W0dd mm^ 'Q - S6I:Q1 St:il SS8S-:-SSS
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EXECUTIVE OFFICE OF THE PRESIDENT 
Office of Management and Budget 

Legislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20503

Facsimile Transmission
Sender's FAX Number (202) 395-6148 

Sender's Phone Number (202) 395-3803

TO: AGENCY; FAX Phone Recipient's Phone

DIANA FORTIJNA
1 WAYNE UPSHAW
1 DAN CHENOK

>|i * *

FROM: Connie J. Bowers

DATE: FrI Feb 13, 1998 2:43pm

No. of Pages (including tran.sniittal sheet):

COMMENTS:

FFEL = r- TREASURY REVISED LANGUAGE ON COMMUNITY 

SERVICE INTERST DEFERMENT

Please review the attached language proposed by Treasury. DAN: I believe this 

conflicts with your comments.
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Tor the statute, wo would nKammend insertitig the following:

^ tapanribUHy Mj

(i) e State or a subdivision thereof^
(ii) a local govemmeiit
(iii) ah Indian Iribe;
(iv) a public oi private nonpioflt organlsfaiioa; oi 
(V) a Federal agency.

hod the employment coiisistfi of providing serviess that address unmat Ijuuutti, oducailonal 
envir^omal or public safety needs and primarily benefit the community at large (and not the 

^ member ship of a particular oreaniitatiOTu such as a labor, fraternal or teliirfous organizarion)
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Constance J. Bowers 
02/03/98 02:39:48 PM

Record Type: Record

To: See the distribution list at the bottom of this message

cc: Daniel J. Chenok/OMB/EOP, Daniel I. Werfel/OMB/EOP
Subject: PEACE CORPS issue in HEA

I am advised that ED has agreed to accommodate the Peace Corps concern about deferment of 
student loan interest during period of service, by making an administrative change, rather than 
changing the bill, provided that ED/PC/OMB can all agree on the specifics within the next two days. 
. I understand that Maureen M. is working with Kathy on this.
The crux of the issue is that PC feels that the economic hardship deferment is too difficult for 
Peace Corps volunteers to get. An administrative fix would be to somehow require that the lender
shall automatically give a deferment to Peace Corps volunteers

Message Sent To:

Kathryn B. Stack/OMB/EOP 
S. A. Noe/OMB/EOP 
Wayne Upshaw/OMB/EOP 
Barry White/OMB/EOP 
Cheryl C. Anderson/OMB/EOP 
Diana Fortuna/OPD/EOP 
Janet R. Forsgren/OMB/EOP 
Robert M. Shireman/OPD/EOP



From: Catherine Livingston
To: D0M3.D0P06(D0RSEYK)
Date: 2/3/98 3:12pm
Subject: HEA Reauthorization: CNCS Issue -Reply

As Tax Policy noted in comments submitted yesterday, we have never seen the proposal in ED's 
bill to allow the Secretary to pay interest on loans while borrowers are doing community service. 
Those interest payments are very likely to be taxable income to the borrower. We think 
Education needs to discuss this proposal directly with Treasury before including it in any 
legislation.

As for the CNS request that their stipends not be subject to tax, we have explained that that 
would be a major shift in how the tax code currently works. Generally all payments provided in 
return for services are taxed and cannot be treated as excludable scholarships. We would have 
significant concerns about cutting a whole in this principle. We we also would be very 
concerned about making an exception for CNS payments without looking at all kinds of equally 
worthy payments provided in return for service.

CC: Dorn 13. D0P07(HUFFM ANL),



:>A-

Constance J. Bowers 
02/04/98 01:11:26 PM

Record Type: Record

To: nhendry @ peacecorps.gov @ inet, pperdue @ cns.gov @ inet

cc: Diana Fortuna/OPD/EOP, Kathryn B. Stack/OMB/EOP, S. A. Noe/OMB/EOP
Subject: Peace Corps issue re FFEL section by section

Forwarded by Constance J. Bowers/OMB/EOP on 02/04/98 01:11 PM

Lori_Templeman@ed.gov
_ l4g3^ 02/04/98 11:13:00 AM 

Record Type: Record

To:

cc:

Constance J. Bowers@eop

Subject: Peace Corps issue re FFEL section by section

I've made the requested change (verbatim), as 
follows:
The amendment would also describe qualifying 

community service as addressing an unmet human, 
educational, environmental, or public safety need and 
primarily benefiting the community at large (and not 
the membership of a particular organization, such as 
a labor, fraternal, or religious organization). To 
be performing "community service", the borrower must 
be working in a position that is carried out by a 
state, a subdivision of a state, a local government, 
an Indian tribe, a public or private nonprofit 
organization, or a federal agency. Examples of 
service which would be eligible include such fields 
as health care, child care, literacy training, 
education, welfare, social services, transportation, 
housing and neighborhood improvement, public safety, 
crime prevention and control, recreation, rural 
development, and community improvements. 
Participants receiving tuition assistance or loan 
forgiveness under the National and Community Services 
Act of 1990 are eligible for this deferment, as are 
VISTA volunteers under Title 1 of the Domestic 
Volunteer Service Act of 1973 and volunteers under 
the Peace Corps Act. A similar change is proposed for 
Direct Loans in section 453 of the bill.[note that 
the Direct Loan discussion is shorter, and doesn’t



contain similar language, but does cross-reference 
this FFEL provision]



Kathryn B. Stack
02/03/98 02:31:35 PM

Record Type: Record

To: Constance J. Bowers/OMB/EOP

cc: See the distribution list at the bottom of this message
Subject: Re: ED responses to CNS issues AND PEACE CORPS

I am supportive of ED's position on the income tax provision (putting it in HEA seems very odd), 
but will defer to others.

On the CNCS desire to single out Americorps for service deferments, I believe this is the same 
concern Peace Corps raised. Per Maureen McLaughlin, the Secretary and Terry Peterson spoke 
directly with the head of Peace Corps and promised to try to work out an acceptable solution. ED 
staff want to avoid a specific statutory exclusion for particular categories of borrowers, preferring 
to set generic criteria for when students should get deferments for community service. In the 92 
statute and the regs that followed, there was a policy decision to shift away from specific 
deferments for particular constituencies. ED sees a slippery slope if the door is reopened for Peace 
Corps and Americorps.

The compromise ED hopes to work out with Peace Corps- but wants 0MB involvement - is to agree 
to provide either (1) a letter to Peace Corps members and lenders indicating they are eligible for 
deferments based on economic hardship or (2) if that is too weak, then a regulation that would do 
the same thing. Before agreeing to do this, ED is trying to get info from Peace Corps on what 
stipends they pay volunteers, to be certain that they really would qualify for deferments under the 
existing rules.

Wayne/Barry/Dan - If you in agreement that an administrative solution is preferable to a legislative 
fix , ED would like our help in working out what commitment can be made to Peace Corps. ED 
expects to meet on this Wednesday morning, and would want us to participate by phone. I am 
assuming that whatever gets worked out for Peace Corps might also apply to Americorps, 
depending on the amounts paid to volunteers. We may need help from the Labor Branch on this.

Message Copied To:

diana fortuna/opd/eop 
robert m. shireman/opd/eop 
barry white/omb/eop 
wayne upshaw/omb/eop 
s. a. noe/omb/eop 
larry r. matlack/omb/eop 
janet r. forsgren/omb/eop 
daniel j. chenok/omb/eop 
daniel i. werfel/omb/eop
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Constance J. Bowers 
02/03/98 01:23:46 PM

Record Type: Record

To: See the distribution list at the bottom of this message

cc: Janet R. Forsgren/OMB/EOP, Daniel J. Chenok/OMB/EOP, Daniel I. Werfel/OMB/EOP
Subject: ED responses to CNS issues

Attached is ED's reply to CNCS issues on the HEA reauthorization concerning: (1) Federal work 
study, and (2) student loans -- tax and interest issues relating to community service. As ED 
indicates, they will accommodate CNCS with respect to work study. On the student loan issues, 
ED explains why they object to making changes, and asks for Treasury's review as well.

PLEASE REVIEW THE ED COMMENTS BELOW AND GIVE ME YOUR REACTION AS SOON AS 
POSSIBLE.

Forwarded by Constance J. Bowers/OMB/EOP on 02/03/98 01:08 PM

Lori Templeman@ed.gov
02/03/98 11:44;00 AM

Record Type: Record

To:

cc:

Constance J. Bowers@eop

Subject: ED responses to CNS issues

1. We are dropping the proposal to increase in the 
percentage of an institution's Federal Work Study 
allocation that an institution may use to compensate 
students working for for-profit employers.

2. As to the various student loan proposals, it 
appears that CNS has two concerns: first, that they 
believe that our proposal that the interest on 
unsubsidized guaranteed and direct loans be paid/not 
accrue while a borrower is in a period of deferment 
for economic hardship and is performing community 
service is insufficiently broad-CNS instead would 
have the interest on all student loans of borrowers 
who are Americorps members be paid/not accrue during 
their period of service. Unfortunately, our proposal
is confined to unsubsidized loans primarily due to 
budgetary constraints. Within those limitations, it 
is designed to ensure that someone who can obtain an 
economic hardship deferment for their subsidized 
loans while performing community service is not being



required to make payments on their unsubsidized loans 
(for which that deferment does not exist) during that 
time.

Second, CNS appears to want ED to add to our bill a 
provision that would exclude, for purposes of 
taxations from income amounts that the Corporation 
pays to lenders on behalf of Americorps members as a 
result of their service. They indicate that a 
similar provision was dropped in an earlier proposal 
to avoid a joint referreal to Ways and Means, and 
that CNS in its own legislative proposal currently in 
clearance decided against inclusion of such a 
provision for the same reason. It appears that this 
provision is not of sufficient importance to CNS to 
include in its own proposal; we fail to see why, 
merely because our proposal is likely to require 
joint referral to Ways and Means, that this unrelated 
provision should be tacked on to our bill, 
particularly when CNS has its own legislative 
amendments in clearance right now.

We also believe that Treasury (Tax Policy) needs to 
weigh in on this issue. Our tax-treatment item was 
part of the budget; it is very possible that Treasury 
may not concur with the CNS suggestion.



Constance J. Bowers 
02/04/98 11:23:45 AM

Record Type: Record

To: Diana Fortuna/OPD/EOP

cc:
Subject: ED responses to CNS issues -Reply 

please see below

------------------------ Forwarded by Constance J. Bowers/OMB/EOP on 02/04/98 11:23 AM

Constance J. Bowers 
02/03/98 04:03:06 PM

#

Record Type: Record

To:

cc:

Kathryn B. Stack/OMB/EOP@EOP

S. A. Noe/OMB/EOP@EOP, Wayne Upshaw/OMB/EOP@EOP
Subject: ED responses to CNS issues -Reply 

See Treasury's note below
---------------- --------Forwarded by Constance J. Bowers/OMB/EOP on 02/03/98 04:01 PM

Karen.Dorsey@MS01 .DO.treas.sprint.com

Record Type:

' 02/03/98 02:42:00 PM

Record

To:

cc:

Constance J. Bowers@EOP

Subject: ED responses to CNS issues -Reply

Date: 02/03/1998 03:34 pm (Tuesday)
From: Karen Dorsey
To: EX.MAIL("Constance_J._Bowers(5)oa.eop.gov")
Subject: ED responses to CNS issues -Reply

Attached are comments from Tax Policy responding to Lori Templeman's 
message. Cathy Livingston from Tax Policy has also left a voice mail for 
Lori to call her to discuss.

> > > EX.MAIL."Constance_J._Bowers@oa.eop.gov" 02/03/98 02:23pm
> > >



JAN-30-1998 14:14 TO:192 - D. FORTUNA FROM:DADE, J. P. 1/2

EXECUTIVE OFFICE OK THE PRESIDENT 
Office of Management and Budget 

I^cgislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20503

URGENT

Facsimile Transmission

Sender's FAX Number (202) 395-6148 
Sender's Phone Number (202) 395-3803

TO: AGENCY: FAX Phone Recipient's Phone
LORI TEMPLEMAN ED

DIANA FORTUNA vm
AROMIE NOE & KATHY
STACK

0MB

innnnnm.

FROM: Connie J. Bowers

DATE: FrI Jan 30, 1998 11:08am

No. of Pages (including transmittal sheet):

COMMENTS:

CNCS COMMENTS ON FFEL

Attached are CNCS comments on FFEL on loan interest (you received similar 

comments on the direct loan piece.)
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MEMORANDUM

TO; Ms. Janet Forsgren
Office of Managemern and Budget

FROM; Gene Sofer
Corporation for National Service

SUBJECT; Higher Education A« Amendments: LRMID: CJB 162 

Attn: Constance Bowers

DATE: January 30,1998

CORPORATION 

roR katiokal 

^ R VI c £

This tertion of the Higher Education Act Amendments, as proposed by tl)e

see our comments on LRM: CJB 160. including the question of the
relationship bet«-een this proposal and an existing provision in the National and 
Community Service Trust Act. The treatment of interest for all qualified loans held bv 
AmenCorps members should be identical, and it is our view that no interest should acmie 
on any qualified student loan held by AmeriCorps members during their period of .eervic^

Uivi NwVoilA«m«.NM
'‘•MhDH0ADC»ti25
1t1e>.U<l<2024Q6.5<n

A™riCoi»i,Nilloul*BVk,
LuniaiiilJei«tAwr(ci
NuioMlSMiwSwvtosCft^
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EXECUTIVE OFFICE OF THE PRESIDENl 
Office of Management and Budget 

Legislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20503

Facsimile Transmission

Sender's FAX Number (202) 395-6148 
Sender's Phone Number (202) 395-3803

TO: AGENCY: FAX Phone Recipient's Phone

LORI TEMPLEMAN ED

NANCY HENDRY PEACE CORPS

ICAREN DORSEY TREASURY

* 4; 4; I); *

FROM: Connie J. Bowers

DATE: Wed Feb 4, 1998 4:35pm

No. of Pages (including transmittal sheet);

COMMENTS:

CNCS NOTE ON HEA LOAN INTEREST AND TAXABILITY ISSUES

Attached fyi is a note from CNCS regarding its position on the provisions in 

Title IV, HEA, on interest and taxability of student loans. Note that although 

CNCS is withdrawing any objections to the bill, they wish to work to have their 

concerns addressed separately.

cc: K. Stack
A. Noe 

L. Matlack 

D. Fortuna 

.1. Forseren
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MF.MOR4NBUM

To:

From:

Subjctl:

CORPORATION 

FOR KaTIONAI.

Qsrrvic E

Constance Bowers 

Gen# Sofer

OMB/Treasury/Education Comments on CNS Viev/s Regarding the 
Higher Education Act Amendments

February 4, 1998

We have received several comments concerning our previously provided views on 
the proposed Higher Education Act Amendments, and understand that the issues we 
raised concerning interest and the taxability of the erinration award will not be rcEolved 
through these proposed Amendments We are therefore withdrawing our proposed 
tliungee (except for the Work Study suggestion wlucl-« was adupicd),

We continue to believe that the disparate treatment of interest on student loans for 
indi>iduals doing service has a negative impact on the AmeriCorps program, and w# look 
forward to working with Education, 0MB, and the Peace Corps to attempt to resolve this 
if.6u# administratively You should recognize, however, that we are not convinced that the 

,^^-interest issue, as specifically related to AmeriCorps, can be fully resolved through 
\ administrative changes.

We have reviewed the proposed seciion-by-section change concerning FFEL, and 
concur with the proposed language changes,

i'hank you for consideration of our views cn these issues

131 York A»cr:Ue.NW 
DC 2«2S

Td,ptonrJ02.KI6-SOO(i

GiiiiKTHipOw.
AmenCoiyi, Nui^ikl Sorioe 
Lcani SoveAmerict
Nuiofia] SoniorSmlc* CajM
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EXECUTIVE OFFICE OF THE PRESIDENT 
Office of Management and Budget 

Legislative Reference Division 
Labor, Welfare and Personnel Branch 

Washington, DC 20503

Facsimile Transmission

Sender's FAX Number (202) 395-6148 
Sender's Phone Number (202) 395-3803

Tfl* AGENCY: FAX Phone Recipient's Phone

1 ORI TEMPLEMAN ED

niANA FORTUNA DPC

KATHY STACK OMB —

***♦♦*♦

FROM: Connie J. Bowers

DATE; Thu Jan 29, 1998 5;38pm

No. of Pages (including transmittal sheet):

COMMENTS:

DIRECT LOANS and PERKINS = - CNCS COMMENTS 

Attached arc CNCS comments on direct loans AND Perkins
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J&nuarv 29, 1998

F)

Ma. Janet Forsgrcn 
Office of Maiiagctiicni and Budget 
WasMngton, DC 20503-0001

CORPORATION
for national 

Q S E R V 1 c E

------>
Re: Higher Education Act Amendmente; LRM ID; 160 \ j
Attn: Constance Bowers ------^

Dear Ms. Forsgren,
The Higher Education Act Amendments, as proposed by the Dcpaitnicjit of 

Education, revises certain treatments on interest accruals and loan forgiveness in order to 
encourage mo.c Americans to use their education and training for community service 
purposes. The Corporation flilly supports these objectives. However, the proposed 
changes raise fundameiital issues concerning tlie accrual of interest on an AmeriCorps 
member’s loans during service and the tax treatment of the education award piuvided to 
AmeriCorps members after completing national service. The amendmenis could actually 
worsen the inequities peiccived by AmeriCorps members today, as beneficial treatments 
are extended to others serving in their communities that are denied, perhaps 
unintentionally, to AmeriCorps members serving under similar circumstances.

Regarding intere.st a^rualj section 456 of the proposed bill provides that interest 
will not accrue onVunSUB^aizedloan while the borrower is performing community 
service and has an economic hardship deferment on repayment of the loan Another 
section of the bill extends the same benefit to Unsubsidired Stafford Loans. Both 
provisions would allow eligible individuals with eiudent loons to take up to iljree years to 
serve their communities without accruing additional interest on their loans during that 
period, Commumiy sci vice i» actually defined similarly to the definition under the 
National and Community Service Act, that is, service that addresses an unmet human, 
educational, environmental, or public safety need artd primarily benefits the community at 
large

This provision contrasts directly with the treatment of interest under the National 
and Community Service Trust Act for qualified student loans held by AmeriCoTps 
Members daring their period of service. The National and Community Service Trust Act

1201 M*wYoritAvtiuK, MW
Wiiiln(imi,DC:0$2:
WMlO<ie2Q2«l»-M)00

OMdneTUlltiWM. 
Ame^lCoipii Nciwiil lenlc* 
U*riiMKlSav«AnnlM 
Mi«uitl S«nl»r Sci'vIlm Coipi
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of 1093 specifically provides that the Corporation shall make pay...els

of* s»i«rt .™mi »
428B of such Act, Moreover, the Interest paid by the Corpoi auoj) bewomes taxable 

infiowe to the individual AitieriCorps Mentber.

Clearly, AmeriCorps members are individuals who should re.(‘,elve the 
accrual benefit being extended under the Higher Education Act Amendments. These 
members ere engeged in seivicc to their communities in exactly the 
specified in the Amendments, However, the efFect of this amendment on AinenCorps 
Members is not totally clear. Specifically, with respect to AmenCorps members, does the 
treatment of the interest tmder the proposed Higher Education 
supersede the requirements for the treatment of interest on qualified 
AmeriCorps Members under the National and Community Service Act? If the pepa^ment 
«fi54iirfltinn interprets its nroposedJaneuage so as to extend this benefit to qualified loans 
fiddVaiTSri^lorps Mabels, to we Wieve the problem is resolved and have no
suegestcd changeFmhhr portion of the bill. However, if the nep«tl.^ent believes t)^t
this^benefit of interest not.accniin& does not extend to AmenCorps Members then they ^ 
should be specifically included as being covered by these AiieiiduieiiLs. It makes no sense 
fbr the Administration not to extend this benefit to its signature national service program. _

Interest paid on behalf of AmeriCorps Members in fi.scal ye..r 1997 totaled 
than $l million, thereby making the tax consequences of this change inconsequential.

Turning to loan forgiveness and its tax treatment, section 459 of the proposed bill 
would amend the Internal Revenue Code to exclude certain loan forgiveness fiom being 
considered as income to a taxpayer. The justification for rhi« provision is as follows;

“The Administration believes in encouraging Ancvicansto use ihelr education and 
training in community service. Providing tax relief in connection with the 
forgiveness of certain student loans will help make it possible for students with 
valuable professional skills to accept lower-paying jobs that s«rve the public.'’

The Corporation believes that this rationale applies directly to the AmeriCorps 
program and that there is no fundamental difference between the individuals covered by 
the above benefit and AmeriCorps members, AmeriCorps members receive a modest 
stipend for subsistence in order to give hack to their communities. Under th* National and 
Community Service Trust Act, however. Members’ loans are not forgiven. Instead, the 
Corporation makes payincius to luaii Iiuldcis up to h specified amount on behalf of the 
members who receive this benefit as a result of their service. The Internal Revenue 
Service has determined that this procedure creates taxable income to the Member.
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The Ade.ioietr.uoh’. poeWoo oo U» t« Teoiment cf the /^eriCon?. e^»"
,»atd h«H.tori«lly WotM^hSred . provihon
propomg the Netionsa Service -Tiwl Act td iw 'n ^.id«ed
^Chprovidedt^e-™-;^™^^ ™
rrcZ”?e“r^ltSneidemio^ ef the legieWon eod cot have 0«
r: to the C0n.h.itt.e c. « «rthe"^^^^
posHioh in devdoping F^^pdo^ Ael Amendht«... -11 o«,.t likdy

-“.sr.SBz3S,s:“™«-r2s"""'^“‘propoiel uoder the Mgher Educailoi, Act rwhithonzahon blii

The imponeoee of this change in tax treatment to eliminate the "'^^'3“*.^",

htit rather are delivered directly to loon hnideri

comperohlc fcderd program., iocloding moet Itnpottantly the OI biil, do not treat 
virtually identical benefit! as taxable income,

Anv coat of this propoeed change is mwginal. Based on the pnyment. miule from 
the Trurtta the last fised year, the annual cost to the Treasury from this tax change would 

be less than $6 million.
We remain open to a discussion of the specific manner in whfch tt» tax tieatnent 

service should also resolve the issue fbr AmcriCorps members.

Sincerely^

Gene Sofer ||
Corporation National Service
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JailuaTy ^9, 1998

CORPORATION 

for national 
QSERVIC E

Ms. Janet Forsre>^
Office ofManasemeni andBudgei
Wathington, DC an^lW-ClOOl ^
Re: HigherBduoation Act Amendments. LRMID: CJB 157 

Attn; Constance Bowers

Dear Ms. Forsgren,

to Perkins Loans.

Although we agree with this not aceme on
loans held by of service Please sec our comments on LRM: CJB

be idenlicBl in the final resolution ot this issue.

Siiwerely,

Gene Sofer )
Corporation ibr National Service

i;oi n=wVci*a>*iw«nw
WnhiiiHOn.OCM««
ftVpliO»20t4»-5Ca)

Gtt«i«ndll(lDM
^^liI)Ccr1>«> N»>io<nl Service 
UiiUllniJSe'-virAriie'lui
NiiiinMl B™m Ser'ia Cmp*
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“(2) social security number in accordance with the requirements of section

484(n).”.

PAYMENT OF INTEREST FOR COMMUNITY SERVICE 

SEC._7. Section 428H(e) of the Act is amended-

(1) in paragraph (3), by striking out "No" and inserting in lieu thereof "Except as 

provided in paragraph (8). no"; and

(2) by adding at the end thereof the following new paragraph-

"(8) PAYMENT OK IN I RRF.ST FOR COMMUNITY SERVlCE.-fA'> In order

to promote community service that addresses an unmet human, educational, environmental, or 

public safety need and primarily benefits the community at large (and not the membership of a 

particular organization, such as a labor, fraternal, or religimis organi2ation), the interest on a loan 

made under this section that accrues while the borrower is receiving a deferment under seciiuu 

428Cb)(l)(m)(iii) for such loan while performing such community service, shall be paid by the 

Secretary.

“(B) To be eligible for the payment of interest under subparagraph (A), the 

borruwea scivc in a community service position for—

“(i) a State, or a subdivision thereof;

“(ii) a local government;

“(iii) an Indian tribe;
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7‘''J' ' '
“(iv) a public or private nonprofit organization; or 

“(v) a Fed«al agency.”.

NO
PART C--FEDERAL WORK STUDY PROGRAM '^7

y

ALLOCATION OP FUNDS

SEC._8. Section 442(d)(4) of the Act is amended by inserting at the end thereof the

following new subparagraph:

“(E) The Secretary may ilsb the actual expected family contribution 

(computed in accordance with part F) for an instiiution’s eligible undergraduate, and graduate 

and professional students, in lieu of the calculation in paragraph (2) and (3), respectively. .

USE OF FUNDS

SEC._9. Section 443 of the Act is amended-

(1) in subsection (b)(3) by striking out “assisted," througli the end thereof and

inserting in lieu thereof “assisted;”; and

(2) in subsection (c)(2) by striking out ”25 percent" and inserting in lieu thereof

”50 percent".
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PART B-FEDERAL FAMILY EDUCATION LOANS

Section Section_5ofthebillwouldrepealsection428(n)ofthe Act, which
fo? hiah A f It ^ that reprtswite the Statens shL^f risk
for high default rates at institutions within the State. This provision has never been implemented.

.. . Swtion~7- Section—^^®^‘^’«biIlwoii]daddoncwp«agr,ph(8)to5ectiou428Hfc7of
teAct te wodd r^iure the Secretary to pay the interest that aoemes on an tmsubsidized 
^.d Item while the boiiower I, receiving an econonnc hardship dcfennent on the loan and

*' Presidenfs call to «hion to all^mcans to serve then coininumnes, and would allow individual, with student loans to take up 
to three yews to serve then conmtunitiM without accruing additional interest on their loam. ^

the ee P'dpls P<rfottnlng community service qualily fordefannents of their loans under 
ik V wT “ ^28fl>)(l)(MXm) of the Act “Economic hardship”

of income and debt to income ratio. During
P*”°^ of aonomic hardship, mterest is not paid by the botiowec on subsidised loam, but 
mt^ “ “"subsidized ioans.^ amendment would provide simit..

‘““o. ifMthese limited circumsiancas. in order to 
Sip^tS^"*^ borrowers who already satisiy economic

th- ^ “"cndmcnt would also describe what community service may quaUfy the borrower 
this mieiesi payment on his or her behalf. To be perfenning "community service", the -.-i

^rrower must be working m a positi on that is carried out by a State, a subdivision of a State a ' \
iMd gov^rat, an bdian tribe, a public or private nonprofit orgaiization, oitj '
A^tondly the srevice must address an rnimet human. wluoatioL, cnyiZn^i^^^ 
safety need through services that^rimasily benefit the community at large (and not the 
mcmbeiship ofapartieular organization, such as a labor, Iratemal. or religious organization)
Btamples of service which would be eligible include such fields ns hSfeSi^^d care
i muisportation, housing and neighborhood
unprovement, public safety, crime prevention and control, lecieaUou, rani development, and
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PART C-FEDERAL WORK-STUDY PROGRAM

Scfitioff -fl. Scctioii _8 of the biU woiUd amend section 442(d)(4) of the Act to provide 
that wl^ the Secretary establishes income categories for aid applicants to determine an 
institution’s need, for puiposes of calculating a fair share under the allocation formula, the 
Secretary would no longer be required to establish an expected family contribution (EFC) for 
each category. This change would reduce the administrative burden on institutions, which must 
currendy add several items on the output documents in order to comply with this requirement, 
even Aough tlw official EFC is already indicated on these documents. These chflngas would 
provide flexibility so that the Department can continue to collect income information that is not 
available elsewhere and derive the EFCa needed for the allocation foimula. A similar change to
the FSEOG program is proposed in section__ of the bUl, and to the Perkins Loan proaram in
section__ of the bill. ^ ®

S®ctioD__9(l )ofthebill would amend section 443(b)(3) of the Act to
eliimnate the requirement that an institution make at least 5 percent of its Work Study funds 
available to independent and less-than-full-time students, if such students account for at least 5 
percent of the to^ financial need of all students attending the institution. This requirement 
c^es m administrative hardship, because instimtions must keep track of students to whom they 
offer aid based on these artificial categories, and cany out additional calculations and reporting 
on smdents in these categories. Furtliermorc, many instimtions are fiu: exceeding the 5 percent 
minimum for these categories of students, not just in offers, but in actual expenditures Tnstoad 
tile current law requirement that funds be reasonably available to all eligible students in the 
institution m need thereof would remain in effect without the additional 5 percent limitation. 
This change will remove the administrative burden, while still enabling the Secretaiy to take 
action against Uiosc few insiitutions that do not make funds reasonably available to all students 
including independent and less-than-full-time students. A similar change is proposed to the
FSEOG program in section__ of the bill and to the Perkins Loan Program in section of the
hill. “

Section _9(2) of the bill would amend section 443(c)(2) of the Act to mcrease from 25 
p^Mt to 50 percent the amount of an institution's Work Study allocation that can be used to pay 
the Federal share for students employed at for-profit employers. Tlus would provide greater 
flexibility and more career-related job opportunities for needy students.
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Possible revised “community service” language for the loan deferral/HEA reauthorization 
package:

“(B) to be eligible for non-accrual of interest under subparagraph (A) the
borrower shall-

“(i) serve in a community service position for- 
“(I) a State, or a subdivision thereof;
“(II) a local government;
“(111) an Indian tribe;
“(IV) a public or private nonprofit organization, or 
“(V) a Federal agency; and 

“(ii) in that position, provide a service that—
“(I) addresses an unmet human, educational, environmental,

or public safety need; and
“(II) primarily benefits the community at large, and not the 

membership of a particular organization, [such as a labor, fraternal, or religious organization,]”



"For here in Philadelphia, a minister who is a friend of mine, Reverend Tony Campolo, is helping 
to organize a movement among churches to get churches to sponsor 10,000 full-time youth 
volunteers to take a year off from college, or defer a year from college, under the sponsorship of 
their churches. The churches will do what we do in AmeriCorps, helping to provide for the living 
expenses of the young people. But I think we ought to say to them, at the very least, it shouldn't 
cost you any money to serve. And so if you've got a college loan, and you take a year off to serve 
under the sponsorship of a religious organization, I am going to propose legislation to say, 
'During that year, no interest should accrue on that college loan.' It should not cost you any 
money to serve your country."
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so I see this citizen service summit as a huge 
thing, much more than a photo op. And, of course, when I go 
there I'll have some specific suggestions about things that i 
think the government should do as well.

Q Could you give us a preview of what -- what, 
for example, would you propose?

THE PRESIDENT: Well, I'll give you an example.
I'll have a number of things, but I'll give you an example. We 
know that for communities to work well you need a balance of 
volunteers who are part-time who come along when they can and do 
what they can, and full-time citizen servants. That's why I 
started the AmeriCorps program. It's now given 50,000 people a 
chance to earn some money for college while doing community 
service, and mobilizing hundreds of thousands of other 
volunteers.

But I'd like to do more. And I particularly like 
working with the faith communities, with the various religious 
institutions. I have a friend in Philadelphia, a minister named 
Tony Campolo, who I believe you have profiled before, who is very 
active in this. And his idea is, just with the churches with 
which he works, to get 10,000 young people to come work full-time 
in community service for a year, supported by their churches.
And all they want the government to do is to say that they don't 
have to pay any interest on their student loan during that year.

Now, to me, that's a very meaningful thing, for a 
modest amount of money for the government, we can save a lot of 
money for individual young people who are willing to work with 
their churches, their synagogues, their mosques to take a year 
off and serve in their communities and help to build a better 
future.

Q And in return for that they would not have to 
pay interest on their student loans?

THE PRESIDENT; They wouldn't have interest on the 
student loan just for the time they're serving. So if they serve 
a year or two years, during that time there would be no interest 
due on their student loan. They would still have to pay interest 
on their student loan when it's accumulating like other students. 
But if they're willing to give something to their country, it 
seems to me just the least we can do to relieve them of a burden 
of the interest accumulating during that period. That's all 
we've been asked to do. I think we ought to do it. I'm going to 
propose it Monday, and send it up to Congress and ask them to 
adopt it.

that would cost?
The obvious question -- how much do you think

THE PRESIDENT: Not much — a few million dollars.
Now, that's a lot of money to us, but, I mean, in a 
trillion-and-a-half-dollar budget it's a tiny amount. And the 
leverage of that amount -- $7, $8, $10 million -- will be worth 
hundreds of millions of dollars in time, volunteer, public 
interest advance. The return will be staggering.

the country.
Okay. Let's talk about your day job, running

THE PRESIDENT: My day job, yes. (Laughter.)

Q Senate Republican Leader Lott says he took a 
lot of flack from his party for joining with you to get the 
Chemical Weapons treaty passed. He said when he hear you were 
going to be on this broadcast that he hoped you would announce 
some bold new initiatives on getting a budget agreement with the 
Congress. Would you like to do that?

MORE
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Record Type: Record

To:

cc:

Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Michael Cohen/OPD/EOP, Jonathan Prince/WHO/EOP

Subject: More info on interest free service

On student loans and service, here's the story. There are 4 types of breaks on student loans you can 
offer people who serve.

1. Income contingency — We did this in 1993. It says that if you can take a low-paying service job, 
your loan payments will be only a limited percentage of your income, and ultimately forgiven after 25 
years.

2. Loan deferment — This predates us. It is used when (1) someone wants to take time off during 
school but doesn't want to have to start paying back loans during that time; or (2) someone finishes 
school, but argues they have a good reason they don't want to start paying back their loans. You can 
get a deferment for up to 3 years. You are eligible if you are unemployed, or if it would create an 
"economic hardship," which includes service. There is no separate service deferment. There used to be, 
but the system got so complex that it was simplified in 1992.

3. Subsidize ail loan deferments for service— This is our new idea. This means that no interest 
accumulates on loans during the period of service. We already do this for subsidized loans, which are 
about 2/3 of the volume, so this would fix unsubsidized loans and make it universal.

The $7 million cost over five years would allow 12,000 borrowers with unsubsidized loans to get this 
benefit during their deferment. The average benefit would be $600. This estimate assume that no one is 
induced to serve. If the program cost doubled to $14 million because the subsidized deferment would be 
more attractive, the number of beneficiaries would increase to 24,000, each receiving $600.

In answer to your question as to whether we could do this for more than one year of service: This cost 
estimate already assumes that this could be for up to 3 years. The estimate simply reflects historical 
data on people who request a deferment due to economic hardship for "service-related" reasons, so it is 
a mix of people requesting 1,2, and 3 years of deferments. I don't think we would want to go past the 3 
year point.

4. Tax Incentives for Student Loan Forgiveness - This is our existing legislative proposal. It says 
loan forgiveness for service reasons by non-profit charitable or educational institutions should not be 
taxable. Loan forgiveness by public institutions is already not taxable if it is for service reasons.

a.



Record Type: Record

To: ,firuce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP
cc: Michael Cohen/OPD/EOP, William R. Kincaid/OPD/EOP, Laura Emmett/WHO/EOP
Subject: Higher ed reauthorization and our service summit proposal

There is a sticky issue on implementing one of our service summit proposals. This is the proposal that 
interest should not accumulate on any student loans when students take time off to serve. Our plan has 
always been to include this in our higher ed reauthorization bill, which is being readied for transmittal to 
the Hill in the next few weeks.

The issue is that the Department's draft would not permit this subsidy if the service is with an organization 
engaged in religious activities, with certain exceptions. Education is taking the position that doing 
otherwise raises constitutional questions. This means that a group like the Rev. Tony Campolo's would 
not qualify. As you recall, Campolo's program was the inspiration for this idea, and the President talked 
about Campolo when he announced this (see below).

Elena, do you want to review the language to make sure they aren't going overboard? They are 
reexamining it after I pointed out a few areas where it seems excessively strict. For example, it would 
rule out teaching English in a program that offered any religious instruction, even if the student was not 
doing religious instruction. However, I should note that Campolo's people do proselytization for part of 
their day, so they're not right on the edge of this line.

When we resolve this, we can tell him in the weekly report. Let me know if you want this in the weekly 
while we're figuring it out.

[FYI, here's what the President said at the summit. Actually, he deviated from the prepared text 
in a way that made it sound like this new proposal applied ONLY to religious service.]

"For here in Philadelphia, a minister who is a friend of mine, Reverend Tony Campolo, is helping to organize 
a movement among churches to get churches to sponsor 10,000 full-time youth volunteers to take a year off 
from college, or defer a year from college, under the sponsorship of their churches. The churches will do 
what we do in AmeriCorps, helping to provide for the living expenses of the young people. But I think we 
ought to say to them, at the very least, it shouldn't cost you any money to serve. And so if you've got a 
college loan, and you take a year off to serve under the sponsorship of a religious organization, I am going 
to propose legislation to say, 'During that year, no interest should accrue on that college loan.' ft should 
not cost you any money to serve your country."
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP

cc: Michael Cohen/OPD/EOP, William R. Kincaid/OPD/EOP, Laura Emmett/WHO/EOP
Subject: Higher ed reauthorization and our service summit proposal

There is a sticky issue on implementing one of our service summit proposals. This is the proposal 
that interest should not accumulate on any student loans when students take time off to serve.
Our plan has always been to include this in our higher ed reauthorization bill, which is being readied 
for transmittal to the Hill in the next few weeks.

The issue is that the Department’s draft would not permit this subsidy if the service is with an 
organization engaged in religious activities, with certain exceptions. Education is taking the 
position that doing otherwise raises constitutional questions. This means that a group like the Rev. 
Tony Campolo's would not qualify. As you recall, Campolo's program was the inspiration for this 
idea, and the President talked about Campolo when he announced this (see below).

Elena, do you want to review the language to make sure they aren't going overboard? They are 
reexamining it after I pointed out a few areas where it seems excessively strict. For example, it 
would rule out teaching English in a program that offered any religious instruction, even if the 
student was not doing religious instruction. However, I should note that Campolo's people do 
proselytization for part of their day, so they're not right on the edge of this line.

When we resolve this, we can tell him in the weekly report. Let me know if you want this in the 
weekly while we're figuring it out.

[FYI, here's what the President said at the summit. Actually, he deviated from the prepared text 
in a way that made it sound like this new proposal applied ONLY to religious service.]

"For here in Philadelphia, a minister who is a friend of mine. Reverend Tony Campolo, is helping to organize 
a movement among churches to get churches to sponsor 10,000 full-time youth volunteers to take a year off 
from college, or defer a year from college, under the sponsorship of their churches. The churches will do 
what we do in AmeriCorps, helping to provide for the living expenses of the young people. But 1 think we 
ought to say to them, at the very least, it shouldn't cost you any money to serve. And so if you've got a 
college loan, and you take a year off to serve under the sponsorship of a religious organization, 1 am going 
to propose legislation to say, 'During that year, no interest should accrue on that college loan.' It should 
not cost you any money to serve your country."
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TO:

FROM:
0MB CONTACT:

SUBJECT;

DEADLINE:

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

Washington, D.C. Z0503-0001

Friday, September 19, 1997

LEGISLATIVE REFERRAL MEMORANDUM

Legislative biaisdn Officer - See Distribution below
3k?felf^^T-^sg73n^[^PkSsl^tant^ireMor for Legislative Reference 

Constance J. Bowers
PHONE: (202)395-3803 FAX: (202)395-6148

EDUCATION Draft Bill on Higher Education Act Reauthorization - Title IV, 
Part D - Direct Loans

B:00 p.m. Wednesday, September 24, 1997 _______________________

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above 
subject before advising on its relationship to the program of the President. Please advise us if this 
item tvill affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS:
DISTRIBUTION LIST

AGENCIES:
118-TREASURY - Richard S. Carro - (202) 622-0650 
61-JUSTICE - Andrew Fois - (202) 514-2141

EOP:
S. A. Noe 
Kathryn B. Stack 
Wayne Upshaw 
Barry While 
Robert M. Shireman 
Jonathan H. Schnur 
Michael Cohen 
William R. Kincaid 
Daniel J. Chenok 
Daniel I. Werfel 
Robert G. Damus 
Edward M. Rea 
Thomas P. Stack 
John S. Radzikowski 
Harry G. Meyers
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LRMIDiCJBlOl SUBJECT: EDUCATION Draft Bill on Higher Education Act Raauthorization- 
Title iV, Part D -- Direct Loans

V.. ------^^^ ■'
RESPONSE TO 

LEGISLATIVE REFERRAL 
MEMORANDUM

If your response To this request for views is short (e.g., concur/no comment), we prefer that you respond by 
e'mall or by faxing us this response 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/attomey'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:

FROM;

Constance J. Bowers Phone; 395-3803 Fax: 396-6148 
Office of Management and Budget
Branch-Wide Line (to reach legislative assistant): 395-7362

(Date)

(Name)

(Agency)

(Telephone)

The following is the reponse 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 reponse sheet
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DRAFT 9/19/97 PART D - DIRECT LOANS

TECHNICAL AMENDMENTS

SEC. 451. (a) Section 451(b) of Ihe Act is amended to read as follows;

“(b) PROGRAM DESlCiNATION.-The program established under this part shall be 

referred to as the ‘William D. Ford Federal Direct Loan Program’.”.

(b) Section 453 of the Act is amended--

(1) in subsection (a)'-

(A) in paragraph (1), by striking out the tliird sentence therein; and

(B) in paragraph (2)(D), by striking out ‘‘the academic year that begins in 

fiscal year 1998,” and inserting in lieu thereof “academic year 1998-1999 and succeeding 

academic years,”; and

(2) by amending subsection (c) to read as follows:

“(c) SELECTION CRITERIA FOR ORIGINATION .-The Secretaiy and an institution 

(or consortium of institutions) that has an agreement under section 454(a) may include in that 

agreement provisions regarding the origination of loans if the institution (or consortium)-

"(1) desires to originate loans under this part; and

"(2) meets the criteria established by the Secretary in regulation.".

(c) Section 455 of the Act is amended-

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

(A) in subparagraph (A), by striking out '"Federal Direct Stafford Loans'" 

and inserting in lieu thereof "Federal Direct Stafford/Ford Loans'";

(B) in subparagraph (C), by striking out '"Federal Direct Unsubsidized
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Stafford Loans’" and inserting in lieu thereof "Federal Direct Unsubsidized Loans'";

(2) in subsection (b)-

(A) in paragraph (1), in the matter preceding subparagraph (A), by 

striking out "Direct Stafford" and "Unsubsidized Stafford" and inserting in lieu thereof'Direct 

Siafford/Ford" and "Unsubsidized", respectively;

(B) in paragraph (2)(A), in the matter preceding clause (i), by striking out 

"Direct Stafford" and "Unsubsidized Stafford" and inserting in lieu thereof "Direct 

Stafford/Ford" and "Unsubsidized", respectively; and

(C) in paragraph (3), in the matter preceding subparagraph (A), by 

striking out "Direct Staflbrd" and "Unsubsidized Stafford" and inserting in lieu thertx)f "Direct 

StalTord/Ford" and "Unsubsidized", respectively; and

(3) in subsection (f)(1), by striking out "Direct Stafford" each place it appears and 

insetting in lieu thereof ."Direct Stafford/Ford".

LOAN CRRTIFICATION

SEC. 452. Section 454(a)(1)(C) of the Act is amended to read as follows:

“(C) provide a statement that certifies the eligibility of any student to 

receive a loan under tliis part that is not in excess of the aimual or aggregate limit applicable to 

such loan, except that the institution may refuse to certify a statement that permits a student to 

receive a loan under this part, or to certify a loan amount that is less than the student’s 

determination of need (as determined under part F)--

“(i) if tlie reason for such action is documented and provided in 

written form to each student so affected, or
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“(ii) in the case of a student who is in a category of students for 

which such institution has a policy (that is disclosed to students and to potential students as part 

of the institution’s information dissemination activities under section 485(a)(1)) of refusing to 

certify, or certifying for a lesser amount, provided that such certification policy is consistent with 

section 421(a)(2).”.

IN'I'HREST RATE; CAPITALIZATION 

SEC. 453. Section 455(b) of the Act is further amended- 

(1) ill paragraph (2)(B)-

(A) by redesignating clauses (i) and (ii) as subclauses (1) and (11),

respectively;

(B) by inserting immediately aAer the subparagraph designation the 

clause designation "(i)";

(C) by striking out "subparagraph (A)," and inserting in lieu thereof 

"subparagraph (A) and, except as providerl in clause (ii),"; and

(D) by adding after clause (i) (as redesignated by subparagraph (B)) tlie

following new clause:

"(ii) In the case of Federal Direct Stafford/Ford T^oans or Fetieral 

Direct Unsubsidized Loans for which the first disbursement is made on or after July 1, 1999, for 

puiposes of subparagraph (A), the rate determined under this subparagraph shall, during any 12- 

month period beginning on July 1 and ending on June 30, be determined on the preceding June 1 

and be equal to the bond equivalent rale of the securities with a compai'able maturity, as 

established by tlie Secretary, except that such rate shall not exceed 8.25 percent."; and



Uiljr ID IDD I lU.Ol iu.n r . unuij, 0. r. u/ 10

(2) by adding al Ihe end thereof the following new paragraph:

“(6) CAPITALIZATION OF TNTEREST.--Thc Scerctary may add unpaid 

accrued interest to the borrower’s unpaid principal balance-

“(A) when the borrower enters repayment after the expiration of a grace 

period, in the case of a Federal Direct Unsubsidized Loan, a Federal Direct Consolidation Loan, 

or a Federal Direct PLUS Loan that qualifies for a grace period;

“(B) upon the expiration of a period of deferment, in the case of a Federal 

Direct Unsubsidized Loan, a Federal Direct PLUS Ix)an, or a Federal Direct Consolidation Loan;

“(C) upon the expiration of a period of forbearance;

“(D) atmually, in the case of a borrower paying under an alternative or 

income contingent repayment plan, in accordance with subsection (d)(4) or (e), as the case may 

be, if the borrower’s scheduled payments do not cover the interest that has accrued on the loan;

and

“(E) when a borrower defaults on the loan.’’.

LOAN FEE

SEC, 454. Section 455(c) of the Act is amended--

(1) by striking out "Tlie Secretary” and inserting in lieu thereof "(1) For loans 

made under this part before July 1,1999, the Secretary";

(2) by striking out "of a loan made under this part"; and

(3) by adding at the end thereof the following new paragraph:

"(2) For loans made under this part on or after July 1, 1999, the Secretary shall 

charge the borrower an origination fee of-



oCiZ 10 IDO I lu.oi iu.n uiiiiunii; i'iwi’i. y. 1 • I / ±‘J

"(A) 2.0 percent of the jjrincipal amount of the loan, in the case of Federal 

Direct StalTord/Ford Loans; or

"(B) 3.0 percent of the principal amount of the loan, in the case of Federal 

Direct Unsubsidi'/ed Loans or Federal Direct PLUS Loans.".

REPAYMENT TERMS

SEC. 45 f>. Section 455(d) of the Act is amended--

(1) in paragraph (1)"

(A) in subparagraph (B), by inserting immediately aAcr "an extended 

period of time," the following; "not to exceed 30 years,"; and

(B) in subparagraph (C), by striking out "a fixed or extended period of 

time," and inserting in lieu thereof "an extended period of time, not to exceed 30 years,"; and

(2) in paragraph (2), by striking out "subparagraph (A), (B), or (C) of paragraph 

(])," and inserting in lieu thereof "paragraph (1)(A).".

PAYMENT OF INTEREST FOR COMMUNITY SERVICE

I SEC. 456/^ection 455(0 Act is further amended-

(1) in paragraph (1)(B), by striking out ‘‘Unsubsidized Stafford Loan,” and 

inserting in lieu thereof the following: “Unsubsidized Loan (except as provided in paragraph 

(5)),”; and

(2) by adding at the end thereof the following new paragraph:

"(5) PAYMENT OF INTEREST FOR COMMUNITY SERVICE.-rA> In the 

case of a borrower of a Federal Direct Unsubsidized Loan who is receiving a deferment under
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paragraph (2)(C) for such loan while performing comniunily service, as described in 

subparagraph (B). the interest on the loan that accrues while the borrower is receiving such 

deferment and is performing such community service shall be paid by the Secretary.

"(B) To be eligible for the payment of interest under subparagraph (A),

the boiTower-

"(i) shall be serving in a community service position for- 

"(I) a State (or subdivision thereoO;

"(II) a local government;

"(III) an Indian tribe;

"(IV) a public or pi ivate nonprofit organization; or 

1"(V) a Federal agency;

"(ii) shall be providing community seivice that- 

li "(I) addresses an umnet human, educational,

environmental, or public safety need; and

"(II) provides a direct benefit to the conununity in which

the service is performed; and

"(iii) shall not be serving in a position with- 

"(I) a business organized for profit;

"(II) a labor union;

"(III) a partisan political organization; or 

"(IV) an organization engaged in religious activities (unless

such service doc^^ involve conducting worship services, providing instruction as part of a 

program tliat includes mandatory religious education or worship, the conslniction, operation, or
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maintenance of facilities devoted to religious instruction or worship, or any form of 

prosclytizalion).".

CONFORMING AMENDMENTS

SEC. 457. (a) Section 451(c) of the Act is amended by striking out “basic grants” and 

inserting in lieu thereof “Federal Pell Grants”.

(b) Section 455 of the Act is further amended-

(1) in subsection G)(2), by striking out “basic grants” and inserting in lieu thereof

“Federal Pell Grants”; and

(2) in subsection (k)(3), by striking out “basic grants” and inserting in lieu thercof 

“Federal Pell Grants”.

REPEAL

SEC. 458. Section 457 of the Act is repealed.

TAX 'J'REATMENT OF CANCELLATION OF CERTAIN STUDENT LOANS

459. Action 108(f)(1) of the Internal Revenue Code of 1986 is amended by

striking "any student loan if and all that follows through the end thereof and inserting in lieu 

thereof "any student loan if-

"(A) such discharge was pursuant to a provision of such loan under 

which all or part of the indebtedness of the individual would be discharged if the individual 

worked for a certain period of time in certain professions for any of a broad class of employers,
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"(B) in the case of a loan made under part D of title IV of the Higher 

Education Act of 1965 which has a repayment schedule established under section 455(e)(4) of 

such Act (relating to income contingent repayments), such discharge is after the maximum 

repayment period under such loan (as prescribed under such part).".
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DRAFT 9/19/97 PART D - DIRECT LOANS

Section 451 ■ Section 451 of the bill would amend sections 451(b), 453(c) ajid 455 of the 
Act to eliminate inconsistent names for sonic types of direct loans that resulted from the 
renaming of the program in 1994, continue the loan volume goals for years after academic year 
1998'1999, and remove outdated language concerning the initial year of the program.

Section 452. Section 452 of the bill would amend section 454(a)(1)(C) of the Act to 
pennit institutions to refuse to certify loan applications, or to certify loan applications for lesser 
amounts for entire categories of borrowers, consistent with the certification policy of the 
institution, provided that the policy does not discriminate based on race, gender, color, religion, 
national origin, age, disability status, or income. Institutions also would continue to have the 
current authority to refuse to certify a loan application, or to certify the loan application for a 
lesser amount, for an individual student on a casc-by-case basis, with appropriate documentation 
in the student’s file. This amendment would reduce administrative burden on institutions, 
provide institutions with a greater ability to prevent overborrowing, and reduce defaults. A 
similar amendment is proposed for the FFEL program in section 425 of the bill.

Section 453. Section 453 of the bill would amend section 455(b) of the Act to reduce the 
applicable interest rate on subsidized and unsiibsidized Direct Loans during in-school, grace, and 
deferment periods to the same rate as the Department of Education's own borrowing rate, 
although the interest rates would be capped at the same levels as in current law. This change 
would provide lower interest rates to borrowers of unsiibsidized loans while they are in in­
school, grace, or deferment periods. The^e
FFEL program in section 42_ of llie bill, would standardize interest subsidy costs for tire FFEL 
and Direct Loan programs.

Section 453 of the bill would also place in the statute regulatory requirements concerning 
when interest may be capitalized on unsubsidized Direct Loans: when the loans enter repayment 
after the expiration of a grace period, at the expiration of a deferment or forbearance period, 
when a borrower defaults, and annually when a borrower chooses to repay under the alternative 
repayment plan and required payments arc less than interest acemed. A similar amendment is 
proposed for unsubsidized FFELs in section 42_ of the bill.

Section 454. Section 454 of the bill would amend section 455(c) of the Act to reduce the 
loan fee from four percent to tliree percent for unsubsidi/ed Direct Loans, and from four percent 
to two percent for subsidized Direct Loans. The loan fee for Direct Loans is designed to be the 
equivalent of the FFEL insurance premium plus the FFEl. origination fee, and these amendments 
arc proposed in conjunction with amendments in section 42_ of the bill that would eliminate the 
one percent insurance premium that may be charged to a FFEL borrower at the time his or her 
loan is originated and reduce FFEL origination fees on subsidized FFELs by one percent (i.£., 
from llircc percent to two percent).

These reductions in fees will provide significant benefits to all students, and will provide
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additional funds to borrowers up front, at the time that the loan funds are needed to pay for costs 
of attendance. The proposed changes would also assist in standardizing boiTOwer benefits within 
the FFEL program as well as between the FFEL and Direct Loan programs, because lenders and 
guaranty agencies will no longer be able to selectively reduce costs for certain FFEL bonowers 
by waiving or paying the insurance premium on the borrower's behalf The Secretaiy is not 
authorized to waive or lower loan fees under the Direct Loan progiam.

Section 455. Section 455 of the bill would amend section 455(d) of the bill to make 
certain minor conforming changes to the amendments proposed in section 42_ of the bill that 
would provide FFEL borrowers with the extended and graduated repayment options currently 
available only to Direct Loan borrowers.

nV Section 456. Section 456 of the bill would add a new paragraph (5) to section 455(0
^ the Act that would require the Secretary to pay tlie interest that accrues on an unsubsidized loan 

while the borrower is receiving an economic hardship deferment on the loan and performing 
community service. A similar amendment is proposed for Unsubsidizul SlalTord Loans in 
section 42_ of the bill. This proposal is part of the President's call to action to all Americans to 
serve their communities, and would allow individuals with student loans to take up to tliree years 

to serve their communities without accruing additional interest on their loans.

Many people performing coimnunily service qualify for deferments of their loans under 
an economic hardship deferment. During periods of economic hardship, interest is not paid by 
the borrower on subsidized loans, but interest continues to accrue on unsubsidized loans. This 
amendment would provide similar treatment of subsidized and unsubsidized loan.s, in these 
limited circumstances, in order to remove this financial obstacle to community service for 
borrowers who already satisfy economic hardship criteria.

Section 457. Section 457 of the bill would amend sections 455(j)(2) and (k)(3) of the Act 
to confonn with changes proposed in section 401 of the bill that would update Federal Pell Grant 
program references from “basic grants" to “Federal Pell Grants."

Section 458. Section 458 of the bill would repeal section 457 of the Act, which pertains 
to regulatory and application requirements applicable to the first year of the Direct Loan 
program’s operation, and is no longer necessuiy.

n/ Section 459. Section 459 of the bill would amend section 108(0(1) of tlie Internal
Revenue Code of 1986 to exclude from income any balances remaining on Direct Loans that are 
forgiven after the maximum number of years on the income-contingent repayment plan. Under 
current law, a taxpayer generally has income when all or part of a loan made to the taxpayer is 
forgiven. However, an exception is provideil in section 108(0 of the Code for the forgiveness of 
certain student loans, under which loans made by the United States, a State or local govermnent, 
or a public benefit corporation with control over a state, county, or municipal hospital to a 
student in order to support the student’s attendance at an educational institution and all or part of
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the loan is subsequently forgiven, the income resulting from the cancellation of indebtedness is 
excluded from the student’s income, provided the loan forgiveness is contingent on the student’s 
working for a certain period of time ui certain professions for any of a broad class of employers. 
In addition to the expansion of this provision to include income contingent Direct Loans, this 
provision would also be expanded to cover forgiveness of loans extended by nonprofit tax- 
exempt charitable or educational institutions to their students or graduates when the proceeds arc 
to be used to repay outstanding student loans, provided the loan forgiveness is contingent on the 
student’s working for a certain period of lime in certain professions for any of a broad class of 

employers.

The Administration believes in encouraging Americans to use their education and 
training in community service. Providing tax relief in connection with the forgiveness of certain 
student loans will help make it possible for students with valuable professional skills to accept 
lower-paying jobs that serve the public.


